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FISCAL NOTE
REQUEST:
R e v is io n  D a te :______________________
T i t l e :  E s ta b 1is h in g  A laska S ta te  

Investm ent  C orp oration ___________

Agency A ffec te d :  
BRU: T reasury

Department o f  Revenue

Spon sor: S en a te  S ta te  A f f a ir s  
R equ estor: S en a te  S ta te  A f f a ir s

Components:.

EXPENDITURES/REVENUES: (Thousands o f  D o lla r s )

OPERATING
FY 91 FY 95 FY 96

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS_____
TOTAL OPERATING

(4 9 4 .6 )
0

(7 0 8 0 .2 )
0
0
0
0
0

(7 5 7 4 .8 )

(9 8 9 .3 )  |( 9 8 9 .3 )  | (9 8 9 .3 )
0 j 0 j o

( 1 4 1 6 0 .5 ) j ( 1 4 1 6 0 .5 ) | (1 4 1 6 0 .5 )

(9 8 9 .3 )  |( 9 8 9 .3 )
0 j 0

(1 4 1 6 0 .5 )1 (1 4 1 6 0 .5 )

( 1 5 1 4 9 .8 ) |( 1 5 1 4 9 .8 ) |( 1 5 1 4 9 .8 ) (1 5 1 4 9 .8 )1 (1 5 1 4 9 .8 )

1 CAPITAL 1 0 1 0 1 o 1 0 1 0 1 0

1 REVENUE 1 

FUNDING: (Thousands o f  D o lla r s )

o 1 0 1 o 1 0 1 0 1 0

| GENERAL FUND 
j FEDERAL FUNDS 
j OTHER 

TOTAL

0 | 0 | 0 | 0 | 0 | 0
0 | 0 | 0 | 0 | 0 | 0

( 7 5 7 4 . 8 ) | ( 1 5 1 4 9 . 8 ) | ( 1 5 1 4 9 .8)|(15149.8)|(15149.8)|(15149.8)

( 7 5 7 4 . 8 ) | ( 1 5 1 4 9 . 8 ) | ( 15149.8)|(15149.8)|(15149.8)|(15149.8)

POSITIONS:
| FULL-TIME 
j PART-TIME 
I TEMPORARY

0
0
0

0
0
0 I

0
0
0 I

0
0
0 I

0
0
0 I

0
0
0

ANALYSIS: a t ta c h  a s e p a r a te  page fo r  a n a ly s is .  F is c a l  year 1990 e f f e c t  i s  z e r o .
F is c a l  y e a r s  1992 through 1996 based  on th e  S ta te  Investm ent C orporation  assuming 
r e s p o n s ib i l i t y  fo r  t r u s t  fund in v estm en ts  January 1 , 1991. The amounts are the  
r e tire m e n t and endowment fu n d in g  co n ta in ed  in  T r e a su r y 's  f i s c a l  year 1991 budget. 
F is c a l  year  1991 e f f e c t  i s  h a l f  o f  th e  Treasury f i s c a l  year 1991 bu d get.

Prepared By: M ilt  Barker
D iv is io n :  T reasury

a n . Phone: 465-2350

Approved by C om m issioner:
Agency: Departm ent o f  Revenue_______________________________

D ate: A p ril 30 , 1990

D ate:

D is tr ib u t io n  (by p r e p a r e r ):  
L e g i s la t iv e  F inance  
L e g i s la t iv e  Sponsor  
R equ estor

O f f ic e  o f  Management and Budget 
Im pacted A g e n c y ( ie s )

Changes inod.5 c?d///3<rya( F i n ) 
have no fiscal impact.
This fiscal note is 
appropriate,
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B e g l n n l n q  

F iscal Liquid 

Year B a l a n c e Ma t u r i t i e s  C o n t r i b u t i o n s  B a l a n c e

blllJ I n(J
A v e r a g e  I n v e s t m e n t  L i q u i d

E a r n i n g s  B a l a n c e  Fees

Sto c k  P e r f o r m a n c e

M a n a g e m e n t  C u s t o d i a n  Audit M e a s u r e m e n t

FY91 0 151.1 50.0 100.5 9.0 210.1 93.5
FY92 210.1 118.9 55.0 297.1 26.7 410 . 7 276.3
FY93 410.7 96.3 60.0 488.8 44.0 610.9 454 .6
FY94 610.9 202.9 65.0 744 .8 6 7.0 9 45 . 8 692.6
FY95 945.8 128.7 70.0 1045.1 9 4 . » 1238.6 97».9
FY96 1238.6 60.0 75.0 1306.1 117.5 1491.1 1214.7

Total
Fees Fees F ees Fees

5.2 10.0 12.0 120.7
1 j.6 10.0 12.0 313.9
25.7 10.0 12.0 5 0 2.3
39.1 10.0 12.0 733.7

54.9 10.0 12.0 1028.8
68.6 10.0 12.0 1285.3

Hotes:

1. C o l u m n  6, p r ior year

2. F r o m  D i v i s i o n  of R e t i r e m e n t  & B e n e f i t s

3. T r e a s u r y  D i v i s i o n  e s t i m a t e  based on FY 89 c o n t r i b u t i o n s

4. C o l u m n  1 + (Column 2 + C o l u m n  31/2

5. 9% x C o l u m n  4

S. C o l u m n  1 + C o l u m n  2 + Co l u m n  3 + Col u m n  5

7. c o l u m n  4 x .31% per c o n t r a c t  x 30% asset a l l o c a t i o n  to c o m m o n  s t o c k s

8. C o l u m n  4 x 5.25^ / i l O O O  per contract

9. Per c o n t r a c t

10. T r e a s u r y  D i v i s i o n  e s t i m a t e

11. C o l u m n s  7 + 8 * 9 + 10.
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6-2313D

IN T H E  H O U S E  BY T HE F I N AN CE  C OM MITTEE

SENATE CS FOR  CS F OR HO US E B I L L  NO. 580 (Finance)

IN THE L EG ISLATURE OF THE  S T A T E  OF A L A S K A  

S IX TEENTH L E GI SL AT UR E - S E C O N D  SESS IO N

A  B IL L

F or an A c t  entitled: "An Act e s t a b l i s h i n g  t h e  A l a s k a  State Investment

Corporation; r e l at in g to m a n a g e m e n t  and investment of 

funds of the teachers' r e t i r e m e n t  system, U n i v e r s i t y  

of Alaska fund for m o n e y  from the sale or lease of 

land granted by Congress, judicial r et ir em e nt  system, 

Alaska N ational G u a r d  a n d  A la s ka  Naval M i l i t i a  re­

tirement system, p u bl ic  school tr us t  fund, Alaska 

children's tr us t fund, g r o u p  h e a l t h  and life benefits 

fund, s u pp lemental e m p l o y e e  b e n e f i t s  program, public 

employees' r e t i r e m e n t  system, p u b l i c  employees' 

deferred c o n t r i b u t i o n  program; r e q u i r in g that certain 

accounting r e c o rd s be m a i n t a i n e d  in a c c o r d a n c e  with 

g en erally a c c ep t ed  a c c o u n t i n g  principles; and p r o v i d­

ing for an e ff ec t i v e  date."

BE IT E N A C T E D  BY THE LE GISLATURE O F  THE STATE O F  ALASKA:

* S e c t i o n  1. AS 37.10 is amended by addin g n e w  se ctions to read:

A R T I CL E 5. A L AS K A ST AT E IN VE ST M E N T  CORPORATION.

Sec. 37.10.210. A L A S K A  S TA TE  I N V E S T M E N T  CORPORATION. (a) There 

is e s t a b l i s h e d  the Alaska S t a te  I n v e s t m e n t  Corporation. T h e  co rp o­

rat i o n  is a public c or po r a t i o n  and g o v e r n m e n t  in st ru m e n t a l i t y  in the 

D e p a r t m e n t  of Reve nu e manag ed  by a board of directors. The p u rp os e  of 

t h e  b o a r d  is to provide p ro f es s i o n a l  m a n a g e m e n t  a nd i nv es tm en t  of 

s t a t e  t r u s t  funds and other s ta te  funds u p o n  a g r e em en t w i t h  t he m a n a g­

ers of t ho se  funds.

O r i g i n a l  s p o n s o r ( s ) : Finance Co mm i tt ee

5 / 4 / 9 0
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(b) The board consists of seven members:

(1) one member, n o m i n a t e d  by the Teachers' Re ti r em en t Board 

and a p p o i n t e d  b y  the governor, w h o  is a m e m b e r  of the teachers' r e­

tirement system;

(2) one member, n o m i n a t e d  by the Publi c Employees' R e t i r e­

ment  Boa rd  and appointed by the governor, who  is a m e mb er  of the 

public employees' retirement system;

(3) one member, w ho is an empl o ye e of an employer p a r t i c­

ipating in the supplemental b e n ef it s  s ys te m under AS 39.30.150 - 

39.30.180 or who is receiving a b e n e f i t  u n d e r  that syste m because of 

the person's p r i o r’ employment ap po i n t e d  by the gove r no r from three 

nom i ne es  n o m i n a t e d  for the p o s i t i o n  by the Teachers' Retirement Board 

and by the Public Employees' R et ir em e nt  Board; and

(4) four public members, ap po in te d by the governor.

(c) At least two of the p ub li c m e m b er s mu st  have recognized 

co mp et en ce  and wide experience in finance, investments, or other 

business m a n a g e m e n t - r e l a t e d  fields. A  publi c  m e m b e r  m a y  not hold 

ano th er  state or federal office, position, or employment, either 

ele c ti ve  or appointive, except as a m e m b e r  of the armed forces of 

either the U n i t e d  States or of this state.

(d) The members of the b o a r d  shall be a p p o in te d  for staggered 

terms of four years and m a y  be r e a p p o i n t e d  to the board.

(e) The governor m ay remov e a m e m b e r  o f  the b o a r d  from office. 

A  removal by the governor must be in w r i t i n g  and must state the reason 

for the removal. After a m em be r re c ei ve s w r i t t e n  no tice of removal 

from the governor, the member m a y  no t p a r t i c i p a t e  in b oa rd  business 

and m a y  not b e  counted for purposes of e s t a b l i s h i n g  a quorum.

(f) Memb e rs  representing a state r e t i r e m e n t  system or the s u p­

plem ent a l be ne fi t s system m a y  h o l d  a n o t he r c o m p e n s a t e d  state office,

______„



position, or employment, either e l e c ti v e or appointive.

(g) A  v a c a n c y  on the board shall be p r o m p t l y  filled in the same 

m a n n e r  as the seat w as originally filled. A n  a p p o i n t e e  to a vacancy 

h olds office for the balance of the u n e x p i r e d  t e r m  of the appointee's 

predecessor. A  v a c a n c y  on the b o a r d  d o e s  not impa ir  the au thority of 

a q u or u m of the b o ar d to exercise all the p o w e r s  and p e r f o r m  all the 

d uties of the board.

(h) The board shall annually e l e c t  a c h a i r  from among its m e m­

bers.

(i) Four m e m be rs  of the board c o n s t i t u t e  a q u o r u m  for the t r an s­

action of b us in e s s  and the e xercise of the p ow er s and duti es  of the 

board.

(j) 1\ board m e mb er  may not d e s i g n a t e  a n o t h e r  p e r s o n  to serve on

the b o a r d  in the absence of the member.

Sec. 37.10.220. POWERS A N D  DUTIES O F  THE BOARD. (a) T he board

shall

(1) hold regular and special m e e t i n g s  at the call of the

c h ai r or of at least four of the members;

(2) est ab li s h investment p o l i c i e s  for the funds for which 

it is responsible;

(3) submit long-range and q u a r t e r l y  in ve st me nt  reports to 

the Le gi s l a t i v e  Budget and Audit Committee;

(4) report to the g o v e r n o r  a n d  the l e g i s l a t u r e  by S e p t e m­

ber 30 of each y e a r  concerning the i n v e s t m e n t  of state funds including

financial and investment policies e s t a b l i s h e d  by the board;

(5) con tr ac t wit h external p e r f o r m a n c e  ev al u at or s to review 

the p e r f o r m a n c e  of each fund m a n a g e d  o r  i nv es t e d  by the corporation

and repo r t each y e a r  to the b oa r d and t o  the o t h e r  board s d irectly

r e s p o n s i b l e  for the activities s u p p o r t e d  b y  the fund on the fund's
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__________________

condition; the report m u s t  be complete, u nd er standable, and presented 

in accep ta b le  format a c c o r d i n g  to industry p a t t e r n s  a n d  customs;

(6) engag e  i nd ependent certified p u b l i c  accountants to

prep ar e an annual a ud it  of each of the funds for w h i c h  the corporation

is r e sp on si bl e  and t o  report to the board w i t h  t h e  results of the

audit.

(b) The b oa rd  m a y

(1) emplo y  o u t si de  investment advisors to r e v i e w  investment 

pol ic ie s and ma ke  re co mm e n d a t i o n s  to the board;

(2) enter into an agreement with t h e  m a n a g e r  of another 

state fund, o th er  th an  t he comm is si o ne r of r e v e n u e  w i t h  respect to 

m o n e y  invested u n d e r  AS 37.10.070, to assume f i d u c i a r y  responsibil­

ities for m a n a g i n g  and i nv esting the other s t a t e  fund; an agreement 

u nd er  this p a r a g ra p h m a y  n ot be for a te rm  longe r  t h a n  three years but 

m ay be renewed;

(3) do all acts necessary, convenient, or desirable to

c arry out the p owers e x p r e s s l y  granted or n e c e s s a r i l y  implied in this 

chapter.

Sec. 37.10.230. C O NF LICTS OF INTEREST. (a) M e m b er s of the 

b oa rd  and the e x e c u t i v e  d i r e c t o r  are subject t o  t h e  provisions of 

AS 39.50.

(b) If a m e m b e r  of t he board or an em p lo y e e  of the corporation 

acquires, owns, o r  c o n t r o l s  an interest, d i r e c t  or indirect, in an 

e n t it y or proj e ct  in w h i c h  assets under the c o n t r o l  of the corporation 

are invested, the  m e m b e r  shall immediately d i s c l o s e  the interest to 

the board. T he d i s c l o s u r e  is a matt e r of p u b l i c  r e co rd  and shall be 

i ncluded in the m i n u t e s  of the b oard meeting n e x t  f o l l o w i n g  the d i s­

closure.

Sec. 37.10.240. REGULATIONS. The board m a y  a d o p t  regulations



c o r p o r a t i o n  and the state from l i a b i li ty  to o t h e r s  and from loss of
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under the A d m i n i s t r a t i v e  Pr o cedure Act (AS 44.62) to i n te rpret and 

implement AS 37 .1 0.210 - 37.10.399.

Sec. 37.10.250. C O M P E N S A T I O N  O F  BOARD MEMBERS. M e m b e r s  of the 

board, other tha n  state employees, r e c ei ve  an h o n o r a r i u m  of $400 for 

each d ay spent at a m e e ti ng  of th e board or at a m e e t i n g  of a s u b c o m­

mitt e e  of the b o a r d  or at a p ub li c m e e t i n g  as a r e p r e s e n t a t i v e  of the 

board. M e m b e r s  of the b oard are entitled to p e r  d i e m  an d travel 

allowances as p r o vi de d for mem be rs  of state b o a r d s  and co mmissions 

u nd er  AS 39.20.180.

Sec. 37.10.260. STAFF. (a) T h e  board shall, j o i n t l y  w i t h  the 

Board of T r u s te es  of the Alaska P e r m a ne nt  Fund Corporation, employ an 

e xe cutive dir ec to r u n d e r  AS 37.13.100. The operational,, investment, 

and adminis tr at iv e  functions of the co rporation are v e s t e d  in the 

executive di re c to r w h o  serves u n d e r  the joint s u p e r v i s i o n  of the board 

and the board of trustees. T h e  executive d i r e c t o r  shall appoint 

employees of t he c o r p o r a t i o n  as n e c e s s a r y  u n d e r  AS 37.13.100. The 

board and the bo ar d  of tr ustees shall agree on r e s p o n s i b i l i t y  for 

com pe ns at io n for t he ex ec utive d i r ec to r and e m p l o y e e s  of the two 

corporations.

(b) A  deed, contract, or o th er  document that m u s t  be e x e c u t e d  by 

o r  on behalf of the  c o r p o r a t i o n  shall be s i gn e d by the executive 

director.

Sec. 37.10.270. INSURANCE. The co rporation shall p r o t e c t  t r u s­

teed assets and its own assets, services, and e m p l o y e e s  by p urchasing 

insurance or p r o v i d i n g  for s el f -i n s u r a n c e  reten ti on s in a m o un ts  r ec om­

me n d e d  by the e x e c u ti ve  d i r e ct or  and approved by the b o a r d  to cover 

the acts, including f i d u c i ar y acts, errors, and o m i s s i o n s  of its board

m o m h o r e  r\ -F-F l r o r c  omr\1 m r o o e  anr?  a n o n f  c  T n e n r a n o o  e V i a l  1 t h e



t r u s te ed  assets and assets of the corporation.

Sec. 37.10.280. EX EM PTION FROM TAXATION. T he corpor a ti on  and 

all properties at a ny time owned b y  it, managed b y  it, o r  held by it 

in trust, and the  income from those activities, are exempt from all 

t axes and as sessments in the state. A ll sec u ri ty  i ns truments issued 

by the corpo r at io n and income from them are e xempt from all taxes and 

a ssessments in the state, including transfer taxes.

Sec. 37.10.290. LIMITATIONS. The corp or a ti on  m a y  n ot engage in 

commercial b a n k i n g  a c t i vi ty  or priv at e trust activity. T he c o rp or a­

tion m a y  not act as a d e p o s i t o r y  or trustee for a priv at e person, 

association, or corporation. The c o rporation m a y  not act as a lender 

to a pri va te  person, association, or corpo ra ti on  of m o n e y  from any 

source except state funds u n d er  m a n a g e m e n t  by the corporation.

Sec. 37.10.300. LIABILITY. A  liability i n c ur re d b y  the c or po­

ration shall be s at is fi ed  e xc lu s i v e l y  from the a s s et s or revenue of 

the c or poration and a cre d it or  or other person m a y  not ha ve  a right of 

a ction against the state becau se  of a debt, obligation, or liability 

of the corporation. A  li ab ility of t he c or po ra t io n m ay not be sat­

isfied irom trust assets unles s exp re ss ly  authorized by law.

Sec. 37.10.399. DEFINITIONS. In AS 37.10.210 - 37.10.399,

u nless the cont e xt  ot he rw is e  requires,

(1) "board" me an s  the board of d i r e c t o r s  of the c o r p o r a­

tion;

(2) "corporation" means the Alaska S ta te  I nv es tm en t  C o r p o­

ration.

* Sec. 2. AS 14.25.035(d) is a m en de d to read:

(d) The co mm i s s i o n e r  of a d m i n is t ra ti on  shall repor t to the board

the system. T he re-



d i r e c t o r s  of the Alaska State Investment Corporation [COMMISSIONER OF

REVENUE] shall provide reports to the board on the  c o n d i t i o n  and
0

i n ve st me nt  perfo r ma nc e of the teachers' retirement t r u s t  fund and an 

annual external performance r e v i e w .

