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Division of General Services 
550 West Seventh Ave., Suite 601 

Anchorage, AK 99501

STATE OF ALASKA

AMENDMENT t t  ISSUE DATE: O ctober 10, 2000

RFP CLOSING DATE & TIME: Wednesday, Novem ber 1.2000. 3 i00  p.m.
• • , » /» • •

LOCATION: 550 West Seventh Avenue, Suite 601, Anchorage, Alaska 
OFFERS ̂ RECEIVED,AFTER THE,DATE AND TIME-STATED ABOVE WILL N Q I BE

ALL QUESTIONS AND CORRESPONDENCE REGARDING THIS REQUEST FOR PROPOSAL SHOULD 
BE DIRECTED TO LORETTA DELK, C.P.M., AT THE ADDRESS ABOVE OR BY CALLING 269-0301,
FAX 269-0308 OR TDD 269-0312.

THIS AMENDMENT IS WRITTEN TO;
1. Change the RFP dosing date and time to read as Indicated above.

2. Change SECTION 1, paragraph 3 LEASE TERMINATION DATE to read: April 30. 2010.
3. Change SECTION 1, paragraph 4 INITIAL TERM OF LEASE to read; Approximately 9 years,
4. Change SECTION 1, paragraph 5 RENEWAL, first sentence to read: The State shall have the sole option 

to renew the lease for three (3) additional three (3) year periods.
5. Remove the PRICE OFFER PAGE and replace with the PRICE OFFER PAGE AMENDED, attached.

RFP 1W9-02OM4J5, Amendment M3 
P«*e 1 ofj

CONSIDERED.



. signed copy of this .monument must .company the Offer or be returned to the Issuing office prior to the 
lime set for dosing. This is a three (3) page amendment.

N o rth  S t a r  V e n tu re s  
Company Submitting Offer

Authorized Signature 
Edward M. Brown

RTT199V0200-1435, A a u td n u n t #3 
P » (C 2 of 3



P R I C E  O F F E R  P A G E

Am ended

PRICE OFFER: Offerors must enter a number on the “MONTHLY PRICE’ and ’MONTHLY 
RENEWAL REDUCTION’ below. Failure to indicate numbers below may be cause for the State to
reject the offer. }

"RENT PRICE”  OFFER! Forevaluation purposes the 'Monthly Price"will be multiplied 
by 108 months.

f  X 108 months = S
Monthly Price Rent Price Offer

MINUS (-^'MONTHLY RENEWAL REDUCTION” OFFER: Offerors mayofFera 
monthly rent price reduction during any renewal of the lease. For evaluation purposes the 
"Monthly Renewal Reduction" price will be multiplied by the number of months in the renewal 
options (108 months). Offerors should enter zero if no reduction is offered in the renewal 
years.

_________   X 108 months = $_(____________________)
Monthly Renewal Total Renewal Reduction

Reduction

GRAND TOTAL PRICE: $ _ ___________
This is the total of the "Rent Price Offer’ listed above minus (-) the 
Total Renewal Reduction’ listed above.
The ’GRAND TOTAL PRICE’ 
will be used for evaluation purposes.

RFP 1999-0200.1435, A ncndm in t *3
Foc« 3 of 3



Division of General Services 
550 West Seventh Ave., Suite 601 

Anchorage, AK 99501

STATE OF ALASKA

AMENDMENT *2 ISSUE DATE: O ctob e r4 , 2 0 00

RFP CLOSING DATE & TIME: October 25. J2P0 P. 3.ti0ip.m.
„  wmt~ !• * •

.LOCATION: 550 West SevenVj Avenue, Sulte> 601;, AncfiorBge, Alaska '
- OFFERS.RECEIVED AFTER THE PATE AND TIME STATED-ABOVE!'WILL1'^IQJ BE CONSIDERED.

ALL QUESTIONS AND CORRESPONDENCE REGARDING THIS REQUEST FOR PROPOSAL SHOULD 
BE DIRECTED TO LORETTA DELK. C.P.M.. AT THE ADDRESS ABOVE OR BY CALLING 269*0301. 
FAX 269-0306 OR TDD 260-031*
THIS AMENDMENT IS WRITTEN TO;
1. Change the RFP dosing date and time to read: Wednesday. October 25. 2000.3:00 p.m.

2. Inform offerors that there Is nfi requirement for an emergency standby generator.
3. Delete the tile size requirement for any ceramic tile offered, under the FLOOR COVERING 

paragraph in Amendment#!.
4. Delete linoleum as a resilient floor option, under the FLOOR COVERING paragraph.

