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Total rate of return (time-weighted) is a useful technique 
that is w idely accepted for comparing investment results. 
It combines current yield plus changes in current market 
values for determining a portfolio's investment rate of 
return.

Total rate of return (time-weighted) for PERS, TRS, and PFC 
is shown below:

T IME-WEIGHTED T OTAL RATES OF R E T U R N (%)
AS OF JUNE 30. 1088 and DECEMBER 31, 1988 (a)

Year ending 6/30/88 
Two years 
Three years 
Four years 
Five years

Year ending 12/31/88 
Two years 
Three years 
Four years 
Five years

(a) source:

(unaudited)

PERS TRS PFC

3.79 3.76 5.3
7.46 7.85 6.5

13.80 13.37 11.8
15.02 14.62 (1)
(2) (2) 13.1

11.65 11.93 8.5
6.48 * 6.44 5.9

10.72 10.20 9.3
13.72 13.31 (1)
(2) (2) 12.9

PERS/TRS information obtained from D e­
partment of Revenue, Treasury Division 
internally calculated time-weighted 
rates of return.. PFC information 
obtained frcm externally evaluated SEI 
Large Plan Report. Percentages p r e­
sented are annualized time-weighted 
rates of return.

(1) four-year data not available for PFC from SEI
external reports.

(2) five-year data not available for PERS/TRS for
years ending June 30 and December 31, 1988.

As can be seen, the PERS/TRS Funds time-weighted rate of 
return generally exceeds that of the PFC. This is probably 
a reflecti on of the additional risk the retirement funds 
assume versus the more conservative approach taken by the 
PFC in its investments and asset allocation.

Another performance measurement woul d be reviewing the
r etur n of segments of the PERS/TRS and PFC portfolios; for
example, reviewing PERS/TRS and PFC domestic equity i n vest­
ments to the S&P 500 or the fixed income investments to the 
Shearson Lehman Bond Index (S L-BO N D S ) . Such an analysis 
w o u l d  show:
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PERS/TRS/PFC  EQUITY AND FIXED INCOME TIME-WEIGHTED RETURNS 
COMPARED" TO SPECIFIC MARKET INDICES
a n 'n u a t l y - c o m p o u n d e d  r a t e s  o f r e t u r n

FOR~T eI .wS ENDING DECEMBER 31, 1988 (a) 
(unaudited)

DOMESTIC EQUITIES

PERS
1 year
TOT-

2 years 9.75 ' 3 years 
IT. 98 4 years

T7.38 5 years(D
TRS 18.21 10.04 12.95 17.27 (1)
PFC 15.50 11.10 13.50 (2) 15.00
S&P 500 16.80 10.90 13.40 17.80 15.30

FIXED INCOME

PERS
TRS
PFC
SL-BONDS

1 year
■"8.73'
9.10
7.20
7.60

2 years 3
“5 7 1 0
5.01
4.30
4.90

years
9.37
8.58
8.10
8.40

4 years 
""12.33" 
11.71 
(2) 

11.50

5 years 
(T) " 
(1) 

12.10 
12.20

(a) s o u r c e : Dept, of Revenue, ‘ Division of Treasury 
internally calcula* ed time-weighted
rates of return,* PFC externally eval uat­
ed SEI Large Plan Report; and, indepen­
dent sources of market indices.

(1) five-year data not available for PERS/TRS.

(2) four-year data not available for PFC on SEI 
external reports.

The above analysis shows that for the most part PERS/TRS and 
PFC a c h ieve d a competitive return on its domestic equity 
investments compared to the S&P 500 index. PERS/TRS fixed 
income investments outperformed the Shearson Lehman Bond 
Index in each of the four years compared above. PFC also 
achieve d a competitive return on its fixed income holdings 
w h e n  compared to the bond index.

An o t h e r  informative comparison is reviewing the annual (each 
year standing on its own, unlike the cumulative returns used 
in the previous comparisons) rate of return and how that 
r e t u r n  fits into the universe of funds used for comparative 
p u r p o s e s .
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PERS/TRS/PFC 
ANNUAL RATES OF RETURN AT M A R K E T  VALUES 

AND PERCENT RANKING IN COMPARATIVE U N I VE RSE (a)

19£4 1985 1986 1987 1988
% Rank % "Rank % Rank % Rank % Rani

Equities

PERS -15.1 100 28.8 63 37.5 38 17.7 96 -5.4 23
TRS -15.1 100 28.8 63 37.5 38 18.5 90 -5.2 22
PFC - 9.6 28 30.6 46 37.2 59 24.8 27 -6.4 55

Fixed Income

PERS 1.1 55 27.9 65 22.9 3 5.0 59 7.6 51
TRS 0.8 57 28.2 61 23.4 1 4.3 79 8.8 3
PFC 4.4 56 27.2 12 20.5 25 4.3 91 7.0 71

(a) source: PERS/TRS data fro m SEI report for
quarter ending 6/30/88. P F C  data from 
SEI large plan report for p e r i o d  ending 
6/30/88.

The rates of r eturn  above are based on the m a rket value of 
the equity and fixed income portfolios and includes u n r e a l­
ized gains. PERS/TRS rankings are based on a comparison 
w i t h  a universe of approximately 30 large state retirement 
f u n d s . PFC rankings are based on a u n i verse comparison of 
63 funds. The "rank" describes (using percentages) how the 
fund performed in relation to the other funds of the u n i­
verse. For example, a rank of 100 indicates the fund had 
the lowest performance and 99% of the universe performed 
better. Conversely, a rank of 1 indicates the fund p e r­
formed the best and 99% of the unive r s e  achieved lower 
returns. A  rank of 55 indicates the fund performed near the 
m e d i a n  (50%), and that 45% of the u n i ve rse p e r f orme d worse 
w h i l e  54% achieved better returns.
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OTHER RATE OF RETURN DATA

While not truly comparable, investment fund returns can be 
reviewed against other fixed income returns.

PERS/TRS/PFC ANNUAL REALIZED (NOMINAL) RATES OF RETURN
c o m p a r e d  t o  o t h e r  f i x e d  Ra t e  r e t u r n s  Til

(unaudited)

Realized Rate of Return(%) Fixed Rates of Peturn(Z)
YEAR PERS TRS "PFC SBS(l) DCPTT) ' m r r
1980 9.54 10.41 11.29 TTT740 n / a 17.91
1981 10.73 11.02 16.00 10.75 n/a 15.91
1982 8.52 6.98 15.10 12.35 n /a 12.04
1983 11.09 11.32 12.76 12.55 n / a 8.96
1984 10.66 9.47 10.89 12.00 n / a 10.17
1985 9.96 9.84 11.61 11.80 n/ a 7.97
1986 13.16 13.12 14.36 11.87 9.30 6.62
1987 13.98 13.94 13.37 11.54 9.08 6.74
1988 8.20 8.20 9.01 1 1 . 0 0 9.93 7.58

(a) source : Division of Legislat ive Finance; De
partment of Administration, Division 
of Retirement and Benefits.

(1) SBS - State Supplemental Benefit System 
DCP - State De ferred Compensation Plan 
CD - Certificates of Deposit

i
n/a - not available

The comparisons above are not an accurate m easure ment of 
determining h o w  PERS/TRS or PFC is perfor ming in comparison 
to other funds or instruments. W hile it does demonstrate 
differing returns by different investing funds or instru­
ments, it does not indicate nor provide a basis for c o m­
paring h o w  similarly designed funds invested in similar 
securities are performing. Each of these funds or i nstr u­
ments, w i t h  the exception of PERS/TRS, have different 
objectives and goals and, therefore, have v a r ying investment 
strategies and policies.

Also, the schedule above presents a different picture than 
the prior example. Here, annual realized (nominal) rates of 
return are presented. Realized rates of return do not 
include changes in market value and, therefore, are not 
usually u s e d  for comparing performance. In this schedule, 
PFC o utperforms PERS/TRS in all but one annual period 
presented. This compares to the previous time weighted 
p r ese ntation that shows PERS/TRS outperform ing PFC in all 
but one p e r i o d  presented. This exemplifies how, depending 
on a desired outcome, rate of returns can be used to make a 
point. Since PERS/TRS are pensions funds, their return
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analyses should be based on a long-term view, not just how 
the funds performe d in any one annual period.

A n oth er r e v i e w  of returns can be made between the retirement 
funds and other m arke t indices. Like the above, the returns 
are not truly comparable. These market indices reflect 
returns for c e r t a i n  investments, whereas the PERS/TRS and 
PFC Funds results reflect a total return on a balanced 
portfolio of m a n y  types of investments. For example, the 
Standard and Poor's 500 (S&P 500) index reflects returns on 
equities only; the 91 day Treasury Bill index (T-BILL) 
reflects s h o r t - t e r m  fixed income investments; and, the 
Shearson L e h m a n  b o n d  index (SL-BONDS) reflects returns on 
bond investments.

PERS/T R S / P F C  TIME-WEI GHTED TOTAL RATES OF RETURN 
COMPARED TO M A R K E T  INDICES ANNUALLY-COM POUNDED 

RATES OF R E T U R N (%)
AS OF DECEMBER 3l, 198'8 (a)

(unaudited)

1 Year 2 Years 3 Years 4 Years 5 Year
PERS t i;6 6.5 "17577' “1TT7 (1)
TRS 11.9 6.4 10.2 13.3 (1)
PFC 8.5 5.9 9.3 (2) 12.9
S&P 500 16.8 10.9 13.4 17.8 15.3
T-BILL 6.7 6.0 6.0 6.5 7.1
SL-BONDS 7.6 4.9 8.4 11.5 12.2

(a) s o u r c e : D epartment of Revenue, Division of
Treasury, and independent sources of
m a r k e t  indices. PFC data from 12/31/88 
Large Plan Report.

(1) five-year data not available for PERS/TRS.

(2) four-year data n o t  available for PFC on SEI
external reports.

The m i s l e a d i n g  n a t u r e  of drawing conclusions solely from 
this analysis m u s t  be emphasized. For example, for the
three years ending December 31, 1988 the S&P 500 had
achieved an annual i z e d  r e t u r n  of 13.4%; c ontrasted to PERS, 
TRS, and PFC returns of 10.7%, 10.2%, and 9.3% respectively. 
The S&P 500 is an index that measures only equities traded 
on the exchanges. The PERS/TRS and PFC portfolios not only 
contain stocks but also bonds, other fixed income se curi­
ties, and real estate. Additionally, PERS/TRS holds invest­
ments in foreign equities, whereas the S&P 500 reflects only 
domestic equity.

PERS/TRS and P F C  m a y  h a v e  achieved a return on its equity 
portfolio competitive to that of the S&P 500. However, 
fluctuations in bond, other fixed income, and real estate
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investments m a y  ha ve affec ted the overall total portfolio 
rate of return. T h erein lies the danger of r e ly ing solely 
on a comparison of fund p erformance to any one market index.

COST OF MANAGING A N D  INVESTING PERS/TRS AND PFC FUNDS

It has been alleged that the cost of admin istering the 
PERS/TRS Funds are "out of control" compared to the PFC. In 
reviewing the cost of administering the retirement funds 
versus the Permanent Fund the facts m u s t  again be kept in 
perspective and r e q uire closer scrutiny before drawing 
conclusions, similar to the closer analysis n e e d e d  whe n 
comparing PERS/TRS and PFC rates of return.

The Department of Revenue, Tre asury Division is responsible 
for, among other functions, the investment and m anage m e n t  of 
the State of A lask a general investment fund; AHFC pledged 
fund; international airports construction fund; i nter­
national airports revenue fund; state mortgage insurance 
fund; public employees' retirement trust fund; teachers' 
retirement trust fund; j udicial retirement trust fund; 
military retirement trust fund; public school trust fund; 
and the University of A l a s k a  trust fund. Also, the division 
is responsible for state cash management, debt management, 
and investment accounting.

By far the largest cost centers in the manage m e n t  of the 
PERS/TRS Funds are personal services (salaries) and c o n t r a c­
tual fees.

It has been alleged that it takes between 25-to-27 positions 
to manage the PERS/TRS Funds as compared to the PFC r e q u i r­
ing 16 positions to m ana ge their portfolio.

The 25-to-27 positions re ferred to above represents the 
total staffing of the T r e a s u r y  Division. These positions do 
many tasks, as discussed above. Not all of those positions 
have duties related to the PERS/TRS Funds. W e  examined the 
job descriptions of employees in the Treasury Divi sion and 
verified those descriptions w i t h  some employees through 
personal interviews. We also identified salary and benefits 
costs for each of the T r e a s u r y  Division employees and for 
the division in total.

We have calculated  that Trea sury utilizes a full-time 
equivalent (FTE) staffing of 11.3 positions to manage, 
invest, and account for the PERS/TRS Funds in fiscal year 
1988 at a cost of $655,273. These positions are responsible 
for executive management, asset accounting, portfolio 
management, real estate investments, and cash manageme nt as 
it relates to the PERS/TRS Funds. This compares to the 
fiscal year 1988 PFC staffing of 16 positions at a cost of 
$863,000.

S T A T E  O F  A L A S K A -13- O l V / t S I O N  O F  l e g i s l a t i v e ; A U O I T



Contractual fees comprise the largest cost of managing the 
PERS/TRS and PFC Funds. These costs consist of payments 
made for the services of professional money managers, 
external performance analysis, external auditors, c o n s u l­
tants, and custody and safekeeping fees.

PERS/TRS fiscal year 1988 contractual payments amounted to 
$4,841,564 compared to PFC expenditures of $3,428,000. 
PERS/TRS incurs expenses that the PFC ioes not. PERS/TRS, 
being two separate funds, has increased costs for services 
such as investment processing, external auditors, and the 
external performance analysis. The retirement funds also 
incur additional costs due to PERS/TRS higher asset a l l o c a­
tion to equities which, under an active investment strategy, 
necessitates additional trade costs and because PERS/TRS 
invests in foreign equities w h i c h  require higher fees than 
does a domestic equity. PFC does not invest in the foreign 
markets, has a smaller asset allocation to domestic equity, 
and utilizes an index equity portfolio resulting in reduced 
m a n a g e m e n t  fees. As the PFC moves into the foreign markets 
and reevaluates asset allocation, one would expect to see an 
increase in their mana ge m e n t  fees.

The industry evaluates management and funds costs on a 
’’basis point" system. A  "basis point" reflects the cost to 
m anage $1,000. W e  performed a "basis point" cost evaluation 
of the PERS/TRS and PFC Funds, as follows:

PERS/TRS PFC

Personal Services 1.90 .88
Travel .05 .15
Contractual 14.02 3.48
Other (capital outlay, 

communications, rent,
depreciation)

C
O

o
« .67

Total "Basis Point"
cost per $1,Q()0 16.05 5.10

As can be seen, the cost of PERS/TRS contractual is a p p r o x i­
mat e l y  four times that of the PFC. This reflects the 
additional costs PERS/TRS incurs due to its higher 
allocation to domestic equities, investment in foreign 
equities, the increased costs for identical services since 
these are two separate funds, and the economies of scale 
inherent in a large fund such as the PFC.

W e  do not feel a simple analysis w i t h  an allegation that 
PERS/TRS costs three times more to manage than the PFC is 
justified. A  closer r eview shows valid reasons why PERS/TRS 
Funds are more expensive to manage than the PFC fund.
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FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

A  Board of Trustees concept or structure should be e s t a b­
lished that has broad powers and can exercise an active roTe 
in the manageme nt and investment oversight of the PERS and 
TRS F u n d s .

At present, the PERS and TRS boards (nor any other body) 
have minimal, if any, investment and management oversight 
respon sibility over the n e a r l y  $3.5 bill ion of retirement 
fund assets invested and m a n a g e d  by Treasury. ("That little 
investment oversight a uthority the boards m a y  have had was 
eliminated by amending legislation in 1987/1988.

Currently the PERS and TRS boards are m ostly administrative 
in nature, handling the administrative aspects of the 
retirement systems. The boards have no authority to direct 
or establish investment policy or guidance nor do they have 
the abi lity to effectively object to a direction the funds 
may be heading and enforce an alternative.

W e  believe  the State and other governmental employers, fund 
beneficiaries, and active participants would be better 
served by a restructuring of the current PERS and TRS boards 
and the p r o c ess of reporting to those boards. _____ .— ----

/ We conducted a survey of all states' public employees' and 
teachers' retirement systems and discovered that Al aska PERS 
and TRS Funds investment m anag ement oversight is severely 
lacking when compared to other larger, older, more e x p e r i­
enced funds. /

An  overwhelming number of respondents to our survey have an 
investment oversight function that rests with an independent 
body apart from the investment activity itself. This 
oversight authority is vesced in authoritative retirement 
boards, boards of trustees (ranging from 3 to 4 and up to 16 
m e m b e r s ) , investment committees and councils (usually a 
subcommittee of a board of trustees), or a statewide invest­
ment commission or board. We believe a similar structure is 
wa r r a n t e d  for the PERS and TRS F u n d s .

The PERS and TRS statutes should be rewritten to allow, and 
the boards should be restructured  to accept, a new, stronger 
investment management oversight responsibility. We r e c o m­
men d  that:

1. The current PERS and TRS boards be consolidated into 
one overall board of trustees. The board of trustees 
should be structured so that individuals with the 
necess ary and appropriate expertise are appointed, as 
well as PERS and TRS beneficiaries and active p a r t i c i­
pants. Additionally, Tre asury officials and, barring
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constitutional prohibitions, members of the legislature 
should be active participants on the board.

2. Subcommittees of the board of trustees could be e s t a b­
lished to handle the respective administrative duties 
of the PERS and TRS F u n d s .

3. The board of trustees should be vested wi th the a u t h o r­
ity to employ outside investment advisors to review 
investment policies and make recommendations; to 
establish investment policies; to engage the i n d e p e n­
dent certified public accountants for the funds 1 audits 
and have results reported directly to the board; to 
contract w i t h  external performance evaluators who w o u l d  
report directly to the board; and to review Tr easury 
investment and asset allocation decisions.

A  Board of Trustees w i t h  overlapping and staggering a p p o i n t­
ments will also provide continuity from one administration 
to another. Retirement funds such as the PERS and TRS are 
perpetual in nature. They are considered to exist forever. 
As such, a c ontinuity in management is required, one that 
can provide the historical perspective of past actions and 
effects. The nature of the political environment is quite 
opposite. A dministrations come and go, as do the political 
appointees that make the decisions that affect the r e t i r e­
ment funds. Presently, the commissioner of Revenue, an 
a ppointed position, is the fiduciary of the retirement 
funds. A  political appointment of two or four years pales 
in comparison to the longevity of the retirement funds. A 
"changing of the guard" every two-to-four years does not 
provide the n eeded continuity in fund administration. An 
independent board of trustees, w i t h  oversight authority, 
w o u l d  provide the needed oversight and continuity over these 
f u n d s .

It has been  argued that since the PERS and TRS Funds are 
designat ed as trusts and the commissioner of Revenue is 
design ated fiduciary of the funds, that the boards cannot 
and will not accept the fiduciary responsibility of managing 
the f u n d s .

In our discussions wi th PERS and TRS board chairpersons we 
learned that the boards do want to assume more investment 
oversight responsibility over the funds but at present do 
not have the statutory ability to do so.

It has also been stated that the boards w o u l d  not accept 
the liability associated w i t h  acting as a fund fiduciary. 
A c c o rding to the Division of Risk Management of the D e p a r t­
ment of Administration, the PERS and TRS boards are c u rrent­
ly covered by the Directors and Officials liability p r o t e c­
tion policy. This coverage, in the amount of $100 million 
(with a $5 million self-insured c l a u s e ) , covers any board or
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commission that is created by law and that the policy 
coverage w o u l d  extend to any actions taken by the boards or 
commissions "hat are w ithin its official duties. At 
present, the commissioner of Revenue, as fiduciary, is 
similarly covered by this policy. Additionally, the d i r e c­
tor of Risk Management stated that if the funds incur a loss 
due to a b reach of fiduciary duty, the Directors and O f f i­
cers liability insurance policy may make funds whole, 
depending on the c i r c u m s t a n c e s , if the payments are a legal 
liability. Based on the above, it is our opinion that the 
insurance coverage presentl y available to the commissioner 
of Revenue is likewise available to the current PERS and TRS 
boards and w o u l d  be available to a duly created board of 
trustees acting in the capacity of fund fiduciary.

Therefore, w e  recommend that the administration and the 
legislature establish a board of trustees concept or s t r u c­
ture to provide investment oversight on the Treasury i n v est­
ment operations, p articularly the PERS and TRS Funds. Some 
members of the b o a r d  of trustees should have the necessary  
professional skills. Other members should represent fund 
beneficiaries, active fund members, the Treasury, and, 
barring constitutional prohibitions, the legislature. The
bo a r d  of trustees should have the authority to contract for 
audits, external performance evaluations, and professional 
advice. Additionally, the board of trustees should revi ew 
on an ongoing basis Treasury's implementation of investment 
p o l i c y  and asset allocations. _ 1

i- J  O  ’/ i I C
RecommendatriotrifeT-Z S3  ~

The entire port folio of the PERS and TRS Funds should be 
subjected to an external performance review. Also, the
external performance reports should be presented directly to 
the boards and should be in a complete, understandable, and 
acceptable format according to industry patterns and
c u s t o m s .

Presently,. tKe-pERS -aTTd~TRS " perf rr m a a g e ^ e v a l u a t i o n  analyses 
conducted b y  an independent evaluation servrce-de-rnTt review' 
the entire retirement  funds portfolios; are not in the usual 
and customary format; do not contain the usual and customary 
presentations; and do not compare the PERS and TRS Funds 
wi t h  ar. acceptably large enough universe of other funds.

W e  found it difficult to glean information on the PERS and 
TRS Funds operating results from the performance evaluation 
reports prepared by the external fund performance c o ntrac­
tors. To assist us in understanding those performance 
reports, we contracted w i t h  the individual who had analyzed 
PERS and TRS Fund performance in the past.

Our contractor had similar difficulty in understanding the 
performance reports as presented. We subsequently d i s c o v­
ered that the difficulty in understanding the reports and
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determining fund performance lied not with the reader, but 
w i t h  the unconventional format that the PERS and TRS Funds 
results we re presented.

A ccording to representatives of SEI (Treasury's performance 
reporting contractor) the State's chief investment officer 
had instructed SEI to prepare the performance reports 
according to his own design. This format per our contractor 
causes confusion and difficulty in analyzing fund results. 
It is interesting that even SEI, the firm who prepared  the 
reports according to Treasury's c u s t o m  design, finds them 
difficult to understand. If people k n o wle dgeable in this 
area find the performance reports difficult to read and 
analyze, we w on der h o w  members of the PERS and TRS boards 
and interested beneficiaries and active participants can 
determine h o w  their funds are performing.

Another area that our contractor found unique was the 
abbreviated form of the performance reports. The reports do 
not include a number of standard comparisons, analyses, and 
graphic presentations. These presentations assist in 
unders tanding the fund performance and h o w  they compare to 
other funds. For example, the performance reports have no 
presentations of asset growth summaries; total plan rates 
of return; cumulative rates of return for market cycles 
(falling markets and rising markets) ; rewa rd versus risk 
analysis; equity and bond purchases and sales turnover 
analysis; equity portfolio profiles (showing capitalization 
of investees, dividend yields, price/earnin g ratios, return 
on net worth, earnings growth rates, m a r k e t / b o o k  ratios); 
diversif ication and rate o f  return by industry sectors; and 
other graphic and numerical presentations. It is argued 
that this type of information is of little value in e s t a b­
lishing investment policy and asset allocation. However, 
all these analyses combined assist in formulating an 
informed judgement as to h o w  the retirement funds are 
performi ng by interested parties other than those 
responsible for investment polic y and asset allocation. 
These analyses, and m a n y  others, are used b y  the Permanent 
Fund Corporation Board of Trustees to r e v i e w  the p e rformance 
of the Permanent Fund. These types of analyses are not 
report cards on a fund, but rather a presentation of h o w  one 
p articular fund is performing c ompared to other funds 
competing for a return on investment.

Other areas of the PERS and TRS performance reports i d e n t i­
fied as lacking are that a total plan analysis is not 
performed on the entire portfolio and that the unive rse of 
funds used for performance comparison is too limited.

The major benefit of an external p erformance evaluation is 
the identification of how  one p articular fund is p erforming 
and how it compares to other funds (known as the "fund 
universe"). To have a thorough e v a l u a t i o n / c o m p a r i s o n , the
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entire portfolio must be externally evaluated. Presently, 
the PERS and TRS portfolio does not have an externally 
g enerated total plan rate of r e t u r n  analysis because the 
funds' real estate investments and foreign investments are 
not taken into consideration. Most respondents to our 
survey indicate their entire portfolios are externally 
evaluated. Most of those funds also have investments in 
equities, fixed income, some foreign investments, real 
estate, mortgages, leveraged buyouts, and venture-capital.

The PERS ^ancT TRS Funds are compared to a fund u n i v e ^ e  
consisting" of only 28 other funds. This contrasts to the\ 
Permanent Fund's evaluation w h i c h  compares itself to a \  
balance d fund population (where the funds have at least 57, 
invested in equities and 5% in bonds) of 910 funds and a 
Large Plan Report of 63 funds. We believe the PERS and TRS 
Funds comparison is too restrictive and should be enlarged. 
Comparing fund performance to a larger fund universe w o u l d  
provide a better indication of h o w  the PERS and TRS R e t i r e­
ment Funds are performing compared to other f u n d s .

W_a__ .recommend that the .entire PERS and TRS Funds be''
externally evilAraretl^f1^reby~^en^ra^in£ a total plan rate of 
return; that the evaluations be performed~and^..reported'" in 
the standard informative formats w i t h  all appropriate 
graphic and numerical presentations; that these reports 
should be presented directly to the boards; and that the 
PERS and TRS Funds be compared against an acceptable fund 
universe.