* Sec. 3. AS 14.25.180 is amen d ed  to read:

Sec. 14.25.180. M A N A G E M E N T  A N D  INVESTMENT OF FUND. (a) The 

b o a r d  of directors of the Alaska State Investment C o r p o r a t i o n  [COMMIS­

SIO N E R  OF REVENUE] is the [TREASURER OF THE S Y ST E M A N D  THE] fiduciary 

of the fund. In ma na gi n g the fund, the board of the corporation 

[ COMMISS IO NE R OF REVENUE] shall

(1) consider the status of the fund's i nv e st m e n t s  and the 

s y s t em 's  liabilities on both a curre nt  and a p robable f uture basis;

(2) determine the appro pr i at e investment o b j e c t i v e s  for the

f u n d ;

(3) establish i nvestment policies aimed at a c h i e v i n g  the 

o bjectives; and

(4) act only in regard to the best financial interests of 

th e system's beneficiaries.

(b) The board of the c o r po ra t io n [COMMISSIONER OF REVENUE] may 

invest the fund on the basis of p r o b a bl e total rate of r e t u r n  without 

r e g a r d  to the di stinction b e t w e e n  principal and i n co me  or to the 

g e n e r a t i o n  of income.

(c) In carrying out investment duties u n d e r  this chapter, the 

b o a r d  of the corporation [COMMISSIONER O F  REVENUE] has t he same powers 

a nd d ut ie s in regard to the t e a c h er 's  retirement t ru st  fund as are 

p r o v i d e d  in AS 37.10.071, excep t that the st andard of p r u d e n c e  that

b o a r d  of the corporation [COMMISSIONER] mu s t obe y u n d e r  AS 37.10.-

of large t r u s t  investments
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* Sec. 4. AS 14.40.400(b) is amended to read:

(b) The b o ar d of directors of the A l a s k a  St at e In ve s t m e n t  C o r p o­

ration [C O MM IS SI ON ER  O F  REVENUE] is the  fid uc ia r y of the t r u s t  fund 

and shall a c co un t for and invest the fund as set o ut in AS 37.14.-

110(c), 37.14.160, and 37.14.170, e x c e p t  that the bo ar d of the c o r p o r­

ation [COMMISSIONER] shall report the c o n d it i on  and i n ve st me nt  p e r­

formance of the fund to the Board of Regents.

* Sec. 5. AS 22.25.048(c) is' amended to read:

(c) The b o a r d  of directors of the A la sk a S ta te  Inves tm en t C o r p o­

ration [ C O M MI SS IO NE R O F  REVENUE] is the [TREASURER OF THE S Y S TE M AND 

THE] f i d u c ia ry  of the fund and has the same p o w e r s  and d u t i e s  under

this s e c ti on  in regard to the j udicial r et ir e m e n t  tr us t fund as are

pr o vi de d in A S  14.25.180.

* Sec. 6. AS 26.05.228(c) is amended to read:

(c) The b o a r d  of directors of the Alask a S t a t e  Invest me nt  C o r p o­

ration [CO M MI SS IO NE R OF REVENUE] is the [TREASURER OF THE S Y S T E M  A ND 

THE] f i d u c ia ry  of the fund and has t he same p o w e r s  and d u ti es  under 

this s e c ti on  in regard to the fund as are pr ov id e d u n d e r  AS 14.25.180.

* Sec. 7. AS 3 6 . 3 0 . 8 5 0 ( b ) (15) is a m e n de d to read:

(15) a co ntract that is a delegation, in w h o l e  or in part, 

of i nv es t m e n t  p o we rs  held by the c o m m i s s i o n e r  of revenue under 

[AS 14.25.180, AS 14.40.400,] AS 14.42.200, 14.42.210, AS 18.56.095,

[AS 22.25.048, AS 26.05.228,] AS 37.10.070, or 3 7. 10 . 07 1 [, AS 37.14, 

O R  AS 39.35.080];

* Sec. 8. AS 36.30.850(b) is amended by a dd in g a n e w  p a r a g r a p h  to read:

(22) a co ntract that is a delegation, in w h o l e  or in part, 

of i nv e st me nt  p o w e r s  held b y  the  b o a r d  of d i r e c t o r s  of the Alaska 

State I n v e s t m e n t  Corporation u nd er  AS 14.25.180, A S  14.40.400, AS 22.- 

25.048, AS 26.05.228, AS 37.10.071, AS 37.14, AS 39.30.095, 39.30.175,

SCS



A S  39.35.080, or AS 39.45.030.

* Sec. 9. AS 37.10.071 is amended to read:

sec. 37.10.071. I NV ES T M E N T  POWERS A N D  DUTIES. (a) In making 

inve st me nt s u nd e r this section, the fiduciary of a s t a t e  fund [COMMIS­

SIO N E R  OF REVENUE] shall

(1) act as official cu st od i an  of cas h and i n vestments by 

s e c u r i n g  adequate and saf e custodial facilities for them;

(2) receive all items of cash and investments;

(3) collect and d e p os it  the p ri ncipal o f  and income from

o wn ed  or a c quired investments;

(4) invest and  r einvest the assets in a c c o r d a n c e  wi th  this

section;

(5) receive and spend app ro pr ia ti o ns  to c o v e r  the cost of

t he ex er c i s e  of duties u n d e r  this section;

(6) exercise the powers of an owner w i t h  r e s p e c t  to the

assets;

(7) p e r fo rm  all acts, not p r o h i b i t e d  by this section, 

w h e t h e r  or not expressly authorized, that the f i d u c ia ry  [COMMISSIONER] 

c o n s id e rs  nec es s ar y or p r o p e r  in adminis te ri n g the assets;

(8) m a i n ta in  a cc ou n t i n g  reco rd s in a c c o r d a n c e  w i t h  g e n e r­

ally a c c ep te d [INVESTMENT] ac co un t in g principles;

(9) engage an independent c er tified p u b l i c  a cc o un ta nt  to 

c o n d u c t  an annual audit of the financial c o n d i t i o n  and  investment 

transactions;

(10) enter in to  a nd enforce contracts or a gr ee m e n t s  con­

side r e d  necessary, convenient, o r  d es irable for t h e  i nv es t me nt  pur­

poses of this section
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[COMMISSIONER]

u t i li ze  consultants, advisors, custodians, investment

or the e q u i v a l e n c e  of those rates or prices in the jud gm en t of the 

f i d u c i a r y  [COMMISSIONER].

(b) U n d e r  this section, the fiduciary of a s ta te  fund or the 

f i d u c i a r y 7s [COMMISSIONER O R  T H E  C O M M I S S I O N E R 7S] d e s i g n e e  m a y

(1) d e l e g a t e  investment, custodial, or d e p o s i t o r y  authority 

on a d i s c r e t i o n a r y  or n o n d i s c r e t i o n a r y  basis to offi ce rs  o r  employees 

of the st at e  or to i nd ep e nd en t firms, banks, or t ru st  companies, by 

d e s i g n a t i o n  t h r o u g h  appointments, contracts, or l e t te r s or authority;

(2) acqu ir e or d i sp os e of investments e i t h e r  directly, 

indirectly, or t h r o ug h inves tm en t pools or trusts, b y  c o mp e ti ti ve  or 

n e g o t i a t e d  agreements, contracts, or auctions, in p u b l i c  or private 

m a r k e t s ;

(3) conce nt r at e or div e rs if y investments as the  fiduciary 

[COMMISSIONER] c o n s i de rs  a p p r o p r i a t e  to increase the p r o b a b l e  total 

rate of r e t u r n  or to d e c r ea se  the overall exp os ur e to p otentially 

a d v e r s e  m a r k e t  va l ue  risks;

(4) p r o te ct  the m a r k e t  value or the rate of r et ur n of the

i n ve st m e n t s  b y  e n t e r i n g  into forwa rd  agreements to bu y or sell assets

at a future da te  as a hedge agai ns t existing held a s s e t s  or as a 

p r e c o m m i t m e n t  of future cash flows;

(5) lend assets, u n d e r  an agreement and for a fee, against 

d e p o s i t e d  c ol la te ra l of e q u i v a l e n t  m arket value;

(6) b o r r o w  assets on a s hort-term basis, u n d e r  an agreement 

and for a fee, a g a in st  the d e p o s i t  of collateral c o n s i s t i n g  of other 

a s s e t s  in o r d e r  to acco mm od at e t e m p o ra ry  cash or i n v e s t m e n t  needs;

(7) h o l d  i n vestments in be arer or r e g i s t e r e d  form in the

na me  Of t h e  State, a fund <*>>■ nnminooc aiifhnri 70^ 1-.17 +*Vir» -F-i rJiici 5»>-i7
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th at  has bee n d e l e g a t e d  to anot h er  p e r s o n  if t he d e l e g a t i o n  is prudent 

u n d e r  the a p p l i c a b l e  s t a n da rd  of p r u d e n c e  set out in statute or if the
’ V'*v • .* • ■*'. • -■ fr.'A

1 • " ■ ■» •' • »:• • • •• • . . . "■ •V«*

d ut y is a s s ig ne d b y  law to ano th er  person, except to the extent that t

services, and legal counsel for a ss is ta n ce  in i nvestment matters on 

eith er  'a c o n t i n u i n g  or a l i m it ed -t er m  basis and w i t h  or w i t h o u t  c o m­

pensation;

(9) decla r e records to be co nf idential and exem pt  from 

AS 09.25.110 and 09.25.120 if the records c o n t ai n information that 

d is cl o s e s  the p a r t i c u l a r s  of the b u s in es s  or the affairs of a private 

enterprise, investor, borrower, advisor, consultant, counsel, or 

manager.

(c) In e x e r c i s i n g  investment, custodial, or d ep o si to ry  powers or 

d u ties u n d e r  this section, the fid uc ia ry  of a state fund [COMMIS­

SIONER] shall e x e r ci se  the judgment and care u n d e r  the circumstances 

then p r e v a i l i n g  tha t an institutional investor of o rdinary p r o f e s s i o n­

al prudence, discretion, and i n t el li ge nc e exercises in man a gi ng  large 

i nvestments w i t h  c o n s i d e r a t i o n  for t he purpose of the fund, the in­

vest m e n t  objectives, the c ontinuing d is po s i t i o n  of the fund's invest­

ments, and the p ro ba b l e  safety of the capital as well as t he probable 

i nv es tm en t  returns.

(d). In e x e r c i s i n g  investment, custodial, or d ep o si t o r y  powers or 

d u ties u n d e r  this section, the fi du ci ar y or the fiduciary s [COMMIS­

SI O N E R  O R  A] d e s i g n e e  [OF TH E COMMISSIONER] is liable for a breach of 

a d ut y th at  is a s s i g n e d  or d e l e ga te d under th is  section, or under 

AS 14.25.180, AS 14.40.400(b), AS 14.42.200. 14.42.210. AS 18.56.095.

AS 22.25.048. AS 26.05.228. AS 37.10.070, AS 37.14.110(c), 37.14.160,

37.14.170, 37.14.200. 37.14.210. AS 39.30.095. 39.30.175. [OR] AS 39.- 

3 5 . 0 8 0 . o r  AS 3 9 . 4 5 . 0 3 0 . However, t h e  fiduciary o r  the [COMMISSIONER 

O R  T H E  C O MMISSIONER'S] d e s i gn ee  is n o t  liable for a breach of a duty 

th at  has bee n deli 

u n d e r  the applica!



C o r p o r a t i o n . m a y  employ a n d  d e t e r m i n e  the s alary of an executive 
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fi du ci ar y [COMMISSIONER] or des ig ne e

(1) k no wingly p a r t i c i p a t e s  [PARTICIPATE] in, or knowingly 

u n d e r t a k e s  to conceal, an act o r  o mission of a n o th er  person, knowing 

that the act or o mission is a b r e a c h  of that p e r s o n ' s  dutiefe under 

this chapter;

(2) by failure to c o m p l y  v/ith this section in the a d mi ni s­

trat i o n  of specific responsibilities, enables ano t he r p e r s o n  to commit 

a b r e a c h  of duty; or

(3) has k no wl ed g e of a br each of duty by a n o th er  person, 

u n l e s s  th e fiduciary [COMMISSIONER] or d esignee m a k e s  reasonable 

e ffo rt s u n d e r  the cir cu ms ta nc e s to r e me d y the breach.

(e) The state shall d e f e n d  and indemnify the f id uciary [COMMIS­

SIONER] or an officer o r  e m p l o y e e  of the state against l ia bility under

(d) of this sec ti on  to the e x t e n t  that the alleged act or omi ss io n was 

p e r f o r m e d  in good faith a nd was p r u d en t under the a p p l i c a b l e  standard 

of prudence.

(f) In this section, “fiduciary of a state f u n d 11 or “fiduciary11 

[“COM M I S S I O N E R  OF REVENUE" O R  "COMMISSIONER"] means

(1) the c o m m i s s i o n e r  of revenue for i nv estments under 

[AS 14.25.180 OR] AS 37.10.070; [OR]

(2) the b o ar d of d i r e c t o r s  of the A l as ka  State Investment 

C o r p o r a t i o n  for investments u n d e r  AS 14.25.080; or

(3 ) the p e r so n o r  b o d y  p r o v id e d by law to m a n a g e  the in­

vestments, for investments not s u b je ct  to AS 14.25.180 or AS 37.10.- 

070.

* Sec. 10. AS 37.13.100 is a m e n d e d  to read;

Sec. 37.13.100. C O R P O R A T I O N  STAFF. Th e b o a r d  of trustees. 

j o i n t l y  w i t h  the board of d i r e c t o r s  of the A l a s k a  State Investment
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Sec. 13. AS 37.14.160 is amended to rea d

A L A S K A  STATE INVESTMENT

_______________

director. The ex ecutive director may, w i t h  the a pproval of the board 

of t ru s t e e s  and the board of di re c to rs  of the A l a s k a  State Investment

C o r p o r a t i o n , selec t and employ a d di ti on a l staff as necessary. An 

e m p l oy ee  of the corporations [CORPORATION], including the executive 

director, m a y  n o t  be a m e mb er  of e i th er  [THE] board. The executive 

d i r e c t o r  and the oilier employees of the b oa r ds  [BOARD] are in the 

e xemp t service u n d e r  AS 39.25. The b oa rd  of t r u s t e e s  and the board of 

d i r e c to r s shall agree on r e s p on s i b i li t y for co m pe n s a t i o n  for the 

e xe cu ti ve  d i r e c t o r  and the staff of the two corporations.

* Sec. 11. AS 37.14.110(c) is amen de d  to read:

(c) T h e  b o a r d  of directors of the Alask a S t a t e  Investment Corpo­

ration [COMMISSIONER OF REVENUE] shall account for the fund in accor­

dance w i t h  g e n e r a l l y  accepted accou nt i ng  p r i n c i p l e s  and shall deter­

mine t h e  n e t  income of the fund [IN A C C O R D A N C E  W I T H  INVESTMENT A C­

COUN T I N G  PRINC IP LE S A ND IN A  M A N N E R  T H A T  PR ESERVES THE DISTINCTION 

BET WE EN  P R I N C I P A L  A N D  INCOME A N D  T HA T E X C L U DE S C A P I T A L  GAINS OR LOSSES 

R E A L I Z E D  ON P R I N C I P A L ] . The pr in cipal of the fund and the capital 

gains o r  losses realized on principal shall be p e r p e t u a l l y  retained in 

the fund for i nvestment purposes.

* Sec. 12. AS 37.14.140 is amended to read:

Sec. 37.14.140. U T IL IZ AT IO N OF INCOME. T he net income of the 

fund m a y  n ot be appropriated for a p u r p o s e  o t he r t h a n  the support of 

the state p u b l i c  school program. The b o a r d  of d i r e c t o r s  of the Alaska 

State I n v e s t m e n t  Corporation [COMMISSIONER OF REVENUE] shall invest 

r e a l i z e d  n et income that has not b e e n  a p p r o p r i a t e d  or that has been 

a p p r o p r i a t e d  b u t  not expended until th e income is a pp ro priated and 

expended.

*
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C O R P O R A T I O N  BOARD [COMMISSIONER OF REVENUE]. The b o a r d  of directors
i

of the Al aska State Investment Corp or at io n [ C O M M IS SI ON ER  O F  REVENUE] 

is the fiduciary [TREASURER] of the trust fund c r e a t e d  in AS 37.14.110 

and shall

(1) exercise the powers and duties e s t a b l i s h e d  in AS 14.-

2 5 . 1 8 0 ( c ) ;

(2) deposit the principal and income from investments in 

s e p ar at e  p ri ncipal and income accounts for the f u n d ;

(3) invest and mai nt ai n ac co u nt in g r e c o r d s  th at  distinguish 

b e t w e e n  t he p r incipal and income of the fund;

(4) pro vi d e reports to the b o a r d  e s t a b l i s h e d  u n d e r  AS 37.- 

14.120 on t i n  con di ti on  and investment p e r f o r m a n c e  of t he fund.

* Sec. 14. AS 37.14.170 is amended to read:

Sec. 37.14.170. INVESTMENTS. The board of d i re c t o r s  of the

A l a s k a  State I nvestment Corporation [C OMMISSIONER OF REVENUE] is the 

f id uc ia ry  of t h e  trust fund and shall invest t h e  fund to provide

i n cr ea si ng  net income over long-term perio ds  to the fund's income 

beneficiaries. The board of the co rp o r a t i o n  [COMMISSIONER] m a y  invest 

t he m o n e y  in the fund on the basis of p ro ba b l e  to ta l rate of return to 

p r o m o t e  the l on g-term generation of income. In m a n a g i n g  the trust 

fund, the b oa rd  of the corporation [COMMISSIONER] shall

(1) c onsider the status of the fu nd's cap it al  and the

income g e n e r a t e d  on both a current and a p r o b a b l e  f u t u re  basis;

(2) d et eimine the appr o pr ia te  invest m en t objectives;

(3) e st ablish investment pol ic ie s to a c h i e v e  the  objec­

tives ; and

(4) act only in regard to the financial in t erests of the

.. 1 • t - ' ... ' ■ • ■ . ’• . . . ■ : • ; * . . ’«  *

fund's beneficiaries.