AFP 1999-0200-1435, Amindment *2 
F*eti



State of Alaska 
Department o f Administration 
Division of General Sendees 
550 W  7th Avenue Soft* 601 
Anchorage, Alaska 9950]

F I R S T

C L A S S

M A I L

IMPORTANT: AMENDMENT TO REQUEST FOR PROPOSAL

BOnQ S33TAtHS 1YX3M30 ioco ««t ioa iyj si.’n  oo.to/tt



5. Ado me following Daily Service requirements to SECTION 1 - LEASE PROVISIONS paragraph 44J:
Clean and wet mop ell hard surface flooring or resilient flooring In all parts of the PUBLIC SERVICE 
SECTION, all common areas, entryways. elevator lobbies and corridors.
Spot dean and remove all spats and stains on carpel throughout the leased space.

6. Inform offerors that any vinyl wall covering provided shall be a minimum of type II.
7. Inform offerors that colors, patterns and type of flooring should hide soiling and heavy traffic patterns.
fl. Inform offerers that the Lessor must provide aggressive floor maintenance and dose monitoring of all 

flooring In the PUBLIC SERVICE SECTION, including but not limited to daily spoi deaninp, vacuuming and 
shampooing.

9. Inform offerors that there are no additional floor load requirements, besides those listed in the original 
RFP.

10. Inform offerors that separate public restrooms are not required for DMV customers.
11. Inform and dartfy to offerors that the ‘ public occupant load" listed lr SECTION 2-BUILDING 

REQUIREMENTS paragraph #16, PUBLIC RESTROOMS. Is the estimated walk-in customers using the 
DMV facility per hour. It Is the Offerors’ responsibility to assure adequate fixture counts to accommodate 
occupant load and meet all applicable codes for their facilities.

12. inform offerors that the maximum number of customers queued in line at any given time should not exceed
75. . . .

13. Inform offerors that the State wil provide connection to the WAN. No spedal or additional cabling/conduit 
is required for the WAN.

14. Inform offerers that Kodak microfilm supplies are norvharardous materials with no special storage, 
disposal or handling requirements. Current storage Is 8-10 cases of film.

15. Inform offerors that the State has no preferred manufacturer for furniture in the PUBLIC SERVICE 
SECTION.

16. Inform offerors that as-built drawings may be In AutoCAD Release. 14 or Release 2C00 or other forma* 
approved by the State.

17. Delete SECTION 1- LEASE PROVISIONS paragraph 38 INSURANCE REQUIREMENTS and replace it 
with the following paragraph 38:
33. INSURANCE REQUIREMENTS: Without limiting Lessor's indemnification, Lessor shall purchase 
insurance at its own expense and maintain It in force at alt times during the performance of services under 
this lease the following policies of insurance. Where specific limits are shown, ft is understood that they 
shall be the jninimum acceptable limits, If the Lessor's policy contains higher llmhs, the State will be 
entitled to coverage to too extent of such higher limits,
38.1 Proof of insurance is required for worker's compensation insurance. The Lessor shall provide and 
maintain, for all employees of the Lessor engaged in work undf r this lease, Worker's Compensation 
Insuranoe as required by AS 23,30,045. The Lessor will be responsible for Worker’s Compensation 
Insurance for any subcontractor who directly or Indirectly provides services under this lease. This 
coverage must include a waiver o f subrogation against the State of Alaska.

RFP 1999-0200-1435, AmcodmMt K2 
»«*•!



38.2 Proof of Bisurance Is required for commercial general liability Insurance with coverage limits not less 
than J1.000.000 combined single L'mlt per occurrence and annual aggregates where generally applicable 
The State of Alaska shall be named as additional Insured.
38.3 Proof of insurance is required for commercial automobile liability insurance with coverage for all 
owned, hired and non-owned vehicles with coverage limits not less than S500.000 combined single limit 
per occurrence. The State of Alaska shall be named as additional insured.
36.4 Proof of insurance Is required for property insurance, which covers the building in which the lease 
space is located, on a policy of all risk (including quake and flood)coverage insurance in an amount equal 
to the full replacement value of the building. Policy shall waive rights o f subrogation against the State of 
Alaska.
38.5 All insurance required under this Lease shall: (1) be issued by insurance companies authorized to do 
business in the State of Alaska with a rating of A/X or better as rated in the most recent edition of Best's 
Insurance Reports; (2) be issued as a primary coverage to any Insurance coverage or self insurance 
program carried by the State of Alaska; and (3) contain an endorsement and provide a Certificate^) of 
Insurance requiring thirty (3C) days' prior written notice from the insurance company to the State's 
Contracting Officer before cancellation, nonrenewal or material change in the coverage, scope, or amount 
of any poiicy.