The boards and/or Treasury should provide as m u c h  informa­
tion as possible to the beneficiaries, active members, 
executive and Legislative branches, and the public that is 
clear and direct. By doing so, it would enhance public 
accountability.

R ecommendat ion No. 3

The Department of Revenue, T r e asur y Division (Treasury) 
should tollow generally accepted accounting principles in 
its accounting of investments for the Public E m p l o y e e s 1 
Retirement System (PERS) and the T e a c h e r s’ Retirement System 
(TRS) F u n d s .

Treasur y does not account for PERS and TRS foreign equity 
investments in accordance with industry generally accepted 
accounting principles.

The term "generally accepted accounting principles" (GAAP) 
as u s e d  in reporting results of operations on the financial 
statements refers to a body of theory and practice developed 
by the accounting profession in association with industry 
and other organizations that may be impacted by the adoption 
of standards wh ich include not only accounting principles 
and practices but also the methods of applying them. GAAP
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is a technical accounting term encompassing a common set of 
a ccounting concepts, standards, and procedures necessary in 
order to render financial statements comparable between 
enterprises and between accounting periods. Without a d h e r­
ence to GAAP, users of financial statements w o u l d  have no 
u n i f o r m  standard for judging the presentation of financial 
position, results of operations, and changes in financial 
p osition in those financial statements.

A  user of financial statements expects those statements to 
present  fairly, clearly, and completely the economic facts 
of the existence and operation of an enterprise on a consis­
tent and comparable basis. A  departure from GAAP results in 
financial statements that m a y  not me^t the user's criteria 
and w ill generally result in a qualified auditor's opinion 
disclosing the departure and what effect that departure has 
on the financial statements. Treasury realizes the impor­
tance of an u n qual ified audit opinion. Treasury, in A p p e n­
dix J of its General Investment Policies, requires an 
applicant for commercial real estate loans to submit audited 
financial statements that contain unqualified audit o p i n­
ions. The present ation of PERS and TRS financial statements 
b y  Tre asury are departures from GAAP.

Treas u r y  does n o t  properly account for and report investment 
transactions occurring in the PERS and TRS foreign i n vest­
men t  portfolio. T r e asury did properly account for and 
report on its foreign portfolio activities through fiscal 
year 1987; however, in fiscal year 1988, a departure from 
GAAP was made, w i t h  w hich we do not agree is appropriate or 
j u s t i f i a b l e .

A n  important element of a financial statement, and a frame­
work  of m o d e r n  accounting, is the presentation of the 
histor i c a l  cost of assets, including investments.

T r e asury forwards funds to its London - b a s e d  foreign m a n a g­
ers. These managers then invest in foreign equities. The 
amount of the funds transferred to the foreign managers is 
recorded as the cost of the PERS and TRS investment in 
foreign equities. When the foreign equities are subseque nt­
ly sold by the foreign managers, the amount received from 
the sale, w h i c h  may include a gain on the sale, is usually 
r einv ested in foreign equities. Contrar y to GAAP, the 
reinvestment  of proceeds from the sale of the equities are 
not r e c o r d e d  in the accounting records and the cost basis of 
the forei gn portfolio is not adjusted to properly reflect 
the n e w  cost basis of the retirement funds' investments. 
This accounting treatment was implemented over the initial 
w r i t t e n  objections of the state comptroller. The sale, 
gain, and reinvestment of funds should be accrued and 
record ed in the accounting records at the date of the 
transaction in accordance w i t h  gene rally accepted accounting 
p r i n c i p l e s .
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This irregular accounting treatment causes a material 
unders tatement of the cost basis that PERS and TRS has 
invested in foreign equity holdings. The understated cost 
as pre sented in the PERS and TRS financial statements is 
m i s l e a d i n g  to the average reader who is not aware of the 
non-GAAP accounting treatment accorded these transactions by 
Treasury.

In their June 30, 1988 balance sheet, Treasury shows the
cost and m a r k e t  value of PERS and TRS foreign portfolio as 
follows:

Cost M arket Value

PERS $77,847,000 $138,421,000
TRS 51,756,000 91,246,000

At first glance, a reader of the financial statements would 
think that PERS and TRS had generated a $60,574,000 and 
$39,490,000 (respectively) market gain.

However, had GAAP been applied to the accounting of the 
foreign portfolio, cost and market Value would  have been 
prese n t e d  as follows:

 Cost M ar ket Value

PERS $134,626,000 $ 1 3 8 , 4 2 1 , 0 0 ^ —
88,711,000

Under GAAP, foreign portfolio market gains for the PERS and 
TRS Funds w o u l d  have been *3,795,000 and $2,535,000, r e s p e c­
tively. As refle cted in tne financial statements, PERS and 
TRS m a r k e t  gains are overstated by approximately 1,500 
percent.

The Treasury~H7±vur34en-^£hief investment officer has seated 
that this a ccounting treatment is fie'cessaiy--because of 
"investment accounting principles," "fiduciary law," and 
"the IRS code." None of those references, even if they do 
address this issue, override GAAP and Alask a state law in 
these circumstances.

A l a s k a  Statute 37.05.150 states, in part, "The accounting 
system must be in accordance with accepted principles of 
governmental (fund) accounting . . . ." Generally accepted 
g overnmental accounting principles are embodied in the 
Governm ental Accounting, Auditing, and Financial Reporting 
p u blicatio n pre pared b y  the Government Finance Officers 
Association. In this handbook of governmental accounting, 
the j u r isdiction of the Governmental Accounting Standards 
Board (GASB) is defined as "The GASB will establish stan­
dards for activities and transactions of state and local 
governm ental entities . . . ." The h a n dbook further defines

S T A T E  O F  A L A S K A -21- 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



the hierarchy of GAAP for financial statements issued by
state and local governmental units. This hi erarchy is:

1. Pronouncements of the GASB are to be followed for 
accounting and reporting b y  state and local g o v e r n m e n­
tal units.

2. In the absence of a GASB pronouncement regarding 
accounting treatment, pronouncements of the Financial 
Accounting Standards Board (FASB) are to be followed.

3. Pronouncements of bodies composed of expert accountants 
that follow a due process procedure. This category 
includes audit and accounting guides and statements of 
position issued by the American Institute of Certified 
Public Accountants.

4. Practices or pronouncements that are widely recognized 
as being generally accepted because they represent 
prevalent practice in a particular industry or the 
knowledgeable application of pronouncements to specific 
c i r c u m s t a n c e s .

Since GASB is silent regarding the treatment of foreign 
investments, pronouncements of the FASB must be followed. 
In this case, generally accepted accounting principles 
established by the FASB., and its predece'ssor-'the Accounting 
Principles B o a r d ; " s h o u l d  be followed by the T r e a s u r y - B i v i -  
sion.

We recommend that T reasury account for and report on the 
PERS and TRS Funds, including its foreign portfolio 
activity, in accordance w i t h  gene rally accepted accounting 
p r i n c i p l e s .
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DEPARTMENT OF REVENUE

T R E A S U R Y  DIVISION

August 22,1989

Randy S. Welker, CPA 
Legislative Auditor 
Division of Legislative Audit 
P. O. Box W
Juneau, Alaska 99811-3309 

Dear Mr. Welker:

STEVE COWPER, GOVERNOR

ELEVENTH FLOOR 
STATE OFFICE BUILDING 
P.O. BOX SB
JUNEAU, ALASKA 99811-0400

i  'JIE23 1989

L E G I S L A T I V E

AUDIT

I have reviewed the Division of Legislative Audit’s preliminary report entitled "A Special 
Report on the Department of Revenue Treasury Division Public Employees’ and Teachers’ 
Retirement Funds".

At your request, I offer the following comments:
%

1. With regard to the discussion of realized returns on page eleven, I would like to
point out:

a. The Financial Analysts Federation has endorsed the enclosed 
"Performance Presentation Standards". These standards are the first and 
only such standards in the industry for guidance on how to calculate and 
report investment performance. Section V.B. specifies that the use of total 
return, including income and capital appreciation, is mandatory in the 
presentation of investment perfonnance data. Realized rates-of-retum, as 
pointed out in your report, do not include unrealized capital appreciation.

b. Realized returns axe relevant for a fund which has net cash flow 
requirements during the period being measured; in the case of retirement 
funds, a net cash flow from investments is not estimated by the funds’ 
actuary to be required generally before FY 2005. See the enclosed "PERS 
and TRS Financial Projections", February 21,1989, Mercer Meidinger 
Hansen. Sensitivity analyses in the projections indicate there may be some 
chance that a small portion of TRS investment earnings (no more than 
one-tenth) will be needed as cash to cover benefit payments after FY 1991;

c. The timing of actual realization of unrealized gains is at a fund manager’s 
discretion and may be affected by a fund’s cash flow requirements. Thus, 
realized returns may reflect not only investment policy, as shaped by cash 
flow requirements, and a portion of investment returns, but also asset 
liquidation decisions prompted by cash flow needs.

0 4 - O I 2 L H
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2. On page 12, as your report points out, there are difficulties in comparing total 
fund returns to market indices for individual classes of investments. The most 
appropriate comparison would be to an average of the relevant indices weighted 
by the asset allocations of a fund. This would be similar to the approach 
prescribed by the Financial Analysts Federation in section V.I.6.a. of their 
"Performance Presentation Standards" (enclosed) for comparing results of 
balanced accounts managed by investment advisors.

3. I am in basic agreement with Recommendation No. 1. There are obviously many 
issues to be considered in trying to develop the best possible structure for 
governance of PERS and TRS investment management. The Department of 
Revenue would be happy to work with Legislative members or bodies in 
developing legislation to reform the structure.

To address these same concerns, the Department has developed a proposal '.o 
create an independent trust company. The proposed structure would provide for 
the investment management of other State retirement and endowment trust 
funds, as well as PERS and TRS. It also would greatly improve State cash 
management procedures by allowing direct access to certain Federal Reserve 
System services, rather than through an intermediary custodian bank.

The Department’s proposal has been endorsed by resolutions of the PERS and 
TRS boards and has been reviewed by the State’s fiduciary counsel, Willkie, Farr 
& Gallagher.

There is one issue addressed in your report tr which I should respond. The 
discussion of liability for fiduciary acts on pafa 17 does not take account of AS 
37.10.071(d) and (e) which make fiduciaries personally liable and extends state 
indemnification of their liability only insofar as their actions are prudent, even 
though insurance would cover all fiduciary acts whether prudent or not. These 
statutory provisions were adopted to assure the most careful adherence by 
fiduciaries to the dictates of prudence. I do not concur with the suggestion that 
board members be allowed to avail themselves of the State’s insurance coverage 
of liability for fiduciary acts when those acts fail to meet the statutory standard of 
professional prudence contained in AS 37.10.071(c).

4. I am in agreement with portions of Recommendation No. 2. My specific 
comments are:

a. I agree that performance reports should cover the total fund and include 
cumulative rates-of-retum, a reward versus risk analysis, and relevant 
graphics. The Department has awarded a new contract for outside 
performance measurement services that includes such information. The 
first reports under the new contract will be available following the end of 
the first quarter of fiscal year 1990.
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b. I do not feel that other detailed analyses, mostly of individual manager 
portfolios, recommended in your report are useful either in establishing 
investment policy and asset allocations or evaluating manager or fund 
performance. Performance measurement data needs to be confined to 
comparative information that focuses on the bottom line -- rates-of-retum 
~  and the critical policy variables -- asset allocation, bond maturity, and 
bond quality -  that contribute to it. The worst thing to do, if trying to 
ensure accountability, is to inundate fiduciaries with so much data that they 
can’t see the forest for the trees or have time to adequately review the 
more critical information.

c. If there are particular problems with the format of the report, the audit 
should identify them and I would be happy to consider changes. As part of 
the new performance measurement contract the Department will obtain 
any specific suggestions the contractor has for revising the format. 
However, the Department will not relieve the contractor of the obligation 
of supplying the reports in the format specified by the Department if 
revisions to the format decrease the report’s intelligibility or appear to be 
for the convenience of the contractor. There is no industry standard for 
most of the presentations in these reports, the only possible exception being 
certain basic information set out in Tables I and H of the enclosed 
"Performance Presentation Standards" which no firm has yet adopted. 
Various performance measurement firms have various formats. Each has 
its own "standard" format and is reluctant to provide custom reports as 
required by the Department due to the extra time and expense involved.

d. I agree that comparing performance to a larger universe is desirable, 
provided that, as your report stresses in several other places, the 
comparisons are meaningful. Under the circumstances it is not clear that 
the contractor can provide any larger universe that would be meaningful. 
The contractor, SEI Corporation, had the largest universes specified by the 
Department of the two firms responding to the RFP for these services. As 
part of the new contract, the Department will obtain the advice of the 
contractor on whether the universes can be meaningfully expanded.

The PERS and TRS funds are compared to two universes consisting of 
pension funds over $500 million — one State pension funds, the other 
corporate. These universes were established to provide more meaningful 
comparisons than a universe including many small pension plans. Small 
plans for the most part operate under more restrictive constraints, have less 
diversification into the various asset classes represented in PERS and TRS, 
and are less likely to have professional management. As pointed out on 
page 5 of your report, similarity in objectives, constraints, opportunities, 
and resources are critical to achieving valid comparis ons.
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Not unexpectedly, larger plans generally seem to have superior investment 
returns as indicated by the enclosed "EXHIBIT 7" prepared by SEI. The 
segregation of corporate and state plans is useful because their significant 
difference in asset allocations to equities, which results in significantly 
higher returns for corporate plans, focuses attention on this critical policy 
variable.

5. The Department will comply with Recommendation 3, beginning with its audited 
financial statements for fiscal year 1989. However, I would like to make three 
comments:

a. The statements on page 19 and 20 that Treasury does not account for 
foreign equity investments properly or in accordance with generally 
accepted accounting principles are overly broad. Treasury does account foi 
foreign equity investments in accordance with generally accepted 
accounting principles, with the exception of its treatment of historical cost 
and the point of realization of foreign gains or losses. Treasury’s statement 
of market value and total investment income for foreign equities is in 
accordance with generally accepted accounting principles. As stated by 
Ernst & Whinney in their annual audit of Treasury investments, the 
"differences would have no effect on total investment income".

b. The departure from GAAP and its effects are fully disclosed in Treasury’s 
financial statements. Your report should acknowledge this. The statement 
on page 20 that "A departure from GAAP...will generally result in a 
qualified auditor’s opinion disclosing the departure and what effect that 
departure has on the financial statements." may leave the reader with the 
impression that Treasury did not make this disclosure.

c. The departure from GAAP was based on consideration of a number of 
issues. These issues were fully discussed by Treasury staff and its 
independent auditors. The decision was personally reviewed by me. The 
issues are summarized in the enclosed memo of November 1,1988. The 
report’s failure to address the issues contained in the memo, which was 
provided to Legislative Audit, and its failure to acknowledge the 
Department’s review of the issue may leave the reader with the impression 
that the departure was made arbitrarily or capriciously. In fact, the issues 
involved are very "close" as to what is the best accounting treatment. This 
is reflected in the fact that FASB-52, which is the accounting principle at 
issue here, was highly controversial and was adopted by the Financial 
Accounting Standards Board only by a 4-3 vote.

HM/MBB/ph
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/. The FAF has endorsed the following 
standards for investment management per­
formance presentation. Up to now, this all- 
important subject has been given insufficient 
attention; as a result, investment advisers 
(despite registration with the SEC) have been 
left to follow their own standards, which have 
been varied, uneven, and, in some instances, 
outright irresponsible and dishonest. If the 
investing public is to be treated fairly, and if 
the investment management industry is to 
represent the highest ethical and moral stan­
dards, a fair and understandable policy should 
be followed. The standards recommended ear­
lier have been endorsed by i/e  FAF Board of 
Directors after consideration of comments 
from its membership (which includes invest­
ment advisers, brokers, consultants, academi­
cians and other interested parties).

II. The overall philosophy underlying these 
standards is the need for full disclosure of in­
vestment performance data to clients and 
client prospects. Certain statistics and pres­
entation data have been delineated as require- 
ments; but the main theme is that investment 
managers may present any reasonable statis­
tics provided that their derivation, and par­
ticularly any exclusions therefrom, are high­
lighted and made abundantly clear.

III. Parties affected by these standards.

These standards are directed to "invest- 
ment managers," which obviously includes 
all registered investment advisers, but the

standards also apply to other organizations 
and individuals, such as:

A. Stock brokers acting as “portfolio 
managers" for clients, particularly those 
who clwrge separate (from normal com­
missions) fees for their management 
services.

B. Mutual funds, where certain regu­
latory presentation practices can be de­
ceptive (but which exist under different 
jurisdictions).

C. Consultants, where it is recom­
mended that similar standards be set by 
a separate FAF Committee.

IV. While clients and client prospects are 
encouraged to make extensive qualitative judg­
ments of investment managers, these FAF 
guidelines concentrate on the quantitative—  

on a complete, accurate and fair presentation 
of investment performance data.

V. Performance Calculation.

A. Time-weighted performance cal­
culation is the mandatory methodol­
ogy, since it represents the only prac­
tical method for comparing manager re­
sults over time.

B. Total return, including income 
and capital appreciation, is also manda­
tory.

- 28 -
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C. To allow for the most efficient 
judgment of manager efficiency and 
client investment returns, results should 
be presented before fees so long as the 
manager's fee schedule is included with 
performance presexxtation.

D. Managers and new clients should 
agree in advance on the starting date for 
performance calculation.

1. This starting date should be 
part of the Management Agree­
ment and calculations should 
conform to such agreed-to date.

2. Since the precise starting date 
for managed funds is not always 
definite (due to legal problems, 
delay of receipt of funds, etc.), it 
is recommended that a specified 
period (i.e., 30 days after funds 
have become available for invest- 
ment) be set as inception for per­
formance calculation. Again, the 
time period will vary from man­
ager to manager, depended on 
manager style or client prefer­
ence-, but agreement in advance 
between manager and new client 
eliminates potential confusion and 
sets a consistent standard.

V . Performance Calculation (Continued) E. Computational Standards.

1. Portfolios should be valued 
at least quarterly. Monthly valu­
ation (and linking) is the pre­
ferred frequency where practical.

2. A  time-weighted return for­
mula which minimizes the effect 
cf contributions and untlidraw- 
als must be utilized. Daily ac­
counting for contributions and 
withdrawals is the preferred 
method.

3. When a contribution (or with­
drawal) is significant (e.g., over 
10%) in relation to the latest cal­
culation of market value, a port­
folio is best revalued on the date of 
the contribution (or withdrawal) 
in order to reduce possible distor­
tion.

4. Investment income should be 
included on a full accrual basis 
(as opposed to cash basis).

F. Performance results for any one 
asset class (sucii as equities) should in­
clude cash equivalents and any other 
securities (e.g., convertible securities 
in an equity portfolio) held by the man­
ager in place of that asset.

- 2 9 -
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1. If managers present perform­
ance results for any particular 
asset class excluding cash or other 
securities used by the manager in 
place of the asset class, perform­
ance with cash and the other secu­
rities should likewise be presented 
along with a statement that re­
sults so presented conform to FAF 
standards.

G. Compound annualized perform­
ance returns should be presaitedfor all 
periods covered in presentation.

H. Exclusions from account perform­
ance calculations and presentation should 
be clearly stated.

1. Complete information on in­
clusions and exclusions of data 
should be presented, as per at­
tached Tables I and 11.

a. hlanagers should pro­
vide the percentages of their 
inclusions and exclusions 
to prospects. Thus, if the 
presorted data constitutes 
857o of the asset class (e.g., 
equities) managed, with 
157o excluded, this should 
be so stated. If the pre­
sided data constitutes 507o 
of a particular type of in­

V . Perform ance C a lc u la t io n , Paragraph F .
(Continued)

vesting within tl\at asset 
class (e.g., small-to-me- 
dium capitalization equi­
ties), this should also be 
stated.

b. Examples of such ex­
clusions might include:

Special category invest- 
ments, such as assets not 
carrying full discretionary 
power within a manager's 
business in which other ac­
counts are normally dis­
cretionary.

Client assets not being 
charged a fee, within a man­
ager's business which is 
normally fee-based. j4s 

indicated throughout Sect­
ion VIII., the performance 
of all fee-based accounts 
should be accounted for in 
manager measurement and 
presentation.

I. Balanced accounts.

1. Balanced accounts, with both 
equity and fixed income assets, 
should be separated into tzco dis­
tinct equity and fixed income cate­
gories. Each such category should 
be assigned its own cash balances 
so that the performance of each

-30-
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investment class will include re­
turns specifically reflecting the 
use of cash equivalents and other 
substitutions. While managers 
may be able to supply sufficient 
risk and volatility information on 
each investment class to allow 
clients to make a reasonable judg­
ment of results as if cash had been 
included, the information content 

■from the separation of balanced 
portfolios into distinct asset "pots" 
(each with its own cash equiva­
lent or substitute holdings) is too 
valuable to leave to manager choice.

2. Assuming that the balanced 
account manager's assignment 
from the client is to periodically 
change the asset mix, managers 
altering the ratios between equi­
ties and fixed income should make 
bookkeeping transfers of cash from 
one category to the other. Ac­
counting for such transfers should, 
of course, be based on the specific 
cash transfer dates.

3. Performance results from bal­
anced accounts should, therefore, 
include the following:

a. Equities, including cash 
or substitute securities des­
ignated for potential invest­
ment in equities.

V . Perform ance C a lc u la t io n , P aragraph  I.
Num ber 1 .  (Continued)

b. Fixed income, including 
cash or substitute securities 
designated for potential in­
vestment in fixed income.

c. Total account.

4. 3.a. and 3.b. results should be 
compared against their respec­
tive, comparable indexes, as if 
they were separate equity and 
fixed income accounts.

5. While separating the parts of 
a balanced account as recom­
mended provides valuable in­
sights into the capabilities of 
managers in each distinct asset 
class, the most significant per­
formance criterion is still the com­
bined, total account results.

6. Results for the total account 
are best compared against equity 
and fixed income proportions that 
reflect client objectives/guide­
lines; these proportions should 
be agreed to in advance by client 
and manager.

a. Comparative perform­
ance should then be calcu­
lated by apportioning the re­
turns from each of the in­
dexes chosen to represent each 
asset class to the agreed-to
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V. Performance Calculation, Paragraph I. 

Number 6. (Continued)

percentage bogey for that as­
set class. Assume, tJierefore, 
that client and manager have 
agreed to a balanced account 
risk posture of 60% equities 
and 40% fixed income. The 
comparative indexes used for 
equities (assume the S&P 500) 
should be weighted at 60%, 
while the appropriate fixed- 
income indexes (assume the 
Shearson/Lehmn Corporate] 
Covt. Index) should be 
iveighted at 40%, producing 
a number against which the 
total account performance 
return should be compared.

J. In addition to actual results, per­
formance for accounts utilizing lever­
age should be calculated and presented 
as if they had bee)i tnade for all-cash (no 
leverage).

VI. Indexes used for performance compari­
sons.

A. Managers should explain in ad­
vance any indexes used for performance 
comparisons to cliaits and prospects. 
These indexes should parallel the risk or 
investment styles the client account is 
expected to track.

B. Comparisons with specific meas­
ures (e.g., real returns adjusted for in­
flation, riskless returns from T-Bills, 
etc.) may be used so long as FAF stan­
dards on other factors, as presented 
herein, are followed.

VII. Treatment of convertible securities.

A. Convertible securities should nor­
mally be included in equity perform­
ance, unless manager and client agree 
in advance to their inclusion in fixed 
income. If convertibles are subsequently 
shifted from equity segments to fixed 
income, or vice versa, clients should be 
notified at the time of such shifting.

VIII. Formation and presentation of com­
posite performance results by managers.

A. All managers should construct 
and present accurate composites of in­
vestment performance. Rules for such 
composites include:

L  Managers should compile and 
present such results for as Jong a 
period of time as accurate ac­
counting can be accomplished, 
no less than 10 years if possible 
and up to 20 if practical.

2. Management organizations in 
business for less than 20 years 
should include results from the 
very first full calendar year since 
their inception.
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VIII. Formation and presentation of composite 

performance resuits by managers, Paragraph A. 

(Continued)

3. Each and every year of such 
results should be presented to pro­
spective clients, unless specific 
requests are for different periods.

4. Resultspresented to client pros­
pects should beshown both for in­
dividual years and cumulative pe­
riods, as indicated in attached 
Table I.

5. All client accounts should be 
included for whatever period such 
accounts were under managemnit; 
portions of periods under man­
agement (i.e., managers choosing 
inclusion of portions) is prohib­
ited.

6. Clients' accounts no longer 
under management should be 
included in composite(s). So-called 
“survivor" performance results 
are to be avoided.

7. Changes in a manager firm's 
organization should not lead to an 
altering of composite results. 
Results achieved by an organiza­
tion are the organization's repon- 
sibility; changes in personnel do 
not constitute a justifiable reason 
to alter composite performance re­
sults.

8. Managers are encouraged to 
construct separate composites 
wherevalid reasons exist for doing 
so. A differentiation between 
taxable versus nontaxable ac­
counts; fully discretionary ver­
sus not-fully-discretionary; and 
other categories which entail 
varied investment styles, con­
trols, or risks constitute valid 
reasons for separate composites. 
As indicated in Paragraph S.d. 
below, however, managers should 
list all of their composites, with 
performance figures and other 
pertinent information on each, 
whenever performance results are 
presented. Any and all exclu­
sions from any presentation of 
performance results should be 
clearly stated.