* Sec. 15. A S  37.14.200(c) is amended to read:
'

I
}

‘



(c) The net income of the fund shall be d e t e r m i n e d  by the board 

of di r ec to rs  of the Alaska S t at e Investment C o r p o r a t i o n  [COMMISSIONER

O F  REVENUE] in accordance w i t h  g e ne r a l l y  a c c e p t e d  [INVESTMENT] a c­

coun t i n g  princi pl es  [AND IN A  M A N N E R  THA T P R E S E R V E S  T H E  DISTINCTION

B E T W E E N  P R I N C I P A L  A N D  INCOME]

Sec. 37.14.210. POWERS A N D  DUTIES OF THE A L A S K A  S T A T E  INVESTMENT

C O R P O R A T I O N  BOARD [COMMISSIONER OF REVENUE]. T he b o a r d  of directors 

of the Alaska State I nvestment C o r po ra ti o n [ C O M M I S S I O N E R  O F  REVENUE] 

is fhe fiduciary [TREASURER] of the fund and h as t h e  p o w e r  a nd duty to

b e l o n g i n g  to the fund b y  s e c ur in g  a dequate and sa fe  c u s t o di al  facil

r eceive all items of cash and i n v e s t m e n t s  b e l o n gi n g to

t he fund

c ollect t h e  pr in c ip al  and income from i n v es tm en ts  owned

or a cq ui r e d  by the fund and d e po si t the amounts in s e p a r a t e  principal

and income accounts for the fund

(4) invest and r e i n ve s t the assets of t h e  fund as provided 

in this section and as p r o v i d e d  for the i n ve s tm en t of funds under

a sset s of the fund

(6) m a i n ta i n a c c o u n t i n g  records of the fun d  in accordance

w i t h  g e n e r a l l y  accepted [INVESTMENT] a cc ou n t i n g  p r i n c i p l e s  [AND WITH 

D I S T I N C T I O N  BETWEEN THE P R I N C I P A L  A N D  INCOME A C C O U N T S  O F  THE F U N D ] ;

(7) engag e an indep en d en t firm of c e r t i f i e d  p u b l i c  accoun- 

t an ts  to a nnually audit the financial c o n d i t i o n  o f  the fund's



inve s tm en ts  a nd i nv es t m e n t  t ransactions;

(8) e n t e r  into and e n f or ce  contracts or agreements con­

sidered n e c e s s a r y  for t h e  i n v e s t m e n t  purposes of the fund;

(9) re port to t he b o a r d  the c on di t io n and investment per­

formance of t he fund;

(10) do all acts, w h e t h e r  or not e x p r e s s l y  authorized, that 

the b o ar d of the c o r p o r a t i o n  [COMMISSIONER OF REVENUE] considers 

n e c e s s a r y  or p r o p e r  in a d m i n i s t e r i n g  the assets of the fund.

* Sec. 17. AS 39.30.095(d) is a m e n d e d  to read;

(d) If t h e  c o m m i s s i o n e r  of ad mi n i s t r a t i o n  d e t e r m i n e s  that there 

is m o r e  m o n e y  in the fund t h a n  the amount n e e d e d  to pay premiums or 

ben ef it s for the c u r r e n t  fiscal year, the surplus, or so m u c h  of it as 

the c o m m i s s i o n e r  of a d m i n i s t r a t i o n  considers advisable, m ay be in­

vest e d  b y  the b o a r d  of d i r e c t o r s  of the Alaska S t at e Inves tm en t Corpo­

ration [C OM MI SSIONER O F  REVENUE] in the same m a n n e r  as retirement 

funds are in vested u n d e r  AS 14.25.180.

* Sec. 18. A S  3 9 . 2 5 . 1 1 0 ( 1 1 ) (B) is a m en d ed  to read:

(B) A l a s k a  P e r m a n e n t  Fund C o r p o r a t i o n  and Alaska State 

I nv es t m e n t  C o r p o r a t i o n ;’

* Sec. 19. AS 39.30 is a m e n d e d  b y  a dd i ng  a new s e c t i o n  to read:

Sec. 39.30.175. I N V E S T M E N T  OF BENEFIT P R O G R A M  RECEIPTS. The 

b o ar d of d i r e c t o r s  of the A l a s k a  St at e  I nv e st me nt  C o r p o r a t i o n  is the 

f id uciary of the rec e ip ts  of the e m p lo y ee  b e n ef it s p r o g r a m  established 

u n d e r  AS 39 .3 0.150 - 39 .3 0 .1 80  and has the sa me  p o w e r s  and duties 

c o n c e T n i n g  t he m a n a g e m e n t  and in ve st me nt  in r e g a r d  t o  those recei^ ts 

as are p r o v i d e d  u n d e r  AS 14.25.180.

administra­

tor



report to t h e  b o a r d  co nc e rn in g the con di ti on  and

_ _ _ _iV

c a r r y i n g  out this chapter. In a d d i t i o n  the c o m m i s s i o n e r  shall

(1) m a i n t a i n  the acc ou nt s of the system;

(2) ma ke  paym en ts  for the v a r i o u s  p u r p os es  specified;

(3) submit p e ri o d i c  r e p o r t s  or s tatements of accou nt  that 

are needed;

(4) issue a s ta t em en t of a c c o un t to an employee requesting 

it s h o w i n g  the amount of the e m p l o y e e ' s  c o n t ri bu t io ns  to t h e  system;

(5) as soon as p o s s i b l e  a f t e r  the close of each fiscal

year, a n d  not later than s ix m o n t h s  a f t e r  the close of each fiscal

year, send to the governor, the legislature, and the b oa rd  an annual 

s t a t e m e n t  on the operations of the  s y s t e m  contai ni ng

(A) a b a la nc e  sheet;

(B) a s ta tement of income and e x p e nd i tu re s for the

year;

(C) a report on an ac tuarial v a l u a t i o n  of its assets 

an d liabilities;

(D) a s u mm ar y  of a s s e t s  held in the p e n s i o n  fund

l i st ed  b y  the ca te go ri es  of investment, as p r o v i d e d  by the board 

of d i r e c t o r s  of the Alas ka  S t a t e  Inves tm en t C or po r a t i o n  [COMMIS­

SI O N E R  OF R E V E N U E ] ;

(E) other s t a t i s t i c a l  financial data that are n e ce s­

sar y  for a p r o p e r  u n d e r s t a n d i n g  of the  financial c on dition of the 

s y s t e m  and the result of its operations;

1 (6) es tablish a p u b l i c  e m p l o y e e s  re ti re me n t trust fund in 

w h i c h  t he assets of the sy stem shall be d e p o si te d and held;

(7) engage an i n d e p e n d e n t  c e r t i fi e d p u blic accoun ta n t to 

c o n d u c t  an annual audit of the s y s t e m ' s  acc ou n ts  and the annual report 

of t h e  sys te m 's  financial c o n d i t i o n  a n d  activity;

( 8 )
* ':'j' r" 1 .*■ si: ’l.'
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(3) f (6)] m u l t i - em pl oy er  trus ts  e s t a b l i s h e d  for investment 

d e f e r r e d  c om p en s a t i o n  assets of state and local governments.

* Sec. 23. A S  39.50.200(b) is amen de d by addin g a n e w  p a r a g ra ph  to

a d m i n i s t r a t i o n  of the system and distri b ut e the r ep o rt  to the members 

of t h e  system.

* Sec. 21. AS 39.35.080 is amended to read:

Sec. 39.35.080. DUTIES OF THE A L A SK A S TA TE  IN V ES TM EN T C O R P O­

R A T I O N  B O A R D  [COMMISSIONER OF REVENUE]. The b o a r d  of d i r e c to rs  of the 

A l a s k a  S t a t e  Investment Corporation [COMMISSIONER OF REVENUE] is the 

[ T R E A S U R E R  O F  THE SYSTEM A N D  THE] fiduciary of th e fund. T h e  board of 

t he c o r p o r a t i o n  [COMMISSIONER] has the same p o w e r s  and duties e s t a b­

lis h e d  u n d e r  this chapter in regard to the fund as are p r o v i de d in 

AS 14.25.035(d) and 14.25.180.

* Sec. 22. AS 39.45.030(a) is amended to read:

(a) T h e  b oa rd  of directors of the Alaska St a te  I n ve st me n t C o r p o­

rat i o n  or t he a dm in istrator of the [STATE OR] po l it i c a l  subdivision 

d e f e r r e d  c o m p e n s a t i o n  p r o g ra m is authorized, s u b j e c t  to co ntracts with 

i nd iv i d u a l  employees, to invest the funds held u n d e r  a de fe rr e d c om­

pe n s a t i o n  p r o g r a m  in

(1) fixed and v ariable life insurance and a n n ui ty  contracts 

o r  o t h e r  c o n t r a c t s  issued by life insurance companies;

(2) the same m a nn e r as retirement funds are invested under 

A S  1 4 . 2 5 . 1 8 0  [SHARES OF OR DEPOSITS IN INS UR ED  S TA TE  O R  FEDE RA L CHAR­

TE R E D  C R E D I T  U N IO NS  IN THE STATE;

(3) SHARES OF O R  DEPOSITS IN I N SU RE D S TA T E O R  FEDERAL

C H A R T E R E D  S A V I N G S  A N D  LOAN ASS OC IA TI O NS  IN THE STATE;

(4) DEPOSITS IN INSURED M U T U A L  SAVINGS BANKS IN T H E  STATE;

(5) DEPOSITS IN INSURED STATE A N D  N A T I O N A L  BANKS IN THE

S T A T E ] ; a n d

1 1 1  f (6



read:

(50) A l a s k a  State Investment C o r p o r a t i o n  (AS 37.10.210).

* Sec. 24. AS 44.25.020 is amended to read:

Sec. 44.25.020. DUTIES OF DEPARTMENT. T h e  D e p a r t m e n t  of Revenue

shall

(1) enforce the tax laws of t h e  state;

(2) collect, account for, h a v e  c u s t o d y  of, invest, and 

mana ge  all s t a t e  funds and all revenues of the s ta t e except revenues 

incidental t o  a prog ra m of licensing and r e g u l a t i o n  carried on by 

a nother s t a t e  departm en t and funds m a n a g e d  and inve st e d b v  the board 

of d i r e c t o r s  of the Alaska State Investm en t C o r p o r a t i o n  or by the 

board of t r u s t e e s  of the Alaska Permanent Fund C o r p o r a t i o n ;

(3) reg is te r cattle brands;

(4) supply necessary clerical and a d m i n i s t r a t i v e  services 

for the A l c o h o l i c  Beverage Control Board; and

(5) invest and manage the b a la nc e  of the p o w e r  development 

fund in a c c o r d a n c e  wit h AS 44.83.386.

* Sec. 25. TRANSITION. All litigation, hearings, investigations, and 

o ther p r oc e ed in gs  p e n d i n g  under a law amended or r e p e al ed  by this Act, or 

in c o n ne ct io n w i t h  functions transferred by this Act, c on ti n u e  in effect 

and m a y  b e  c o n t i n u e d  and completed n ot w it h s t a n d i n g  a transfer, amendment, 

or repeal p r o v i d e d  for in this Act. O r d e r s  and r e g u l a t i o n s  issued or 

adopted u n d e r  a u t h o r i t y  of a law amended or r e p e a l e d  b y  t hi s Act remain in 

effect for t he t e r m  issued, or until revoked, vacated, or otherwise m o d­

ified under th e p r o v i s i o n s  of this Act. All contracts, rights, liabilities 

and o bl ig at i on s c r e a t e d  by or under a law a m e nd ed  or r e p e a l e d  b y  this Act, 

and in effect on t h e  effective date of this Act, r e m a i n  in effect n o t w i t h­

standing thi s A c t ' s  t aking effect. Records, equipment, an d o th e r pr op er ty  

of a gencies of t h e  state whose functions are t r a n s f e r r e d  u n d e r  this Act



shall b e  t r a n s f e r r e d  c om me nsurate w i t h  the p r o v i s i o n s  of this Act.

* Sec. 26. (a) N o t w i th s ta nd in g AS 37.10.210(e), e n a ct ed  b y  sec. 1

of this Act, t he initial terms of the m e m be rs  of the b o a r d  of di re ctors of 

the A l as ka  S t a t e  In v es t m e n t  C orporation shall be as follows:

(1) t h e  m e m b e r  nominated by both st at e r e t i r e m e n t  b o a r d s  and two

public m e m b e r s  shall s erve terms of three years;

(2) o ne m e m b e r  n om inated b y  a state r e t i r e m e n t  b o a r d  and one

publ i c m e m b e r  shall serve terms of two years;

(3) one  m e m b e r  n om i nated b y  a state r e t i r e m e n t  b o a r d  and one

p ublic m e m b e r  shall serve one-year terms.

(b) T h e  b o a r d  of d i r e c to rs  of the Alas k a S ta te  I n v e s t m e n t  Corporation 

m ay h o l d  o r g a n i z a t i o n a l  m e e t i n g s  as soon as a q u o r u m  of the b o a r d  has been 

ap po in te d to or s e l e ct ed  for the board.

* Sec. 27. T h i s  A c t  takes effect; J a nu ar y 1, 1991.
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‘
AMENDMENT TO SCSHB580 (FIN)

Page 2, line 14, change to read:

(4) four public members who are also public members of the Alaska Permanent Fund 
Board of Trustees [APPOINTED BY THE GOVERNOR].

Page 2, line 15

delete subsection (c)



SCS CSHB 580 (SA) [Si*?0*?-.s h S  58ft (WW)*] BY THE FINANCE COMMITTEE
* C6r/4/e»t>>

Page 6, line 27 ( vers*,«v* - Pa^e. C*, ***■*- ^  )

after "all properties...", DELETE "at any time"

Page 6, line 29

after "...are exempt from all taxes...", DELETE "and assessments" 

Page 6, line 29 vers'.«~ -  Q>, l««* 5  )

after "...in the state", ADD "unless otherwise provided by law" 

Page 7, lines 1 and 2 (. Fi v e r s i ^  -  <©, \*^<2s £>a— ^ *?)

after "...are exempt from all taxes...", DELETE "and assessments"



o i f i c e  o f  investm ent d ir e c to r  i s  v a ca n t, th e  e x e c u tiv e  d ir e c to r  may 

tem porarily  d e s ig n a te  th e  a s s is t a n t  d ir e c to r .  The a s s is t a n t  d ir e c to r  

s h a l l  ac t in  p la ce  o f  th e  e x e c u tiv e  d ir e c to r  in  the absence or d i s ­

a b i l i t y  o f  th e  e x e c u tiv e  d ir e c to r .

(c )  The board s h a l l  adopt r e g u la t io n s  th a t r e s t r ic t  the execu­

t iv e  d ir e c to r ,  investm ent d ir e c t o r s ,  o th er  o f f i c e r s ,  and employees 

from having f in a n c ia l  i n t e r e s t ,  d ir e c t ly  or in d ir e c t ly ,  in  firm s or 

corp oration s th a t p rov ide s e r v ic e s  to  the co rp o ra tio n . O ff ic e r s  and 

employees o f the corp ora tion  are su b je c t  to  AS 3 9 .5 2 .

(d) The e x e c u tiv e  d ir e c to r  and each investm ent d ir e c to r  s h a ll  

f i l e  a bond fo r  the f a i t h f u l  perform ance o f  d u t ie s  in  the amount and 

w ith  the s u r e t ie s  as req u ired  by the board.

(e )  O ffic e r s  and em ployees o f  the corp ora tion  are members o f  the  

exempt s e r v ic e  under AS 3 9 .2 5 .1 1 0 .

( f )  A deed, c o n tr a c t , or o th er  document th a t must be execu ted  by 

or on b eh a lf  o f  the co rp o ra tio n  s h a l l  be s ign ed  by the e x e cu tiv e  

d ir e c to r .

Sec. 3 7 .1 0 .2 7 0 . INSURANCE. The corp ora tion  s h a l l  p ro tec t t r u s ­

teed  a s s e t s  and i t s  own a s s e t s ,  s e r v ic e s ,  and em ployees by purchasing  

in surance or prov id in g  fo r  s e lf - in s u r a n c e  r e te n t io n s  in  amounts recom­

mended by the e x e cu tiv e  d ir e c to r  and approved by the board to  cover  

the a c t s ,  in c lu d in g  f id u c ia r y  a c t s ,  e r r o r s , and om ission s o f  i t s  board 

members, o f f i c e r s ,  em ployees, and a g e n ts . Insurance s h a l l  p r o tec t  the  

corp ora tion  and the s t a t e  from l i a b i l i t y  to  o th ers  and from lo s s  of 

tr u ste e d  a s s e t s  and a s s e t s  o f  th e  co rp o ra tio n .

Sec. 3 7 .1 0 .2 8 0 . EXEMPTION FROM TAXATION. The corporation  and 

a l l  p rop ertiesjja t any time^owned by i t ,  managed by i t ,  or held  by i t  

in  t r u s t ,  and the income from th ose  a c t i v i t i e s ,  are exempt from a l l  

taxes^and assessm ents! in  the s ta te .. A ll  s e c u r ity  instrum ents issu e d

SCS CSHB 580(SA) HB0580d
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by th e  corp ora tion  and income from them are exempt from a l l  taxes  £and  

assessm ents^Jin th e  s t a t e ,  in c lu d in g  tr a n s fe r  ta x e s .

Sec. 3 7 .1 0 .2 9 0 . SURETY FOR DEPOSITS WITH BANKS. Banks, t r u s t  

com panies, sa v in g s  banks, and o th er  persons carrying  on a banking

b u sin ess  are au th orized  to  g iv e  s u r e t ie s  to  the corp ora tion . The

s u r e t ie s  s h a l l  be approved by the corp ora tion  to  th e  e f f e c t  th a t the

banks or banking in s t i t u t io n s  s h a l l  f a i t h f u l l y  keep and pay over to  

the order o f  or upon th e  warrant o f  th e  corp oration  or i t s  au th orized  

agent a l l  money d e p o s ite d  w ith  them by the corporation  and agreed

in t e r e s t ,  a t  the tim es or upon the demands agreed on w ith  the banks or

banking i n s t i t u t i o n s .  In  l i e u  o f  th e se  s u r e t i e s ,  a d ep ository  bank or

other banking in s t i t u t i o n  s h a l l  d e p o s it  w ith  the corporation  or i t s

au thorized  agent or a tr u s te e  as c o l l a t e r a l ,  s e c u r i t ie s  approved by 

the corp ora tion . The d e p o s its  o/: th e  corp oration  may be evidenced  by 

agreements in  th? form and upon the term s and co n d itio n s  th a t are 

agreed upon by th e  co rp o ra tio n  and the d ep o sito ry  banks or banking 

i n s t i t u t i o n s .

Sec. 3 7 .1 0 .3 0 0 . LIMITATIONS. The corp oration  may not engage in  

commercial banking a c t i v i t y  or p r iv a te  t r u s t  a c t i v i t y .  The corpora­

t io n  may not act as a d e p o s ito r y  or  tr u s te e  fo r  a p r iv a te  person ,

a s s o c ia t io n , or co rp o ra tio n . The corp ora tion  may not a c t as a len der  

to  a p r iv a te  p erson , a s s o c ia t io n ,  or corp oration  o f  money from any 

source excep t s t a t e  funds under management by the corp oration .