9. Composite performance cal­
culation and presentation should 
be weighted by account sizes. A 
median of unweighted results may 
also be presented, but this should 
be accompanied by results  
weighted by account size, along 
with the statement that the latter 
is the recommended procedure as 
set by the FAF.
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VIII. Formation and presentation of composite 

performance results by managers, Paragraph A, 

Number 9. (Continued)

Managers should also c lea rly  
delineate the follow ing:

a. The number of client re­
lationships included in each 
(and all) composite(s);

b. The total size of the com- 
posite fo r  the beginn ing  
(January 1) and end of each 
year;

c. The weighted average 
size of accounts constitut­
ing  the composite.

d. A s  indicated above, in ­
formation on a ll excluded 
assets from  any composite 
p resentation should be 
presented.

10. Fixed income and equity 
portions of balanced accounts 
should be included in their re­
spective equity and fixed income 
composites, provided they con­
form  to Section V., Paragraph I. 
above on balanced account calcu­
lations.

11. Balanced account compos­
ites should include on ly  those ac­
counts where the manager has

discretion over changes from  one 
asset to another. I f  the client has 
set balanced lim its from  which 
the manager should not deviate, 
the segregated assets (with their 
respective cash positions) should 
be included on ly w ith their like 
asset composite. (Example: Client 
gives Manager $6 million fo r bond 
management and $4 m illion fo r  
stock management, w ith  no 
changes in  m ix to be made by 
Manager. Ti.. $6 m illion should 
be added to the Manager's bond 
composite and $4 m illion added 
to Manager's stock composite—  

nothing to be included in M an­
ager's balanced account compos­
ite.)

12. Since performance results 
w ill be reported to clients along 
iv ith either actual o r average fee 
information (SeeSection V., Para­
graph C.), composite fig u re s  
should likewise contain sufficient 
information to enable clie.'ts and 
prospects to compute performance 
on both a pre- and post-fee basis.

13. Managers should indicate 
typical indexes against which any 
and all composites are normally 
judged by respective clients. Thus, 
a manager's equ ity composite 
which includes accounts w ith  both 
large and small capitalization equi­
ties of comparable weighted size
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VIII. Formation and presentation of composite 

performance results by managers, Paragraph A. 

Number 13. (Continued)

to the S & P  500 should be com­
pared against the S& P  500, while 
a small-to-medium capitalization 
stock composite should be com­
pared against N A S D A Q , Russell 
3000, etc. A n  account with, fo r  
example, 5 0 %  of its total in  small- 
to-medium capitalization stocks 
and 50% in large capitalization 
stocks should be compared against 
similar-weighted separate indexes, 
rather than against either one of 
the two.

14. Composites should fo llow  
the same treatment of returns w ith  
and w ithout cash as indicated in 
Section V., Paragraph F.

15. Presentation of risk meas­
urements such as Alpha, Beta and 
Standard deviation fo r ind iv id ­
ual account returns w ith in  any 
composite is encouraged.

16. O ther pertinent informa­
tion fo r use in performance analy­
sis should be added to composite 
presentations. Fo r example, man­
agers are encouraged to include 
(for each period) average market 
capitalization of stocks held, aver­
age quality and duration of bond 
holdings, etc.

B. Table I I  provides a sample rec- 
ommended format fo r composite per­
formance presentation to client pros­
pects and consultants. Table I I  should 
accompany the specific performance re­
sults as presented in Table I.

IX . Verification o f composites.

A . Audited composite and other per­
formance figures are encouraged. A t  
the ve ry  least, managers presenting 
performance data should make a posi­
tive written statement that fu l l  disclo-

* sure o f assets included and excluded 
has been made and that calculations 
conform to F A F  standards. A n y  devia­
tions from  these F A F  standards should 
be specifically stated.

B. The principles of these F A F  per­
formance presentation standards should 
apply to all individuals and organiza­
tions serving investment management 
functions. Consultants are likewise 
encouraged to adopt sim ilar standards 
and principles in reporting perform­
ance data.

X . Table I I I  is a checklist fo r  managers and 
clients— to assure proper conformance to the 
standards presented above.
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TABLE I
XYZ Capital Management: Actual and Annualized Equity Performance Versus S&P 500 

Category o f  A ccou nts: Tax-Exem pt Client Portfolios  
Annualized Percentage Returns for N Years Through Ycur X

Standard
(?)

Ai'tnul
Return 2

Yrs.
3

Yrs.
4

Yrs.
5

Yrs.
6

Yrs.
7

Yrs.
8

Yrs.
9

Yrs.
10

Yrs.
It

Yrs.
12

Yrs.
13

Yrs.
14

Yrs.
15

Yrs.
16
Yrs.

17
Yrs.

»87 1.2% 10.72
5.24

14.30
11.75

19.80
18.05

15.51
15.(X)

16.07
16.47

17.47
17.30

14.28
13.82

17.58
16.00

18.19
16.29

17.39
15.28

15.06
13.03

15.08
13.90

15.44
15.55

12.75
11.88

10.78
9.88

13.25
10.42

12.25
10.65

•86 3.0% 17.99
18.67

24.62
25.04

17.15
18.45

17.44
19.46

18.87
19.87

14.89
15.33

18.59
17.62

19.16
17.75

18.15
16.45

15.51
13.84

15.48
14.73

15.84
16.45

12.91
12.41

10.79
10.21

11.84
10.78

12.35
11.00

*85 1.9% 31.61
31.75

I6.7J
18.34

17.26
19.72

19.09
20.18

14.28
14.66

18.70
17.45

19.32
17.61

18.17
16.18

15.23
13.32

15.24
14.34

15.64
16.25

12.50
11.90

10.25
9.59

‘11.41
10.24

11.99
10.50

•84 3.0% 3.54
6.29

10.68
14.13

15.18
16.55

10.31
10.75

16.27
14.78

17.40
15.42

16.36
14.11

13.34
11.21

13.55
12.55

14.17
14.31

10.91
10.25

8.64
7.92

9.99
8.73

10.70
9.12

*83 2.8% 18.32
22.55

21.49
22.05

12.67
12.28

19.69
17.01

20.38
17.34

18.66
15.48

14.80
11.92

14.86
13.36

15.40
15.79

11.67
10.66

9.11
8.07

10.55
8.94

11.27
9.34

>82 6.8% 24.75
21.54

9.94
7.47

20.15
15.21

20.90
16.07

18.72
14.11

14.24
10.25

14.27
12.10

15.04
14.98

10.95
9.41

8.23
6.72

9.87
7.78

10.70
8.31

•81 3.5% • 3.10 
- 4.97

17.92
12.18

19.65
14.29

17.26
12.32

12.24
8.12

12.74
10.61

13.72
14.06

9.34
7.98

6.54
5.19

8.48
6.49

9.51
7.18

•80 4.4% 43.50
32.42

32.96
25.35

24.95
18.75

16.44
11.66

16.20
14.02

16.80
17.60

11.24
9.96

7.81
6.53

9.85
7.85

10.86
8.48

•79 3.1% 23.19
18.65

16.60
12.46

8.61
5.29

10.23
9.83

12.08
14.83

6.63
6.61

3.49
3.27

6.24
5.12

7.72
6.10

•78 2.4% 10.37
6,59

1.98 
• 0.53

6.22
7.04

9.47
13.90

3.59
4.36

0.53
0.91

4.02
3.31

5.93
4.63

*77

76

2.4%

2.5%

- 5.77
- 7.17
15.24
23.94

4.21
7.26

17.51
30.42

9.17
16.44
4.67
7.74

1.96
3.80

• 0.19
1.64

-1.33
41.19
4.84
4.89

2.99
2.78
7.29
6.40

5.31
4.35

XYZ CAPITAL MANAGEMENT 
OF ALL CLIENTS (HOLD)

S&P 500 INDEX

COMPOSITE

75 2.9% 19.82
37.23

- 0.24
0.4O

- 4.85
- 4.87

2.39
0.60

5.76
3.21 Churucterislic Llne^10*

74

73

3.0%

2.7%

•16.94
-26.46
•13.45
-14.69

•15.21
•20.80

5.10
0.75

-2.83
- 9.28

9.96
5.08

2.51
-3.89

Bela = .89 
Annual Alpha 
R2 = 90.3%

= +2.6%

72 3.2% 27.62
19.1K)

23.94
16.62

71 3.1% 20.37
14.30

I h i i perfiemanoe pieicnuiion of XYZ Capital Management conform* lo the lUnJanli k I by Die financial Analyali federation (ilunlardi dated ,19 )
In addition to Die mhemalion pirkcnle J herein, lud i ilandanli include:
1) Kclumi from all raih reurvci inJ eijuivjlem and/or borali uiej by Ihe manager in place of erpulia we included in performance calculationr.
7) figure* include accocnii unler our mana|(< men! from Dieir reipeclive inccprion dalei, including ll«»e clienli no longer wiili Ihe finn.
3) Noieleclive periodi of perfinnance have been Uilired. Kcaulii from all aconmli have been conlinu.ua from Iheir inception to Die preicnt or lolheceaulion of the client relalionahip with Die firm.
4) the crmfuritc calculation fui been appropriately wcigliled for Ihe lizc of each account.
5) Kciulu are preirnlcd before management and related ciatodial feci. XYZ Capital fee ichedule ii attach d
6) lonvcrlihle lecuriliei luve been included in there equity multi.
7) No alteration of com|>mlei aa pretenlcd here have occuircd due to changci in personnel or other rcaiuni at any lime.
8) llic ^ '- 'fc j have been a.klitedai of 3/3/88 (ilalcmenl attached)
9) A |1f  I f i t l y two thiidi of all portfolio* bad rctiana equal to Ihe compoiile "actual return* ♦/• i»ie itand.ird devf ’
10) The |.clcriatic I me i i a rrgtruionof mmigcr t.in |uu tc pafurni.inre vervua S lrl1 .StIKiver Hie full pcitirm.*. .lory (17 yean)

-
3
6
-
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TABLE I I
XYZ Capital Management Equity Account Summary 

Category': Tax-Exem pt Client Portfolios

Year

1987

1986

198S

1984

1983

1982

1981

1980

1979

1978

1977

1976

1975

1974

1973

1972

1971

Composite Assets ($000) 
llcg. Yr. Yr. End

% Equiv. 
Equity 
Assets ^

% XYZ’s Total 
Equities 
Managed

ft o f  
Clients

Average 
Account 

Size ($000)

Median 
Account 

Size ($000))

5,506,550 5,881,173 100% 96% 65 80,580 40,813

4,456,012 5,506,550 1(X) 90 62 77,557 28,726

3,463,639 4,464,521 100 92 57 65,655 38,975

3,253,627 3,439,790 100 93 55 52,118 25,926

2,486,902 3,253,627 100 91 56 48,562 20,608

1,840,726 2,480,485 100 89 52 42,042 20,933

1,749,541 1,8-10,726 1(H) 90 , 51 31,737 19,262

1,133,875 1,749,541 100 91 45 35,705 26,285

850,993 1,133,875 1(X) 92 42 23,622 12,882

645,561 850,993 1(X) 90 41 18,500 11,268

677,257 • 645,561 100 85 42 14,345 7,510

540,736 677,257 100 87 44 13,822 7,588

343,959 540,736 100 88 43 11,265 6,058

317,764 343,959 100 90 40 8,000 4,801

179,007 317,764 1(X) 98 33 8,362 6,795

78,626 179,007 1(X) 98 21 7,459 1,997

28,205 78,626 100 98 14 4,914 927

D>ii cumpo«ite preMMalian of XYZ Capital Mirugcmer* conformi to Ihe ibrmiirdi m i by Ihe I;iiuncial Analyiti Ft deration (stamlndi lined ,19 1 
In uli iliun 10 ihe inf or mjliun presented herein, inch iljm ljn li include:
1) All cash reservca mid equivilcnls mid/ur UnJi r»rd by Ihe manager in place uf ecpnlica arc inclidcd in cumpotilc presentations.
2) Figure* include accxxmu under o n  management hum llie ir reipeclive in.-epliixi dales, inc lu fing llaue clients no longer w ith llie film .
3) h o selective pcriuda for pretenialion have been utilized. Daia from all accounts have been cuinnmcu (rum llie ir ince|Su>n lo llie present or to Ihe ccua lion of Ihe clicnf rc li l ia u h ip  with Ihe firm.
4) I lie cunpumle cala ila lion hai bean apprmmalely weiglilcd for like lir e  uf each account.
5) Kciulis are prtkenled Mixe rnanegemcnl ard rclaied autodial feet. D ir avenge fee charged for each period ap|*ar» in Ihe prcienlalion.
6) Convertible MCurinci have been irv. tide J in Uk ic cipuly cuni|Ukilc i.
7) ho allcralnau uf co<n|»mlci as presented here have occurred doc lo cfungci in penormel ur Ulier rcaiuns ai any lime.
8) lie  iLila have leen aichled as uf 3/3,’HB (aijicmeiu all Jilxdj



Table III

FAF Investment Manager Performance 
Presentation Standards Checklist

Following is a checklist for investment man­
agers, their clients and prospects, and for con­
sultants— to assure proper conformance to 
the Financial Analyst Federation ''Perform­
ance Presentation Standards of January 12, 
1989."

I. Performance calculations.

□ A. Performance results have
been calculated on a time-weighted basis.

□ B. Returns combine income
and current market valuations (thus, 
presenting so-called total returns).

□ C. Manager fee levels have
been disclosed along with performance 
records so that after-fee results can be 
measured.

□ D. Performance results of
broad seairity classes such as equities 
or fixed income have been calculated 
with cash or substitute securities in­
cluded. If cash has been excluded in the 
calculations,returns with cash have also 
been presented, along with the state­
ment that FAF standards consider 
performance with cash as most repre­
sentative of managerial results and most 
representativefor comparisons with otlxr 
managers.

□ E. All exclusions from per­
formance calculations and presentation 
by manager have been disclosed.

□ F. The method of linking in­
terim performance results (daily, 
monthly, quarterly) has been explained. 
(FAF standard is for monthly linking.)

□ G. Balanced account perform­
ance.

□ 1. Manager has as­
signed cash and substitute secu­
rities to the specific asset cate­
gory to which it belongs, thereby 
allowing a clear division of the 
performance record for each asset 
managed.

□ 2. If cash and substi­
tute securities are not assigned to 
a separate asset, comparisons 
should not be made against other 
managers' performance figures 
for assets where cash returns have 
been included.

□ 3. Manager has sup­
plied information on risk, volatil­
ity and/or other measures which 
allow for reasonable performance 
evaluation.
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□ H. Convertible securities have 
been consistently assigned to either equi­
ties or fixed income, and have not been 
shifted without notice being given to 
clients concurrent or prior to such shift.

□ J. Managers have provided the
indexes against which their submitted 
performance records have normally been 
compared.

□ K. If managers' assets have
been leveraged, and performance re­
turns calculated on this basis, results 
on an all-cash (unleveraged) basis have 
been provided.

II. Investment manager composites of 

performance results.

□ A. Manager has submitted a
composite of all accounts managed for 
each period submitted; the composite 
includes results from any and all ac­
counts no longer clients of the firm.

□ B. If a manager has separate
composites, all have been submitted. A  
prospect should be able to account for 
the performance of all of the manager's 
assets managed.

□ C. Composites are not "sur­
vivors only" compilations; they include 
results of all accounts ever managed, 
including those of clients no longer 
with the firm.

□ D. All performance results con­
tained in the composite include cash 
and substitutable securities, as per ID. 
above.

□ E. All individual years and
cumulative performance results for all 
periods have been supplied. The com­
posite covers every year of the past 
10 years, along ivith longer term re­
sults if the manager Ims been in busi­
ness this long.

□ F. Compound annualized re­
turns have also been provided for all pe­
riods. •

□ C. A  clear statement from man­
ager indicates that no selectivity of ac­
count results for partial periods exists.

□ H. Compositeor other data have
not been altered for reasons of personnel 
cluinges or any other reasons.

□ /. Composite results are:

□ 1. Weighted for the dol­
lars under management (the FAF 
standard). • *

□ 2. Presented on a me­
dian (unv.eighted) basis (recom­
mended only as additional infor­
mation, not as the primary disclo­
sure).



*

□ J. Data includes:

□ I. Number of client re­
lationships in the composite.

□ 2V Assets under man­
agement for each period.

□ 3.- Average and median
size of accounts in the composite 
have been presented.

□ 4. Assets included in the
composite presented are shown as 
a percentage of the manager's total 
accounts which share very com­
parable investment guidelines and 
risks; and as a percentage of the 
manager's total funds under man­
agement. All clients and related 
performance data for this asset' 
type can be accounted for.

□ K. Fee information is clear, so
that vre- and post-fee results can be de­
termined.

□ L. Composites include typical
indexes against which manager has been 
judged.

□ M. Alpha, Beta, Standard
Deviation of Returns and other meas­
ures of risk, quality, variability, etc. 
within the composite for each year have 
been indicated.

□ N. Other information pro­
vided:

III. Verification of performance data.

□ A. Results have been audited
by reputable auditors.

□ B. Results arenot audited, but
include statements tlmt calculations and 
presentation of individual accounts and 
composites conform to FAF perform­
ance presentation standards.

□ C. Neither of A. or B. above.
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W ILLIAM M.

MERCER ME1DINGER HANSEN
INCOHPOR.MID

February 21, 1989

Mr. James R. Wilson 
Statement Investment Officer 
State of Alaska 
Department of Revenue 
Treasury Division 
P.O. Box SB 
Juneau, AK 99811

Re: PERS and TRS Financial Projections

Dear Jim:

Enclosed you will find our actuarial projections of financial results
for both PERS and TRS for the next 15 years. As always, care should
be exercised in using these long-term financial projections.

For both PERS and TRS, we provide projections based upon four
different sets of actuarial assumptions. The first table for each
retirement system is based upon the current actuarial assumption 
which assumes an investment return rate of 9% per year and salary 
increases of 6.5% for the first five years of employment and 5.5% for 
later years of employment. Then, for each retirement system, we 
provide three additional projections. The first one assumes a 1% 
higher investment return with no change in the salary increase 
assumption; the second one assumes no change in the investment 
assumption but a 1% lower rate of salary increase assumption; the 
last one, which provides the most optimistic scenario, bases its 
projections upon a 1% higher rate of investment return with the 1% 
lower salary increase assumption.

For both PERS and TRS, there were actuarial losses during FY88.
These losses led to lower funding ratios and increases in employer 
contribution rates. There were three major deviations from actuarial 
assumptions during the year. Of greatest importance was the 
substantial increase in the monthly premiums for retiree medical 
insurance. The monthly rate is currently $250 per month per benefit 
recipient. After a few years of declining retiree medical insurance 
premiums, the rates have once again shot skyward.

There were actuarial losses from less-than-anticipated investment 
return rates during the year. Even with the three-year smoothing 
approach used on valuation assets, the dramatic drop in equity values 
on October 19, 1987 still had an affect on the total investment 
performance for the year. Base’ upon valuation assets, both PERS and 
TRS had investment performance rates during the year which were about 
3% less than our 9% interest assumption.
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W illiam  M. Mercer Meidinger Hansen, Incorporated

Mr. James R. Wilson 
February 21, 1989 
Page Two

’ Partially dampening the affects of these two actuarial losses were 
the less-than-anticipated salary increases during the year. Both 
PERS and TRS experienced actuarial gains in this area.

The projections this year, when compared with last year's 
projections, all show slightly lower funding ratios and slightly 
higher employer contributions at all durations. More than anything 
else, this reflects the impact of the higher cost of post-retirement 
medical insurance. Also, this year's projections include additional 
employer contributions for the Retirement Incentive Program.

Despite actuarial gains from less-than-anticipated salary increases 
during FY88, actuarial losses from a dramatic rise in retiree medical 
insurance premiums, as well as less-than-anticipated investment 
performance, led to a decrease in funding ratios for both PERS and 
TRS. Nevertheless, both plans are still extremely well funded and 
are projected to remain so in the ensuring years.

Sincerely,

Summary

Robert F. Richardson, ASA, EA, MAAA 
Principal

RFR:js
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S t a i r  o f A l a s t  a  IH f i 
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I n v e s tm e n t R e t u r n  9 .0 0 %  ( n o m in a l )  t i a l a r v  I n c r u a s e s  0 .0 4 V . < 6 .S / 5 . 3  a s s u m e d )
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— V a l u a t i o n  

T o t a l
A m o u n ts  o n 

A c c r u e d
J u l y  I —  
S u r p lu s * T o t a l

— - — - F l a w  
r.m n l a v e r

A m o u n ts  1 
E m p lo y e e

D u r im i F o l 
T o t a l

1 o w l n o  12 I 
t i i / n o f i t

f o n t h s — -  
N e t I n v e s tm e n t

E n d I n n  
A s s e t

J u n e  3 0 A s s e t s L l a b i l i t y ( D e f i c i t ) S a l o r  i e s C o n t r i b s C o n t i i b s C o n t r  l b - i P a y m e n ts O c n t r l b a E a r n i n n s V a l u a t i o n

19Ub 1 . 3 3 1 . 9 0 5 1 . 3 4 0 . 6 7 7 ( 1 6 , 7 / 2 ) 4 1 3 .5 5 6 5 9 , 0 0 4 3 7 , 0 8 5 9 / . ,  8 3 9 7 8 , 9 0 2 1 7 ,9 8 7 1 7 6 , 0 / 5 1 , 4 7 5 , 9 6 7
1 9 0 9 1 .* 4 7 5 .9 6 7 1 , 4 8 2 , j6 2 ( 6 , 3 9 5 ) 4 3 8 ,5 3 5 5  V ,5 1 9 3 9 ,7 2 3 9 9 , 2 4 2 C 3 .5 4 B 1 5 ,6 9 4 1 3 9 ,5 2 1 1 , 6 3 1 , 1 8 7
1 9 9 0 1 . 6 3 1 , 1 8 2 1 , 6 2 8 . 4 5 7 2 , 7 2 5 4 6 5 .0 2 2 5 7 . 8 9 7 3 0 , 6 6 7 9 6 . 5 6 4 8 1 1 .3 8 5 0 , 1 7 9 1 5 3 ,7 0 1 1 , 7 9 3 , 1 4 2
1991 1 . 7 9 3 , 1 4 2 1 , 7 8 4 . 9 1 8 8 ,2 2 4 4 9 3 ,1 1 0 5 7 . 7 1 5 3 / . 7 2 3 9 5 , 4 3 8 9 3 , 4 2 9 2 , 0 0 9 1 6 8 , 7 3 5 1 , 9 6 3 , 8 B 7
1 9 9 2 1 , 9 6 3 , 8 8 7 1 , 9 3 2 . 7 9 2 1 1 .0 9 4 5 2 2 .8 9 3 6 0 .9 7 9 * .9 ,8 9 7 1 0 0 . 8 / 6 9 8 . 6 9 2 2 ,  1 8 3 1 8 4 .8 0 2 2 , 1 5 0 , 0 7 2
1 9 9 3 2 , 1 5 0 . 8 7 2 2 . 1 3 6 . 4 9 4 1 4 , 3 / 8 5 5 4 , 4 / 6 6 4 , 4 1 0 •)-■ . 19 6 1 0 6 .6 1 4 1 0 4 ,1 9 2 2 ,4 2 1 2 0 2 , 3 9 8 2 , 3 5 5 , 6 9 2
19 9 4 2 , 3 5 5 . 6 9 2 2 , 3 3 7 . 5 7 1 1 8 .1 2 1 5 8 7 .9 6 7 6 8 , 0 4 0 4 4 ,6 2 7 1 1 2 ,6 6 7 1 0 9 ,9 4 5 2 . 7 2 2 2 7 1 , 6 7 5 2 . 5 H 0 . 0 8 9
1 9 9 5 2 , 5 8 0 . 0 8 9 2 , 3 5 7 , 7 1 1 2 2 , 3 7 8 6 2 3 ,4 8 0 71 ,ess • 1 7 ,1 9 7 1 1 9 ,0 5 2 1 1 4 ,8 1 2 4 , 2 4 0 2 4 2 , 0 4 8 2 . 8 2 7 , 1 / 7
1 9 9 6 2 , 8 2 7 , 1 7 7 2 , 7 9 9 , 9 7 1 2 7 , 2 0 6 6 6 1 ,1 3 8 7 5 , 8 7 0 4 0 , 9 1 6 1 2 5 ,7 0 6 1 2 5 .0 1 3 7 7 3 2 6 5 ,9 3 1 3 , 0 9 3 , 8 8 0
1 9 9 7 3 , 0 9 3 , 8 8 0 3 , 0 6 1 , 2 0 6 3 2 ,6 7 5 7 0 1 ,0 7 1 8 0 , 0 9 5 5 2 ,7 9 1 1 3 2 ,6 8 6 1 2 9 ,7 5 6 3 , 1 3 0 2 9 1 , 1 2 0 3 , 3 B B , 1 3 0
1 99S 3 , 3 8 3 , 1 3 0 3 . 3 4 9 , 2 9 1 3 0 .0 3 9 7 4 3 ,4 1 5 0 4 , 5 4 2 5 5 . 8 3 0 1 4 0 ,3 7 2 1 3 8 ,4 3 4 1 ,9 3 8 3 1 8 , 7 4 1 3 , 7 0 8 , 8 1 0
1 9 9 9 3 , 7 0 8 , 8 1 0 3 , 6 6 3 , 0 2 4 4 5 ,7 8 6 7 6 8 ,3 1 8 B 9 ,2 1 B 5 9 , 1 2 4 1 4 b  3 4 2 1 4 6 ,3 2 1 2 , 0 2 1 3 4 8 , 9 0 4 4 , 0 5 9 , 7 3 5
2 0 0 0 4 , 0 3 9 , 7 3 5 4 , 0 0 6 , 1 4 4 5 3 ,5 9 1 8 3 5 ,9 3 2 9 4 , 1 3 6 6 2 . 6 9 5 1 5 6 ,0 3 1 1 5 1 ,3 3 0 5 ,5 0 1 3 8 2 , 0 6 6 4 , 4 4 7 , 5 0 2
2 0 0 1 4 , 4 4 7 , 3 0 2 4 , 3 8 4 , 9 5 9 6 2 , 3 4 3 8 8 6 ,4 2 2 9 9 ,3 0 7 6 6 . 4 8 2 1 6 5 ,7 8 9 1 5 5 ,1 1 4 4 9 ,9 4 4 4 1 8 , 7 1 6 4 , 8 7 5 , 9 6 2
2 0 0 2 4 , 8 7 5 , 9 6 2 4 , e 0 3 , 0 0 4 7 2 , 1 5 8 9 3 9 ,9 6 2 1 0 4 ,7 4 0 7 0 , 4 9 7 1 7 5 ,2 3 7 1 6 5 ,2 1 8 1 0 ,0 1 9 4 5 9 , 0 3 5 5 , 3 4 5 , 0 1 7
2 0 0 3 5 , 3 4 5 , 0 1 7 5 , 2 6 1 , 8 4 B 8 3 ,1 6 9 9 9 6 ,7 3 6 1 1 0 ,4 4 5 7 4 , 7 5 5 1 8 5 ,2 0 0 1 7 2 , 8 3 5 1 2 ,3 6 6 5 0 3 , 2 5 5 5 , 8 6 0 , 6 3 8

0 0 *  S u r p lu s e s  r e d u c e  e m p lo v e r  c o n t r i b u t i o n s  o v e r  S y e a r s
*  D e f i c i t s  i n c r e a s e  e m p lo y e r  c o n t r i b u t i o n s  o v e r  2 5  y e a r s

PERCENTAGE RAT ID  R E LA T IO N S H IP S  OF ADOVE DATA 

-A = V. o f  S a l a r i e s ------------------------------------------------------  — A s V. o f  A s s e t s —
A s o f F u n d in q E m p lo y e r E m p lo y e e T o t a l 8 e n e t i t N e t I n v e s tm e n t

J u n e  3 0 R a t i o C o n t r l b s C u n t n b s C o n t r i b s P a y m e n ts C o n t r i b s E a r n i n q s

1 9 8 8 9 8 . 8 1 4 .2 7 V . 9 .  167. 2 3 . 4 3 2 1 9 . 0 8 2 1 . 2 8 2 9 .0 0 7 .
1 9 8 9 9 9 . 6 1 3 .5 7 V . 9 .0 6 ' / . 2 2 . 6 3 2 1 9 . 0 5 2 1 .0 1 2 9 .0 0 7 .
1 9 9 0 1 0 0 .2 1 2 .4 5 V . 8 .3 2 ' / . 2 0 . 7 7 2 1 9 .0 1 2 0 . 4 8 2 9 .0 0 7 .
1991 1 0 0 .5 1 1 .7 0 '/ . 7 . 6 5 2 1 9 . 3 5 2 1 8 .9 5 '/ . 0 . 1 1 2 9 .0 0 7 .
1 9 9 2 1 0 0 .6 1 1 .6 6 '/ . 7 .6 3 V . 1 9 .2 9 '/ . 1 0 . 0 7 2 0 .1 1 7 . 9 .0 0 7 .
1 9 9 3 • 1 0 0 .7 1 1 .6 2 '/ . 7 .6 1 ' / . 1 9 . 2 3 2 1 8 .7 9 2 0 .  117. 9 . 0 0 ' / .
1 9 9 4 1 0 0 .8 1 1 .5 7 ’/. 7 . 5 9 ' / . 1 9 . 1 6 2 1 8 . 7 0 2 O . 117. 9 . 0 0 2
1 9 9 5 1 0 0 .9 1 1 . 52V. 7 . 5 7  V. 1 9 .0 9 '/ . 1 8 . 4 1 2 0 .1 6 7 . 9 .  0 0 7 .
1 9 9 6 1 0 1 .0 1 1 . 48V. 7 . 5 5 ’/. 1 9 .0 3 2 1 8 .9 1 2 0 . 0 3 2 9 . 0 0 7 .
1 9 9 7 1 0 1 . 1 1 1 .4 2 '/ . 7 . 5 3 2 1 0 .9 5 2 1 0 .5 1 '/ . 0 . 1 0 2 9 .0 0 7 .
1 9 9 8 1 0 1 .2 1 1 .3 7 '/ . 7 . 5 1 2 1 8 .8 8 2 1 8 .6 2 2 0 . 0 5 2 9 .0 0 7 .
1 9 9 9 1 0 1 .2 1 1 .3 2 7 . 7 . 5 0 2 I B . 8 2 2 1 8 . 5 6 2 0 .0 5 7 . 9 . 0 0 ' / .
2 0 0 0 1 0 1 .3 1 1 .2 6 ’/. 7 . 5 0 2 I B .  7 6 '/. 1 0 . 1 0 2 0 . 137. 9 . 0 0 2
2 0 0 1 1 0 1 .4 1 1 .2 0 '/ . 7 . 5 0 2 1 8 .7 0 2 1 7 .5 8 2 0 .2 1 7 . 9 .0 0 7 .
2 0 0 2 1 0 1 .5 1 1 . 1  4 ’/. 7 .5 0 '/ . 1 U .6 4 2 1 7 .5 8 '/ . 0 .  207 . 9 .0 0 7 .
2 0 0 3 1 0 1 .6 1 1 .0 0 '/ . 7 .5 0 V . 1 B .5 B 2 1 7 .3 4 2 0 .2 2 ' / . 9 . 0 0 2



Table 2

Slut l1 Of At ribld I Ilf j 
F i n a n c i a l  P r o t e c t i o n s  t u m i t t e d )

I n v e s tm e n t R e t u r n 1 0 .0 0 * / . ( n o m in a l ) Salary Increase* <S. 047. 16.5/5.5 assumed)

A s o f
lu n e  3 0

— V a l u a t i o n  
T o t a l 

A s s e t s

A m o u n ts  o n  
A c c r u e d  

L i a b i l i t y

J u i v  1—  
S u r p l u s *  
( D e f i c i t )

T o t a l 
S a l a r j  e s

-------- ---- F I O H
E m p lo y e r 
C n n t r  ltn »

A m o u n ts  I 
E m p lo y e e  
C u n t r i b s

) u r i  n o  F o l 1 
T o t a l 

C o n t r 1 0 s

l a u i n q  12 t 
B e n e f i  t  

P a y m e n ts

l o n t h s — — ■ 
N o t 

C o n t r l b s
I n v e s tm e n t
E a r n i n o s

C n d i n q  
A s s e t 

V a l u a t i o n

1 900 1 . 3 3 1 . 9 0 S 1 . 3 4 8 . 6 7 7 ( 1 6 . 7 7 2 ) 4 1 3 ,5 5 6 5 9 , 0 0 4 3 7 , 8 0 5 9 6 , 8 0 9 7 B ,9 f» 2 1 7 ,9 8 7 1 4 0 ,7 4 9 1 , 4 9 0 , 6 4 1
1 9 0 9 1 ,* 4 9 0 ,6 4 1 1 , 4 0 2 , 3 6 2 8 , 2 7 9 4 3 8 ,5 3 5 5 7 , 2 3 7 3 9 , 7 2 3 9 6 . 9 6 0 8 3 , 5 4 8 1 3 ,4 1 3 1 5 7 ,1 8 8 1 . 6 6 1 , 2 4 2
1 9 9 0 1 , 6 6 1 , 2 4 2 1 , 6 2 8 , 4 5 7 7 2 , 7 8 5 4 6 5 .0 2 2 5 5 . 0 9 0 3 3 , 6 6 7 9 3 , 7 5 7 8 8 , 3 8 5 5 , 3 7 2 1 7 4 ,6 9 9 1 , 8 4 1 , 3 1 3
1991 1 , 0 4 1 , 3 1 3 1 , 7 0 4 . 9 1 8 5 6 . 3 9 4 4 9 3 .1 1 0 5 3 , 2 1 6 3 7 . 7 2 3 9 0 , 9 3 9 9 3 , 4 2 9 ( 2 , 4 9 0 ) 1 9 3 , 2 1 3 2 , 0 3 2 , 0 3 6
1 9 9 2 2 , 0 3 2 . 0 3 6 1 , 9 3 2 . 7 9 2 7 9 , 2 4 4 5 2 2 ,0 9 3 5 4 ,6 1 4 3 9 ,8 9 7 9 4 ,5 1 1 9 8 , 6 9 2 ( 4 , 1 8 1 ) 2 1 3 , 1 5 5 2 , 2 4 1 , 0 0 9

1 9 9 3 2 . 2 4 1 , 0 0 9 2 , 1 7 6 . 4 9 4 1 0 4 .5 1 5 5 5 4 ,4 7 6 5 6 , 0 0 0 4 2 , 1 9 6 9 0 . 1 9 5 1 0 4 ,1 9 2 ( 5 , 9 9 7 ) 2 3 5 , 0 0 6 2 , 4 7 0 , 0 1 0
1 9 9 4 2 , 4 7 0 . 0 1 0 2 , 3 3 7 . 5 / 1 1 3 2 ,4 4 8 5 8 7 .9 6 7 5 7 , 3e>3 4 *1 ,6 2 7 1 0 1 ,9 0 9 1 0 9 .9 4 5 ( 7 , 9 5 6 ) 2 5 8 , 9 5 4 2 , 7 2 1 . 0 1 6
1 9 9 5 2 , 7 2 1 , 0 1 6 2 , 3 5 7 . 7 1 1 1 6 3 ,3 0 6 6 2 3 ,4 8 0 5 8 , 6 9 2 4 7 , 1 9 7 1 0 5 ,8 9 0 1 1 4 ,8 1 2 ( 8 . 9 2 2 ) 2 8 5 ,2 6 1 2 , 9 9 7 , 3 5 5
1 9 9 6 2 , 9 9 7 , 3 5 3 2 , 7 9 9 , 7 7 1 1 9 7 ,3 0 4 6 6 1 ,1 3 8 5 9 , 9 7 6 4 9 . 9 1 6 1 0 9 ,0 9 2 1 2 5 ,0 1 3 ( 1 5 , 1 2 2 ) 3 1 3 , 9 6 6 3 , 2 9 6 , 1 9 9
1 9 9 7 3 , 2 9 6 , 1 9 9 3 , 0 6 1 , 2 0 6 2 3 4 ,9 9 4 7 0 1 .0 7 1 6 1 , 1 9 9 *- . .• .7 9 1 1 1 3 .9 9 0 1 2 9 ,7 5 6 ( 1 5 , 7 6 6 ) 3 4 5 , 3 1 3 3 , 6 2 5 , 7 4 6
1 9 9 0 3 , 6 2 5 , 7 4 6 3 . 3 4 9 . 2 9 1 2 7 6 . 4 5 5 7 4 3 .4 1 5 6 2 . 3 4 9 5 5 , 8 3 0 1 1 8 .1 8 0 1 3 8 ,4 3 4 ( 2 0 , 2 5 4 ) 3 7 9 .6 9 1 3 , 9 8 5 , 1 8 2
1 9 9 9 3 , 9 0 5 , 1 0 2 3 , 6 6 3 . 0 2 4 3 2 2 , 1 3 9 7 0 0 .3 1 8 ,  4 t* /» 5 9 , 1 2 4 1 2 2 ,5 3 0 1 4 6 ,3 2 1 ( 2 3 , 7 9 1 ) 4 1 7 , 2 5 5 4 , 3 7 8 , 6 4 6
2 0 0 0 4 . 3 7 0 , 6 4 6 4 , 0 0 6 . 1 4 4 3 7 2 ,5 0 1 8 3 5 ,9 3 2 6 4 ,3 3 1 6 2 , 6 9 5 1 2 7 ,0 4 6 1 5 1 ,3 3 0 ( 2 4 , 2 8 4 ) 4 5 8 . 5 4 4 4 . 8 1 2 , 9 0 5
2 0 0 1 4 , 0 1 2 , 9 0 5 4 , 3 8 4 . 7 5 9 4 2 7 ,9 4 6 0 0 6 ,4 2 2 6 5 ,1 6 1 6 6 , 4 8 2 1 3 1 ,6 4 3 1 5 5 ,0 4 4 ( 2 4 , 2 0 2 ) 5 0 4 , 1 4 5 5 ,2 9 2 .8 4 1 1
2 0 0 2 5 . 2 9 2 , 0 4 0 4 , 8 0 3 , 0 0 4 4 0 9 ,0 4 4 9 3 9 ,9 6 2 6 5 ,8 0 4 7 0 . 4 9 7 1 3 6 ,3 0 2 . 1 6 5 ,2 1 8 ( 2 8 , 9 1 7 ) 5 5 4 , 3 0 3 5 , 8 1 8 , 2 3 5
2 0 0 3 5 . 8 1 8 , 2 3 5 5 , 2 6 1 , 0 4 8 5 5 6 , o 0 6 9 9 6 ,7 3 6 6 6 , 2 4 8 7 4 . 7 5 5 1 4 1 ,0 0 3 1 7 2 ,8 3 5 ( 3 1 , 8 3 1 ) 6 0 9 , 3 2 3 6 , 3 9 5 , 7 2 6

• S u r p lu s e s r e d u c e  e m p lo y e r c o n t r i b u t i o n s  o v e r 3  v e a r s
*  D e f i c i t s  i n c r e a s e  e m p lo y e r  c o n t r i b u t i o n s  o v e r  2 5  y e a r s

I
<r
i

PERCENTAGE R A T IO  R E LA T IO N S H IP S  OF ABOVE DATA

A s o f F u n d in q E m p lo y e r
— A s */. o f  ! 
E m p )o y e e

S a l a r i e s — - 
T o t a l B e n e f i t

— A s % o f  A s s e t s —  
N e t I n v e s tm e n t

J u n e  3 0 R a t i o C o n t r i b s C o n t r i b s C o n t r i b s P a y m e n ts C o n t r i b s E a r n i n g s

19B 8 9 8 . 8 1 4 .2 7 7 . 9 .1 6 7 . 2 3 .4 1 % 1 9 .0 8 % 1 .2 8 7 . 1 0 .0 0 %
1 9 8 9 1 0 0 .6 1 3 .0 5 7 . 9 .0 6 7 . 2 2 .1 1 7 . 1 9 .0 5 % 0 .8 5 7 . 1 0 .0 0 %
1 9 9 0 1 0 2 . 0 1 1 .8 5 7 . 8 .3 2 7 . 2 0 . 167. 1 9 .0 1 7 . 0 .3 1 7 . 1 0 .0 0 %
1991 1 0 3 .2 1 0 .7 9 7 . 7 .6 5 7 . 1 8 .4 4 7 . 1 8 .9 5 7 . - 0 .  137. 1 0 .0 0 %
1 9 9 2 1 0 4 .1 1 0 .4 4 7 . 7 .6 3 7 . 1 8 .0 7% IB . 877. - 0 . 2 0 % 1 0 .0 0 %
1 9 9 3  • 1 0 4 .9 1 0 . 107. 7 .6 1 7 . 1 7 .7 1 7 . 1 8 .7 9 7 . - 0 . 2 6 % 1 0 .0 0 %
199 4 1 0 5 .7 9 .7 6 7 . 7 .5 9 7 . 1 7 .3 5% IB . 707 . - 0 . 3 1 7 . 1 0 .0 0 %
1 9 9 5 1 0 6 .4 9 . 4 ) 7 . 7 .5 7 7 . 1 6 .9 8% 1 8 .4 1 % - 0 . 3 1 % 1 0 .0 0 %
1 9 9 6 1 0 7 . 0 9 .0 7 7 . 7 .5 5 7 . 1 6 .6 2% 1 8 .9 1 7 . - 0 . 4 8 7 . 1 0 .0 0 7 .
1 9 9 7 1 0 7 .7 8 .7 3 7 . 7 .5 3 7 . 1 6 .2 6 7 . 1 8 .5 1 7 . - 0 . 4 6 % 1 0 .0 0 %
19 9 8 1 0 8 .3 8 .3 9 7 . 7 .5 1 7 . 1 5 .9 0% 1 8 .6 2 7 . - 0 .  537 . 1 0 .0 0 7 .
1 9 9 9 1 0 B .8 8 .0 4 7 . 7 .5 0 7 . 1 5 .5 4% 1 8 .5 6% - 0 . 5 7 % 1 0 .0 0 %
2 0 0 0 1 0 9 .3 7 .7 0 7 . 7 .5 0 7 . 1 5 .2 0% 1 8 .1 0% - 0 . 5 3 % 1 0 .0 0 %
200 1 1 0 9 .8 7 .3 5 7 . 7 .5 0 7 . 1 4 .8 5 7 . 1 7 .5 8 7 . - 0 . 4 8 % 1 0 .0 0 7 .
2 0 0 2 1 1 0 .2 7 .0 0 7 . 7 .5 0 7 . 1 4 .5 0 7 . 1 7 .5 0 7 . - 0 . 5 2 % 1 0 .0 0 7 .
2 0 0 3 1 1 0 .6 6 . 657. 7 .5 0 7 . 1 4 . 157. 1 7 .3 4% - 0 . 5 2 % 1 0 .0 0%

•a



Stall* uf AlaKt.a TRS 

Financial Pro lections {'000 omitted)

Table 3

Inve s tm en t R e t u r n 9.00*; (nominal) Salary Increases 5.04V. (5.5/4.5 assumed)

— Valuation Amounts on Julv 1 — --------------------Flow Amounts During Following 12 Months-— — -----— - Ending

i
in
i

As of Total Accrued Surplus* Total r.mp lover Employee Total Penef i t Net Investment Asset

June 30 Assets Li abil1ty (Deficit) Salaries Cootrj bs Contribs Contribs Payments Contribs Earninns Valuation

1903 1,331,905 1,348,677 (16,772> 409,656 50.541 37,504 96.126 73,590 1/.576 126.055 1.475.495

1909 1*, 475.495 1,476,121 (626) 4-i1), w03 57.181 39,070 76,272 82,889 13,383 139,373 1,628,251

1990 1,628.251 1,614,564 13,607 451,990 55.323 37, *368 92,975 87.743 5,653 153,391 1.787,295

1991 1,787,295 1,761,762 25,532 474,770 53,923 36,320 90,243 91,961 (1,718) 168,018 1,953,594

1992 1,953,594 1,918,539 35,056 498,699 55,872 38,051 93,922 96.757 (2,834) 183.608 2.134,369

1993 2.134,360 2,0B9,059 45,309 523,833 57,895 39,064 97,759. 101,741 (3,982) 200,558 2,330,944

1994 2.330,944 2,274.591 56,353 550,234 59,995 41,763 101,757 106,927 (5,169) 218,993 2,544.767

1995 2.544,767 2,470,514 68,252 577,966 62,172 43,752 105,924 111,171 (5,247) 239,0‘'9 2,778,6)9

1996 2,778,619 2,697,541 81,078 607,096 64,429 45,836 110.265 120,690 (10,425) 260,860 3,029,054

1997 3,029,054 2,°34,142 94,912 637,693 66,766 48,018 114,704 124,686 (9.901) 284,437 3,303,589

1990 3,303,589 3,193,767 109,022 667,833 69,105 50.304 119.490 132,547 (13,057) 310,115 3,600,647

1999 3,600,647 3,474,741 125,906 703,592 71,687 52,769 124,456 139,543 (15,0B7) 337,962 3,923,522

2000 3,923,522 3,780,270 143,252 739.053 74.272 55,429 129,701 143,530 .(13,879) 368,303 4 ,27B,02b

2001 4,278,026 4,116,064 161,962 776,302 76,943 58,223 135,165 147,035 (11,869) 401,814 4,667,971

2002 4,667,971 4,485,009 182,162 815,427 79,696 61,157 140,853 155.255 (14,402) 438,375 5.091.944

2003 5,091,944 4,087,949 203,995 856,525 82,531 64,239 146,771 161,618 (14,847) 478,229 5,555,o26

* Surpluses reduce employer contributions over 5 years 

« Deficits increase employer contributions over 25 years
i
00
<r
i

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of Funding Cmplover

— As 7. of 5 

Cmplovee

Salaries---
Total tvnef i t

— As 3 of Assets—  
Net Investment

June 30 Ratio Contribs Contribs Contribs Payments Contribs Earnings

1983 98.8 14.297. 9.177. 23.463 19.183 1.253 9.007.

1989 10 0 .0 13.297. 9.087. 22.373 19.263 0 . 867 9.003

1990 10 0 .8 12.247. 0. 337. 20.573 19.723 0.337. 9.003
1991 101.4 11.367. 7.657. 19.013 19.373 -0.097. 9.007.
1992 1 0 1 .6 11.207. 7.637. 18.833 19.403 -0.143 9.003

1993 10 2 .2 11.057. 7.617. 18.667. 19.427. -0.183 9.003
1994 102.5 10.907. 7.597. 18.493 19.433 -0.213 9.003
1993 10 2 .8 10.767. 7.577. 18.337. 19.237. -0.203 9.003
1996 103.0 10.617. 7.557. 18.167 19.887. -0.363 9.003
1997 103.2 10.477. 7.537. 18.003 19.557. -0.313 9.003
1998 103.4 10.337. 7.517. 17.843 19.797. -0.387. 9.00*/.
1999 103.6 10.197. 7.507. 17.693 19.033 -0.403 9.003
2000 103.8 10.05*1 7.507. 17.557. 19.433 -0.347. 9.003
2001 103.9 9.917. 7.507. 17.413 IB. 947. -0.277. 9.003
2002 104. 1 9.777. 7.503 17.277. 19.043 -0.303 9.003
2003 104.2 9.647. 7.503 17.143 IB.873 -0.203 9.003



Stale of Ali-la IRS 
Financial Prolectioiv., ('000 omitted)

Table 4

Investment Return 10.007. (nominal) Salarv Increases 5.047. (5.5/4.5 assumed)

— Valuati on Amounts on Julv 1 — ______—___— ----FIUM Amounts Durinn Following 12 Months-— ------------- Endina

As of Total Accrued Surplus* Total f mol oyei Employee Total Benef i t Net Investment. Asvet

June 30 Assets Liability (Deficit) Salaries Contrib„ Contri bs Contribs Pavinents Contribs Earnings Valuation

1988 i., 331,905 1,348.677 (16.772) 409.656 58,541 37,5B4 96,126 78.590 17,536 140.727 1,490,167

19B9 1.490.167 1,476,121 14,046 430,203 55,722 39,090 94,812 82,889 11,923 157,064 1,659,155

1990 1,659,155 1,614,564 44,590 451.990 52,441 37,668 90.109 87,343 2,766 174,350 1,836,270

1991 1,836,270 1,761.762 74,508 474,770 49,349 36.320 85,669 91,961 (6,293) 192,494 2,022,472'

1992 2,022,472 1,918.539 103,933 >498,699 49,439 38,051 87,489 96,757 (9,267) 211,896 2,225,101

1993 2,225,101 2,009,059 136,042 523.833 49.421 39,864 89.204 101.741 (12,456) 233,013 2,445.657

1994 2,445.657 2,274,591 171,066 550,234 49,281 41,763 91,044 106,927 (15,883) 256,000 2.685,7V3

1995 2.605,773 2,476,514 209,259 577.966 49,003 43,752 92,755 111,171 (IB,417) 281,085 2,940,442

1996 2,948,442 2,697,541 250,901 607,096 48,568 45 P36 94,404 120,690 (26,286) 308,272 3,230,428

1997 3,230,428 2,934,142 296,206 637,693' 47,958 4B,vl8 95,976 124.686 (28,709) 337,760 3,539.479

1998 3,539,479 3,193,767 345,711 669,833 47,154 50.304 97,458 132,547 (35,089) 369,891 3,874.281

1999 3,874,281 3,474,741 399,540 703,592 46,13o 52,.69 98,900 139,543 (40,643) 404,767 4,238,405

2000 4.238,405 3,780,270 458.135 739,053 44,86'. 55,429 100.292 143,580 (43,288) 442,868 4,637,985

2001 4,637,985 4,116,064 521,921 776,302 43,324 58,223 101,546 147,035 (45,408) 484,714 5,077,211

2002 5,077.211 4,485,809 591.402 815,427 41,47V. 61,157 102,632 155,255 (52,624) 530,476 5,555,063

2003 5,555,063 4,887,949 667,114 B56.S25 39.277 64.239 103,517 161,618 (58,101) 580,377 6,077,339

* Surpluses reduce employer contributions over 5 years ^
* Deficits increase employer contributions over 25 vears

I

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of Funding Emplover
— As 7. of J 
Employee

Salaries—  

Total Benef it

— As 7. of Assets—  
Net Investment

June 30 Rati o Contribs Contribs Contribs Payments Contri b« Earni ngs

1988 98.8 14.297. 9.177. 23.467. 19. 187. 1.257. 10.007.

1989 101.0 12.957. 9.087. 22.037. 19.267. 0.767. 10.007.

1990 102.0 11.607. 8.337. 19.947. 19.327. 0. 16X 10.007.
1991 104.2 10.397. 7.657. ie.04X 19.377. -0.337. 10.007.
1992 105.4 9.917. 7.637. 17.547. 19.407. -0.4 47. 10.007.

1993 106.S 9.437. 7.617. 17.047. 19.427. -0.537. 10.007.
1994 107.3 8.967. 7.597. 16.537. 19.437. -0.62X 10.007.

1995 10B.4 0.407. 7.57Z 16.057. 19.237. -0.667. 10.00X
1996 109.3 8.007. 7.557. 15.557. 19.087. -0.857. 10.007.
1997 110. 1 7.527. 7.337. 15.057. 19.557. -0.857. 10.007.
1990 110.8 7.047. 7.517. 14.557. 19.797. -0.95X 10.00'/.
1999 111.3 6.567. 7.507. 14.067. 19.837. -1. 007. 10.007.
2000 112. 1 6.077. 7.507. 13.577. 19.437. -0.987. 10.007.
2001 112.7 5.51)7. 7.507. 13.087. 10.947. -0.947. 10.007.
2002 113.2 3.097. 7.507. 12.597. 19.047. -0.997. 10.007.
2003 113.6 4.597. 7.50V. 12.097. 10.877. - 1.007. 10.007.