Sec. 3 7 .1 0 .3 1 0 . LIABILITY. (a ) Except w ith  resp ect to  a w r it ­

ten  agreement au th orized  under (b) o f  t h is  s e c t io n , a l i a b i l i t y  in ­

curred by the corp ora tion  s h a l l  be s a t i s f i e d  e x c lu s iv e ly  from the  

a s s e t s  or revenue o f  th e  co rp o ra tio n  and a c r e d ito r  or o th er  person  

may not have a r ig h t  o f  a c t io n  a g a in s t  th e  s ta t e  because o f  a deb t, 

o b lig a t io n , or l i a b i l i t y  o f the co rp o ra tio n . A l i a b i l i t y  o f  the

HB0580d SCS CSHB 580(SA)



t r u s t e e d  assets and assets of the co rp or a t i o n

Sec. 37.10.280. EX EM PT I ON  FV.OM TAXATION. The c or po ra ti o n and

r~
all properties[_at any timej owned by it, m a n a ge d b y  it, or held by it

in trust, and the income from t h o s e  activities, are exempt from all
unless e>'VUe'-\ui'ŝ  leu©

t ax es  [and a s s e s s m e n t s ] i n  the s t a t e f  A l l  s e curity instruments issued

b y  t he c o r po ra ti on  and income from t h e m  are e x e m p t  from all taxes[and

a s s e s s m e n t s ] i n  the state, including t r a n s f e r  taxes.

Sec. 37.10.290. LIMITATIONS. The c o r p o r a t i o n  may not engage in
%

c om me rc ia l b a nk in g ac ti vi t y or p r i v a t e  trust activity. The c o r po ra­

tion m a y  not act as a d e p o s i t o r y  or t r u s te e for a priv at e person, 

association, or corporation. T h e  c or po r a t i o n  m a y  not act as a lender

to a p r i v a t e  person, association, or c o r p o r a t i o n  of m o n e y  from any

s o u rc e ex cept state funds u nd er  m a n a g e m e n t  by the corporation.

Sec. 37.10.300. LIABILITY. A li ab il i ty  incurred by the corpo­

rati o n  shall be s at i s f i e d  e x c l u s i v e l y  from the assets or revenue of 

the c o r p o r a t i o n  and a c r e d i t o r  or o th er  pe rson m a y  not have a right of 

a c t i o n  aga in s t the state becau se  of a debt, obligation, or liability 

of the corporation. A  li ab ility of the corpo ra t io n m a y  n ot be sat­

isfied from trust assets unless e x p r e s s l y  au th or iz ed  by law.

sec. 37.10.399. DEFINITIONS. In AS 37.10.210 - 37.10.399,

u n l e s s  the cont ex t ot he rw i se  requires,

(1) "board" m e a n s  the b o a r d  of d i r e ct or s of the c o r po ra­

tion;

(2) "corporation" me an s  the Alaska State Investment C o rp o­

ration.

* Sec. 2. AS 14.25.035(d) is amen de d to read:

(d) The c o m m i s s i o n e r  of a d m i n i s t r a t i o n  shall report to the board 

c o n c e r n i n g  the c o n d i ti on  an d a d m i n i s t r a t i o n  of the system. The re­

port s  shall be d i s t r i b u t e d  t o  the m e m b e r s  of t he system. The board of 

SCS C S B H  5 8 0 (Fin) -6-



As requested, we have revievaad CSHB 580 and offer the following concerns:

Sec. 37.10.280 - EXEMPTION FROM TAXATION

Line 23. There are three words contained in this section which appear redundant and 
at the same time confusing, "...at any time...r which addresses the ownership of
property by the corporation and consequently, the exemption fron taxation. These 
words are not necessary for the exemption to attach and we would request that they be 
deleted from the bill. The confusion which they add could initiate the exemption fran 
taxation property owned by private individuals which at one time was owned by the 
corporation. We do not believe that is the intent of the bill, however, it could be 
misconstrued as such.

Line 25 and Line 27.

This section attempts to exempt property from taxation, however, the words "...and 
assessments..." are used in both lines of this section. It is unclear to us what the 
intent is, however, it is our opinion that the term "assessment" as used here is 
intended to mean the assessed values which are placed on property by the assessor's 
offices. In many municipalities, this term is also used in conjunction with special 
assessments, such as pavinc assessments, sewer and water assessments, etc. In our 
opinion, the municipalities would not endorse this concept of exempting properties 
frcm these special assessments. Therefore, we ask that the terms "...and assess­
ments... " be deleted in both instances.

Line 25.

There are certain state agencies such as AHFC wSiich, by statute, do pay properry 
taxes. It appears that these agencies may have the corporation manage property which 
would become exempt, Therefore, we would like to add the following to the end of the 
first sentence: "...are exempt frcrr. all taigas in the state unless otherwise provided
by low."

Thank you for this opportunity to voice our concerns. Should we be able to assist you 
on any matters relating to taxation, please don't hesitate to call on vis.

Date:
To:
Fran:
Subiect:

May 3, 1990 
Chrystal Smith, AML

, Mickey Keller, A.A.A.
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More on
exploding
creatures
KN IGHT-R IDOER NEW SPA PERS

Here a t the Exploding Animal Re­
search Institute we have received 
two very aiarm ing news item s that 
we are passing along today in the 
hopes that you. the generalized pub­
lic. will finally break out of your apa­
thetic. selfish, m aterialistic iife 
styles and send us some large cash 
contributions.

DAVE
BARRY

Item  One, subm itted by numerous 
a lert readers, concerns the recent 
crim inally insane vote by the U.S. 
Senate AGAINST having the federal 
governm ent monitor m ethane em is­
sions from cows. I am  not making 
this vote up. As you m ay be aware, 
cows em it huge quantities o f m eth­
ane, which contributes to global 
warming, which has gotten so bad in 
some areas  that brand-new shirts 
a re  coming out of the factory with 
arm pit stains already in them. So the 
U.S. Senate (motto: “ White Male 
M illionaires Working for You") was 
considering an am endm ent to the 
Clean Air Act, under which the gov­
ernm ent would monitor m ethane 
emissions from various sources, in­
cluding “ anim al production."

Well as you can imagine, this did 
not sit well with the senators from 
those sta tes where cow flatulence is 
a cherished way of life. Leading the 
herd of opposition senators was Sen. 
Steve Svmms of Idaho (“The Ex­
ploding Potato S tate” ), who took the 
floor and stated that the am endment 
would -  this is an actual quote -  
"pu t the nose of the federal govern­
m ent in alm ost every place it does 
not belong."

/- y/|
which means there will be no ad­
vance warning when, inevitably, 
there is some kind of cow-interior 
blockage, causing a potentially lethal 
buildup of flam mable gases and 

■ transform ing one of thesfr-nofm ahy. 
docile creatures into a g iant mooing 
tim e bomb which, if detonated, could 
cause the dreaded Rain of Organs? 
Have you ever, in a superm arket, ac­
cidentally encountered a cow tongue 
-  a large sluglike slab of gray flesh 
that you couldn't imagine anybody 
purchasing for any purpose other 
than to nail it to the front door in 
hopes of scaring off evil spirits? 
Well. I 'd  like to know what Sen. 
Svmms would say if one of those ba­
bies cam e hurtling out of the sky and 
struck him at upwards of 100 miles 
per hour. “ Yuck," would be my 
guess.

I base this statem ent on a sim ilar 
situation in Oregon where innocent 
civilians were struck by falling 
whale parts. I am  absolutely not 
making this incident up: in fact. I 
have it all on videotape, which I ob­
tained from  the a lert father-son team  
of Dean and Kurt Smith. The tape is 
from a local TV news show in Ore­
gon. which sent a  reporter out to cov­
e r  a 45-foot, eight-ton dead whale 
tha t washed up on the beach. The re­
sponsibility for getting rid of the ca r­
cass w as placed upon the Oregon 
S tate Highway Division, apparently 
on the theory that highways and 
whales a re  very sim ilar in the sense 
of being large objects.

So anyway, the highway engi­
neers hit upon the plan -  rem em ber,
I am  not making this up -  of blowing 
up the whale with dynamite. The 
thinking here was that the whale 
would be blown into sm all pieces, 
which would be eaten by sea gulls, 
and th a t would be that. A textbook 
whale removal.

So they moved the spectators 
back up the beach, put a  half-ton of 
dynam ite next to the whale, and set 
it off. I am  probably guilty of under­
sta tem en t when I say that what fol­
lows, on the videotape, is the most 

Please turn to Barry, Page 24

The

Fate of 
the 

Permanent 
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Barry...
Continued from Page 21

wonderful event in the history of the 
universe. F irs t you see the whale 
carcass d isappear in a huge blast of 
sm oke and flame. Then you hear the 
happy spectators shouting "Y ayy!" 
and "W heee!” Then, suddenly, the 
crow d's tone changes. You hear a 
new sound, the sound of many ob­
jects hitting ‘.he ground with a  noise 
th a t sounds li.te “splud." You hear a 
w om an’s voice shouting “ Here 
com es pieces o f ... m y GOD!" Some­
thing sm ears the cam era lens.

L ater, the reporter explains: 
"T he humor of the entire situation 
suddenly gave way to a  run for sur­

vival as huge chunks of whale blub­
ber fell everyw here." One piece 
caved in the roof of a ca r parked 
more than a quarte r of a  mile away. 
Remaining on the beach were sever­
al rotting whale sectors the size of 
condominium units. There was no- 
sign of the sea gulls, who had no 
doubt perm anently relocated to Bra­
zil. ••

This is a  ver^’ sobering videotape. 
Here a t the Institute we watch it of­
ten, especially at parties. But this is 
no tim e for gaiety. This is a  tim e to 
get hold of the folks a t the Oregon 
State Highway Division and ask 
them, when they get done cleaning 
up the beaches^to  give us an esti­
m ate on the ILa. Capitol.

A l a s k a ?

J
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Aiaska Permanent Fund Corporation
P .O . B ox 4-10C0 J u n e a u ,  A la s k a  9980 2 -4 1 0 0

(907) 465-2047

A pril 25 ,1990

T h e H o norab le
S en ato r Jo h n e  Binkley
C o-C hairm an, S enate  F inance C om m ittee
P. O. Box V
Juneau , A K  99811

D ear S enato r Binkley:

Y ou have posed  several questions regard ing  H B  580 w hich consolidates the investm ents o f  several funds un d er a 
single co rpo ra tion  know n as th e  A laska S tate Investm ent C orporation . Y our questions and m y answ ers follow:

Q: Proponents of HB 580 indicate that the Alaska State Investment Corporation will be organized and
operated similar to the Permanent Fund? Will the two organizations be exactly the same? If not, what are some of 
the major differences?

A: T h e  two organizations a re  not parallel in  tha t th e re  a re  several m ajor differences as follows:

S tate  Investm en t w ould b e  exem pt from  the O pen  M eetings A ct.
T h e  P erm an en t Fund  is not.

S tate Investm ent w ould be exem pt from  the A dm inistrative P rocedures Act.
T h e  P erm an en t Fund  is not.

S tate  Investm ent w ould be exem pt from  the S ta te  P rocu rem en t Act.
T h e  P erm an en t Fund is not.

Tw o scats o f S ta te  Investm ent's board  are  appoin ted  by o th e r board  m em bers.
All sea ts  on  th e  P erm an en t F und 's bo ard  are  appoin ted  by the  G overnor. T h e re  is n o  "inbreeding".

S ta te  Investm ent sta ff accountability  is not well defined. T he b o a rd  appoin ts an  executive d irector 
responsib le  only for "board  executive and  adm inistrative functions". (N ot investm ent functions.) T hat 
b o a rd  also appoin ts an  assistant executive d irec to r called an "investm ent director" bu t assigns him  no 
investm ent functions. A pparen tly  the  executive d irec to r cannot rem ove th is assistant. T h is duality  is 
confusing and  will tend  to  bo th  underm ine the  executive d irec to r and  c rea te  tension  w ithin the 
organization .

T h e  P erm an en t F und  has sim ple, straigh t lines o f au thority  and accountability. T h e  b o a rd  appoin ts an 
Executive D irec to r w ho h ires his own staff. T he Executive D irec to r is accoun tab le  to  th e  bo ard  for the 
p e rfo rm an ce  o f all functions.
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Q: Proponents of HB 580 state that the Permanent Fund should not be responsible for the investment of
other funds. Are there any technical reasons which would prohibit the Permanent Fund from assumption of 
additional investment duties?

A: No. Indeed, the management style employed by the Permanent Fund would probably result in less total
cost, provide greater staff depth and restore credibility.

It is interesting to note that HB 580 provides that State Investment can assume fiduciary, administrative or
management responsibility for the Alaska Permanent Fund but apparently the reverse is not acceptable.

Q: Should the State's General Fund be managed by an investment company? Could State Investment take
over 'the General Fund under provisions of HB 580?

A: In my opinion the State's General Fund should remain in the Treasury within the Department of Revenue
ur.der the direct control of the Governor as a "line" organization. The General Fund has a short-term cash 
management orientation whereas the other funds have long-term goals and investment regimens. HB 580 would 
permit the transfer of the General Fund to State Investment on the sole authority of the Commissioner of Revenue.

It would appear that this is the ultimate intent of the framers of HB 580 since there are provisions which permit 
State Investment to enter into an agreement with the Federal Reserve. Use of the Federal Reserve would be 
beneficial in the low cost clearance of warrants for the General Fund but would not be a major assist for the trust 
and endowment accounts. Since a state may enter into only one agreement with the Fed, the placement of the 
agreement within State Investment will "pull" the General Fund into that organization.

Q: You have set up three State financial organizations; AIDEA, the Bond Bank and the Permanent Fund.
How do you feel about HB 580?

A: Uneasy. Financial organizations need authoritarian structure and anti-corruption control. New
organizations need to develop credibility. HB 580 is wide open in that it divorces State Investment from too many 
disciplines. As executive director of the Permanent Fund I would love to have the operational flexibility the many 
exemptions provide, but I have never requested them because of potential abuse, appearance of abuse, and resultant 
loss of confidence and credibility.

Q: Legislation on these matters has been somewhat "fast-tracked" because of the SBS problem. Is it essential
that we act quickly?

A: Quick action should not result in establishing the wrong organizational structure and guidelines. SBS
matters could be handled in the short-run by Administrative or Executive Order. In the long-run, SBS must be 
managed by investment professionals. The establishment of a totally new financial orgmization such as State 
Investment will take some time. The simple renaming of Treasury will not do the trick. It would seem logical that 
an effective date of January 1, 19S$ for all aspects of the legislation would enable the new governor to appoint 
her/his board members. This legislation should not be used as a vehicle to foster "midnight appointments", finding 
a resting spot for specific individuals, or starting the building of a critical organization by a group of people who may 
not be in a leadership role in seven months.

Finally, attached are audited total operating and inv sting expenses for the past three years per your request.



I hope I have answered your questions on these matters. Please understand that these remarks are my own and 
not necessarily represent the views of my board. I would be pleased to respond if you have further inquiry.

Sincerely,

The Honorable Johne Binkley
April 25,1990
Page 3

David A. Rose 
Executive Director

DAR:vs

Enclosure: Audited expenses 

cc: Board of Trustees
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STEVE COWPER, GOVERNOR
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TELEFAX: (907) 465-2289

April 27, 1990

The H o norable Johr.e Binkley 

A l a s k a  S t a t e  Senate 

P.O. Eox V 

Juneau, AK S9&11

D e a r  S e n a t o r  Bir.kley:

T his l e t t e r  is to make seme o b s e r v a t i o n s  a bout the l e t t e r  of April 25 

sent to y o u  by Dav e  Rose of the A l a s k a  Pe r m a n e n t  Fund.

First l y ,  I w a n t  to thank yo u  for y o u r  efforts on the trust inves t m e n t  

issues. The l e a d e r s h ip  tha t  y o u  and o t h e r  o t h e r l e g i s l a t o r s  have 

d e m o n s t r a t e d  is app r o p r i a t e and timely. I a p p r e c i a t e y o u r  a t t e n t i o n  to 

the d e t a i l s  as well as the larger is s u e s  in these i m p o r t a n t  and u r g e n t  

questions.

The L e g i s l a t u r e  is in a position n o w  to i n i tiate a p r o c e s s  t hat will 

s erve the public and our t ru s t  b e n e f i c i a r i e s  - retirement, SBS and the 

o t h e r  fur.as - into the forese e a bl e  future. I ask for y o u r  c o n t i n u e d  help 

in this.

T u r n i n g  to the points in the l e t t e r  of April 25:

O pen m e e t i n g  la w  -

Open m e et i n g s  are necessary. The i n v e s t m e n t  c o r p o r a t i o n  

will m e e t  this requirement.

A d m i n i s t r a t i v e  proce d u r e s  a c t  -

T h e  t r u s t  i n v e s t m e nt  c o r p o r a t i o n  should be e x e m p t  from t h e  

p r o v i s i o n s  of this ac t as they apply to rule m ak i n g  and d i s p u t e  

resolution. Thi s  law is d es i g n e d  t o b r i n g  a unif o r m  set of p r o c e d u r e s  to 
g o v e r n m e n t  agencies. Many specific e x e m p t i o n s  e x i s t  t h r o u g h o u t  g o v e r m e n t  

'21 to m e e t  s p ecific needs. This is one.

S t a t e  p r o c u r e m e n t  act -

-v

A t  pres e n t  T r e a s u r y ' s  i n v e s t m e n t  f u n c t i o n s  a r e  e x e m p t  from 

the p r o c u r e m e n t  act - but so are the i n v e s t m e n t  f u n c t i o n s  of the 

P e r m a n e n t  Fund. The legislation a p p r o v e d  by the House and the Senate 

S t a t e  A f f a i r s  Com m i t te e  w ould p r o v i d e a;jitional e x e m p t i o n s  to i n crease 

the c o m p e t i t i v e  ability of the t r u s t  corporation. T h e  c o r p o r a t i o n  w o u l d  

a d o p t  p r o c e d u r e s  to ef f e c t  this.

04-02LH
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B o a r d  a p p o i n t m e n t s  -

The only board a p p o i n t m e n t s  t h a t  are net d i r e c t l y  a p p o i n t e d  

by the g o v e r n o r  are the two professional in v e s t o r  m e m b e r s  of t h e  board.

T h e  boara is given the l a t itude to s e l e c t  p e o p l e  in the areas mos t  

needed. This is in conc e r t  w i t h  the t r u s t  na t u r e  of the b o a r d ' s  

r e sponsibility.

A p p o i n t m e n t  of staff -

Holding the c h i e f  e x e c u t i v e  o f f i c e r  r e s p o n s i bl e  is the 

simple and best wa y  for the b oard to work. The CEG  should be re q u i r e d  to 

hire an d  manage staff. If the b oard v/ants o r  needs board approval for 

f i l l i n g  key slots, they can and will m a k e  this c l e a r  to the CEC. This 

t e s t i m o n y  was prcvideG by me to the S e n a t e  S tate A f f a i r s  Committee.

C o m b i n i n g  the R e t i r e m e n t  F unds w i t h  the P e r m a n e n t  F u n d  -

We have d i s c u s s e d  thi s  before. The mai n  p roblems, as I see 

them, are a loss of m a n a g e m e n t  focus, w h i c h  will aff e c t  p r i o r i t i es  and 

loss of the public sense of the p u r p o s e  for the P e r m a n e n t  Fund. The  

P e r m a n e n t  F und is a unique A l a s k a  i n s t i t u t i o n.  It is no t a p e n s io n  fund.