T able 5

State of Alaska PERS 

Financial Projections ('000 omitted)

Investment Return 9.00*/. (nominal) Salary Increases 6.047. <6.5/5.3 assumed)

— Valuation Amounts on July 1—   Flaw Amounts During Following 12 Months----------------- Ending

As of 

June 30 Assets

Accrued

Liability

Surplus*

(Deficit)

Total

Salaries

Employer Employee Total Benefit 

Contribs Contribs Contribs Payments

Net 

C o n t r i b s .

Investment

Earnings

Asset

Valuation

19BS 2,088,428 2,246,383 (158,155) 945,136 128,539 64,553 193,092 97,859 95,233 200,702 2,384,364

19B9 2,384,364 2,511,963 (127,599) 1 ,002,222 126,601 68,452 195,053 106,870 88,183 228,218 2,700,764

1990 2,700,764 2,B01,B04 (101,039) 1 ,062,756 123,924 72,586 196,510 116,504 B0,006 257,607 3,038,378

1991 3,038,378 3,1 IB,259 (79,881) 1 ,126,946 122,838 76,970 199,829 125,BB3 73,946 289,087 3,401,411

1992 3,401,411 3,464,631 (63,221) 1 ,195,014 125,211 81,619 206,831 135,955 70,875 323,092 3,795,378

1993 3,795,378 3,843,567 (4B,189) 1 ,267,193 128,328 06,549 214,877 148,046 6 6,B32 359,963 4,222,172

1994 4,222,172 4,256,607 (34,433) 1 ,347,731 132,148 91,777 223,925 160,809 63,116 399,936 4,685,224

1995 4,685,224 4,706,881 (21,658) 1 ,424,893 136,626 97,320 233,946 175,544 58,402 443,273 5,186,899

1996 5,186,899 5,196,490 (9,591) 1 ,310,956 141,724 103,198 244,922 191,787 53,135 490,219 5,730,253

1997 5,730,253 5,728,236 1,997 1 ,602,218 147,698 109,431 257,130 209,342 47,78B 541,081 6,319,122

1998 6,319,122 6,305,512 13,610 1 ,690,992 153,546 116,041 2 7 1 ,5B7 228,844 42,743 596,237 6,938,102

1999 6,958,102 6,931,281 26,820 1 ,801,611 163,784 123,030 286,834 247,363 39,471 656,186 7,633,758

2000 7,653,758 7,611,981 41,776 1 ,910,428 172,431 130,482 302,913 269,379 33,534 721,345 8,408,636

2001 8,408,676 B, 349,906 58,650 2 ,025,818 181,505 138,363 319,869 293,243 26,625 792,030 9,227,292

2002 9,227,292 9,149,673 77,619 2 ,14B,178 191,027 146,721 337,748 318,446 19,302 86B,695 10,115,290

2003 10,115,290 10,016,415 98,874 2 ,277,928 201,018 155,582 356,601 344,013 12,587 951,909 11,079,787

* Surpluses reduce employer contributions aver 5 years

* Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA 

------------— A s ’/. of Salaries-------------   As ’/. of Assets—

As of 

June 30

Funding

Ratio

Employer Employee Total Benefit 

Contribs Contribs Contribs Payments

Net

Contribs

Investment

Earnings

19B8 93.0 13.607. 6.837. 20.437. 10.357. 4.277. 9.007.

1989 94.9 , 12.637. 6.837. 19.467. 10.667. 3.487. 9.007.

1990 96.4 11.667. 6.837. 18.497. 10.967. 2.807. 9.007.

1991 97.4 10.907. 6.H37. 17.737. 11.17 7. 2.307. 9.007.

1992 98.2 10.487. 6.837. 17.317. 1 1.387. 1.977. 9.007.

1993 98.7 10. 137. 6.837. 16.967. 1 1.687. 1.677. 9.007.

1994 99.2 9.837. 6.837. 16.667. 1 1.977. 1. 427. 9.007.

1995 99.5 9.597. 6.837. 16.427. 12.327. 1. 197. 9.007.

1996 99.8 9.387. 6.837. 16.217. 12.697. 0.987. 9.007.

1997 100.0 9.227. 6.037. 16.057. 13.077. 0.797. 9.007.

1998 100.2 9. 167. 6.837. 15.997. 13. 477. 0.657. 9.007.

1999 100.4 9.097. 6.837. 15.927. 13.737. 0.547. 9.007.

2000 100.5 9.037. 6.837. 15.867. 14. 107. 0. 427. 9.007.

2001 100.7 8.967. 6.837. 15.797. 14.487. 0.307. 9.007.

2002 100.8 B. 897. 6.837. 15.727. 14.827. 0. 207. 9.007.
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Table 6 

State of Alaska PERS 

Financial Projection* ('000 omitted)

Investment Return 10.007. (nominal) 6.047. (6.5/5.5 assumed)

— Valuation Amounts on July 1 —

Salary Increases

 ------------------Flow Amounts During Following 12 M o n t h s - — -;---------- Ending

As of Accrued Surplus# Total Employer Employee Total Benefit Net ^Investment Asset

June 30 Assets Liability (Deficit) Salaries Contribs Contribs Contribs Payments Contribs ( Burnings Valuation

19GB 2,088,428 2,246,583 (158,135) 945,136 128,539 64,553 193,092 97,859 95,233 224,047 2,407,708

1989 2,407,708 2,511,963 (104,255) 1 ,002,222 121,095 68,432 189,547 106,870 82,677 256,943 2,747,328

1990 2,747,328 2,801,804 (54,475) 1 ,062,756 112,941 72,586 185,527 116,504 69,024 291,921 3,108,273

1991 3,108,273 3,118,259 (9,9B7) 1 ,126,946 106,373 76,970 183,343 125,883 57,460 329,242 3,494,974

1992 3,494,974 3,464,631 30,343 1,195,014 107,466 81,619 189,085 135,953 53,130 369,629 3,917,733

1993 3,917,733 3,843,567 74,166 1 ,267,193 110,035 86,549 196,584 148,046 48,539 413,789 4,380,060

1994 4,380,060 4,256,607 123,453 1 ,343,731 112,496 91,777 204,273 160,809 43,464 462,080 4, BBS,604

1995 4,885,604 4,706,881 170,722 1 ,424,893 114,826 97,320 212,146 175,544 36,602 314,818 5,437,024

1996 5,437,024 5,196,490 240,533 1 ,510,956 116,996 103,198 220,193 191,787 28,40B 572,308 6,037,739

1997 6,037,739 5,728,236 309,483 1 ,602,218 118,980 109,431 228,411 209,342 19,070 634,916 6,691,723

199B 6,691,723 6,305,512 386,213 1 ,698,992 120,746 116,041 236,787 228,844 7,943 703,028 7,402,696

1999 7,402,696 6,931,281 471,415 1 ,801,611 122,260 123,050 245,310 247,363 (2,053) 777,180 8,177,824

2000 8,177,824 7,611,981 565,842 1 ,910,428 123,485 130,482 253,967 269,379 (15,412) 857,901 9,020,312

2001 9,020,312 B,349,986 670,326 2 ,025,818 124,377 138,363 262,740 293,243 (30,303) 945,608 9,935,417

2002 9,935,417 9,149,673 785,743 2 ,148,178 124,891 146,721 271,611 318,446 (46,834)1,040,877 10,929,459

2003 10,929,439 10,016,415 913,044 2 ,277,928 124,977 155,582 280,560 344,013 (63,454)1,144,421 12,010,426

* Surpluses reduce employer contributions over 5 years

* Deficits increase employer contributions over 25 years m
i

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

------------- -As 7. of Salaries--------- —   As 7. of Assets—

As of Fundi nq Employer Employee Total Benef1 t Net Investment

June 30 Rati o Contribs Contribs 1Contrlbs Payments Contribs Earnings

1988 93.0 13.607. 6.837. 20.437. 10.357. 4.257. 10.007.

1989 95.8 .. 12.087. 6.837. 18.917. 10.667. 3.22X 10.007.
1990 98. 1 10.637. 6.837. 17.467. 10.967. i 2.367. lo.ooy.
1991 99.7 9.447. 6.837. 16.277. 11.177. 1.707. 10.007.
1992 100.9 8.997. 6.837. 15.827. 11. 387. 1.447. 10.007.

1993 101.9 8.687. 6.837. 13.517. 11.687. 1. 17 7. 10.007.
1994 102.9 8.377. 6.837. 15.207. 11 .977. 0.947. 10.007.

1995 103.8 8.067. 6.837. 14.B97. 12.327. 0.717. 10.007.
1996 104.6 7.747. 6.837. 14.577. 12.6 ">7. 0.507. 10.007.
1997 103.4 7.4 37. 6.U37. 14.267. 13.077. 0.307. 10.007.

1998 106. 1 7. 117. 6.837. 13.947. 13.4 77. 0. 117. 10.007.
1999 106. B 6.797. 6.837. 13.627. 13.737. -0.037. 10.007.

2000 107.4 6.467. 6.837. 13.297. 14. 107. -0. 187. 10.007.

2001 108.0 6. 147. 6.037. 12.977. 14.407. -0.327. 10.007.
2002 108.6 5.817. 6.837. 12.647. 14.827. -0.437. 10.007.
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Table 7

State of Alaska PERS 
Financial Projections (‘OOO omitted)

Investment Return 9.00% (nominal)

— Valuation Amounts on July 1 —

Salary Increases S.04% (5.5/4.5 assumed) 

---------------------- Flow Amounts During Following 12 Mont h s — *— — -— Ending

As of ■ Accrued Surplus* Total Employer Employee Total Benefit Net Investment Asset

June 30 Assets Liability (Def ici t) Salaries Contribs Contribs Contribs Payments Contribs Esrnings Valuation

19BQ 2,08B,42B 2,246,583 (150,155) 936,223 127,717 63,944 191,661 97,502 94,159 200,654 2,383,240

1989 2,3B3,240 2,497,668 (114,428) 903,408 121,758 67,167 188,925 106,061 82,864 227,873 2,693,977
1990 2,693,977 2,770,007 (76,030) 1 ,032,972 115,276 70,552 185,828 115,134 70,694 256,550 3,021,221
1991 3,021,221 3,065,357 (44,136) 1 ,085,034 110,559 74,108 1B4,666 123,B29 60,837 286 , BB4 3,368,942

1992 3,368,942 3,386,586 (17,645) 1,139,719 109,358 77,843 187,201 133,080 54,121 319 , 2B4 3,742,347

1993 3,742,347 3.735.B67 6, 4B0 1 ,197,161 109,893 81,766 191,659 144,194 47,465 354,104 4,143,915
1994 4,143,915 4,114,220 29,696 1 ,257,498 113,294 85,887 199,181 155,808 43,373 391,687 4,578,975

1995 4,578,975 4,524,205 54,770 1 ,320,876 116,802 90,216 207,017 169,199 37,818 432,354 5,049,148

1996 5,049,148 4,967,303 81,845 1,387,448 120,417 94,763 215,180 183,882 31,298 476,281 5,556,726
1997 5,556,726 5,445,658 1 1 1 ,069 1,457,376 124,142 99,539 223,681 199,637 24,044 523,692 6,104,462
199B 6,104,462 5,961,862 142,600 1 ,530,-827 127,977 104,556 232,532 217,073 15,460 574,820 6,694,743
1999 6,694,743 6,518,135 176,608 1 ,607,981 131,922 109,B25 241,747 233,228 8,519 630,024 7,333,285
2000 7,333,285 7,120,015 213,2/0 1 ,689,023 135,970 115,360 251,338 252,553 (1,214) 689,641 8,021,712
2001 8,021,712 7,760,923 252,7B9 1,774,150 140,144 121,174 261,319 273,361 (12,043) 753,900 8,763,570
2002 8,763,570 8,468,197 295,372 1,863,567 144,420 127,282 271,702 295,108 (23,406) 823,160 9,563,325
2003 9,363,325 9,222,083 341,242 1,957,491 148,806 133,697 202,502 316,776 (34,274) 897,888 10,426,939

* Surpluses reduce employer contributions over- 5 years

* Deficits increase employer contributions over 25 years

As of 

June 30

1 9 8 0
19B9

1990

1991

1992

1993

1994 

1993
1996

1997

1998

1999

2000 
2001 
2002

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA 

—  ------— As % of Salaries------------   As % of Assets—
Fundinq

Ratio
Employer Employee Total Benefit 

Contribs Contribs Contribs Payments
Net Investment 

Contribs Earnings

93.0 13.64% 6.83% 20.47% 10.41% 4.22X 9.00%
95.4 .. 12.38% 6.83% 19.21% 10.79% 3.27X 9.00%
97.3 11.16% 6.83% 17.99% 11.15% ' 2 . 4 8 % 9.00%
98.6 10.19% 6.83% 17.02% 11.41% ' J i.91% 9.00%
99.5 9.60% 6.83% 16.43% 11.68% 1.33% 9.00%

100.2 9. 18% 6.83% 16.01% 12.04% 1.21% 9.00%
100.7 9.01% 6.03% 15.84% 12.39% 1.00% 9.00%
101.2 8.84% 6.83% 15.67% 12.81% 0.79% 9.00%
101.6 8.68% 6.83% 15.51% 13.23% 0.39% 9.00%
102.0 B.57% 6.83% 15.35% 13.70% 0.41% 9.00%
102.4 8.36% 6.83% 15.19% 14.10% 0.24% 9.00%
102.7 8.20% 6.03% 15.03% 14.50% 0.12% 9. 00%
103.0 8.05% 6.03% 14.BB% 14.93% -0.02% 9.00%
103.3 7.90% 6.03% 14.73% 15.41% - O . 14% 9.00%
103.5 7. 75% 6.83% 14.50% 13.04% -0.26% 9.00%

i
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Table 8 

State of Alaska PERS 

Financial Projections ('000 omitted)

0
1

Investment Return 10.007. (nominal) Salary Increases 5.047. <5.5/4.5 assumed)

— Valuation Amounts on July 1— ----------------------Flow Amounts ; During Following 12 Months— — — ------- Ending

As of Accrued Surplua* Total Employer Employee Total Benefit Net Investment Asset

Juno 30 Assets Liability (Deficit) Salaries Contribs Contribs C o n t r 1bs Payments Contribn Earnings Valuation

198B 2,088,420 2,246,583 (158,155) 936,223 127,717 63,944 191,661 97,502 94,139 223,993 2,406,379

19B9 2,406,579 2,497,668 (91,089) 9B3,408 116,253 67,167 183,420 106,061 77,359 236,539 2,740,497

1990 2,740,497 2,770,007 (29,509) 1 ,032,972 104,304 70,552 174,856 115,134 59,722 290,73B 3,090,957

1991 3,090,957 3,065,357 25,601 1 ,085,034 97,758 74,108 171,865 123,829 48,036 326,952 3,465,946

1992 3,465,946 3,306,586 79,360 1 ,139,719 97,784 77,843 175,627 133,080 42,347 366,052 3,874,544

1993 3,874,544 3,735,867 138,678 1 ,197,161 97,546 81,766 179,312 144,194 35,118 408,583 4,318,246

1994 4,318,246 4,114,220 204,026 1 ,257,498 97,012 85,807 182,899 153,008 27,091 454,770 4,800,107

1995 4,B O O ,107 4,524,205 275,902 1 ,320,B76 96,149 90,216 186,364 169,199 17,165 504,869 3 , 3 2 2 , i42

1996 5,322,142 4,967,303 354,838 1 ,387,448 94,921 94,763 1B9.683 183,882 5,801 539,113 5,887,058

1997 5,BB7,05B 5,445,658 441,400 1 ,457,376 93,290 99,539 192,829 199,637 (6,80U) 617,801 6,498,050

1998 6,498,050 5,961,862 536,188 1 ,530,827 91,217 104,556 193,773 217,073 (21,300) 6 B 1,230 7,157,981

1999 7,157,981 6,518,135 639,846 1 ,607,981 80,657 109.D25 198,482 233,228 (34,746) 749,851 7,873,083

2000 7,873,085 7,120,015 753,070 1 , 6(39,023 85,562 115,360 200,923 232,553 (51,630) 824,092 8,645,548

2001 B,645,548 7,768,923 876,625 1 ,774,150 81,080 121,174 203,035 273,361 (70,307) 904,267 9,479,508

2002 9,479,508 8,468,197 1,011,311 1 ,B63,567 77,554 127,202 204,836 293,108 (90,272) 990,835 10,380,071

2003 10,380,071 9,222,0B3 1,157,988 1 ,957,491 72,524 133,697 206,221 316,776 (110,536)1,084,380 11,353,895

* Surpluses redifce employer contributions over 5 years

* Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of? Fundi nq

June 30 Ratio,,

1988 ’’ ?3.0
1989 1 96’. 4

1990 98.9

1991 100.8

1992 102.3

1993 103.7
1994 105.0

1993 106. 1
1996 107. 1

1997 10B. 1
1998 109.0
1999 109. B
2000

ifW'l
2002 111.9

. u v, ti<"t>>y- \*v,

---------------As ’/. of Salaries-

Einployer Employee Total 

...l^ontribs^Cotvt'Tibs Contribs

   A s ’/. of A s s e t s —
B e n e f i t  N £ t In v e s tm e n t  •' i

P a y m e n ts  t,Co n t r  i b s  E a r n in g *
1 3 . 6 4 ’/. 
U.B2’/. . 
lO. 107. 

9 .0 1 7 . 
13.587. 

U . 157. 
7 .7 1 7 . 
7 .2 0 7 . 
6 .0 4 7 . 
6 . 4 07 . 
5 .9 6 7 . 
5 .M 7 .  

u • O 7
4 .6 2 7 . 
4 . 167.

6 .6 3 7 .
6 .0 3 7 . '

’ • 6 .8 3 7 . r:
6 .8 5 7 .
6 .0 3 7 . * 6
6.037.°
6 . 8 3 7 . ’
6 .0 3 7 . . . ”
6 . 0 3 7
6 . 0 3 7 .

6 . 8 5 7 , ^  ( 1 2 .7 9 7 .
6 .0 3 7 . * -J ,2 . 347 . 

. 6 .0 7 .7 , . . 1 1 . 90 7 .
6 . 8 . 7 .  1 1 .4 5 7 .
6 .0 3 7 . 1 0 .9 9 7 .

20.477. 

18.657. 

16.937. 

15.847. 

15.417. 

14.987. 

14.547. 

14. 117. 

13.677. 

13.237.

10; 417. 

10.797. 

157. 

417. 
687. 

047. 

397.

1 1 .
11.
11 .
12.
12.
12.B17. 

13.257. 

15. 707. 

14.107. 

14.507. 

4-4-95/V..., 
15.417. 
15.047.

4.20% 

3.0t>% 

2.057. 

1.477. 

1. 167. 

0.867. 

0.607. 

0.347. 
O. 107. 

-0. 117. 

-0.317. 

-0.467. 

-O . 637frt 
-0. 7B7. 
-0.917.

> 10. 

10. 
10. 
10. 
10. 
10. 
10. 
10. 
10. 
10. 
10. 

•v.40. 
10. 
10.

007.

00%
007.

007.

007.

007.

007.

007.
007.

007.

007.

007.

007.

007.

007.
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TOTAL FUND: RATES OF RETURN BY ASSET SIZE

FOR PERIODS ENCHNG DECEMBER 31

ANNUAL MEDIAN RETURNS

UNDER (10 MILLION (XU 11.7 175 30 244 149 6 6 25 1 150 3.2 10.5
$10 TO $50 ML'JON U 1 129 196 17 25.0 151 7.3 256 15.2 46 12.0
OVER $50 MILLION (O l 12.5 185 28 25.2 149 8.3 25.8 16 1 3 7 11.7

ANNUALIZED LINKED MEDIAN RETURNS

19T9-88 19S0-B6 1381-88 i9 8 r.-as 1983-88 1984-88 1985-88 1986-88 1987-86 1988

UNDER $10 MILLION 129 13 1 125 14 0 12 3 11.8 132 94 66 10.5
$10 TO $50 MUJON 136 137 130 147 13.1 127 14 1 105 82 120
OVER $50 MILLION 13.7 138 133 14.8 13 2 129 14 0 10.4 7.6 1 1 7

AlT7ri¥>S7A1«*ll FXHIRIT 7



M E M O R A N D U M S T A T E  O F  A L A S K A

DEPARTMENT OF REVENUE

TO: The Honorable Hugh Malone
Commissioner o f  Revenue

DATE: November 1, 1988

FROM: Milton  B. Barker ' t-
Deputy Commissioner

M S SUBJECT: Fore ign Equity
Investment  
Accounting

En d -o f -p e r iod  v a l u a t i o n  r e p o r t s  in investm ent  a c c o u n t in g  are  computed based on 
re por ted  market v a l u e s  f o r  marketable  s e c u r i t i e s .  I f  the inves tm en ts  and the  
d o m ic i l e  o f  t h e  i n v e s t o r  are i n  the same country  (and,  t h e r e f o r e ,  denominated  
in  the same c u r r e n c y ) ,  then the  books o f  account  are  probably  kept  in  the  
c o u n t r y ' s  currency .  However, i f  the  i n v e s tm en ts  are l o c a t e d  in another  
country and are  denominated and traded in  a f o r e i g n  c u r r e n c y ,  then the market 
v a l u a t i o n  a t  t h e  end of  a p e r io d  i s  denominated i n  the  f o r e i g n  currency .  In 
order to  p r ov id e  a v a l u a t i o n  r epor t  in  terms o f  the  i n v e s t o r ’ s domest ic  
currency  and books o f  account ,  the  f o r e i g n  denominated v a l u e  i s  converted  to  
domest ic  v a lu e  by apply ing  the momentary f o r e i g n  exchange r a t e  p r e v a i l i n g  a t  
the end o f  the p e r io d  between the  domest ic  curren cy  and the  f o r e i g n  curren cy .  
This  i s  an e n t i r e l y  a p propr ia te  methodology f o r  v a l u a t i o n  r e p o r t s ,  but  i t  i s  
not  ap p r o p r ia te  f o r  r e p o r t in g  f o r e i g n  investm ent  a c t i v i t y  or  f o r  record ing  
f o r e i g n  inves tm en t  t r a n s a c t i o n s  on the i n v e s t o r ' s  dom est ic  books of  account .

I f  inve s tm en ts  are  made i n  d i f f e r e n t  c o u n t r i e s  hav ing  d i f f e r e n t  c u r r e n c i e s ,  
then p u r c h a s e s ,  s a l e s ,  g a i n s ,  l o s s e s ,  and income t r a n s a c t i o n s  should not  be 
conver ted  i n t o  U.S.  d o l l a r  books o f  account .  The v a l u e  i s  not  f i x e d  i n  terms  
o f  U.S.  d o l l a r s  and w i l l  not  become f i x e d  u n t i l  the  f o r e i g n  currency i s  s o l d  
and the proceeds  are  used to buy U.S.  d o l l a r s  which a r e  r e p a t r i a t e d .  When the  
U.S.  d o l l a r s  are  r e p a t r i a t e d ,  t h a t  i s  when e v e n t s  shou ld  be r ecogn ized  on the  
U.S.  d o l l a r  books o f  account .

Over the  l a s t  f i v e  years  the r e t i re m e n t  funds have been i n v e s t i n g  in f o r e i g n  
markets  through our two c o n t r a c t  managers,  C i t ib a n k  and Morgan Guaranty,  both  
o f  London, England. The funds'  domest ic  book v a l u e s  shou ld  r e f l e c t  t h e  amount 
o f  U.S.  d o l l a r s  we advanced to the managers f o r  in v e s tm en t  purposes and not  
f o r e i g n  t r a n s a c t i o n s  which are a r b i t r a r i l y  v a lued  a t  a presumably ap p r o p r ia te  
exchange r a t e  somewhere near  t h a t  p o i n t  in t im e .  By a t te m p t in g  to co n v e r t  a l l  
f o r e i g n  inves tm en t  a c t i v i t y  i n t o  recordab le  U.S .  d o l l a r  e q u i v a l e n t s ,  we ar e  
e s s e n t i a l l y  marking up the funds'  book v a l u e s  to market v a l u e s  ( a l b e i t  on a 
l a g g in g  b a s i s ) .  Such a c t i o n s  d e s tr o y  the h i s t o r i c a l  n a tu r e  o f  book v a l u e  in  
keeping  t ra c k  o f  the  net  U.S .  d o l l a r  amount which was i n v e s t e d  in  the  
s e c u r i t i e s ,  c r e a t e s  a book va lu e  which i s  i n c o n s i s t e n t  w i t h  the o t h e r  book 
v a l u e s  on the dom est ic  books o f  account ,  and m is l e a d s  u s e r s  of  the  d a t a .

The f o r e i g n  i n v e s t i n g  through managers i s  ana logous  t o  buying s t o c k  in  a 
s i n g l e  f o r e i g n  company or a mutual fund.  The book v a l u e  i s  the U.S.  d o l l a r s  
used to a c q u ir e  the s t o c k .  I f  the company o r  mutual  fund buys or  s e l l s  some
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o f  i t s  a s s e t s ,  i t  does not  a f f e c t  book v a l u e .  I f  the company or  mutual  fund 
r e t a i n s  income f o r  investm ent  in  the  b u s i n e s s  or fund o r  u s e s  i t  to  buy o t h e r  
a s s e t s ,  i t  does  n o t  change book v a l u e .  The on ly  t h i n g s  which cou ld  change  
book v a l u e  would be i n v e s t i n g  more U.S.  d o l l a r s  to  buy more o f  the s t o c k  or  
s e l l i n g  some o f  t h e  s t o c k  f o r  f o r e i g n  currency  and then exchang ing the f o r e i g n  
currency  f o r  U .S .  d o l l a r s .  The f a c t  t h a t  the book v a l u e  o f  th e  company's  
a s s e t s  ar e  i n c r e a s i n g  or  d e c r e a s i n g  does  not  change t h e  book v a l u e  o f  th e  
r e t i r e m e n t  f u n d s ’ in ve s tm en t .  I t  d oe s ,  however,  change the market v a l u e s .