General fund m a n a g e m e n t  -

U n o e r  CS HB 560 general fund m a n a g e m e n t  w o u l d  be r e t a i n e d 

at Treasury unless the G o v e r n o r  act i n g  t h r o u g h  the c o m m i s s i o n e r  d e c i d e d 

to c o n t r a c t  with the i n ve s t m e n t  c o r p o r a t i o n ,  or w i t h  s ome o t h e r  public or 

p r i v a t e  agency, to c a rr y  out p a r t i c u l a r  functions. The G o v e r n o r  has this 

a u t h o r i t y  now. As for "pulling" the General F u n d  into the I n ve s t m e n t  

C o r p o ration, I think t hat the e x a m p l e  o f  T e x a s  shows t h a t  man y  

operations, including Treasury or the P e r m a n e n t  Fund, c o u l d  avail 

t h e m s e l v e s of the Federal Rese r v e acc e ss  t h r o u g h  the i n v e s t m e n t  

c o r p o r a t i o n  w i t h o ut  surrendering t h e i r  identities.

A p p r o p r i a t e  c o n t r o l s  -

CSHB 560 provides c a r e f u l l y  t a i l o r e d  e x e m p t i o n s  from 

general standards, such as the personnel act, the p r o c u r e m e n t  code, and 

the a d m i n i s t r a t i v e  p r ocedures act. T h e s e  all exist, in vario u s  forms, in 

the p a r t i c u l a r  statutes for special p u r p o s e  org a n i z a t i on s .  F o r  example, 

the P e r m a n e n t  Fun d  is e x e m p t  fr o m  the personnel c o d e  a n d  m u c h  of the 

p r o c u r e m e n t  code. The D e p a r t m e n t  of R e v e n u e  is e x e m p t  from v a r i o u s  p a r t s  

of th e  A d m i n i s t r a t i v e  Procedures-Act. The A l a s k a  S t a t e  H o u s i ng  A u t h o r i t y  

is e x e m p t  from the p r o c u r e m e n t  code.
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If we w a n t  these special purpo s e  o r g a n i za t i o n s  to do their 

s peciaf j o b s  on behalf of the public, they neec the operational authority 

to ao so.

In this case, very high stancaras of account a bi l i t y  ana 

p e r f o r m a n c e  are pl a c e d  on the b oard ana the i n v es t m e n t  corpor a t i on  as a 

whole. N o t  only is the o p e r a t i o n s u b j e c t  tc L egislative A u a i t  ana 

r e p o r t i n g  requirements, b ut  the b oa r d  m e m b er s  have personal financial 

liabilty. The o r g a n i z a t i o n  is subj e c t  tc m e e t i ng  the standards of the 

b a n k i n g  examiner. There is e x p l i c i t  standing for beneficiaries tc 

require, t h r o u g h  the courts if necessary, that the i n vestment corpor a ti o n  

and beard m e e t  the strict fid u c i ar y  s ta n c a r d  set cut in the law. No 

o t h e r  p u b l i c  o r g a n i z a t i o n  has tc m e e t  these stancaras u nGer Alaska law 

today.

T i m e l y  act i o n -

The L e g i s l a t i v e  Bu G ge t  ana A u a i t  committee has mace c l e a r  

the need for a t tention new. E s t a b l i s h i n g  a board and charging the people 

on it to b egin work p r omptly is the bes t  way to make sure this process is 

c o n t i n u e d  in an oraerly fashion. I b e l i e ve  that a delay will negatively 

a f f e c t  the in t e r e s t s  of all state employees, including both SBS and 

r e t i r e m e n t  system b e n e f i c i a r i e s  .

The notion t hat act i o n shoula be delayed on the grounds 

t h a t  t h e r e  is an e l e c t i o n  t h a t  will r e s u l t  in a new L egislature and 

G o v e r n o r  is a new one to me. C on t i n u i t y  is a m a j o r  reason for the very 

c h a n g e  w e  ar e  seeking. While a new G o v e r n o r  w o ul d  have the a u t h o r i t y  to 

c h a n g e  all boards and o t h e r  a p p o i n tm e n t s ,  that is rarelyaone. The let t e r  

h i n t s  t h a t  "specific ind i v i d u al s "  are looking for a "resting spot". I do 

n o t  k n o w  wh o  these people are. Perh a p s  the names could be supplied.

It is true that whe n the Per m an e n t  F und was created that 

several of the staff m o v e d  f rom T r e a s u r y  to the Fund. T h a t  wc r ke a  out 

well f o r  the Fund, but it w a s  the d e c i s i o n  of the E x ecutive D i r e c t o r  and 

th e  b o a r d  as to w h o m  they hired. The new o r g a n i z a ti o n  w o u l a  also m a k e  

its own decisions.

I h ope m y  c o m m e n t s are useful.

I l ook f o r w a r d  to w o r k i n g  w ith y o u  to bring t hese issues to a 

succe s s f u l  c o n c l u s i o n  this session.



Alas ka  A s s o c i a t i o n  of As sessing Officers P roposed Amend m en ts  to

HB 580

All pro po se d  amendments on pages 6 and 7 of the bill:

Page 6. line 2 7 : D eletion of the ph rase "at a n y  time" as
language w h i c h  is u nn ec e s s a r y  for the e xe mption from t a x at i on  to 
attach; a nd to clarify that the exemption only 
attaches to p r o p e r t y  w he n it is owned by the c or po r a t i o n  ( i.e. 
not to p r o p e r t y  in private ownership wh ic h  was p r ev io u s l y  owned 
by the corporation)

Page 6. line 2 9 : Deletion of the phrase "and assessments"
b ecause it wo ul d also apply to special assessments, such as 
paving, sewer, etc . fr om  w hi ch  prop e rt y of the c o r po ra ti on  should 
not be exempted.

Page 6. line 2 9 : A d d it io n  of the phra se  "unless otherwise
p rovided by law" t o  clarify that agencies such as AHFC, w h i c h  do 
pay pro p er ty  taxes, do not b e co me  exempt by havin g  property 
m anag ed  b y  the corporation.

Page 7. lines 1 & 2 : Deletion of phrase "and assessments"; same
reasoning as Page 6, line 29 deletion.



A M E N D M E N T  TO SCS HB 580 (State Affai r s )

Page 7, - lines 2 - 16: De l e t e  all language.

( R E M OV E S  SURETY REQUIREMENT)

REASON: The f i d u c i a r i e s  are under an o b l i g a t i o n to m a k e  ad e q u a t e

provision for surety already.

This specific p r o v i s i o n  m a y  give the Impression that o t h e r  ho l dings 

do not require surety.

Also, the specifics In this section may limit or rule o u t  c e r t a i n  

forms of surety that may be the same or better.



. J ' V  * If-1
'o

ALASKA ASSOCIATION OF ASSESSING OFFICERS

May 3/ 1990 
Chrystal Smith, AML
Steve Vai\Sant, Mickey Keller, A.A.A.v*. 
CSHB J i

Date:
To:
From:
Subject:

As requested, we have reviewed CSHB 580 arid offer the following concents:

Sec. 37.10.280 - EXEMPTION FROM TAXATION

Line 23, There are three words contained in this section which appear redundant and 
at the same time confusing, "...at any time..." which addresses the ownership of 
property by the corporation and consequently, the exemption frcm taxation. These 
words are not necessary for the exemption to attach and we would request that they be 
deleted from the bill. The confusion which they add cculd initiate the exemption from 
taxation property owned by private individuals which at one time was owned by the 
corporation. We do not believe that is the intent of the bill, hcwever, it cculd be 
misconstrued as such.

Line 25 and Line 27.

This section attempts to exempt property frcm taxation, however, the words "...and 
assessments..." are used in both lines of this section. It i3 unclear to us what the 
intent is, however, it is our opinion that the term "assessment" as used here is 
intended to mean the assessed values which are placed on property by the assessor's 
offices. In many municipalities, this term is also used in conjunction with special 
assessments, such as paving assessments, sewer and water assessments, etc. In our 
opinion, the municipalities would not endorse this concept of exempting properties 
frcm these special assessments. Therefore, we ask that the terms "...and assess­
ments..." be deleted in both instances.

Line 25.

Tnere are certain state agencies such as AKFC which, by statute, do pay property 
taxes, It appears that these agencies may have the corporation manage-property which 
would becane exempt. Therefore, we would like to add the following to the end of the 
first sentence: "...are exempt frcm all taxes in the state unless"otherwise provided
by law.11

Trank you for this opportunity to voice our concerns, should we be able to assist you 
or. any matters relating to taxation, please don't hesitate to call or. us.



? wsm ia m s s ifa a s ^ B is s a a B sw

'•** 1 --i
NEA-ALASKA

-X  a f f il ia t e d  w it h  t h e  n a t io n a l e d u c a t io n  a s s o c ia t io n

D on  Oberg . P residen t 
Manr b>u B reu i
Vicr-Pr esidr n l

3oin«i:5
rj«B4<iftt *U*«4 ̂*P8

ANCHORAGE REGIONAL OFFICE 
1411W 33RD AVENUE 

ANCHORAGE. ALASKA 99503 
.9071 274-0536 

FAX 1907)274-0551

JUNEAU OFFICE
105 MUNICIPAL WAY. SUITE 302 

JUNEAU. ALASKA 99801 
1907) 586-3090 

FAX: (907)536-2744

FAIRBANKS REGIONAL OFFICE
211S CUSHMAN STREET 

FAIRBANKS. ALASKA 99701 
(907) 456-4435 

FAX: 1907)456-2159

Judv S«lo 
NEA D ire c to r 

4510 Kvpa i.v L cu r l 
(wnii Aovu1*^!!

P a u l J i m
R rq ion I D U tc to r

rO  B o t .W u  
vufi Mn Aai*J‘W<J01

D r c d ir  S o c rn io n  
R rq io n » D u cc io *

bunnt u r 
,’jnfiu
Bcvtrlv Goad 
R rq ion i | D lr rc io *

3O* >i *
Cc-»rr V9573

M a y  2, 1990

TO:

F R O M

R E :

S e n a to rs  Binkley and Uehling, Co-Chairs, and m e m b e r s  
o f  t h e  Senate Finance Committee.

D o n  Oberg, President
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A f t e r  c a re fu l  consideration of the a b o v e - me n ti on ed  legisl at i on  
we c o n c l u d e  the Alaska State I n v e s t m e n t  C or p or at io n will 
improve the m a na ge me nt  of the P u b l i c  Employees' Re ti re m en t 
System, t he Teachers' Re ti r e m e n t  System, the Supplemental 
B e n e f i t s  System, and other state r e t i r e m e n t  systems.

P l e a s e  l e n d  y o u r  support for t h i s  legislation.

cc: H u g h  Malone, Commissioner
A l a s k a  D epartment of R e v e n u e

S a l l y  Smith, Director 
D e p a r t m e n t  of A d m i n i st ra ti on  
D i v i s i o n  of Retir em en t  and Be ne f it s

TRS R e t i r e m e n t  Board

N E A - A l a s k a  Board & Staff OB/HS80si97/dt
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April 26, 1990

A la sk a  P u b lic  

E m p lo y e e s  A s s o c ia t io n
S ta te  H ead q u a rte rs : 340 N. F ra n k lin , Ju n eau , AK 99801 (9 0 7 ) 586 -2 334  
FEDERATION O F  STATE E M PL OY EE S/ A F T / A F L - C I O

APEA

H on orable A l b e r t  P. Adams 
PO B o x  V
Juneau, A K  9 9 8 1 1^  y.

i' • „

Dear Senator M .

APR :• >'• ih r 'J

»■» •

The A l as ka  Public Employees A s s o c i a t i o n  urges the p r o mp t r esolution 
of the p r o b l e m s  re garding th e  v a r i o u s  state r et ir e m e n t  funds, as 
well as other funds for w hi ch  the state is responsible.

At the p r e s e n t  time, w e  see CSH35S0 (FIN) an, w h i c h  passed the 
H ouse April 23, as the m o s t  e xp editious vehicle. It should be 
noted that a simil ar  bill CSSB197 (SA) is c u r r e n t l y  residing in 
S enate Finance.

Our initial c o n c e r n  about the m a k e  up of the Board and the 
appointees w h o  wo ul d  re present the Tea ch er s Retirement, P ub li c  
Employees R e t i r e m e n t  and the Supp le me n ta l B enefits S ys te m have bee n 
satisfied at this time.

W e  d o  believe, however, that the p r o f e s s i o n a l  i n v e st or  m e m b er s 
s hould serve u n d e r  the same c o nd it io ns  as the p u b l i c  sector m e m b e r s  
and that the pe rm i t t i n g  of m o n t h l y  fees of up to $1000 are 
unwarranted. They should be p l e a s e d  t o  r e p r e s e n t  the p r i v a t e  
s e c t o r  as a c o n t r i b u t i o n  to the c om mo n goo d  of the state.

A s  y o u  well know, time is v e r y  limited so w e  w o u l d  urge y o u  to 
expedite the p a s s a g e  of this legislation.

'5-in r

M ar ga r e t  Br.anson 
Lobbyist \

M B / k g

Fairbanks Field OlfIce 
825 College Road 
Fairbanks. AK 59701 

Telephone: (907) 456-5412

Anchorage Field Office 
633 Cambell Street, Suite A 

Anchorage. AK 99501 
Telephone: (907) 274-1688

Juneau Field Office 
227 4th Street 

Juneau, AK 99801 
Telnnhnnnt 1907) 586 6305



TE A C H E R S' RETIREM ENT S Y S T E M  BOARD

Aoril 27, 1990

Charlie Arteaga, Chairperson 
Teachers' Retirement System Board 
1439 M'M?r
Ketchikan, Alaska 99S01 
225-6775

Senate State Affairs Committee 
Senator Rick Uehling, Chairperson

RE: CSHB 530 

Dear Senator Uehling and Committee members,

Cnee again I urge your support of legislation which creates the 
Alaska State Investment Corporation. It Is the position of the Teachers' 
Retirement System (TRS) Board that this legislation is desirable and 
necessary. It is also the TRS Board's desire that any legislation creating 
an investment board have sufficient constituency representation, we favor 
an investment board which has approximately 40% constituency 
representation.

The TRS Board is in opposition to any legislation which would permit 
the Permanent Fund Corp. to invest retirement fund monies. We believe 
that an Independent corporation, with adequate constituency 
representation, is the best and most honest approach to maximize 
Investment returns for our members. Divergent investment philosophies 
and on going political volatility surrounding the Permanent Fund does not 
provide a safe haven for retirement funds.

It is my hope that your committee takes quick and positive action on 
these concerns and moves to assure quick passage of legislation which 
will improve our members’ retirement fund.

Thank you for your attention and time on this matter.

S incerely

C. Arteaga, Chairperson 
TRS Board



UN IVERS ITY  OF ALASKA SOUTHEAST 
School of Education, L ibera l Arts and Science

The Honorable Senator 
Rick Uehling Co-Chair 
Senate Finance 
Rm. 516. Capitol 
P.O Box V 
Juneau. Ak. 99811

D ear Senator Uehling.

the Faculty Senate o f  the University o f  Alaska Southeast passed unanimously a 
motion in support of then Senate Bill 509 which proposed the establishment of an Alaska 
State Trust Company. Since the faculty senate acted on the moiion. committee action 
resulted in CSSB 197 State Affairs, now  pending before your committee.

Since most of the concept of the previous bill is now contained in CSSB 197 State 
Affairs, the faculty of this institution would like to express its support for this Committee 
Substitute. In addition, we would like to let you know that we informed the Faculty 
Senates at Anchorage and Fairbanks o f  our action. It is likely that you will be informed of 
their actions as well.

Should you have any further questions in this matter, please feel free to have your 
staff contact me at my office number #  789-4403.

T h an k  you for you r  consideradon.

i 120 Glacier Hichwav • Juneau. Alaska 99S01

April 16, 1990

Sincerelv,

Dr. Barbara Sorensen 
Associate Professor o f  Economics

an instituu'on o f the U niversity o f  A laska statew ide system  o f  h igher education



Senator Johne Binkley, Co-C ha ir ma n  j
Senate Finance Committee
P.O. Box V
Juneau, A l a s k a  99811

t

Honorable Senator Binkley,

This is to urge you and your committee to give serious c o n s id er at io n  
and passage of SCS-HB 580 (State Affairs) in this session of the 
Legislature, if at all possible.

This le gislation is ba dl y n e ed e d in order to pres er ve  and p r o p e r l y  
manage the funds dedicated and d ep osited for future benefits of 
some 27,000 em ployees who have pa rt ic i p e d  in cre a ti ng  these funds.

The 3oard of the Public Employees Retirement Syst em  has e ndorsed 
the c o n ce pt  of a separate Alas ka  Trust Company in formal sessions 
and again urges you to act favorably on this at this session.

o  t? -
C. R. "Steve" H&flipg 
C h airman
A l a sk a Public Employees 
R et ir em en t Board



Inlandboatmen’s Union of the Pacific
MARINE DIVISION— INTERNATIONAL LONGSHOREMEN'S & WAREHOUSEMEN'S UNION 

nationalorncE • s;cofir>t avenue, room jii • ska m e .  Washington 9*1:1 • :o*.«*<t:j6

A p r i l  2 6 ,  1 9 9 0

S e n a t o r  T i m  K e l l y  

A l a s k a  S t a t e  L e g i s l a t u r e  
P. 0. B o x  V 
J u n e a u ,  AK 9 9 8 1 1

D e a r  S e n a t o r  K e l l y :

T h e  I n l a n d b o a t m e n ' s U n i o n  o f  t h e  P a c i f i c ,  A l a s k a  Region-, s u p p o r t s  
c r e a t i o n  of t h e  A L A S K A  S T A T E  I N V E S T M E N T  C O R P O R A T I O N  ( C S H B  5 80 ).  W e  

s t r o n g l y  u r g e  y o u r  p a s s a g e  o f  t h i s  l e g i s l a t i o n .

P u b l i c  e m p l o y e e s  in A l a s k a  w o r k  m a n y  y e a r s  i n  d e d i c a t e d  p u b l i c  

s e r v i c e .  T h e y  s h o u l d  b e  s e c u r e  in  t h e  k n o w l e d g e  t h e i r  r e t i r e m e n t  i s  

p r o t e c t e d  a n d  p r o p e r l y  m a n a g e d  w h e n  t h e y  f i n a l l y  r e a c h  r e t i r e m e n t .  
T h e i r  p e n s i o n  m o n i e s  s h o u l d  n o t  b e  c o m m i n g l e d  w i t h  o t h e r  f u n d s  m a n a g e d  

by t h e  P e r m a n e n t  F u n d .  P e n s i o n  m o n i e s  m u s t  b e  m a n a g e d  a n d  a c c o u n t e d  

f o r  s e p a r a t e l y  w i t h  t h e  p r o p e r  f i d u c i a r i e s .

W e  u r g e  y o u r  s u p p o r t  a n d  p a s s a g e  o n  t h i s  i m p o r t a n t  l e g i s l a t i o n  

b e f o r e  t h e  e n d  o f  t h e  s e s s i o n .