Even d i v id e n d  or  i n t e r e s t  income earned in  f o r e i g n  c u r r e n c i e s  shou ld  not  be 
a s c r i b e d  as  U.S .  d o l l a r  income. As lon g  as  th e  income remains in f o r e i g n  
currency  i n v e s t m e n t s ,  i t s  amount i n  U.S .  d o l l a r  terms i s  not  f i x e d  and v a r i e s  
w ith  each  t r a n s i t o r y  change i n  th e  exchange r a t e s .  I f  the  income i s  r e m i t t e d  
i n  U.S.  d o l l a r s ,  then i t s  amount i s  f i x e d  and then we can r e c o g n iz e  i t  as  U.S.  
d o l l a r  income on acc ou n t in g  r e p o r t s .

At tached  i s  Chapter 16 o f  th e  H i l l e r  Comprehensive GAAP Guide 1988 which  
d i s c u s s e s  FASB-52, the s ta tem ent  o f  the  F i n a n c i a l  Account ing  Standards Board 
t h a t  e s t a b l i s h e s  g e n e r a l l y  accep ted  ac c o u n t in g  p r i n c i p l e s  f o r  f o r e i g n  
o p e r a t i o n s  and exchange .  FASB-52 r e q u i r e s  r e c o g n i t i o n  i n  U.S .  d o l l a r s  o f  the  
book v a l u e  o f  the  income,  g a i n s ,  and l o s s e s  r e a l i z e d  i n  f o r e i g n  c u r r e n c i e s  but
n o t  c o n v e r te d  i n t o  U.S .  d o l l a r s .

There are  s e v e r a l  a s p e c t s  o f  FASB-52 t h a t  s u g g e s t  t h i s  i s  a l e s s  than
s a t i s f a c t o r y  t rea tm ent  o f  t h e  acc ou n t in g  problem.

1 .  For one t h i n g ,  FASB-52 was h i g h l y  c o n t r o v e r s i a l  and was adopted by o n ly  a 
4 - 3  v o t e .

2 .  S i g n i f i c a n t l y ,  any f o r e i g n  currency  exchange g a i n  o r  l o s s  t h a t  r e s u l t s  
from t r a n s l a t i n g  (but  not  c o n v e r t i n g )  income,  g a i n s ,  and l o s s e s  r e a l i z e d
i n  f o r e i g n  c u r r e n c i e s  i n t o  U.S.  d o l l a r s  i s  n o t  recorded  as  income on th e
U.S .  d o l l a r  books o f  a ccount ,  but  i s  i n s t e a d  t o  be p o s t e d  d i r e c t l y  t o  a 
s e p a r a t e  component o f  sh a r e h o ld er  e q u i t y  and r e a l i z e d  as  income o n l y  on 
p a r t i a l  or  comple te  l i q u i d a t i o n  o f  the  f o r e i g n  i n v e s t m e n t .  Th is  seems  
r a t h e r  a r b i t r a r y  s i n c e  not  o n l y  the  ga in  or l o s s  component but  a l s o  the
o r i g i n a l  book v a l u e  of  th e  investm ent  i s  j u s t  a s  much a t  r i s k  to
f l u c t u a t i o n s  i n  f o r e i g n  exchange r a t e s .

3 .  Along t h e s e  l i n e s ,  i t  i s  i n t e r e s t i n g  to n o te  t h a t  on page 22 M i l l e r  
s u g g e s t s  t h a t  i f  i t  i s  no t  p o s s i b l e  to  compute m ean ingfu l  exchange r a t e s  
( i n  h i s  examples ,  owing to  f o r e i g n  s t r i f e  or exchange  r e s t r i c t i o n s ) ,  " i t  
i s  b e s t  to  i n c lu d e  e ar n in gs  o f  a f o r e i g n  o p e r a t i o n  o n ly  to  the  e x t e n t  t h a t  
c ash  has been r e c e i v e d  i n  u n r e s t r i c t e d  f u n d s ."  S i m i l a r l y ,  on page 24 
M i l l e r  s t a t e s  " d i s c l o s u r e  of  exchange r a t e  c h a n g e s .  . . t h a t  occur  
subsequent  to  the ba lan c e  s h e e t  d a te  should  be d i s c l o s e d ,  i f  the  e f f e c t s  
are  m a t e r i a l . "  Given t h a t  the  r e t i r e m e n t  funds i n v e s t m e n t s  are  o f  a
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l o n g - te r m  nature.,  the  exchange r a t e  as  o f  the  ba lan c e  s h e e t  da te  i s  not  
m ean ing fu l .  P a r t i a l  o r  complete  l i q u i d a t i o n s  o f  t h e s e  f o r e i g n  i n v e s tm en ts  
are  h i g h l y  i n f r e q u e n t .

Perhaps the  b a s i c  problem i s  t h a t  FASB-52 i s  o r i e n t e d  toward b u s i n e s s  
a c t i v i t i e s  in  f o r e i g n  c o u n t r i e s  t h a t  g e n e r a te  l i a b i l i t i e s  i n  f o r e i g n  
c u r r e n c i e s .  (The second model which FASB-52 a d d r e s s e s  (page 4 ) ,  a b u s i n e s s  
which conducts  o p e r a t i o n s  i n  U.S.  d o l l a r s ,  i s  c e r t a i n l y  not  r e l e v a n t . )  The 
r e t i r e m e n t  sy s tem s  are a m i s f i t  i n  t h a t  they  o p e r a te  i n  f o r e i g n  c u r r e n c i e s  y e t  
a l l  t h e i r  l i a b i l i t i e s  are i n  U.S.  d o l l a r s .  Indeed ,  t h i s  would be tru e  o f  any 
f o r e i g n  in v e s t m e n t ,  a s  opposed to  b u s i n e s s ,  a c t i v i t y .  The examples  and 
language o f  FASB-52 do no t  e x p l i c i t l y  address  in v e s tm en t  a c t i v i t i e s .

MBB/gb

Attachments



ANNUAL RATES OF RETURN (a)
ON EXTERNALLY MANAGED EQUITIES 

OF ALASKA RETIREMENT FUNDS

03-31-89
t o

06-30-89

06-30-88
to

06-30-89

In c e p t i o n

to

06 -30-89

G r o u p  Av e r a g e

Domestic  Equity Managers:
Alger  
Invesco  
Lehman 
IDS
Loomis, s a y l e s  
M il le r  Anderson 
United C a p i ta l

( 0 6 -1 4 - 8 4 )
(0 6 -1 4 - 8 4 )
(0 6 -1 4 - 8 4 )
( 0 1 -1 2 - 8 9 )
(0 1 -1 2 - 8 9 )
(0 1 -1 2 - 8 9 )
( 0 1 -1 2 - 8 9 )

A c t iv e  Group Average*
S tate Street 

T r e a su r y

(0 7 -1 3 - 8 8 )
( 1 1 -0 2 - 8 7 )

 Domestic Group Average

I n t e r n a t i o n a l  Equity Managers: 
C i t i c o r p  (1 1 -0 1 - 8 3 )
Morgan Guaranty ( 1 1 -0 1 - 8 3 )

G r o u p  Aver a g e

ALL E Q U I T Y  M A N A G E R  A V E R A G E

47.58%
33.64
32 .09
37.24
31 .37
26 .20
27 .35
32.51%
29.21
11 . 22
32.24%

-18.59
- 7 . 7 1

-13.27%

MANAGER AND INCEPTION DATE 
R.E. Equity Managers:

MANAGER 
R o f  R

MANAGER 
R O f  R

Aetna (0 9 -3 0 - 8 0 ) N/A 4.77% (b)
Hancock ( 0 9 -3 0 - 8 0 ) N/A - 0 . 4 2 (b)
E q uitab le ( 1 2 -3 1 - 8 0 ) 8 .67 8 .0 0
S e n t i n e l ( 0 3 -0 5 -8 4 ) N/A 6.54 (b)
JMB (0 4 -1 2 - 8 4 ) 3 .49 11 .57
Morgan (0 6 -0 1 -8 4 ) 10 .50 9 .27
Karsten (1 2 -2 6 - 8 4 ) N/A 4 .8 2 (b)

7.64%

1 0 . 1 2%

1 .90
18 .99
28 .2 1
31 .31
27 .74
22 .13
17.69%
17.40

8 .56
17.59%

7.77
10 .74

9.26%

14.55%

MANAGER 
R o f  R

6.19% (t
3 .24 (b
8 .3 9
7 .02 ( t
8 .9 2

12.08
6 .7 4 ( t
7.54%

10.81%
13.88
17 .27
28 .21
3 1 .3 1
27 .74
22 .13
15.06%
17.40

7 .98
15.15%

24 .83
25 .56
25.20%

15.08%

* -  Not net  of  f e e s  of  approximate ly  .31%.
a -  Pure i n t e r n a l  r a t e  of  return weighted by amount and da te  of  d e p o s i t s ,  
b -  Used 03-31-89  v a lu e  because  06 -30-89  was not  a v a i l a b l e .

P o r t f o l i o  Management, Treasury D i v i s i o n  
August 16, 1989

-58-



A N N U A L  R A T E S  OF R E T U R N  (a)

ON  I N T E RNA LLY  MANAGE!} F I X E D  INCOME I N V ES TM ENT S 

AND ON T H E  T O T A L  F U N D S  OF A L A S K A  R E T I R E M E N T  FUNDS 

P isc a l  Y e a r s  1 985  t h r o u g h  Jun e 30, 1989

Fi sc a l  Y e a r  1985 

T h r o u g h

Fi s c a l  Year 1989 Fiscal Year 1988 F i s c a l  Year  1987 F i s c a l  Year 1986 Fi sc al Year 1985 J u n e  30, 1989

R a t e s  of Retur n at Rates of Re tu rn at R a t e s  of R e t u r n  at R a t e s  of Retu rn at R a t e s  of Ret u r n  at R a t e s  of R e t u r n  at

C o s t  (c) Market Cost (c) Ma rk et C o s t  (c) Ma rk e t C o s t  (c) Ma rk e t C o s t  (c) M a r k e t C o s t  (c) M a r k e t

R. E. Mor tga ges 9.08% 11.81% 10.63% 8.60% 13. 38% 4.05% 11.74% 17.96% 13.05% 26. 61% 12.07% 16 .4 5%

Bonds and R e se rve s (b) 9.08 15.04 9.48 7.67 10.43 4.87 11.61 23.24 9.75 29.65 10.14 15.18

Total Fixed Income 9.6 2% 14.72% 9.63% 7.79% 10. 98% 4.71% 11.64% 21.67% 10.83% 28.62% 10.55% 15. 44%

Total Equities 14.55% 14.55% -5.12% -5.12% 20 . 3 9 % 20.39% 37.80% 37. 80% 21.54% 21. 54% 15. 08% 15.08%

T OT AL FUN D 11.58% 14.65% 2.73% 1.93% 14. 94% 10.90% 19.74% 26.59% 13.27% 26 .84 % 12. 14 % 15 .3 1%

a - Internal rates of return under s i m plif yin g as s u m p t i o n  of m i d - m o n t h  flo ws for fixe d income i n ve stm ent s, 

b - Net of gains, losses, and amor tizat ion s.

c - Cost returns for fixed inc o m e  investme nts ; but mark e t  r e t urns  on e q u i t i e s .  Th e  r e t u r n s  for tot al fund a p p r o x i m a t e  ac tu a r y ' s  c a l c u l a t i o n  of 
returns.

P ortf oli o M an age men t, T r e a s u r y  D i v i s i o n  

Augus t 18, 1989
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E X P E N D IT U R E S /R E V E N U E S : (Thousands o f Dollars)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

73.3 105.9
17.5 26.5
87. 8 7 . 1

0 , 9 0 . 5
- 0- - 0 -

„ .-Or .. - 0 -
-n.« - f *
- 0 - -n-
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REVENUE 0 0 0 0 0 0

F U N D IN G : (Thousands o f Dollars)
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CSHB 581 (FIN)
FISCAL NOTE CALCULATIONS AND ASSUMPTIONS April 27, 1990

PERSONNEL
RAIII 20 months = $ 84,740 
RA II 16 months = 54,912 
CTIII 18 months = 39,564 

Total personnel $179,216

FY 91 
$ 33,896 

24,024 
15,386 

$ 73,306

FY 92 
$ 50,844 

30,888 
24,178 

$105,910

TRAVEL FY 91 FY 92
Task Force travel:
8 meetings, 5 members, 3 days per diem $ 10,500 17,500
Evenings will be public meeting & discussion 
Next dav is education/work session 
Avg. fare $400; per diem $90; misc. $30
Total per meeting, per member $550 -

Staff travel for research and "meetings: 7,000 9,000
Total travel $17,500 $26,500

CONTRACTUAL FY 91 FY 92
Printing .... ■ --W. .. -0-
3 X $5,000 for expert testimony & task force 14,000 -0-
education

Advertiz ing (display ads) 3,500 6, 500
Telephone long distance calls 350 650
Office Space -0- -0-
Employer survey (phone) , 20,000
Characteristics survey 50,000

(phone, interview and observation)
Total contractual $87,850 $ 7,150

SUPPLIES FY 91 FY 92
Paper goods, office supplies $ 600 450
Reference books 300

Total supplies $ 900 $ 450

EQUIPMENT FY 91 FY 92
Personal C o m p u t e r -’- -o- - • -0-

TOTAL FOR PROJECT $179,556 $140,010

A s s u m p t i o n s :

1. Written work of the task force in providing program d escr iption and 
supportive documentation will be provided by legislative research 
agency, including any report printing.

2. Teleconferencing of public meetings will be provided at no cost
through the legislative network or other comparable arrangement.

3. Reimbursement for services of those appointed by the G o v e r n o r  will
be limited to travel and per diem.

4. Advisory committee members will provide funding for travel and other 
costs for their participation from their respective budgets.

5. Office space to be provided within existing legislative offices or 
by other donated arrangement.

6. Computer used for staff research work will be donated. pa§e 2 of 2
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Original sponsor(s): HESS Committee

IN THE HOUSE B Y  THE FINANCE C O M M I T T E E

CS FOR HOUSE BILL NO. 581 (Finance)

IN THE LEGISLATURE OF T H E  STATE OF A L A S K A  

SIXTEENTH LEGIS LA T UR E - SECOND SESSION

A  BILL

For an A c t  entitled: "An Act creating the Un i versal H e a l t h  Care T a s k

Force; and p r o v i d i n g  for an effective date."

BE IT ENACT E D BY THE L EG ISLATURE OF THE STATE OF ALASKA:

* Section 1. FINDINGS. The legi sl a tu re  finds that

(1) over 50,000 residents of the state cannot a f fo rd  to pay 

their m e di ca l  bills, are not cove re d b y  a group h e a l t h  insurance plan, do 

not qualify for public assistance programs, and cannot afford to p a y  i n d i­

vidual h e a l t h  insurance premiums; a v a s t  m a j o r i t y  o f  the u n i n s u r e d  are 

either employed or are dependents of employed state residents;

(2) m a n y  state residents w i t h  h i g h  risk, pr ee xi s t i n g  h e a l t h  

conditions are unable to obtain h e al th  insurance and mu st  d e pl e te  their 

personal resources in order to obta in  care;

(3) m a n y  state residents do not rec ei ve  certain kinds of c r i t­

ical care due to exclusions in their h e a l t h  insurance policies;

(4) the health insurance coverage for m a n y  state re si de n ts  does 

not cover costly illnesses or injuries causing catastrophic fi nancial 

consequences to them and their families;

(5) due to the lack of h e a l t h  insurance coverage, m a n y  state 

residents do not obtain n e cessary p r e v e n t i v e  care, a nd this leads to d r a­

mati c a l l y  hi gher remedial care and an addit io na l incidence of disease and 

illness in the state;

(6) the cost of pr oviding h ea lt h care to those w h o  are  u n a b l e  to 

pay is shifted to those who are taxpayers or participants in a h e a l t h  

insurance plan;
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(7) it w o u l d  enhance the ability of A l a s k a  businesses to remain 

competitive if they had b et te r  access to affordable health care coverage 

for their employees;

(8) the Governor's Inte r im  Co mm i s s i o n  on H e al th  Care recommended 

that "a state w o r k i n g  group should exp lo re  and develop health insurance 

plans for m e d i c a l l y  un in s ur ed  Alaskans";

(9) every state resident should be guaranteed a basic level of 

h e alth care regardless of income and should not become financially d e s t i­

tute befo re  obtaining health care; access to h ealth care should be u n i v e r­

sal, including those state residents w i t h  p reexisting health conditions;

(10) the issues of m e di ca l  indigency and universal he alth care 

are complicated, complex issues re qu ir in g  r e v i e w  by an authoritative group 

for a certain p er io d  of time.

* Sec. 2. PURPOSE. T h e  purpose of the Universal Healt h Care Task Force 

created by this Act, is to

(1) design a c o st -efficient p r o g r a m  that allows access to heal th  

care, through insurance or other means, to all state residents, and that 

provides a basic level of h e a lt h care services;

(2) define the best strategy for implementing a universal healt h  

care program, including consider at io n  of the re di stribution of existing 

funds spent Cii h e a l t h  care in the state in order to provide for a more 

rational and equitable health care system.

* Sec. 3. UNIVERSAL H E A L T H  CARE T A S K  FORCE. (a) The Universal Healt h  

Care Task Force is created in the D e p a r t m e n t  of H e a l t h  and Social Services. 

The task force is co m po se d of five individuals appointed by the governor 

wi th  a significant and d e m o ns tr at ed  exp er ti se  or interest in h e a l t h  care. 

As a n o n v o t in g technical advisory c om mi t te e to assist the task force, the 

governor shall also assign one re p re se nt at iv e  each from the D e p ar tm en t of 

He alth and Social Services, the div is io n of insurance, the d ivision of 

CSHB 5 8 1 (Fin) -2-



retirement and benefits, and "he Office of the Governor, and the presiding 

officer of each house of the legislature shall assign a member from that 

house.

(b) T he m e mb er s of the task force are entitled to receive per diem 

and travel expenses authorized for boards a nd commissions under AS 39.20.- 

180.

(c) T h e  task force shall select a chair and a vice-chair from among 

the members of the task force.

* Sec. 4. DUTIES OF THE TASK FORCE. The task force shall

(1) solicit advice and information from health care consumer 

groups, the insurance industry, health care providers including the State 

Medi ca l Association, the A laska Psychiatric Association, the Alaska P s y c h o­

logical Association, the Alaska Mental H e al th  Board, the State Heal th  

Association, the A l a s k a  Pharmaceutical Association, the Alaska Public 

H ealth Association, the A l as ka  Dental Association, the Alas ka  A c a d e m y  of 

Physicians Assistants, the A la sk a Nurses Association, the United States 

Department of Ve te ra ns  Affairs, the U n i t e d  States Department of Defense, 

the C i v i li an  H e a l t h  and Medical P r og ra m of the Uniformed Services, public 

employee unions, representatives of the m ed ic al ly  indigent, emergency 

services personnel, large and small businesses, the Medical Care Ad visory 

Committee, the A l a s k a  Native Health Service, actuaries, public relations 

experts, the public, and the technical advisory committee created in sec. 3 

of this Act;

(2) analyze all the relevant information necessary to r ec ommend 

a p r o gr a m of un iv er s al  healt h coverage, including 1990 census data and tee 

study done in 1954 for the Unit ed  States Department of the Interior by 

Thomas Parran, titled "Alaska Health: A  Survey Report";

(3) u pd at e  the information in the "Alaska Comprehensive He alth 

Care F i n a n c i n g  Study" done by the Battelle H u m a n  Affairs Research Center in

-3- CSHB 5 8 1 (Fin)



(4) m a k e  an accurate estimate of the number of people wh o are 

unab le  to receive n ec es s a r y  h e a l t h  care services in the state, w hi ch  p a­

tients are generating u n p a i d  m e d ic a l bills, w h i c h  state residents are 

u ni ns ur ed  or lack adequate insurance, w h i c h  health care providers are 

providing un co mp e n s a t e d  care, who is paying for the cost of uncompensated 

care, and the total cost of u nc om p e n s a t e d  care in the state;

(5) identify those health care services n ec essary to achieve an 

acceptable m i n i m u m  level of h ealth care for all state residents and to

examine those h e a l t h  care services that prov id e the most care for the most 

people at the least cost, including pr ev en t i o n  services; the Oregon Basic 

Health Services Act shall be examined by the task force;

(6) r ec ommend ways to coordinate services between nonprofit 

heal th  care providers, profit m a ki ng  h e al th  care providers, the state 

division of public health, the U n i t e d  States Department of Veterans A f­

fairs, the U n it e d States Department of Defense, and the Alaska Na tive

H ealth Service in order to achieve a mo re  efficient and effective h e al th  

care delivery system;

(7) consider possible delivery systems for a universal h e a l t h  

care program, including using a single, comprehensive statewide system or 

changing e xisting h e a l t h  care services to yield an integrated system of 

h ea lt h care coverage; options that shall be considered include

(A) expanding the use of private h ea lt h insurance to p r o­

vide coverage to the u n i n s u r e d  and underinsured;

(B) continuing or reinstating government programs, i n c l u d­

ing the M e d i c a i d  me d ic al ly  needy option or the catastrophic illness

program, if priva te  insurance is not the best way to provide coverage;

(C) sponsoring the pooling of small employers into a single

organized h e a l t h  care purchasing group;
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(D) m a n d at in g coverage in the workplace for employers wit h 

a certain threshold number of employees;

(E) ma nd at in g a m i n i m u m  basic level of h e al t h services to 

b e  i ncluded in a h e a l t h . insurance plan, wit h a special emphasis on 

important preve nt iv e services and children's health services;

(F) requiring that heal t h care programs include residents

w ho are u nable to obtain insurance due to a high risk or a preexisting 

m e d i c a l  condition;

(G) requiring that h ea lt h  care programs include coverage

for costly medical services that have a catastrophic financial impact 

on patients and their families, including ma king the state the payor 

of last resort before a family becomes destitute;

(H) requiring that the University of Alaska provide h ealth 

coverage for all students;

(I) combining the workers' compensation system w i t h  a

un iv ersal h e a l t h  care program;

(J) establishing or lengthening the time for continuation 

or conversion of heal th  insurance coverage after a state resident

leaves employment;

(K) using the unemployment insurance program to also cover 

h e a l t h  care services for the unemployed;

(L) examining the ability of the state to self-insure under

a u ni versal heal th  care program;

(M) m a k i n g  charity care a requirement as part of the li­

censing or certificate of need process;

(N) havin g  special programs designed to ensure that c h i l­

dren have adequate he alth coverage, such as the child h e al th  care

programs estab l is he d in Minnesota;

(8) consider n means of financing a universal health care

-5- CSHB 5 8 1 (Fin)



ii prog ra m including the following:

2' (A) the u s e  of a p a y ro l l tax for full or partial financing

of a small employer insurance pool;

4 II (B) a M e d i c a i d  w a iv er  requesting a bl o ck  grant from the

5 federal government to subsidize a universal state program;

•3 (C) u si ng  the permanent fund dividend p r o g r a m  to finance j
I

7 coverage for some residents;
!

3 1 (D) u s in g  reasonable deductibles and co-payments to dis- j

i
courage frivolous use of h e al th  programs;

10' ' (E) u s i n g  the unemployment tax to cover the costs of insur- :
t

11 ance for the u n e m p l o y e d  or uninsured;

2 (F) a M e d i c a i d  b uy-in for the m e d i ca ll y uninsured;

•3 (G) streamlining coverage so that families are not covered

14 under two separate insurance programs;

‘5 (9 ̂ p u rsue financial support from other sources, including
1

;'3 private foundations like the Robert I-Jood J o h n so n Foundation, for the w or k
1

of the task force a n d  for i mp lementation of a universal healt h care pro-
»

13' gram;
i

•9 (10) coordinate w i t h  the community health planning efforts des-

20 cribed in Senate Bill 326 of the Sixteenth Alas k a State Legislature;
i

21 (11) solicit actuarial data and other technical information and

assistance from the h e al th  care insurer providing coverage to the state;

23 (12) u t i li ze  infor ma ti on  prov i de d by the He alth Care Cost Con-

21 tainment T as k Force e s ta b li sh ed  by the Sixteenth Alaska State Legislature.

-5 * Sec. 5. REPORT. The task force shall, by M a r c h  1, 1992, pro vi de  a '

•b prel im in ar y report, and by June 30, 1992, provide a final report to the
|i

27 [ legislature and the governor that recommends a pro gr a m for providing uni-
It ■

;:n versal h e a l t h  care, incli-.ding recommendations for implementing the prog ra m . 

23" ir phases in an expeditious, yet orderly manner. *
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page 2, line 28: after "care." insert "The g o v ernor shall
consider, to t he g r e atest extent possible, m a k i n g  appointments 
that r e p r e sent a broad cross section of A l a s k a n s  interested in 
h e a l t h  care."
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HEALTH CARE COALITION
OF

ALASKA

March 16,1990

REC'fl wiAR 191990
Honorable Johnny Ellis 
Chairman
Health, Education and Social Services Committee ( Q  /
Alaska State Legislature ^ -----
P.O. Box V (MS3100)
Juneau, Alaska 99811

Dear Representative Ellis:

On behalf of the health care industry in this state, I commend you and your 
colleagues for recognizing and responding to the need for a universal health 
care task force. I believe this to be the most significant piece of health 
legislation this session.