—• ^ ■ ' S i n c e r e l y ,
■ • ̂ f. .* ZT?:’
- - ^ - i . ^ . I N L O N D B O f l T M E N ’  S  U N IO N  O F  T H E  P A C I F I C  

H a r i n e  D i v i s i o n  o f  t h e  I n t e r n a t i o n a l  

*=?p:VSr:*Longshore.men ' S y A  W a r e h o u s e m e n ' s  U n i o n ,  A F L / C I O

liichael W i l s o n  
R e g i o n a l  D i r e c t o r ,  A l a s k a  R e g i o n

REGIONAL OFFICES

“  Columbia aivca sani-ranciwo HAWAII southern* caluornia
•KM,0S r H O M  sol ARMV S T ..  RM. 1001 DILLINGHAM I.LVO No. *14 71* I.AIOON AVK

U . 'SI*1 PORTLAND. OR SUM SAN fRANCISCO. C.\ 99 1*4 HONOLULU. Ill 96*17 WlLMIM'.ION. CA90J44
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P.O. BOX ttJOO 

KETCHIKAN. AK 99901
OA*» *>-1* KIWI

JUNEAU 
Itl9 JORDAN CKLF.K AVE. 

JUNtAU. AK 99K0I



A . S . E . A . / ALASKA STATE EMPLOYEES ASSOCIATION
T he H o n o r ab le  Johne Binkley April 27,1990

RE: Investment of Retirement Funds - CSHB 580

Dear S e n a t o r  Binkley:

T he Alaska State Employees A s sociation (ASEA/AFSCME Local 52) s t r o ng ly  
s upports the idea of p l a c i n g  r es p onsibility for m a n a g i n g  state tr us t and 
retirement funds with a n  entity outside state government. M a n y
retirement funds are managed by a separate b oa rd  of trustees. This
p r a c ti ce  insures that the funds remain outside t he political sphere and 
guarantees the best return on the investment. Ha ving individuals 
kno wl ed ge ab le  of investment practices also allows for the b e s t  return 
on investments.

We have studied several d i f f er en t pieces of l e gi sl at i on  on this subject, 
and the approach we p r e f e r  is embodied in the c om mittee subst it ut e for 
HB 580.

T he m o s t  recent v e r s i o n  of this bill pro vi de s for nine v o t i n g  members. 
Of the nine, four are n o t  covered by TRS, PERS, or SBS and two are
e s sentially repre se nt at iv es  of the state as an employer. Th is  leaves
three of the nin e as r epresentatives of employee plan participants.

W h il e it is p a rt ic u la rl y important to us that PERS and SBS p a r t i c i p a n t s  
are on the board, we w ou ld  like to see e mployee p ar ti cipants c o m p r i s e  
m o r e  t h a n  o n e - t hi rd  of the voting directorship.

We also favor h a v i n g  an even n u m b e r  of v o t i n g  members, as this 
e ncourages consensus. M a j o r  decisions on investm en t policy s hould no t • 
be mad e by a simple majority.

T h e  di lu ti on  of pla n  participants' r e p r es en ta ti on  on the b o a r d  can be 
a lleviated b y  p l a c i n g  the commissioners of A d m i n i s t r a t i o n  and R e v e n u e  
as no n- v o t i n g  members, as was the case in e a r li er  ve rs i o n s  of t h e  bill. 
T hi s gives the b o a r d  the benefit of t h e  commissioners' insi gh t w h i l e  
a v o id in g  t he p r a c t i c e  or a ppearance of p o l i t i c i z i n g  the w o r k  of t he 
Board of Directors.

T h e  numb er  of v o t i n g  d ir ectors can be f u r t h e r  reduc ed  t o  six by 
e li mi na ti n g one o f  t he two public m e m be rs  from v o t i n g  status.

Yours truly,

F redric R. D i c h t e r  
A S E A  Bus in es s M a n a g e r



A u d i t  Control Number
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THE LEGISLATURE
BUDGET AND AUDIT COMMITTEE

Ma y  15, 1989

AUDIT DIVISION 
P.O. BOX W
JUNEAU. ALASKA 99811-3300

SUMMARY OF: A  Special Report on the Department of Revenue,
Division of Treasury, Portfolio Management, 
State Investment Officers, April 14, 1989.

PURPOSE O F  THE REPORT

In accordance w i t h  Title 24 of the Alaska Statutes and a 
special request of the Legislative Budget and Audit 
Committee, this report was prepared to determine:

1. The purpose for requesting premium pay for four i nvest­
ment officer positions in the Department of Revenue, 
T r e a s u r y  Management's FY 90 budget.

2. The reasons for allowing the State Investment Officer 
IV to w o r k  at home.

ISSUES ANALYSIS

1. What is the department's justification for budgeting 
premium pay in Treasury Management's FY 90 budget 
r e q u e s t ?

Accord ing to the deputy commissioner of the Department of 
Revenue, the reason for budgeting $100,000 under the 
"premium pay" heading was to provide a vehicle to increase 
employee compensation paid to the four state investment 
officers within  the Portfolio Management section. These 
amounts were added to the detailed budget documents b y  the 
department and represent the estimated increase necessary to 
bring investment officers' compensation levels to 
competitive levels offered to investment officers m anaging 
similar investments.

The department does not intend on compensating these 
employees w i t h  "premium pay." Actual revisions to strtte 
investment officer compensation that the Division of 
Treasury plans to make would be based on an independent 
evaluatio n of compensation levels by a professional c o n s u l t­
ing firm in the employee compensation field. It is likely 
that a contract to conduct :his evaluation will be awarded 
in F Y  90.



Audit Control Number
04-4341-89-S

2. What is the department's justification that allows the 
State Investment~Officer (SIO IV) to wo rk at h o m e ?

In response to a November 21, 1988 prohibition to smoking in 
the Juneau State Office Building where the Division of 
Treasury is located, the SIO IV, a heavy smoker w i t h  no 
intention to quit smoking at that time, indicated he w o u l d  
retire. As an alternative, the SIO IV was allowed to 
perform his job duties at home. The following enumerates 
the reasons that the department provided us to support their 
decision which allows the SIO IV to w o r k  at home.

A. The department had difficulties recruiting for the 
position currently oc cupied by the SIO IV. These 
difficulties prompted the department to consider 
alternatives that might avoid an extended vacancy in 
the State's most important investment officer position.

B. The department believed it w ould be detrimental at that
time for the Portfolio Management section of the
Division of Treasury to lose a valued employee whose 
job performance is considered excellent.

C. The department believed that fiduciary responsibilities 
investing state funds required retaining the SIO IV as 
the chief investment officer.

D. It is expected that the SIO IV plans to retire soon.
As such, this working situation is temporary. The
department would have reconsidered their decision if it 
meant that an employee w ould be working out of his/her 
home on a permanent basis.

Auditor's Comments

We question whether the best interests of the State are 
being met by allowing the SIO IV, a key supervisory position  
regarding state investment, to w o r k  in a location other than 
where the investments are being managed. There exists an 
appearance that effective managem ent a n d  professionalism is 
lacking in the investment of state assets that exceeds $4.8 
billion.

In our opinion, the department should take action to
reestablish the wor k location of the SIO IV position back in 
the office. In order to accomplish that, the department
should make it a priority to recruit for candidates to fill 
the SIO IV position. In addition, the department should 
obtain adequate evidence confirming the SIO IV will retire 
once a person is found to fill the position.

S T A T E  O F  A L A S K A D I V I S I O N  O F IOIT



STATE PLAN REPORT

ALASKA PERMANENT FUND CORP. 
JUNEAU, AK 

ALASKA PERMANENT-COMBINED FUND 
JUNE 30, 1988



STATE RETIREMENT PLANS 
EQUITIES: ANNUALIZED RATES OF RETURN

FOR PERIOD?-! ENDING JUNE 30. 1988

1979-88 1980-88 1981-88 1982-88
5TH PERCENTILE 16.0 16.9 17.5 16.5

25TH PERCENTILE 15.5 15.9 16.3 15.2
MEDIAN 15.2 15.5 15.1 14.7
75TH PERCENTILE 15.1 15.3 14.9 14.5
95TH PERCENTILE 14.1 14.4 14.2 13.2

PLAN M l937
RANK

S&P 500 INDEX 16.3 16.6 16.5 15.9
RANK 3 8 15 10

33-88 1984-88 1985-88 1986-88 1987-88 1988
20.9 14.7 20.5 17.1 10.4 -3 .8
20.1 13.6 20.0 16.8 8.8 -6 .4
19.2 12.7 18.4 16.1 7.5 -7 .0
19.1 11.6 17.3 15.1 6.2 -10.1
18.5 11.1 17.1 14.3 3.8 -1 0 .5

13.6 20.3 17.0 8.1 -6 .4
28 12 6 32 30

• i f e  
21.3 ' ' 14.6 20.0 16.5 7.9 -6 .9

3 6 26 43 38 49

S84768263M1937 EXHIBIT 8
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nance. ' I ' ; - " . t h i n k  we should .hold some bear— 'fit looks as though the performance, ̂ /fund’s rate of return is among the worst

^.of the industry.
■i z  Revenue Com. nissioner \Hugfa JHa-’ 

lone disagrees v ith Waldock, saying; 
that the pension fi nds’ performance ap- 

. pears to be close so that of the Perma- 
nent Fund Malone acknowledged man­
agement costs art higher than the Per- 

...... manent Fund but he attributed that to a
^ greater  share of the pension fund money .1 

being invested in stocks and foreign in-'"
•  — '  .  - a . .  •  . .  » •  U i _ V  * '*  “ *  * «  - * * *

.r, Ti^rir -6 fc*r»Rvestments.

s.



| i i c v e im c  >.u>Miiiiujiui... »»-.0............ - . . .
(.wh<>' oversees the' retirement fund*!: say9;/j retirement /funds Is driven oy me i r e s  p,u»u.'̂ QSsigtnnce tor n eu i 
those higher administrative cost9 are J u s t l^ t o 1 private.-' Investm ent/houses*w hich' got restructuring of 01 
fled by a.more aggressive
g y . : *;y/’' • '*“

jnent fund managers,ihe ;saldi'■ r-  ryi0j
As fori th e ' disputes :over! performance, A; 
irker's?1 numbers shovM th e ‘ireMrement,

I 1 C.R. "Hafllng,^1 chairman
Employees Retirement SysL ... „-----
sees no problem/"M y first.opinion Is th ereof!
Is no‘ crisis.; I don't think 'a 'llttle.-tylp/jiBif-Barker
anything to get-'Worried.about," funds averaged i a il4 .8 1'percentt.rettim, be-ii ®h0^ <han8etJ

' y* But Dennis Waldockj a Paine Webber Inc<f$tween ''lOSS^.Bnd?' 1988'utompnredl^toW-iB.A'lj too-many^ of 
stockbroker, whd has orchestrated criticism;ft.percentfor" the i permanent1' fund.’(Malone,’;d eu cIM tatu S , 
of Malone*/claims; that'the^fund has been-fywho-also sits on ‘‘ 
among the worst performers in the country'h,of 
and the state has used deceptive accounting ^ part

deficit 
child

■ be-ij short-changed kids, t 
‘ ,Amerk 

and on
by 'public pollcymak*10. also sits on the permanent fund; board ',,d? public poiicym 

directors* explained fhellower returrifc as-'alarm ing trends.
rt hangover from earl er investments into !i,i. As a first sfep In _  -----------------------

. co-a

stockbrokers 
Street
*' The local office of Paine

and deal-.directlyj.wlth5 
discount brokers. -'tV f, iv'f-'>V f.,)J

Webber earned■ m e  local o m c e  o i  r a i n e  weDDer e a m e a r j B u v e  a - ' i e w .n u u u i e u  u iu u aau u  u u i iu is ,  uui*,' , :n w-inn-i a
' about $100,000 In commissions"' last year £ hot E nough, t o ' jeopardize • either ?tund^by»r, i}X a, 4 .{J 

from th',/retirement funds, and Waldock 6ndI l *r,,v,n,,,'<1lff“p‘inf t«utootmont sti-niooioiiiV-.i'i:fl- "• .>i
other brokers here don’t want to 'lose that/!
Incom e,_______    r ______ t__________  ,  s .
policy on Ice for-a year'w hlle^he studleSfcjto-Ataskan$'and'jtprdtfect'i 

■ whether It would save money o f  noli!'^^(fltlnflatlqg)t?l;'M",""'*:,,*"u '!-v*'
'" A fter  Intense lobbying by Waldocki legists;! 
latlon to transfer the retirement funds to thb'ft
stewardship of permanent;, fund.m anagers longer-term •t galnS'Lprlmarlly;j through the ■ 
was Introduced th is : week by., Sen,"Johiie ®stock' market,;'"1'' '/ftl1 ̂ ■ i f  e » v v -j * vmi * i,ndprst,

' Both funds were battered In the October j system ’9 a hureaucr
everything has to go 

‘many t checks o 
!you underste

Continued from Pag

lokes’so long,

said.- i *' I
-The permanent fund was

®a^ r,»S ^ lH^ l Rev! n v i '  Department "had c blundered - in r  i  electronics technic!, 
r’•/*' ^ ^ . . . i^ | |^ w o r 9 e fVdurlng .thei panic-wracked &montlu#the u  g> Na , Avlr 
created by,tvotJ ii> when! Stocks- nose-dlvedilWhlle the perma-^ j pot jsjorth Island

’Representativer io e rs , c e i l . * ' . ; k b i  p o s i t i o n  D y  *>io.i m i l l i o n  a n a  p u rc n a s in g  -f  /  a  . .
Arllss Sturgulewskl requested a legislatively more stock .Into. October, he said,.,*".:/''' *•' rjbif: ^
audit to see how well 'the' funds•• haveAA'1' Waldock also charged thnt. the’ Revenue,,/]*.?° . * ™ . , .
performed. She also wants to study how thejjfDepartment has used deceptive accounting!', f , ; '* . . 
legislature can gain more oversight of those'/practices to make Its. foreign stock Invest-,; i , . . P ,
Investments, •- v -«  itylvj’i j ^ m e n t s  more a ttr a c tlv e n ie  pointed-to 8°  I 0"'
'■ Kashanl found that •' the state's i'cost!’bffi;financial disclaimer by, the accounting flrm fyu - p rcer

Investing the (retirement ’sy j‘ i «»., *„i_ *«.
almost doubled between 1988

is a budgeted, not an-

__ ___________ disclaimer by,the accounting firm k /5 . . . ^
' system  | portfolio I?; of Ernal and Whlnney, incorpqr^tgdjl^tq.jthejpj.jgg 00Q t ,p L  ’ 
388 and 1989, from E s ta te ’s financial statements. J W p *  s

$5.54 million to $10.45 million* although, tha( *£' The,accountants satd the Revenue Depnrl- :i),venr'Lfor • which ■
-actual n u m b e r . ! a n t  was . not u sin g’.accepted accounting V ^  rf5 0Vniinu.|o .» , 

Dollar for dollar, It costs more than three'^ principles in reporting more than $100 trill- {. ’ 4l.^t
times os much to manage the retirement,# Hon of,gains from ^ in v e stm e n ts  In foreign 
program ns the permanent fund, be, sald.,;^: iL- - ,J  1— u 'L-----

man said that th
  ..................... r ............................ . ........  stocks,-and actually should havb 'Reported . . . 4- nn0'_J ,F

What does this higher cost buy7 •'* gains of. only about $6'milHon. U
During the last nine years, only once inl.j-' 1 Although Malone Bckhowledged-his d l f - m,.,j -. , ,

1987 — did the revenue department's invest*/'-'ferenceS with Ernst ftnd -Whlnney, he said . t r oria.„i 
ments outstripithe permanent fund*, he Saldrf the flttanclal hot4 ^ aS  hot significant. :i 4 

"'We are not running a gold-plated opeia-'f* - Molohe ' defended 'the ‘ department's 
tlon that Is more expensive than the perma-* ferred reporting oh foretgn stock activity, 
nent fund at nil," said Deputy I'RevCnuef-'saying ‘
Commissioner Milt Barker. *' l{

According to Barker,'It should cost^threelconverted,
-------------------------------1. — 2_ , l .  - * — —  w erb'actually tno,'?*', as '.re-.,

4 ;» .

Schroeder is am
...leycnue J isaying it's more accurate to record gains and:
I ' |[l ’tM'll- losses In foreign stocks When the money was 

/vwuiuiub iu □ o in c , n  &nuuiu tust-th ree.t,con verted to , U .S ,) dollars,*• not when..theI.,-. , Mnritr-
times as much, dollar for dollar, because the.,, transactions tverb acttiaily 'mnv’?,’; as'.re-;,! q„i,rril,rinr-- 
Revenue Department Is a tnuch more,a(|tjveA' q u f r e d ^  { o f PtJ

.««’»   , ;,i' 11 ' •'*|1 ' ‘ * ' "The whole pur
^  _  . . . .  * --------- *------------ . .   awards -Is to • ln<

•n advice given In many form s'( be reduced.'by ,at lea st'2 0 1'benefits,h I v'luster oir the prof
i ' 1, about what to eat," said Dr. percent' i f 1 the public. fo l-!|IP‘ The'committed "also said t? Senior research 

, Am o Motulsky, chairman of lowed the fa  ̂and cholesterolr;| the* risk o f : cancer' of f th ey, John Pearson of 
•',r the Committee on Diet a n d g u id e lin es .1' Americans 'cur-'Vtolori," lung 'a n d * sto m a ch t’rWeapons Center 
;• Health. "Some mny hnvede-":rently consume 37 percent of r  could be reduced by sharply - Lake, Calif., whc 
" Tayed m aking changes’ I n ’• th eir1 calories - as fatr The.*/increasing consum ption, ofjji,noted for a $25,01 
j' lhelr diets until they' are committee endorsed a-teduc-H.frults and vegetables. - . •  ̂ j 1PB5 ond will 
•'. more convinced that sclen-;i‘ tlon to 30 percent — as many*v* ;The com m ittee's record-fj.flnal $15,000 thl» 

tlsts have reached consensus. • ’other ‘ h e a lth ' groUps ’h avef' mendatlons are ! far more ,l*,'S'!VJ,Plu8, It’s fnij 
h f,We hope our report w ill help *;• recommended — but>lti ac-.ij*.specific than the recent Sur- i\yoil never really 

■ Hipcp Individuals move fm — ^now-edged that level Is on; , geon Q eoeial’s Report on D l- .’ y o u 're ’ going
'* ***■ * • • TTiAro’# hn lw »va1
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s /s  H o

Dennis L . Waldock 
3327 Iliamna 
Anchorage, Ak 99517 
Wk. #:562— 3029 
Hm. # :243-8462

HHX_WE_M3B.8P-M.E-PPBLIC BMPLQIBES A N D  T E A C H E R S _ PENSIONS 
T R AN SF ER RE D  TO T H E  PERMANENT FOND

Please accept this as written testimony regarding HB 580.

This is a plea that you consider placing the management of state 
funds with the proven, accomplished and professional management'- 
staff located at the Permanent Fund.

The Department of Revenue appears to be pre-occupied with the form 
of the investment organization rather than the execution of the 
investment function itself.

The department has demonstrated a lack of good judgment both in 
the execution of its management and investment duties as well as 
in proposing this new organization. What is xeally frightening is 
that the same individuals possessing this poor judgment are asking 
you to race to a decision on this legislation so they can be in 
charge of setting up the new corporation.

There has been much debate over form and very little about 
substance. By substance, I mean the execution .of the investment 
function itself. ^

Investing must be accomplished by professionals who know the 
business and the people in it. It must be accomplished by 
professionals who have a proven tr^ck record and a consistent 
investment approach. It must be accomplished by professionals who 
enjoy what they do and are dedicated to the organization for which 
they work, .'inally, the investment function must be accomplished 
by professionals who have demonstrated good judgment. In all 
cases, performance of the investment function by the professionals 
currently in place at the Permanent Fund is far superior to the 
alternative of the establishment of a new and untried organization.

Department of Revenue in a self-serving way has chronicled reasons 
why the Permanent Fund should not manage other funds. Its two-page 
paper does not discuss the investment function but dwells with the 
stress which will be placed on the Permanent Fund management. In 
my view, the Permanent Fund folks are experts at maintaining focus, 
balance, accountability and a keen awareness of proper fiduciary 
actions. Since the transfer of functions to the Permanent Fund is 
accompanied by the transfer of adequate numbers of people and 
dollar resources, there is no reason to believe that either 
Permanent Fund or other Fund functions will suffer from a 
consolidation.



For your information, I have prepared an enclosure which sets forth 
what, in my opinion, constitutes poor judgment by the people who 
w ou ld  be responsible for the new organization, and should be viewed 
as a 11 red f l a g ' 1 warning you of the potential for continued 
mismanagement.

Again, I urge that you consider placing the investment of state 
funds with the proven, accomplished professionals of the Permanent 
Fund.

See Exhibit 1.

Some additional reasons for you to question the judgment of the 
members of the Department of Revenue who would be responsible for 
the start-up of the Alaska State Investment Corp. are as follows':-

1) C O S T : By using the Permanent Fund which is already in place the
state can save between $2.5 million and $5 million of savings to 
the Alaska taxpayer.

T he Permanent Fund runs their money at a cost of ,0013 or 13 basis 
points. At present, the PERS + TRS cost .0031 or 31 basis points 
to run their money. This idea of an Alaska State Investment 
Corporation will cost at least 40 basis points to run. The savings 
of $2,5 million to $5 million per year with the slowing of Prudhoe 
Bay and the slow economy could go a xong way on helping the image 
of the Legislature with the public.

2) D E FI NE D BENEF IT  PLAN: This simply means that if for some 
reason ( mismanagement , etc.) there is not enough money to cover 
the plan that the Alaska Legislature will be called on to make the 
plan whole.

In the last three years the Revenue Department o v e r  stater] the 
return on foreign investment by 1500% - Can you imagine 1500%.

Duri n g 1987, while the Permanent Fund was quietly trying to get out 
of the equity market, the Revenue Department was trying to put an 
additional $1 billion dollars in the equity market. During October 
1987 the Revenue Department put over $76 billion in equities 
between October 1st and October 19th, the day of Wall Streets 
biggest crash.

Now, look at money. The Department of Administration has 
investments in Junk Bonds, $121 million. If you look in the Wall 
Street Journal, today you will find that those Junk Bonds are now 
worth between 20 cents and 40 cents on the dollar. This all means
that the stace will in all probability have a loss of $ 7 3, 00 0 .0 00 .

Remember that the State of Alaska is under a D e f i n e d  B e n e f i t  p i n n .

See Exhibit 2 and 3.

2
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3) TAE PE R MA NE NT  FPNP; a few years ago the Legislation was 
passed, AS 24.20.206, to allow oversight of the Alaska Permanent 
Fund. If PERS + TRS was moved from the Department of Revenue to 
The Permanent Fund, the Legislature would have oversight.

If you form an Alaska State Investment Corporation, you will only 
be duplicating services already in place. If you create the Alaska 
State Investment Corporation you will need five new employees above 
the present level.

The R a i e s  of Re tu rn  at the Permanent Fund are exceptional, and are 
admired around the world. lo.U-.will have no guarantee the Rate of 
S atu rn..w ill be go o d ..qji..exceptional if you form the Alaska state 
Investment Corporation. The State of A l a sk a does not need another 
First Executive_Corp.

Staffing at the Permanent Fund is already in place. They are a 
very talented and dedicated group of people who have a track record 
envied by all of Wall Street. It is extremely hard to find this 
type of individual who wants to live in Alaska. It will be very 
difficult to find similar talented help who will want to move to 
Alaska, so most likely you will find less talented people working 
in the Alaska State Investment Corporation. You w i n  a i r p ^ v  hapa
the Permanent— F.und and its— s ta ff  in p l a c e , so why would you
possibly want to take a chance with the A la sk a  State Investment 
Corporation!

Separation of PERS + TRS from the Pe rmanent Fund is already 
mandated by Federal Law. The PERS + TRS will not lose their 
individuality, they will remain as they p r e s e nt ly  are.

Dennis L. Waldock 
3327 Iliamna 
Anchorage, A K  99517 
562-3029-Work 
243-8462-Home

DLW: b j  r

Enclosures
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EXHIBIT I

DBPT. OF REVENUE 
£.QQR.JX1P<5BHENT

Received an unnecessary ‘‘qualified audit o p i n i o n 1 ' on the fiscal 
year 1988 audit.

The qualified opinion was not disclosed withi n the formal, 
published PERS/TRS Annual Report for 1988.

Allowed its physically fit chief investment officer (a critical 
position) to spend months at home rather than at his desk in the 
State Office Building.

Engaged in some * 'market t i m i n g ' ' activities which resulted in 
buying high and selling low before and after the 1987 crash.

Did not require the independent performance evaluation firm it 
hired to evaluate total portfolio performance.

Despite concerns at the highest levels of the Executive Branch, 
independently requested introduction of this legislation which 
originally:

* Would have provided five-year contracts (golden parachutes) to 
staff.

* Would have permitted the organization to move out-of-state.

* Would have a majority of the board of directors located out- 
of-state.

* W o ul d have paid huge honorariums to the out- of -s ta t e Trustees.

* Would have been exempt from the open meetings act.

* Wo u ld  have been exempt from the budget act.

* W ould have been exempt from the procedures act.

* Would have created a cumbersome and impractical board-staff 
arrangement in which there would be poor accountability.
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EXHIBIT 2

the market  activity (not new money) of both PERS and TR8 (please 
see exhibit 13 , or my original letter)*

Below you will find the stock market activities month by 
month for both the PERS and TRS and where the Dow J o n e s was at 
during the important months leading up to the market crash. The 
figures with brackets are withdrawls from the market.

DJ1A PERS TRS
• 1987 January 0 0

February 0 0
2226/2286 March 43,895,000 29,858,000

April 8,655,000 6,111,000
May 3,710,000 2,817,000

2295/2407 June 24,784,000 11,975,000
July • 6,247,000 3,519,000

2539/2669 August 1 07,887,000 19,858,000
2549/2701 September 132,316,000 48,729,000

October 7 6, 413,000 (688,000)
November (11,635,000) (7,442,000)
December (7,222,000) (4,660,000)

1988 -

1879/2037 January (77,089,000) (49,909,000)
February (4,391,000) (2,824,000)
March (3,450,000) (2,240,000)
April (2,690,000) (1,738,000)
May 9,540,000 6,766,000
June (251,000) (163,000)

Please note, during September 1987, one month before the 
market crash (Dow Jones was at its high) the Retirement Funds 
increased their market position by $181,045,000. During O c t o b e r  
19$7, the month of the crash, PERS increased their market 
position by $76,413,000. Rem em ber that t h e  Alaska P e r m a n e n t  F und  
sold out §, ma-jor part of their market p o s it ion~durina M arch 1987 T

In November 1987, please also note that the bracketed monthly 
numbers turn negative (dictates withd rawls from the Equity 
market) and continued through June of 1988, with the exception of 
May 1988.

In closing I would like to leave you with two lists; one 
containi ng reasons for moving the m a n a g e m e n t  of PERS & TRS to the 
Permanent Fund and the other a list of reasons not to move the 
R etir ement Funds from the Treasury Department.
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State o f  Alaska

Asset Allocations 

CCWCN STOCKS 

BOMS

MONEY MARKETS & CASH

00W1GN STOCKS 

BONDS

MONEY MARKETS & CAS1

.
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EXHIBIT 3

PtBLIC SCHOOL FWD

fund a s s e t  allocation
AS OOMPAkku I D STA'l-E RbTmE.TEn’ FUNDS 

Uc Market Values}  --------

Ojarter Eitftng 
June 30, 1988

Quarter 
06/30/88 
~~7> Rank

6-30-87 
T Rank

r (*) 
6-30-86 

T Rank
6-30-85 T~ Rank

6-30-84 
T Rank

6-30-83 
T Rank"

30.0 62 26.6 75 0.0  100 0.0 100 0.0 100
65.0 31 59.4 31 62.2 37 74.1 1 73.1 1
5.0 83 14.0 30 37.8 1 25.9 1 26.9 1

tEMENT EUM)S OVER $5QQ MILLION EACH

35.1 40.9 37.3 37.0 37.4 29.0
56.0 51.2 51.2 53.5 52.4 51.0
8.2 10.6 7.0 9.5 1 0 .6 9.8

Prepared under contract by SET CCRPCRATICN

<*> -  Alaska's races o f  retom  prior Co fY 1987 wore ooc eaicoloeed Ay SEl OCRPCRATIfrj.
078ft 122
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SECURITIES PORTFOLIOS 
(Versus other States)

SECLR1TIES PCRTTOUCS 
(Versus Corporate Funds)

Percentiles

Percentiles

Quarter
06/30/88 FY 1988 FY L987

Rank 7, Rank 7, Rank"

(*)
FY 1086 

T Rank

(*)
FY 1985 

T RianE

(*)
FY 1984 

T Rank

10.8 55 4.3 18 9.1 70

10.8 98 4.3 9 9.1 92

STATE RETIREMENT FUNDS OVFR $500 MILLION EACH

5th 25.3 7.3 19.8
25th 14.8 3.4 14.2
Median 11.7 2.5 10.3
75th 8.7 0.1 8.4
95th 4.9 - l . l 5.3

CORPORATE RETIREMENT FUNDS OVFR $500 MILLION EACH

5th
25th
Median
75th
95th

27.7 
21.6
19.2
15.2
11.7

4 .6
2.3
0.8

-1.3
-3.3

22.9
19.9 
15.3 
13.6
6.1

Prepared under contract by SEI CORPORATKU

(*) -  Alaska's rates o f  return prior to FY 1987 were not calculated by SEl CCRTCRATICN. 0780M21



EXHIBIT 3

o f  Alaska TEACUFRS RETCREMOT FUND

DOMESTIC SECURITIES PORTFOLIOS 
AS OOM’AREmC LM.THL'l'lRE.^r FUNDS 

(Annualized Rates ot Kecum at Market Values)

Ouarter Ending 
June 30, 1988

SECURITIES PORTFOLIOS 
(Versus other States)

Quarter 
06/30/88 
T

FT 1988
(*)

FY L986 
T Rank

(*)
FY 1985 

Rank

(*)
FY 1984 
T Rank

(*)
FV 1983 
T

27.6 23 29.4 45

SECURITIES PORTFOLIOS 11.7 95 1 .6  31 9.3 92 27.6 64 29.4 12 -3 .4  37 34.0
(Versus Corporate Funds)

STATE RETIREMENT FUNDS OVER $500 MILLION EACH

Percent'-i es <

5th 25.3 7.3 19.8 33.0 36.4 3.1 46.9
25th 14.8 3.4 14.2 27.1 31.8 0.3 42.7
Median 11.7 2.5 10.3 23.8 28.9 -2 .0 39.7
75th 8.7 0.1 8.4 22.7 25.9 -2 .7 31.9
95th 4 .9 -l.L 5.3 18.2 23.9 -5 .6 18.4

CORPORATE RETIREMENT FUNDS OVER $500 MILLION EACH ■

Percentiles *

5th 27.7 4 .6 22.9 34.3 30.1 -0 .4 55,7
25th 21.6 2.3 19.9 32.4 27.4 -1 .9 51.5
Median 19.2 0 .8 15.3 29.7 25.5 -5 .0 46.0
75th 15.2 -1.3 13.6 25.7 23.8 -6 .4 39.9
95r.h 11.7 -3 .3 6.1 20.4 22.1 -8 .9 34.6

Rank

*3.4 84 34.0 69

Prepared under con tract by SEl CORPORATION
(*) -  A laska 's  ra te s  o f  re tu rn  p r io r  to  FY 1987 were not calcu lated  by SET CORPORATION. 0780 a  3



EXHIBIT 3

E Alaska Fim tlC  EMPLOYEES RETtRfMFJir FUt© Quarter Ending
June 30, ]9fl8

DOMESTIC SECURITIES PORTFOLIOS 
AS OTPWH)' TO LARGE RETIREMENT FUNDS 

(Annualized Rates of Return at Market Values)

Quarter (*) 
06/30/88 FY 1938 FY 1987 FY 1086

(*)
FY 1985

(*)
FY 1984

(*)
Pi 1983

k Rank 7. Rank 1  Rank I Rank 7. Rank % Rank 7, Rank

SECURITIES PORTFOLIOS 10.8 60 2.4 52 9.4 (A 26.6 28 28.1 60 -1.2 38 28.5 91
(Versus ocher States)

SECURITIES PORTFOLIOS 10.8 98 2.4 23 9.4 91 26.6 69 28.1 19 -1 .2  20 28.5 100
(Versus Corporate Funds)

STATE RETIREMENT FUNDS OVFR $500 MILLION EAOl

/
Percentiles

5th 25.3 7.3 19.8 33.0 36.4 3.1 46.9
25th 14.8 3.4 14.2 27. L 31.8 0.3 42.7
Median 11,7 2.5 10.3 23.8 28.9 -2 .0 39.7
75th 8.7 0.1 8.4 22.7 25.9 -2 .7 31.9
95th 4 .9  - l . l 5.3 18.2 23.9 -5.6 18.4

CORPORATE RETIREMENT FUNDS OVER $500 MILLION EACH

Percent Lies

5th 27.7 4 .6 22.9 34.3 30.1 -0.4 55.7
25th 21.6 2.3 19.9 32.4 27.4 -1.9 51.5
Median 19.2 0.8 15.3 29.7 25.5 -5 .0 46.0
75th 15.2 -1.3 13.6 25.7 23.8 -6.4 39.9
95th 11.7 -3.3 6.1 20.4 22.1 •-B.9 34.6

Prepared under con tract by SEl CORPORATION
(*) -  A laska's ra tes  o f  retu rn  p r io r  to  FY 1987 were not calculated  by SEl CORPORATION. 0780H5
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State o f  Alaska
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EXHI8IT 3
CCNSOLIDATO) DOMESTIC EjQUTTIES FUND

COf-mi STOCK PORTFOLIOS 
AS COMPARED TO L IRC raATET IE riKEFm ’ TUNIS ANDMWCET INDICES 

(Annualized Rates o f  Return a t Market Values)

Quarter Ending
Jtim 30, }.<m

Conroon Stock Fbrt fo lio s  (Note A) 

ALGER 

INVESCO

COMPOSITE OF MANAGERS

Quarter
06/30/88 FY 1988 FY 1987

(*)
FY 1986

(*) (*) (*)

T ' Hank 7T Rank X Rank 1 “Rank Z kank J  Rank J. Hank

24.8 80 -13.1 100 8.4 100 48.5 I 27.4 75

28.2 54 -4.9 22 19.4 85 29.6 100 27.4 75

31.6 30 -3.3 15 26.2 17 35.2 66 31.7 23

28.2 51 -6 .9  55 17.7 96 37.5 38 28.8 63 -15.1 100 67.3

Ftercentiles

S&P 500 Index 

Dew Jones 65 Index

STATE REnRFMENT FUNDS 0 / FR £500 MILLION FACH

49.6 -0.2

32.6 -5.8

28.6 -6 .8

25.3 -9.3

22.0 1 O v/»

MARKET INDICES

Prepared under contract by SET CORPORATION

(*) -  Alaska's rates o f  return prior to FY 1987 were not calculated by SEl OCRFCRATICN.
(A) - up to 9-30-87 portfo lio  returns Include money market (non-stock) Investments, wtereas 

the comparative returns for sta te  retirement funds are for stocks only.

0780125
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EXHIBIT 3

S ta te  o f Alaska PUBLIC EMPLOYEES REXIRfHEMT RIND

CCfNCN STOCK PORTFOLIO 
AS COMPARED TO 03RPURA'l'LrRL'I'li<iJ8J/rTTOg AND M U Z T  TW1CES 

(Annualized Rates of Return ac Market Values)

(b a r te r  Ending
June 30, 1988

Common Stock fort fo lio  

DOMESTIC EQUITY FUND (Note A)

Quarter 
06/30/88 
X~ Rari

FY 1988
T Rank

FY 1987
T Rank

(*)
FY 1986 
~Y, Rank

25.8 74 -5 .4  32 17.7 89 37.5 39

OCltP CRATE REXIRFMENT FUNDS OVER $500 MILLION EACH

(*)
FY 1985 

Rank

28.8 71

(*)
FY 1984
X

(*)
FY 1983

  Rank

-15.1 92 67.3

Percentiles

SkP 500 Index 

Dow Jone3 65 Index

-1 .6 30.1

-5.1 24.6

-6 .6 22.4

-7.6 L9.5

-9 .6 14.1

MARKET INDICES

-6.9 25.2

■11.7 25.5

42.5 33.6 -7.3 80.0

39.3 31.4 -8.8 72.4

36.4 30.1 -10.2 67.6

34.3 28.3 . -12.7 62.9

31.6 26.3 -15.4 60.8

35.9 31.0 -4.6 61.2

31.8 25.5 1.0 54.5

Prepared under contract by SEl CORPORATION

(*) -  Alaska'6 rates o f  return prior to FY 1987 were not calculated by SEl CCRPCRATIGN. 
(A) - Includes money market investments (non-stock), whereas the coetpnratlve returns for 

corporate retirement funds are for stocks only.

0780112
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S ta te  o f Alaska rUBLIC SCHOOL FUND

COW JON STOCK PORTFOLIO 
AS COMPARES TO LARCE^fAlk,~Rb,t'JLRk>t̂ Nf t-HTOSS AND fiARKCT INDICES 

(Annualized Ratos o f  Return a t Market Values)

Quarter Ending
June 30, 1988

Common Stock Fbrtfolio

DOMESTIC EQUITY FUND (Note A)

Quarter
06/30/68

Kank
FY 1988 

"71 Ran
FY 1987 

Honk

(*)
FY 1986 

T tlnnk

25.3 72 -4.5 21 34.4 100

STATE RETIREMENT FUNDS OVER $500 MTILICN EACH

(*)
FY 1985 

T kank

(*)FY 19R4 
T Rank

<*)
FY 1983

T Rank

Percentiles

x

5th 49.6 -0.2 60.3

25th ' 32.6 -5 .8 50.1

Median 28.6 -6.8 46.3

75th 25.3 -9.3 42.2

95th 22.0 -10.5 40.9

•
MARKET INDICTS

SkP 500 Index 29.1 -6.9 25.2

Dew Jones 65 Index 29.9 -11.7 25.5

Prepared under contract by SEl CORPORATION

(*) - Alaska's rates o f  return prior to FY 1987 were not calculated by SEl CCRPCRATICN. 
(A) -  includes money market (non-stock) investments, whereas tlie comparative returns for 

state retirement fund3 are for stock only.