The entire issue of cost and access is impacted by the medically indigent, 
native health delivery system, veterans care, CHAMPUS, Medicare, Medicaid, 
military delivery system, the public and the private sector. There are no easy 
answers to our current dilemma, but unless we pull ALL the players into the 
game, we will never find a solution.

I have two requests that I sincerely ask you to consider. The first request is 
to consider adding health industry members to the task force. Apart from 
providing the educational expertise, I believe they would be objective and 
honest in their assessments. But most importantly, it would be helpful for 
them to participate in any final resolutions. Secondly, I have enclosed an 
overview of what many believe is the problem facing society today. I realize 
how busy you are, but I strongly urge you to read this document. Hopefully it 
summarizes the need, and possibly the direction you might consider for the Task 
Force.

Again, thank you for recognizing the urgent need for this kind of a group. You 
might suggest to Senator Kelly that his cost containment group might be best

ALASKA ACADEMY OF PHYSICIANS ASSISTANTS •  ALASKA PHARMACEUTICAL ASSOCIATION •  ALASKA PUBLIC HEALTH ASSOCIATION 
ALASKA STATE MEDICAL ASSOCIATION • HEALTH ASSOCIATION OF ALASKA •  ALASKA NATIVE HEALTH BOARD •  ALASKA NURSES ASSOCIATION •  ALASKA DENTAL SOCIETY

working together. . .  caring together 

4107 Laurel Street Anchorage, A K  99508 (907) 562-2662 Fax 561-2063

Ray Schalow 
Chairman



♦ Alaska State Medical Association
4107 Laurel Street Anchorage, Alaska 9950B (907)562-2662 (Fax) 561-2063

Dr. John Kitzhaber, an Oregon physician and current president of the 
Oregon State Senate offers a clear and cogent presentation on the issue of 
uncompensated care in America. I have taken the liberty of paraphrasing 
his comments and urge you to read them thoroughly. It speaks to an issue 
that we in the health industry are just now beginning to understand, and 
it points out the need for greater dialogue between provider and 
legislator in order to address a critical social problem.

Let me begin by stating to you that unequivocally the most serious 
threat facing the health industry today is uncompensated care. If left 
unresolved, it will erode the health of our society and in turn will lead 
to an erosion of the clinical autonomy of physicians and other providers. 
It wH! also undermine some of the very principles on which our health 
care system has been built and will lead to increased regulation of the 
practice of medicine and probably to a government controlled health care 
delivery system.

To understand the threat and challenge it poses, we must first 
consider the evolution of our American health care system. Our health 
care system was founded on the principle of universal access, the idea 
that all Americans, regardless of their income, should have access to the 
health care system and to all the services it has to offer. We were able 
to deliver on this social objective because of our fee-for-service 
reimbursement system and the ability to cost shift. So when the poor came 
for treatment, the service was rendered, and the cost was merely shifted to 
someone who could pay through an incremental increase in their bill or in 
their insurance premium.

This policy was no accident, but was the result of conscious 
decisions in both the public and private sector. In the public sector, we 
enacted Medicare and Medicaid in 1986 extending coverage to the poor and 
the elderly. At the same time, we had a rapid expansion of private 
policies funded primarily through employment. This rapid growth of 
third-party insurance coverage led to the belief that health care for the 
poor in this country was free, when in fact it being subsidized primarily 
by the government and by the business community. We created what we felt 
to be an ideal health care system. It was a system with no financial 
restraints, where individuals had access to as much health care as they 
wanted or needed. Physicians could practice pure medicine, viewing their 
patients primarily from their health needs without concerning themselves 
over income. But this system also led to, and encouraged utilization. It 
led to the deeply held social belief in this country that health care is a 
right. That resulted, understandably, in a dramatic increase in



expenditures. The amount we spent on health care grew from $75 billion in 
1980 to nearly $500 billion in 1988 and it still continues to grow. An 
more telling, is the growth of health care expenditure as a percent of the 
Gross National Product. We spent 7.4 cents on the dollar in 1970 and we 
spend about 12 cents today. If this rate continues, by the turn of the 
century we will be spending 20 percent of the Gross National Product on 
health care, and by about 2020, we will be spending 40 cents out of every 
dollar on health care.

This, of course, will not happen. It makes a great deal of sense in 
terms of a social policy, but makes little sense in terms of an economic 
policy. No single set of expenditures can grow at a rate faster than the 
growth of the Gross National Product.

The prosperity we have enjoyed in the 1st 20 years has allowed us to 
absorb these rapid increases and has masked the underlying fallacy of the 
way we finance health care in this country. A number of factors occurred 
that have brought our ideal health care system into collision with 
economic realities. New medical technologies were being developed and 
being used because there was no financial restraint on the system, and at 
a tremendous cost. Secondly, the population was aging. There has been a 
significant increase in the elderly as a percent of the population, and 
they use more health care services. They have a larger incidence of 
chronic diseases, both of which increase the financial strain on the 
system. These factors brought the people who had been traditionally 
subsidizing the cost of health care for the poor, the business community 
and the government, to a position where they had to reevaluate their 
willingness to continue to do that. The economic stagnation that we 
experienced at the beginning of this decade could no longer absorb the 
rapid increases in the cost of health care. Our annual productivity 
growth was 3% a year in the sixties and seventies, but fell to half a 
percent a year by 1979, and was actually negative in the early eighties.

O ur federal budget deficit increased from about $73 to $211 billion 
in five years. We liquidated all our foreign assets and became the 
largest debtor nation in the world. The government in the first part of 
this decade recognized that they could no longer continue an open-ended 
subsidy of the cost of care for the poor without raising taxes, increasing 
the deficit or making deep cuts in other domestic programs. At the same 
time, this country entered the world market. We began recognizing that we 
were not competing just among ourselves like the auto industry once did, 
but were competing with mainland China, West Germany, Japan, etc. They 
realized that cutting costs, particularly labor-related costs, had to be 
done in order to remain competitive with cheap labor industries abroad. 
They couldn't pass the cost of health care on to their consumers and still 
remain competitive; particularly when American business has to carry the 
cost of health care on the books as necessary expense and are competing 
with countries that do not carry health care as a cost, because they have 
nationalized health care programs.

The business community now became interested in cost containment in 
order to remain competitive. The government became interested in cost 
containment to balance the budget. The object of business and government 
was simply to reduce the exposure to the cost shift, and to reduce their 
funding and subsidy of the cost to care for the poor. The subsidy was not 
taken out of the system, it was merely shifted on to individuals and



providers. How did they do it?

In 1983, the federal government enacted the D R 'G 's, which is a 
prospective reimbursement system that shifted economic risk on to 
providers. They began reauiring first-day hospital deductible for 
Medicare, increases in the Part B monthly Medicare premium. This shifted 
costs on to the individuals. With Medicaid, the program for the poor, 
they cut their match rate and shifted that to the states. The first thing 
the states did was cut provider reimbursement rates, so that now we get 45 
to 50 cents on the dollar for taking care of someone on welfare. That 
pushed costs and responsibility to the individuals. We have had 800,000 
women and children squeezed off Medicaid in the last ten years. That 
program, which used to cover 65 percent of the poor, now covers less than 
38 percent of the poor.

The private sector reacted exactly in the same way with an increased 
involvement in HMO's, PPO 's, and other prospective managed care plans that 
put the providers at risk. They increased co-payments and deductible for 
their employees then shifted costs on to individuals. The important thing 
to remember is that cost containment reflected absolutely no social policy 
beyond cutting costs for the government and the business community. There 
was recognition that the amount of health care that could be spent on the 
poor was limited. There was no consideration of the implications of those 
decisions on access to health care. They reduced the funding in the 
system, but didn't reduce what the public expected from the system.

Today we find ourselves in a situation of transition. We are still 
ostensibly committed to the principle of universal access; but now the 
system is driven by economic factors, not by the social factors that drove 
it in the Sixties and Seventies. Providers are now at economic risk, and 
we are losing our ability to cost shift.

Our ability to deliver on the concept of universal access has 
depended on cost shifting and the willingness of business and government 
to subsidize the cost of care for the poor. But what we are seeing today, 
while we are still supposedly committed to universal access, is a 
progressive shifting of the responsibility to pick up that cost. Remember 
that between 1965 and 1980 that subsidy was borne by government and 
business which spread it out over taxpayers in general. So society was 
paying for the social responsibility to have universal access in this 
country.

Because of the cost containment measures that have occurred, the 
subsidy has now been shifted to providers. Physicians have far less 
ability to absorb this shift and what formerly was subsidized care for the 
poor is now showing up as uncompensated care. As physicians reach a point 
where they can't absorb additional uncompensated care and still pay the 
bills, they push the costs on to individuals. So today, if you don't have 
insurance coverage or money, you are increasingly likely to lose access to 
the health car system - either because the provider won't take in any 
additional indigent patients, or you delay treatment because you are 
afraid you can't afford it.

This has changed how we finance health care in this country. Our 
health care system now has a bifurcated financing mechanism. On one side



is the public system, which is Medicare and Medicaid; and on the other 
side is the private system which is mostly employment based policies and 
some individual policies. There has always been a little gap in between 
where some people slip through the cracks. But as long as government and 
the business community were willing to subsidize the cost of care for the 
poor, that gap has been very narrow and has really contained only 
society's truly downtrodden.

Today as those two-third party payers are trying to escape from the 
subsidy, w e've seen a reduction in government expenditures, co-payments 
and deductible in Medicare and increases for Medicaid eligibility, so 
people spill of the public side into that gap. As competition in the 
world market increases, we shift from a manufacturing to a service based 
economy with large numbers of low paid, non-unionized workers without 
health insurance coverage, and as premium rates continue to climb, people 
spill off the private side into that gap. Today that gap is no longer 
narrow, it has 37 to 40 million Americans in it. They are no longer just 
society's downtrodden. Seventy percent of those people are worlong full 
time or part time or are dependents of someone who is working. But it's 
those in that gap that are generating 75 percent of the uncompensated 
care. Why should we be concerned about this? Because there are some 
serious consequences in the shifting of responsibility to pay for the care 
of the poor, and there are some social and professional consequences that 
affect providers.

The first social consequence is an erosion in our commitment to 
universal access. Because there is a physician surplus in the country, 
and because care for the poor is no longer subsidized but is 
uncompensated, we have a very competitive, market-driven system in the 
provider community. Since market systems were not designed to foster 
social responsibility, it shouldn't be surprising that no one is competing 
for the poor. Public health clinics are closing and we are seeing patient 
dumping from hospital to hospital, physician to hospital and between 
physicians. There are treatment delays and a growing number of people in 
the gap.

That leads to the second consequence, which is a very real and 
measurable deterioration of health for a growing number of Americans. We 
have 40,000 neonatal deaths each year from the complications of low birth 
weight. Two-thirds of those mothers do not receive adequate prenatal 
care. Forty percent of the poor in America are children and only 
one-third of them are covered by Medicaid, the other two-thirds are in the 
gap and are losing access to basic preventive services. We are seeing an 
increase in pertussis and pediatric nutritional problems. There is case 
after case of people actually dying because of lack of access to the 
system. People are dying from strokes because they couldn't get in to get 
their blood pressure medication refilled. People are dying of heart 
failure and having Mi's because of lack of routine checkups. People are 
dying of perforated ulcers because of treatment delays.

The third consequence is that we are mortgaging our own future. Remember, 
that 40 percent of the poor in this country are children, and two-thirds 
of them are in the gap. Also in that gap are tens of millions of young 
working Americans. These people constitute a large part of the shrinking 
workforce of tomorrow that we're expecting to fuel the economy and pay for



a growing retired population. How are we going to do that in the face of 
$170 billion owed to foreign governments and nearly a three trillion 
dollar national debt; a ten trillion dollars unfunded liability, the 
difference between what we expect them to make and what we are planning to 
take out of their paychecks to pay for Medicare, Social Security and 
federal pensions, most of which are automatically indexed and have no 
income eligibility requirements. What we're asking these people to do is 
be more productive than any other generation. We are asking them to do 
something that we have all refused to do, and that is recognize that 
increases in personal consumption have to be balanced with increases in 
productivity.

In the last ten years, American workers have averaged a $3200 
increase per capita in personal consumption and only $950 of that has been 
paid for by increases in what each one produces. The remaining $2200 has 
been paid for by cuts in domestic spending and investment and by foreign 
debt. We are asking this group of people to be more productive than 
anyone in the history of this country, and probably take a reduction in 
their standard of living. Having asked them that, we are crippling them 
going in by denying them access to the basic health care services they 
need to be healthy, productive members of the workforce. You cannot have 
an increase in productivity unless your workforce is health and weli 
educated. This is a very, very serious implication.

There are also some disturbing professional implications. The first 
is the growing problem of uncompensated care that is catching physicians 
and providers between what society expects from our health care system, 
and economic realities. When the government and the business community 
move to limit their subsidy of the cost of health care for the poor, they 
could do so without denying access to individuals, and they could do so 
without publicly or explicitly abandoning the idea of universal access, 
because they shifted that subsidy on to the providers. But when
physicians move to limit their exposure to this for exactly the same 
reasons, they have to deny access to individuals. When a physician 
reaches a point where he or she cannot absorb any additional uncompensated 
care, they either have to reduce the number of indigent patients they see 
or reduce the services they provide to those patients. In either case, 
that means rationing. Increasingly, physicians in this country are being 
forced to become the rationing instruments for a society that refuses to 
recognize that rationing is occurring. That puts physicians in direct
conflict not only their professional ethics, but with social expectations 
for the health care system. It casts them in a very unfavorable light as 
many people still view physicians as they were in the halcyon days of the 
1960's or 1970's, when the economy was booming and incomes were rising. 
Most physicians do not understand the relationship between cost shifting 
and subsidizing care for the poor, and they don't understand the 
implications of taking cost sniffing away from providers. The thought 
that a wealthy profession would be denying access to the poor is 
unacceptable to them. It puts them in a very vulnerable position 
politically. As the problems of the poor intensify, state legislatures 
are going to begin to react and they are going to say: If physicians are 
not going to take care of the poor voluntarily, we are going to force you 
to do that. There are a lot of ways that are designed to force physicians 
to assume the responsibility for taking care of the poor, but they ignore 
the fact that society, while paying lip serve to universal access, has



made a decision to limit the amount of money that they're going to spend 
on it. When someone convinces corporate America that a government 
sponsored health care program will put them in a better position in terms 
of competition in the world market; then we will be looking at a 
nationalized health care program. But in the short run, we are looking at 
increased regulation, reduction, and erosion in physician finical 
autonomy.

What can we do about this problem? To solve this crisis in 
uncompensated care, we have got to start by accepting three very hard 
realities. The first reality is that resources are limited and that's a 
difficult reality. But it should be obvious to anybody who looks at the 
need in this country and looks at the available dollars. As we said, we 
have a national debt approaching three trillion dollars that must be 
reduced. We have a huge defense budget that has been traditionally hard 
to pare down, and we spend $450 billion a year on Medicare, Social 
Security and other federal pensions. At the same time, we are cutting aid 
to education, we are also cutting investments in road, sewers, and 
infrastructure; and civilian research and development. All of those 
things we need to increase the productivity in this country.

No one wants their personal health care expenditures cut, but at the 
same time, we want to reduce government spending. We want good road and 
schools, safe streets, criminals behind bars, a comfortable retirement, 
police protection, fire protection, clean air, clean water; and we want to 
do all that, of course, with lower taxes and higher wages.

Obviously that doesn't work. There is a finite amount of money that 
this country can invest in health care versus the other things we also 
have to invest in. Once we come to grips with the fact that there is a 
finite health care budget in America, then we have to decide who is going 
to get the service and how much service each person is going to get.

That brings us to the second reality. The rich are always going to 
have access to more health care than the poor. That's all right if what 
the poor get is adequate and if they're all getting it. After all, one of 
the hallmarks of a capitalistic system is that goods and services are 
distributed on the basis of income, not necessarily on need or merit. We 
readily accept that in most instances. We don't expect public housing to 
look like the Ritz and we don't expect food stamps to be redeemed in very 
expensive restaurants. But because of our system, our concept of 
universal access, we take for granted that the poor should have access to 
all the health care services that are available to the rich.

This is the only part of our system that operates on this open-ended 
economic principle. What we've done is reject a multi-tiered system based 
on income. But actually we already have that kind of a system in place. 
The rich have always been able to fly to other states and other countries 
for diagnostic and therapeutic modalities not available near home. They 
have had consultations and elective surgeries that the poor have not had 
access to. We would all agree that everyone should have a right to 
prenatal care. You may argue whether or not the public should pay for a 
face lift electively for everybody on welfare, but it becomes much more 
difficult when you are trying to balance a transplant versus prenatal 
care.



What we need is a better definition of adequate health care to 
address that question. If we know resources are limited, if we know 
people with high incomes can buy more health care than people of lower 
incomes, and if we know that society can't buy everything for everyone who 
might benefit from it, we must consciously and responsibly decide what 
level of health care everybody should get, that means the definition of 
adequate health care.

That brings us to the last reality, the inevitability of rationing. 
This is veiy difficult for physicians and providers to come to terms 
with. But when you define adequate health care, you also define what's 
more than adequate. That lads to the basis for explicit rationing of 
health care. I suggest that rationing already exists in our system. We 
ration by income and transportation barriers. But more importantly, we 
ration through a lack of any policy to guide how we spend our health care 
dollars. We ration inadvertently by legislative decision. If we have a 
limited amount of money in the health care budget and you spend it on one 
thing, i t 's  not available to be spent on something else.

Consider how we are doing this today. We spend almost $2000 per 
capita on health care in America. That is more than any other country in 
the world and yet our wellness as measured by morbidity and mortality 
statistics is not significantly higher than in England, which spends half 
as much, or even Singapore which spends a fourth as much. Why is that? 
Because we have no policy to guide how we spend our health care dollars. 
We are spending huge sums on some and none on others. We spend more per 
capita than any country in the world, yet 37 million Americans have no 
coverage and many of them are losing access to the system. We spend three 
billion dollars a year on neonatal intensive care while we’re denying 
prenatal care to hundreds of thousands. We spend $50 billion a year on 
people in the last six months of their lives, while we are closing 
pediatric clinics. That's like having someone in charge of a truck fleet 
for your corporation who adopts a policy that he wonl change the oil in 
the trucks until the blocks melt. You certainly wouldn't hire that guy to 
work for you. But that's exactly how we spend health care dollars in this 
country. We don't spend it on prenatal care, we spend it on neonatal 
intensive care. We don't treat hypertension, we treat people who have 
stroked out. We are rationing by default. It's guided by no social 
policy and it's not equitable. We are wasting millions of dollars and 
thousands of lives. The reason we are rationing implicitly as opposed to 
explicitly is because we d o n 't want to come to grips with our own limits.

To solve this problem of uncompensated care with of the ominous 
implications for society and for physicians, we have to recognize that our 
health care system is indeed in flux and that we have to build a new 
system that is based on the three realities that we've just discussed: 
limited resources, acceptance of the fact that the rich will always be 
able to buy more health care than the poor, and that w e 're  going to have 
to ration. We have to recommit ourselves to universal access, but not 
universal access for everyone to everything. Universal access for 
everyone to an adequate level of health care. This will put our system 
back on a sound economic foundation, and means we are going to have a 
three tiered system of delivery in this country. We already have t  
non-defined sort of implicit multi-tiered system. But this would mean a



government sponsored tier for the poor. It would mean a tier that the 
business community funds for those who are working, and a traditional 
fee-for-service tier for those who wish to buy additional health care 
services. I t 's  at that bottom tier that we have to come to grips with 
rationing.

The government has a responsibility to pay for the poor, not for the 
elderly. The government should pay for the poor regardless cf age and 
there is no reason Lee Iacocca needs Medicare. We should put an income 
eligibility requirement on it.

I t 's  the bottom tier that we have to come to grips with rationing. 
It’s this tier that we have to set the socially acceptable minimum level 
of health care for this country, and how do we get there? I suspect there 
are three elements to resolving this. We must have a clear social policy 
and we need to define adequate health. Then we need a universal insurance 
system to irv ure that people get access to that care. The social policy 
we had in the Sixties, Seventies, and Eighties, was universal access. One 
of the reasons we are in trouble today is because we were able to cover 
everybody for almost everything. But unless you define what it is you 're 
covering people for, you still have an open-ended system that we can't 
afford. Politically it's far more difficult to deal with the question of 
adequate health care than to design and politically adopt a position to 
deal with the universal insurance coverage question.

We must have a clear social policy because we need a framework to guide 
how we spend those health care dollars in a way that is efficient and 
equitable. We must make an attempt to recognize our limits and adopt such 
a policy. Should we discontinue funding for heart, bone marrow and liver 
transplants for 4 eople on welfare or should we take that money and extend 
it out to buy preventive and prenatal services for a far larger group of 
people who have been in the gap? The question is not whether transplants 
have merit. The question is not whether, in the short run, we could find 
some additional money to buy a few more transplants for people on public 
assistance. The issue is, does it make more sense and is it a better use 
of public dollars if we we're going to spend more on health care to buy 
high tech services for a group of people who already had access to 
virtually everything in the private sector; or should we extend services 
to a larger number of people who currently do not have access to any 
health care whatsoever. Should universal access to adequate health care 
be the first priority for spending additional dollars?

Once we get a definition of adequate health care and array our health 
care services on a priority basis, we are changing, in a veiy fundamental 
way, the nature of the rationing debate. The rationing debate 
traditionally has an individual focus. It goes like this: You have one
heart and three potential recipients. Do you give that heart to the 
17-year-old unwed mother of three on welfare or do you give it to a 
40-year-old corporate executive? This raises the kind of imponderable 
ethical and moral question that society, almost by definition, can't 
resolve on an individual basis. But when you develop a definition of 
adequate, and array your health care services in a priority order, you 
shift that debate from the individual focus to a social focus. You are no 
longer debating which service should be given or denied to which 
individual, you are debating which priority funding should be given to



each service, given the reality of limited resources. Society has made 
the decision to limit the amount of money it's spending on health care. 
Society needs to make the decisions on how to spend that money. That 
takes physicians out of the squeeze and they can now continue to be 
patient advocates. They can continue to do everything they can possibly 
do for their patients within the context of the resources that society has 
made available.

How do we get to this definition of adequate? There are really three 
steps. The first and probably the most difficult is building a 
consensus. A group of dedicated providers and health experts should break 
down every dollar spent on health care. A list should be made of the 
number of people getting the service and the cost; the number of people 
not getting the service and the economic as well as health implications of 
not giving them that service; and the cost to extend the service to cover 
everybody in giving them that service; anu then the cost to extend the 
service to cover everybody in the unmet need population. Arrange this 
list in a tentative priority order and begin presenting it at town hall 
meetings where citizens are actually getting involved in working through 
the trade-offs and choices that are necessary to set up a priority list of 
health care choices. Bring this information together and generate a final 
list that will be submitted to the legislature. Once the health care 
resources, are arrayed in that kind of a list, you ;have to intef’ t t e  it 
with the budget process. You must, then, require that the funding go to 
the first item on your priority list for everyone in the population for 
whom the state has responsibility. You go down and fund the second, 
third, etc., until you run out of money.

What that does is, put accountability in the system. If our state 
legislature decided to cut $20 million out of our health care budget, it 
would not be an abstract accounting exercise. It would mean the deletion 
of very specific services for very specific individuals off the bottom of 
the priority list and then the debate becomes far more focused. If you 
want to come in and refund the transplant program, it's very clear that 
you either have to knock something else off your priority list - you have 
to make a choice, a clinical choice and a political choice between those 
two health services, or you have to rob another program, or raise more 
money.

The final point with this type of system is that, if it's done on the 
basis of sound clinical grounds, you can actually save money in the 
system. A study done in California suggested that the cost of treating a 
low birth weight infant was $28,000 up to six figures. The study 
suggested that if you provided that care to all the indigent women who 
needed it, you could save $22 million a year in your health care system. 
That's money that can be used to add services on your priority list. It 
could be used to raise provider reimbursement levels to a reasonable point 
where people are not trying to avoid dealing with that population.

What is the role of physicians in resolving this problem? The most 
significant role they plan is to come to grips with their own limits. 
They have got to recognize that health care resources in America are in 
fact limited. How can we ejqject the public to accept the limits or ejqsect 
state legislatures to recognize the limits if physicians are not willing 
to recognize them themselves. We are inviting all of the ominous



consequences that uncompensated care is bringing our way. We have to do 
that as a  first item and express that publ'dy, physicians must discuss it 
with each other and with their patients.

Secondly, professional organizations need to adopt a policy, a 
statem ent on how to expend limited health care dollars. Something that 
says the first priority is to extend the basic level of health care 
coverage, and then we can fight about the budget. But to do that, we have 
to get involved in the definition of "adequate". Physicians are really 
the only group in this countiy that have the qualifications to provide 
sound clinical input to the state legislature. We need to say, yes, we 
are going to have to ration health care in this country. It's 
inappropriate and unethical for physicians to do it, society needs to do 
it. If the legislature is going to ration health care, then offer a list 
of clinically wise priorities. This makes sense in terms of marginal 
costs and marginal benefits. We have to provide that input and then 
support the legislative decisions that make responsible resource 
allocation decisions. We have to do that publicly, in our community and 
at the legislative level.

Uncompensated care requires a partnership solution between public 
policy makers at the state legislative level and leadership in the medical 
community. If left unresolved, the problem of uncompensated care is going 
to result in an erosion in our social commitment to universal access, a 
deterioration of health for a growing number of Americans with very 
serious social and economic consequences. It is going to put physicians 
in conflict with their professional ethics and with what society expects 
from the health care system. This will lead to regulation, an erosion of 
clinical autonomy, and very likely a nationally controlled health care 
deliveiy system. We cannot accept this outcome as in the final analysis, 
physicians are patient advocates.

I hope this will assist your understanding concerning the health care 
industries dilemma and crystallize societies dilemma as well.