078CHJ 7



EXHIBIT 3

of Alaska TEACHERS RETIREMENT FUND Quarter Errfing
June 30, 1988

FUND ASSET ALLOCATION 
AS 00MP̂ UjD~,lirb"I'ATE RETMCTftrr FUNDS 

(at Market Values)

Quarter (*) (*) (*) f*)
06/30/8S 6-30-87 6-30-86 6-30-85 6-30-84 6-30-83

“ T  Rank 7, Rank 7T~  Rank Rank T Rank 7. Rank

Asset Allocations

CCMdON STOCKS 33.8 52 35.0 57 35.2 55 26.3 21.6 66 26.2

Baras 56.4 49 51.4 32 53.0 51 46.3 52 66.8 25 57.4

MONEY MARKETS, fc CASH 9.8 35 13.6 48 11.8 35 27.4 1 11.7 45 16.4

STATE RETIREMENT FUNDS OVER £ 500 MILLION EACH i

COMdDN STOCKS 35.1 40.9 37.3 37.0 37.4 29.0

BOiras 56.0 51.2 51.2 53.5 52.4 51.0

MONEY MARKETS & CASH 8.2 10.6 7.0 9.5 10.6 9.8

Prepared under con tract by SET CCRFCRATKN
(*) -  A laska's ra te s  o f  re tu rn  p r io r  to  FY 1987 were not calculated  by SET OCRPCRATICN. 07801Q 4



EXHIBIT 3

o f Alaska

Asset Allocations

PUBLIC EMPLOYEES RETIREFENT FUND

FUND ASSET ALLOCATION 
AS OOMPAKLD '10 STATE KEiTKEHSJT FUNDS 

(at Market Values)

Quarter Ending
June 30, 1986

Quarter
06/30/88

Rank"
6-30-87 1  RaiTk

(*>
6-30-86 
T Rank

(*)
6-30-85 

1  Rank

(*> 
6-30-84 

T Rank

STATE RETIREMENT FUNDS OVER j>500 MILLION EACH

(*) 
6-30-83 
T Rank

COMON STOCKS 32.6 55 33.8 59 34.9 55 26.5 65 18.3 67 17.3 65

BONDS 58.1 45 48.8 54 51.3 51 48.1 57 69.9 25 62.2 37

MONEY MARKETS k CASH 9.2 38 17.4 12 13.8 22 25.4 1 11.8 4] 20.5 1

OCftKN STOCKS 

Baras

MONEY MARKETS k  CASH

35.1

56.0

8.2

40.9

51.2

10.6

37.3

51.2

7.0

37.0

53.5

9.5

37.4

52.4 

10.6

29.0

51.0 

9.R

Prepared under con tract by SEl CORPORATION
(*) - A laska's ra te s  o f  re tu rn  p r io r  to  FY 1987 wore not ca lcu la ted  by SEl OCRPORATiaL 078a 16



EXHIBIT 3

State  o f Alaska PIBL1C SCHOOL FUND

FUND ASSET ALLOCATION 
AS COMPARED- TO "CORPORATE RETIREMENT FUNDS

Quarter Ending 
June 30, 1980

fat Market

Quarter
06/30/88

Values)

6-30-87
(*>

6-30-86
(*)

6-30-85
(*)

6-30-84
(*)

6-30-83
■y. Rank Z  Rank i- Rank Rank Z  Rank X Rank

Asset Allocations 

Ca«0N STOCKS 30.0 100 26.6 100 0 .0  100 0 .0  100 0 .0  100

BONDS 65.0 1 59.4 1 62.2 3 74.1 1 73.1 1

MONEY MARKETS & CASH 5.0  100 14.0 20 37.8 1 25.9 1 26.9 1

t

OCtMON STOCKS

CORPORATE RETIREMENT FUNDS OVER $500 MILLION EACH 

55.3 58.5 51.8 56.8 56.5 59.5

bcnds 28.2 28.0 29.1 32.5 25.4 27.1

MONEY MARKETS & CASH 10. A 10.6 8.7 7.3 12.7 7.8

Prepared under contract by SET CCRPGRATICN

(*) -  Alaska's rates o f return prior to FY 1967 were not calculated by SEl QCRPCRATIGN. 0780H23
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EXHIBIT 3

S tate  of Alaska PUBLIC EMPLOYEES RETIREMENT FUND

FIT© ASSET ALLOCATION 
AS OOPg>ARErrTO~lSRIXXIATC RETIREMENT FUWS 

(at Market Values)

Quarter 
06/30/88 
~y. Rank"

6-30-87 
T Rank

(*) 
6-30-86 
T Rank

Asset Allocations 

COM JON STOCKS 

BONDS

MONEY MARKETS & CASH

Quarter Ending 
June 30, 1988

(*)
6-30-85 

T "Rank

(*> 
6-30-84 

Rank7.

COVOv’ STOCKS 

BONDS

FSCNEY MARKETS k CASH

(*) 
6-30-83 

RankX

32.6 100 33.8 93 34.9 90 26.5 99 18.3 99 17.3 100

58.1 1 48,8 6 51.3 7 48.1 11 69.9 1 62.2 17

9.2 67 17.4 16 13.8 15 25.4 1 11.8 52 20.5 1

TREMENT FUNDS CXTER £500 MILLION EACH

55.3 58.5 57.8 56.8 56.5 59.5

28.2 28.0 29.1 32.5 25.4 27.1

10.4 10.6 8.7 7.3 12.7 7.8

olu

•u
o

J-
Cu

Tl
I-n
ri

m
cu
0.1
n
:o
!■
r.
I

T-

'.n

Prepared under contract by SKI OCRPCRATICN
(*) - Alaska's rates o f  return prior to FY 1937 were not calculated by SEl CCRPCRATICH. 0780117
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O '

THE LEGISLATURE

AUDIT DIVISION 
P.O. BOX W
JUNEAU. ALASKA 99811-3300

BUDGET AND AUDIT COMMITTEE /
June 19, 1989

Members of the Legislative Budget 
and A udi t Committee:

In accordance w i t h  a Legislativ e Budget and Audit Committee 
special request and the provisions of Title 2 a of the Al aska 
Statutes, the attached report: is submitted for your review.

A  SPECIAL REPORT ON THE 
DEPARTMENT OF REVENUE 

TREASURY DIVISION 
PUBLIC EMPLOYEES' AND TEACHERS'

RETIREMEN T FUNDS

Audit Control Number 

04-4345-89-S

The purpose of this audit is to examine the accounting and 
oversight of the Public Employees' and Teachers' Retirement 
Funds a d ministere d by the Department of Revenue, T r e asury 
Division.

The audit was conducted in accordance with generally 
accepted governmental performance auditing standards. The 
audit a p p roa ch is discussed in the Report Objectives, Scope, 
and Me tho d o l o g y  section of this report. The audit results 
m a y  be found in the Findings and Recommendations section.

vuandy Welker, CPA 
Legisl ative Auditor 
Division of Legislative Audit
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REPORT OBJECTIVES, SCOPE, AND M ETHODOLOGY

In accordance w i t h  Title 24 of the A l aska Statutes and a 
special request of the Legislative Budget and Audit C o m m i t­
tee, we reviewed the Public E m p l o y e e s 1 and Teachers' R e t i r e­
ment Funds. The purpose was to r eview accounting procedures 
used for the retirement funds' foreign investment portfolio 
and to ascertain the extent of investment oversight the
retirement funds are subject to.

The policy and audit approach u t i l ized by the Division of 
Legislative Audit for special and performance reports can
best be described as "audit by exception." This methodol ogy 
focuses the audit effort on areas of an aud.itee's operation 
that have been identified by a p r elimin ary survey as having 
a high degree of probability far needing improvements.

Therefore, b y  design, finite audit resources are used to
identify where and h o w  improvement can be made, and little 
time is devoted to reviewing w e l l-run operations or p r o­
grams. Consequently, this report highlights those areas
needing improvement and does not emphasize those operations 
and programs that are properly functioning.

Discussion of the objectives, scope, and methodology of our 
review follows.

OBJECTIVES

In response to public allegations about mis management of the 
retirement funds and "deceptive accounting practices," the 
Legislative Budget and Audit Committee r equested a review of 
certain managem ent practices of the Public Employees' and 
Teachers' Retirement Funds.

The first objective of our review was to determine the type 
of management and investment oversight provid ed over the 
operations of the retirement f u n d s .

The second objective was to asc ertain the management and 
investment oversight styles applied to other similar funds.

Our third objective was to determine if proper accounting 
practices were applied to the funds' foreign investments.

Finally, we identified the various rates of returns earned 
by the retirement funds and the Permanent Fund, and we 
reviewed the cost of managing and investing th se funds.

SCOPE AND METHO DO LO GY

We met wi th officials of the Department of Revenue, Treasury 
Division, including the deputy commissioner, chief i nvest­
ment officer, other investment officers, and the state

S T A T E  O F  A L A S K A -1- D I V I S I O N  O F  L E G I S L A T I V E  A U D I T



comptroller; the director of the D i v ision of Risk M a n a g e­
ment; officials of the A la ska Permanent Fund Corporation; 
certified public accountants u n d e r  contract w i t h  the T r e a­
sury Division; and a m ember of the brokerage community.

We also reviewed various reference ma terials and p u b l i c a­
tions; reports, and supporting documentation, prepared by 
the Senate Advisory Council; fund performance evaluation 
reports prepa r e d  for the retirement funds and the Alaska 
Permanent Fund; and, various literature provided by other 
states on their retirement funds.

Additionally, we prepared and d istrib uted a questionnaire to 
all other states inquiring about certain aspects of their 
public employees retirement funds.

We also engaged a consultant, who as a former employee of 
Merrill Lync h had past experience in evaluating the p e r f o r­
mance of the Public Employees' and Teachers' Retirement 
systems, to assist us in interpreting the externally p r e­
pared performance reports on the retirement funds and the 
P ermanent Fund.

S T A T E  O F  A L A S K A -2- D I V I S I O N  O F  L E G I S L A T I V E  A U O I T



ORGANIZATION AND FUNCTION

The Department of Revenue, Division of Treasury (Treasury) 
is responsible for, and has sole discretion over, the 
prudent investment and management of the Public E m p l o y e e s 1 
Retirement Fund (PERS) and the Teachers' R etirement Fund 
(TRS).

Chapter 141, SLA 1988 amended PERS and TRS statutes b y  
designating the funds as retirement trust funds and a p p o i n t­
ing the commissioner of Revenue as treasurer of the r e t i r e­
ment systems and fiduciary of the funds. Under the amending 
legislation, the commissioner of Revenue shall:

1. Consider the status of the funds' investments and the 
system's liabilities on both a current and a probable 
future basis.

2. Determine the appropriate investment objectives for the 
f u n d s .

3. Est ablish investment policies aimed at achieving the 
o b j e c t i v e s .

4. Act only in regard to the best financial interests of 
the system's beneficiaries.

The amendments also repealed the "legal list" of investments 
the retirement funds were restricted to and placed u p o n  the 
commissioner of Revenue, or his designee, the responsibility 
of fund fiduciary. Treasury also employes external i n v e s t­
ment managers who manage a substantial portion of the 
retirement funds.

Additionally, there are two boards w h i c h  oversee the a d m i n­
istrative aspects of the retirement systems. The Public 
Employees' Retirement Board is composed of five members, 
three of w h o m  are members of the Department of A d m i n i s t r a­
tion personnel board and two who are members of the system 
and elected by the membership of the system. The Teachers' 
Retirement Board consists of five members appointed by the 
governor. Both boards are mostly administrative in nature, 
being responsible for governing the regulatory aspects of 
the retirement systems.

The Alaska Permanent Fund is m a n a g e d  by an executive d i r e c­
tor, who reports to a six-member board of trustees app ointed 
by the governor.

S T A T E  O F  A L A S K A -3- D I V I S I O N  O F  L E G I S L A T I V E  A U O I T





FUND COMPARISONS AND DISCUSSION:
PUBLIC E M P L O Y E E S ' RETIREMENT'TUND",' T E A C H E R S ' 
~REn RE ME NT "F U' N D, ~i nd  A L A S K A  PERMANENT FUND"

BACKGROUND

There is no validity to the statement that "a fund is a 
fund" as each fund has its own unique characteristics. 
A l t h o u g h  funds such as those set up as trusts and endowments 
m a y  have few obvious differences, there are deeper, less 
clearly defined differences such as fund objectives, p h i l o s­
ophy over fund management, and investment styles. A  slight 
difference in fund objectives and philosophy may, and 
u s ual ly does, result in different investment styles and, 
therefore, differing returns on investment. The v aried fund 
management styles and investment philosophies create a 
danger in across-the-board rate of return comparisons and 
forming conclusions drawn from those comparisons. There are 
several ways of assessing investment results. It is not, 
for example, appropriate to compare the results of funds 
w i t h  v e r y  different objectives or constraints. Funds with 
different types and mixes of investments are also difficult 
to compare directly. To properly assess investment results, 
comparisons must reflect similar objectives, constraints, 
opportunities, and all things that go into the investment 
p r o c e s s .

The A las ka Permanent Fund, while not legally defined as one, 
is in all probability a trust fund like the Public E m p l o y­
ees' (PERS) and Teachers' (TRS) Retirement Funds. The 
A laska Permanent Fund Corporation (PFC) holds the Permanent 
Fund out as a "Public Trust Investing for Alaska's Future," 
has a Board of Trustees, and is intent on earning revenue 
for beneficiaries while prese rving principal. The obvious 
similarities between PERS/TRS and the Permanent Fund end 
here - at considering both funds as trusts.

PFC has chosen a more cautious, less risky approach towards 
its investments. In an informational pamphlet dated May 
1989, PFC stated:

The Fund invests its assets to earn income. To 
minim i z e  the risk that Fund assets could be 
destroyed by bad investment decisions, the Fund is 
invested very conservatively. Indeed, the primary 
emphasis in all Fund decision-making is m a i n t a i n­
ing the safety of principal. The m aximizin g r e­
turn on investment is the secondary consideration.

This contrasts to the Department of Revenue, Division  of 
T r e a s u r y  (Treasury) investment philoso phy of the PERS/TRS 
wh i c h  has been stated as:

S T A T E  O F  A L A S K A -5- D I V I S I O N  O F  L E G I S L A T I V E  A U D I T



The most important characteristic of the funds for 
investment policy purposes is their perpetual 
nature  and, in the case of the Public Employees' 
Retirement System, the long n u mber of years before 
it wil l encounter any net outflows (probably 15 to 
20 years). A  long time span accommodates i n vest­
ments w h i c h  should enjoy higher returns over the 
long-run, although they m a y  be slow to m a t e r i a l­
ize, or be erratic in the short-run, and it allows 
greater use of investments w h i c h  m a y  have s u b s t a n­
tial m a r k e t  valuation risks. This characteristic 
expands the universe of investment possibilities 
and increases the potential for achieving higher 
returns on the investments.

The PERS/TRS has opted for more growth through a higher 
asset allocation to equities. To achieve that end, PERS/TRS 
follows an investment technique known as active management 
versus a passive management investment style. Passive
m anagement is a term used to describe an investment strategy 
that attempts to follow a predef i n e d  m a rket  index, such as 
the S t a nd ard and Poor's (S&P) 500, and fashions the p o r t f o­
lio to mirror the results of that index. Passive management 
follows a process of rebalancing the po rtfolio to reflect 
the index, not necessarily to enhance or maxi mize a return. 
Active management, on the other hand, involves portfolio 
m anagement that is involved in the active investment process 
of buying and selling in an attempt to enhance the p o r t f o­
lio's performance. The active ma nage m e n t  strategy can be
charac terized as continually m o n i t o r i n g  the m arke t to 
determine what is the best selection of investment to 
produce the best returns w i thin a predeterm ined set of risk 
p a r a m e t e r s .

PFC is legally limited in its investment diversification by 
statute w h i c h  defines a specific "list" of permitted i n v e s t­
ments. The Treasury did have investment limitations, but
the statutory restrictions were repealed  by Chapter 41, 
S L A  1938. This allows Treasury more investment flexibility. 
W i t h  this flexibility, Treasury can assume additional risk, 
and theoretically achieve higher returns for the PERS/TRS 
F u n d s .

A S S E T  A LLOCATION

A n  informative way to examine the assumed risk is to analyze 
the asset allocations of the various funds. At M a r c h  31, 
1989, the various funds' holdings were (stated in percentage 
of portfolio at market v a l u e s ) :
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PERS TRS PFC

Equities (1) 
Fixed Income 
Real Estate 
Other (2)

32.87, 
54.7% 
6.4%

34.9%
51.3%6 .0%

12.9% 
77.6% 
5.6 % 
3.9%6 . 1% 7.8%

(1) includes domestic and foreign equity holdings of 
the PERS and TRS. PFC does not yet invest in

(2) includes mortgages, cash, and interest and d i v i­
dends receivable.

As can be seen, the PERS/TRS Funds h o l d  2.5-to-3 times more 
equity than does PFC. Conversely, PFC holds 1.5 times more 
fixed income investments than does the PERS/TRS Funds.

By their nature, equities have mo re risk than fixed income 
(debt) investments. As mentioned earlier, theoretically the 
riskier the investment, the higher  the potential rate of 
return.

FUND PERFORMANCE

This section and the following section ("Other Rate of 
Return Data") present statistical data w h i c h  show various 
rates of return earned not only by the PERS/TRS and P e r m a­
nent Fund but other interest-bearing investments. As noted 
above, and throughout the report, direct comparisons between 
these funds and other investments are not practical for 
assessing how one fund "performed or out performed" another 
fund. This is m a inly due to the differences in purpose, 
goals, and philosophy of each particular fund. However, the 
presentations provided here are done so for the benefit of 
interested parties who can r e v i e w  the returns earned b y  the 
funds and relate those to other commonly known investments.

It has been alleged that Treasury mana ged PERS/TRS Funds are 
among the worst performers w i t h i n  the universe of funds used 
for performance measurement and comparison (see R e c o m m e n d a­
tion No. 2). While the allegations themselves are s u bstan­
tially accurate in the context they were submitted, the 
facts must be kept in perspective in light of the long-term 
nature of the retirement f u n d s . The allegations were made 
from looking at .just one, short "period of time that the 
P5RS/TRS funds were e v a l u a t e d . One must be careful about 
the period of time used for measurement as investment 
results m e a s u r e d  over short periods of time are very m i s­
leading. The best results today may be the worst tomorrow. 
What matters is consistent, long-term results.

With the above thoughts in mind, the PERS, TRS, and PFC 
performance can be reviewed together with returns of other, 
although non-comparable, commonly know n investments.

foreign m a r k e t s .
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