Sincerely,

Ray Schalow 
Executive Director
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HEALTH CARE FOR THOSE WHO CANNOT ALWAYS AFFORD 
CARE

The headlines of the nation’s newspapers and periodicals 
mark the absence of a national health care assurance policy: 
“ US Must Cure Health Care His;”  “ State Health Care 
Funding Criticized;”  “ Can You Afford to Get Sick?: The 
Baltic Over Health Benefits;” “ US Rations Health Care;” and 
‘ * Deciding What Medical Care the Poor Can Have: Lists Are 
Drawn Up. ”  State and federal efforts to better the health care 
system arc fragmented and often work at cross purposes. The 
lack of agreement on a solution begs the unanswered ques­
tion: who is responsible?

Health care expenditures have escalated astronomically 
in the last 25 years. Health care costs consumed 5.9 percent 
of the Gross National Product (GNP) in 1965. The U.S. 
Department of Commerce has reported that the nation’s 
health care lab was $600 billion in 1989, or 11.5 percent of 
the GNP. Those billions, up 10 percent from 1988 total 
health care expenditures, translate into approximately $2,400 
per person. 1990 health spending is expected to reach $661 
billion. At the same time, the number o f uninsured has grown 
substantially.

Medical indigency and health insurance arc top priority 
issues for the 1990 legislative sessions. Health insurance 
issues arc explicitly tied to medical indigency policy. Im­
proving access to health carc is of concern to medical 
indigency policymakers as millions of uninsured people 
repon financial ban icrs to receiving needed carc. Mandating 
health insurance benefits, establishing financial incentives 
for employer-paid coverage, and creating state-sponsored 
insurance plans are a few o f the key issues facing state 
lawmakers today.

I N S U R A N C E  STATUS

Recent efforts to help solve the problems of medical in­
digency and uncompensated carc focus on the “ insurance 
status” of the population. Lack of insurance leads to an 
abundance of problems for individuals and health care pro­
viders alike. If they can 't afford to pay cash or the insurance 
deductible, the 37 million Americans without health insur­
ance must rely on the goodwill of hospitals, doctors, and 
other providers. Lack of health insurance or insufficient 
insurance coverage is not an exclusive problem of the unem­
ployed, the elderly, or persons living in rural areas.

o A decade ago, approximately 25 million Americans under 
age 65 did not have health insurance. Today, 37 million 
Americans, approximately 16 percent of the nation’s popu­
lation, have no health insurance coverage at all, more 
people than the combined populations of New York, New 
Jersey, and Hlinois. 

o Of the uninsured and increasingly undcrinsurcd Ameri­
cans, the majority have tics to the workplace. Twenty-three 
million “ working poor”  have jobs or arc dependents of 
workers.

o Almost one third of uninsured employees work for em­
ployers who do no: offer insurance. More than onc-thi rd of 
uninsured workers do not participate in their employer’s 
health insurance plan even if  they are eligible. Approxi­
mately one-third of uninsured workers do not qualify for 
their employer's health plans.1 

o Undcrinsurcd people arc those who "annot pay for their 
share of insurance deductibles or copayments or for medi­
cal carc not covered by their insurance policies. Fifty 
million Americans arc covered only part of the year, and 
millions more arc covered by inadequate plans for cata­
strophic illness or accident. Nearly every health care con­
sumer has the potential o f facing medical expenses for 
wluch he or she cannot pay because insurance policies gen­
erally have a cap on expenditures, 

o The uninsurablc or “ high risk”  population consists of an 
estimated one to two million people with high health risks, 
such as heart disease, diabetes, or acquired immunodefi­
ciency syndrome (AIDS). Many are refused health insur­
ance coverage and others cannot afford to purchase an 
individual policy, which usually is offered for a much 
higher premium, 

o Researchers believe that the uninsurablc population is 
growing and attribute the increase to the following factors: 
insurers arc adopting more restrictive health insurance 
standards due to an increasingly competitive insurance 
market; not as many employers arc providing health insur­
ance benefits because of escalating costs; and advances in 
technology enable insurers to identify people who have po­
tentially costly illnesses, 

o Others presumably can pay for their care but do not. For 
example, some people who have insurance do not pay their 
deductible or copayment amount. It is unclear how many 
insured people have difficulty paying these costs

1
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o Seventeen percent, representing 9.5 million women of 
child-bearing age (15 to 44), have no private or public 
health insurance.2 Researchers have concluded that 9 per­
cent of women who have private insurance have policies 
that provide inadequate coverage for maternity care.3 

o Between the ages o f 15 and 44, women’s need for health 
services is substantially higher than men’s because of re­
productive health needs, including perinatal care and con­
traception. Furthermore, the reproductive years arc the 
time period when women’s health most affects society as 
a whole, by determining the health o f the next generation, 

o Burdens of inadequate and incomplete insurance coverage 
weigh heavily on minority women. A disproportionate 
burden of illness falls on ethnic minorities, especially 
African-American women, giving rise to a grcatcrnced for 
health care.

Among the factors contributing to the growth in the un­
insured population are the following: a smaller percentage of 
poor people arc covered by Medicaid, because states have 
limited eligibility over the years to help control costs; most 
new jobs in the past 10 years arc in the service sector, where 
employees arc less likely to be covered by health insurance; 
and work-based dependent coverage appears to be declining. 
For this reason many state initiatives focus on expanding 
work-based insurance coverage, either by giving employers 
incentives or by requiring them to make insurance available.

! 1 Irene Fraser, Promoting Health Insurance in the Workplace: 
State and Local Initiatives to Increase Private Coverage 
(Chicago: American Hospital Association, 1988).
2 Kay Johnson, Director, Health Division, Children’s De­
fense Fund, quoted in Hunger Action Forum, Vol. 2, No. 8, 
August 1989.
J Paula Braveman, MD, ct al., "Women Without Health 
Insurance: Links Between Access, Poverty, Ethnicity, and 
Health," The Western Journal of Medicine, 1988 Decem­
ber: 149: 708-11.
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All 50 states have mandated benefitlaws which typically 
require employers that offer group health plans to include 
specific benefits. During the past 20 years, states ?.c ross the 
U.S. have imposed nearly 700 o f these mandates. This 
approach has become increasingly more controversial when 
employersarcmandatcdtoprovidcinsurancccovcragc. The 
National Center for Policy Analysis estimated that in 1986, 
between 14 percent and 25 percent, or 5.2 million to 9.3 
million of the people without health insurance, had no 
insurance because state governments imposed special inter­
est regulations that mandated expensive coverage.

States arc struggling with the financial realities of health 
care mandates. States are not always in a financial position 
to respond to urgent health care needs. The vagaries of 
funding a multitude of state programs sometimes require 
states to mandate employer-based expansions of health carc 
services. Financing programs at times is simply beyond the 
capabilities of current state budgets. However, employer- j 

based mandates are not the only alternative available, a 
! variety of state approaches are presented below:

o One approach to insuring the employed uninsured popula­
tion is to expand the number of employers who offer health 
benefits.

o Another approach is to develop mechanisms that enable 
employees who cannot afford their share of the premium 
for work-based insurance, especially for dependents, to 
purchase insurance at affordable rates, 

o Unemployed uninsured people also may benefit from pro­
grams that enable more workers to purchase insurance, if 
they arc allowed to participate, 

o The problems facing the undcrinsurcd may require insur­
ance policies to provide coverage for more services, such 
as mental health benefits, mammography screenings, and 
maternity carc.

! o Another approach is to exempt certain covered services 
from cost-sharing requirements.

In 1990 many states will consider these approaches as 
well as state risk pools for the one to two million Americans 
deemed uninsurablc.

!
o At least 15 states have insurance risk share pools to help 

provide access to insurance for high risk individuals who 
otherwise would have trouble obtaining coverage, 

o The costs to risk pool participants arc usually 25 to 50 
percent higher than premiums paid by persons with private 
insurance.

o Even with the high contributions paid by covered people, 
risk pool programs must be subsidized to cover their costs.

State legislatures and the federal government aic con­
sidering a variety o f other financing mechanisms. Alterna­
tives include using funds from general revenues, changing 
the estate and gift tax laws, increasing tobacco and alcohol 
taxes, creating tax incentives forcxpanding health coverage, 
enacting slate risk pool arrangements, mandating benefits, 
and Medicaid expansions.
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W HOSE RESPONSIBILITY?

STATE

Slate governments are faced with increasing health carc 
costs for the medically indigent and are underpressure to find 
more adequate and equitable means to finance health carc. 
The following state examples illustrate the innovative ways 
in which states address these issues:

COLORADO

The Colorado Health Care Access Act (HB 1034) was 
introduced by Representative Carol Tavlor-Littlc and Sena­
tor Sally Hopper in January of this year. The legislation, 
patterned after the 1989 Oregon Basic Services package, 
proposes to address the access problem in two ways: first, by 
guaranteeing basic health coverage for everyone with in­
comes under the federal poverty line and committing not to 
reduce eligibility or provider payment due to budget con- 

! straints; and second, by giving small employers a tax inccn- 
! five to provide health insurance for their employees, a 
! strategy intended to help the working poor. The act would 

add as many as 170,000 Coloradans with incomes below the 
federal poverty line to the expanded Medicaid program, 
many of whom would be children. Up to 245,000 Colorado 
workers and their families in thousands of small firms also 

' arc expected to benefit.
Under the proposal, an independent, objective commis­

sion comprised of health care providers, consumers, and 
experts in health care financing, delivery, and ethics would 
develop a list of health care services in order of priority, 
according to the benefits and costs of each service. The 
proposal requires the commission to consult with the Joint 

i Review Committee for the Medically Indigent, the Joint 
Budget Committee, and the House and Senate health com­
mittees.

Sponsors of the legislation hope to benefit business in 
three ways: by giving small employers access to low-cost 
health insurance through a state pool; by providing a tax 
credit to small employers who purchase insurance through 
the pool; and by giving all employers valuable information 
on the effectiveness and appropriateness of services priori­
tized by the commission, which employers can use in design­
ing more cost-effective benefit packages, thus helping them 
to control costs.

GEORGIA

In 1989 Representative E.M. Childers, chair of the 
House Heal th and Ecology Committee, authored a resolution 
in the Georgia General Assembly creating the Access to 
Health Carc Commission (1989 Georgia Laws, p. 1749, HR 
162). The commission is charged with studying factors that 
limit access to health care in Georgia and making recommen­
dations concerning programs and policies to improve access 
in the state. The commission is composedof 30members: six 
representing the state General Assembly (health, insurance, 
and appropriations committees); health providers (hospitals

physicians, nurses, and health centers); health consumers; 
business; insurers; and state organizations.

A comprehensive solution to the problem of medical 
indigence is the goal. Georgia has one of the highest infant 
mortality rates in the United States. Eighteen percent of the 
population under age 65 is uninsured, including 55 percent of 
families with income between 50 and 100 percent of the 
federal poverty level. Of particular concern are the following 
rural health issues: 40 percent of the state’s population arc 
located in rural areas; 50 percent of the population aged 65 
and above are located in rural areas; and problems exist with 
the financial instability of the state’s rural hospitals.

INDIANA

Legislation enacted in 1989 (1989 Indiana Acts, P.L. 
327, SEA 385) established a Commission on State Health , 
Policy. Thccommissionisintcndedtoimprovethccffcciivc- 
ncss of programs financed by the state and the effectiveness 
and delivery of health care services in the state. A study and 
recommendations are to include research on access to health 
care, the cost of health care and its underlying factors, 
preventive health care, and the role of healthy lifestyles. The i 
act also creates a State Health Policy Advisory Committee to 
provide information and assist the commission in the per­
formance of its duties. The commission is to submit an 
interim report to the governor and the General Assembly 
before November 1,1990, and a final report before Novem­
ber 1,1991.

The Steering Committee on Health Care for the Medi­
cally Undcrservcd, a coalition of health carc providers, busi­
ness, government, and consumer representatives, issued a 
report calling for state supported demonstration projects to 
test private financing mechanisms for uninsured and undcr­
insurcd residents. The projects are intended to help the state 
develop an overall policy for financing the delivery of health 
care services to the working poor. The committee recom­
mended that die state expand its Medicaid program to cover 
more women, children, and infants who cannot afford health 
carc. It also recommended that the state study ways to 
develop other public programs to increase health coverage 
for the indigent.

MISSOURI

In December 1989, Representative Gail L. Chatficld j 
proposed sweeping legislation to create the Missouri Univer­
sal Health Assurance Plan (HB 1127). The sponsor empha­
sized that u c  intent of the legislation is to provide increased 
health carc coverage to citizens who arc currently uninsured 
by restructuring the state's financing mechanisms so that 
individuals, businesses, and providers of health carc may all 
benefit. The proposed le islation would cover a range of 
options, including: mandatory employer coverage, direct 
st?te subsidies of individual premiums, and expansions of 
Medicaid. The basic premise behind the bill is to establish a 
Canadian style comprehensive health program with three 
guiding principles: universal access, cost containment, and 
quality assurance.
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The Canadian system mentioned above is perceived to 
have one of the best health care systems in the developed 
world. The model is best described as a single-payer public 
system providing affordable, universal coverage. Eachprov- 

: incc has its own system, although all provinces conform to 
basic rules of universality and accessibility.

The Missouri plan is intended to replace the patchwork 
of private and public insurance with a single state insurance 
program for which everyone is eligible and within which 
every resident will have access to a basic package of health 
carc services. The proposed plan would consolidate all of the 

| money presently being paid by private companies and indi­
viduals, as well as the state, federal, and local governments 
into a single fund. Finally, the plan contains quality assur­
ance provisions for constant monitoring and improvement of 
the quality of care.

O T H E R

Nearly 1.8 million residents of North Carolina cither 
have no health insurance or inadequate coverage. A task 
force of the North Carolina Institute of Medicine has pro­
posed creation of a comprehensive health-bcnefits plan that 
would represent the minimum level of insurance coverage to 
which all citizens would have access. The plan would include 
comprehensive coverage for primary care, particularly pre­
ventive services, but would provide for only 10 days of 
inpatient care in order for the coverage to remain affordable. 
The gross cost of the plan would be $1.4 billion, but institute 
officials contend that the net cost would be much lower -  
about $700 million -  because of savings resulting from 
reductions in cost shifting and out-of-pocket expenditures by 
the medically indigent.

In Washington state, a bill introduced late in 1989 
wojld create the Universal Health Access Program, based on 
the Canadian health care system. Nearly 700,000 people — 
15 percent of the population -  remain uninsured and unable 
to afford health services. Representative Dennis Braddock 
hopes that a universal health system will enable the state to 
combine and streamline the various health carc programs 
currently operated by the state with a price tag of $3 billion 
a year.

I 'K D i i l t . ' . ! .

Federal proposals also have addressed the issue of how 
to better protect uninsured, undcrinsurcd, and uninsurablc 
Americans.

The Pepper Commission, created by the now-repealed 
Medicare Catastrophic Coverage Act of 1988, is currently 
formulating recommendations on how to deal wi Ji the insur­
ance crisis, curb costs, and widen access to carc. Among the 
issues being discussed are the following: implementation of 
employer-paid health insurance for workers and dependents 
coupled with a new payroll tax to buy coverage for those 
lacking insurance; creation of a single government agency 
empowered to set rates for Medicaid and Medicare; and 
expansion of Medicaid. The ‘‘play or pay”  option already

has been embraced or proposed in some states, e.g., Massa­
chusetts, Colorado, Oregon, and Washington. However, 
critics fear it would hurt small firms and trigger unemploy­
m ent

The Social Security Advisory Council, a private sector 
panel studying the system, has until July 1990 to draft a 
report, with a final report on the health care system due to the 
Department of Health and Human Services by January 1991. 
The Council, unlike the PcpperCommission, hasnocongrcs- 
sional mandate, and no major changes or restructuring arc 
expected to be suggested.

Congress has passed several initiatives to expand Medi­
caid coverage. The current trend is to expand Medicaid 
whereby states arc able to address the health carc needs of 
pregnant women, infants, and children in low-incomc fami­
lies. Forty-one states have raised Medicaid income eligibil­
ity to at least the full federal poverty level. Of these, nine have 
increased their eligibility levels to the maximum allowed -  
185 percent of federal poverty.

LABOR/BUSINESS

The U.S. Chamber of Commerce, the National Associa­
tion of Manufacturers, and other business groups arc pushing 
for government action. Business representatives maintain 
that they ‘‘have done all we can do” to manage health carc 
costs. Employers realize that if they do not insure workers 
they pay dearly. They subsidize the cost of carc provided to 
workers whose employers do not provide health carc. The 
issue of health care costs is one of the most bitterly fought at 
the bargaining table, c.g, “ Baby Bell” contract, Pittston 
Coal Company strike.

Unions have played a major role in developing em­
ployer-based health carc coverage for working families. 
Until recently, such coverage provided access to care for 
most working Americans and their families. But the health 
insurance system has evolved during the past decade because 
of the shifting economy. Over the years, organized labor has 
fought to protect workers from increased health carc costs. 
However, only 29 percent of employers today offer 100 
percent reimbursement for health care, compared with 53 
percent just five years ago. A growing numberof workers are 
no longer provided family coverage or cannot afford high 
monthly premium contributions to insure spouses and chil­
dren. Working families arc now paying more for their health 
carc, if  they can afford to pay for it all.

In order to control skyrocketing costs, an AFL-CIO 
grassroots campaign seeks to develop a fivc-poini national 
health carc program that would: place a cap on all health carc 
expenditures, assure all Americans access tobasic health care 
services, invest in technology assessment, develop guides for 
physicians to consult in treating various conditions, and 
inform consumers about cost and quality of health carc 
services by making materials available to all consumers. 
Federation President Lane Kirkland has stressed that the 
AFL-CIO’s objectives arc to launch a “ combined federal- 
state program that will control health carc inflation, require 
all businesses to do their fair share in providing health care 
protection to employees, provide coverage for the poor and 
uncmp oyed, effectively monitor the quality of health carc,
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and eliminate unnecessary procedures."
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More Americans are paying more for their own health 
costs, according to the Employee Benefit Research Institute. 
Of 1.000 Americans surveyed, about 43 percent paid higher 
monthly premiums in the last two years; another 32 percent 
paid more fordcductiblcs; and about 40 percent paid more co­
payments and dcpcndent-covcragc costs. Critics argue that 
what wc do not need are programs that are little more than 
"band-aids,” stop-gap measures that moderate the inequi­
ties individuals now experience in die distribution and pro­
vision of medical care in our nation.

The question remains, where will responsibility lie? 
Policymakers at both the state and federal level continue to 
struggle with these issues. Is a national legislative solution 
the answer? Some argue that only a federal solution is equi­
table. On the other hand, federal proposals arc often charac­
terized as preemptive of state authority. States are wary of 
federal interventions dial strip state flexibility and displace 
state plans to deal with the problem. Arc individual state so­
lutions the answer? States arc in varying degrees of fiscal 
health. Many contend that piecemeal state solutions will fur­
ther hampcrcffcrts a t‘‘universality.’’ The debate continues, 
and states retain the authority to address their own needs and 
develop service systems designed to best respond to their 
unique circumstances.

\!/l ERNA1 i\ F. F U N D I N G  S O U R C E S  FOR C A R E  

OF i HE M E D I C A L L Y  INDIGENT

Medical indigency issues continue to dominate health 
carc agendas across the nation. Legislators feel pressure from 
a variety of sources to address the problem, including health 
carc advocates, business leaders, physicians, and hospitals, 
most notably public hospitals. The last few years have 
witnessed a shift in public policy approaches to meeting the 
needs of the medically indigent. The goal of presenting state 
information in ProjeclNotes has been to infonn state legislators 
of these approaches.

A variety of approaches have been proposed and imple­
mented to help solve the problem and legislators arc keenly 
aware that wha. works for one slate may not be acceptable or 
feasible in another. Proven and promising strategics states 
have used to control health carc costs while seeking alterna­
tive revenue sources to fund carc for the medically indigent 
arc highlighted in the April edition of ProjectNotes.

T E C H N I C A L  ASSISTANCE U P D A T E

The Medical Indigency Project has sponsored state tech­
nical assistance programs in Alaska, Colorado, Kansas, 
Nevada, Oklahoma, South Carolina, and Wisconsin. The 
April edition of ProjectNotes recaps these programs and tracks 
legislative activity surrounding the issue of medical indi­
gency in the state since the program presentation.
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The Health Services Program is currently compiling the 
seventh in a series of NCSL publications summarizing 
significant health care laws passed by the 50 states, com­
monwealths, and territories in 1989. The section on Medical 
Indigency will be previewed in the April edition of Pro­
jectNotes.

For further information , contact: 
Shclda L. Harden, Policy Specialist 

NCSL Health Services Program 
1050 17th Street, Suite 2100 

Denver, Colorado 80265 
(303) 623-7800
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MEDICAL INDIGENCY 
PROJECT

The National Conference of State 
Legislatures (NCSL) has a strong commit­
ment to assisting state legislatures with a 
variety of medical indigency issues. NCSL 
is assembling a consortium of funders to 
address the problems of medical indigency. 
The Colorado Trust and American Col­
lege of Emergency Physicians are the first 
to support the Medical Indigency Project. 
NCSL received a two-year grant from the 
Colorado Trust to assist state legislators in 
developing policies on health care for the 
medically indigent. The Colorado Trust is 
a private foundation established in 1985. 
Its primary mission is to promote and 
enhance the health and well-being of ail 
people, particularly the citizens of Colo­
rado. The American College of Emer­
gency Physicians strives to provide a uni­
fying direction t f purpose in the field of 
emergency mcd cine. The college pro­
vides information regarding the practice 
of emergency medicine and encourages 
training of emergency physicians, with the 
aim of improving emergency room carc.

The project conducts on-site techni­
cal assistance, publishes periodic reports, 
and maintains an information clearing­
house on innovative state programsof care 
for the medically indigent. The project 
also will produce three newsletters on is­
sues concerning the medically indigent. 
ProjectNotes is the first in a scries of reports 
on access to carc, financing, and the qual­
ity of health carc for the medically indi­
gent.

TECHNICAL ASSISTANCE

Technical assistance services offer 
legislatures program s tailored specifically 
to their sta te’s situation. A ssistance in the 
past has included special w orkshops, assis­
tance with drafting legislation, and special 
testimony.

A  num ber o f states have expressed an 
interest in technical assistance for 1989 - 
1990 on a variety o f topics related to the 
issue o f m edical indigency. R equests for 
technical assistance come, from states with 
large m edically indigent populations and 
slates that have experienced a recent in ­
crease in this group. States chosen to re­
ceive technical assistance are determ ined 
according to suite need, issue area, po ten ­
tial impact on the legislative process, and 
legislative interest. If your stale legislature 
is interested in more inform ation on tech­
nical assisuince program s concerning is­
sues affecting die medically indigent, please 
contact project staff.

PUBLICATIONS

T he M edical Indigency Project has 
produced a variety of publications and odier 
information resources on m ajor m edical 
indigency health policy issues. O ne copy 
o f each publication is provided upon re­
quest at no cost to stale legislators, legisla­
tive staff, and stale legislative libraries. 
Please contact N C SL 's Rook O rder D e­
partm ent at the num ber listed in die PVT 
section.
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INFORMATION 
CLEARINGHOUSE

The Medical Indigency Project and 
other health projects have developed an 
extensive information clearinghouse on a 
variety of health topics. The information 
clearinghouse guarantees legislators and 
legislative staff a quick, reliable, and knowl­
edgeable source of information when re­
search reports and legislation arc being 
formulated. NCSL's Health Services 
Program fields over 1,000 information 
requests a year from legislative offices, 
health departments, other health carc pro­
fessionals, and the media.

Requests cover a broad range of medical 
indigency topics, including: uncompen­
sated care, Medicaid eligibility and ex­
pansion, funding sources, health insurance 
regulation, risk pools, mandated health 
benefits, and state programs for the medi­
cally indigent. The resources of the Medi­
cal Indigency Project information clear­
inghouse may be accessed by contacting 
project staff.

MEETINGS 
AND SEMINARS

NCSL’s Annual Meeting and other 
seminars and conferences provide an op­
portunity to reach a large number of inter­
ested legislators. I lealth issues arc always 
among the most important sessionsat these 
meetings and draw large audiences. Infor­
mation on upcoming workshops will be in­
cluded in future editions of ProjectNotes.
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Alaska Permanent Fund Corporation
P.O. Box 4-1000 Juneau, Alaska 99802-4100 

(907) 465-2047

April 25,1990

The Honorable
Senator Johne Binkley
Co-Chairman, Senate Finance Committee
P. O. Box V
Juneau, AK 99811

Dear Senator Binkley:

You have posed several questions regarding HB 580 which consolidates the investments of several funds under a 
single corporation known as the Alaska State Investment Corporation. Your questions and my answers 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: The two organizations are not parallel in that there are several major differences as follows:

State Investment would be exempt from the Open Meetings Act.
The Permanent Fund is not.

State Investment would be exempt from the Administrative Procedures : i.
The Permanent Fund is not.

State Investment would be exempt from the State Procurement Act.
The Permanent Fund is not.

Two seats of State Investment’s board are appointed by other board members.
All seats on the Permanent Fund's board are appointed by the Governor. There is no "inbreeding".

State Investment staff accountability is not well defined. The board appoints an executive director 
responsible only for "board executive and administrative functions". (Not investment functions.) That 
board also appoints an assistant executive director called an "investment director" but assigns him no 
investment functions. Apparently the executive director cannot remove this assistant. This duality is 
confusing and will tend to both undermine the executive director and create tension within the 
organization.

The Permanent Fund has simple, straight lines of authority and accountability. The board appoints an 
Executive Director who hires his own staff. The Executive Director is accountable to the board for the 
performance of all functions.



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
under 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 organization 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, 199| 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 investing expenses for the past three years per your request.