13. Inform offerors that the State has no preference regarding location or type of HVAC units provided to meet 
the requirements of the Lease.
Add the following paragraph FORCE MAJEURE: (Imposslblity to perform) The contractor is not liable for 
the consequences of any failure to perform, or default In performing, any o f its obligations under this 
agreement, if that failure or default (s caused by any unforeseeable Force Majeure. beyond the control of 
and without the fault or negligence of the contractor. For the purposes of this agreement, Force Majeure 
will mean war (whether declared or not); revolution; invasion; Insurrection; riot; civil commotion; sabotage; 
military or usurped power; lightning: explosion; fire; storm; drought; flood; earthquake; epidemic; 
quarantine; strikes; acts or restraints of governmental authorities affecting the project or directly or 
indirectly prohibiting or restricting the furnishing or use of materials or labor required; inability to secure 
materials, machinery, equipment or labor because of priority, allocation or other regulations of any 
governmental authorities.

A signed oopy of this amendment must accompany the Offer or be returned to the issuing office prior to the
time set for dosing. This is a three (3) page amendment.

N o rth  S t a r  V e n tu re s Loretta Delk, C.P.M., Contracting Mgr.

Authorized Signature 
Edward M. Brown

RTF 1999-0200-1433, Amtidmeat #2 
Tagt3



2/15/01
AK

PERM.
FUND
2001





C a p ita l M a rk e ts  O u tlo o k  2 0 0 1

Alaska Permanent Fund Corporation 

Presentation to the House Finance Committee

February 15,2001



A g e n d a

“Capital Markets Outlook 2001” 
Alaska Permanent Fund Corporation Presentation

to the House Finance Committee
February 15,2001

Topics
Introductions

Capital Market Assumptions - 

Rate of return and risk expectations 

for the next 5 years for all asset classes

Outlook for stocks, bonds and real estate

Outlook for Fund growth and income

Looking in at the Fund from Outside - 

Observations from the APFC’s 

new Investment Advisors

Times P resenters
8:30 - 8:35 Clark Gruening, Chair, APFC Board of Trustees

Robert D. Storer, Executive Director, APFC

8:35 - 9:00 Michael O ’Leary, Executive Vice-President

Callan Associates

9:00 - 9:15 Allan Moore, Chief Investment Officer, APFC

9:15 - 9:25 Chris Phillips, Director of Finance, APFC

9:25 - 9:45 Allan Bufferd, Treasurer

Massachusetts Institute of Technology 

Robert Maynard, Chief Investment Officer 

Public Employee Retirement System of Idaho 

Jerrold Mitchell, Retired Partner 

Wellington Management Company

Legislators Q  and A 9:45 - 10:00



M i c h a e l  J. O ’Leary, Jr., C F A  

Executive Vice President 

Callan Associates

M i c h a e l  J .  O ’L e a i ' y  is an Executive Vice President and shareholder 

at Callan, Associates, where he is responsible for national oversight 

of Callan’s plan sponsor consulting practice. Throughout his career, 

Mr. O ’Leary has worked extensively with major corporate and 

public funds. He previously held a variety of management, research 

and analyst positions for major trust companies in Chicago and 

Hartford and headed the investment consulting practice at Mercer 

Asset Planning in Denver. Michael O ’Leary received his Bachelor’s 

degree from Fordham University and is a Chartered f inancial 

Analyst. Mr. O ’Leary has taught investments at the graduate level 

and is a frequent speaker before professional and industry groups.

♦

C a l l a n  A s s o c i a t e s  is an employee-owned corporation focused solely 

on investment consulting. Callan advises the Permanent Fund in 

selection and ongoing evaluations of managers across all major 

asset classes. The firm also conducts asset/liability and asset 

allocation studies on the Fund’s behalf. They advise the Fund on 

optimization of its management structure as well as on a wide 

variety of special projects, including securities lending, brokerage 

recapture programs, manager and custodial searches and 

alternative investments.



A la s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n  
I n v e s tm e n t  A d v is o r s

T he  A la s k a  P e rm a n e n t F u n d  C o rp o ra tio n  (A P F C ) In v e s tm e n t A d v is o ry  B o a rd  w as 
fo rm e d  in  F e b ru a ry  o f  2001 w ith  th e  pu rpose  o f  p ro v id in g  A P F C  T ru s tee s  fu r th e r  
in s ig h ts  in to  th e  in c re a s in g ly  com p lex  and  ch a n g in g  w o r ld  o f  in s t i tu t io n a l in v e s tin g . 
T he  th re e  a d v iso rs  im p a r t  spec ia l pe rspec tives  d ra w n  fro m  th e ir  p ro fe ss io n a l 
know ledge  in  th e  a reas o f  p o r tfo lio  m a n ag e m e n t, o v e ra ll m a n a g e m e n t o f  a la rg e  fu n d  
and  expe rience  w ith  an  e n d o w m e n t o r a t r u s t  fu n d . E ach  sea t h as  a te rm  o f  th re e  years  
and  these  te rm s  a re  s tagge red  to  ensu re  th a t  o n ly  one p o s it io n  e xp ires  a n n u a lly .

A l l a n  S .  B u f f e r d ,  as T re a s u re r  o f  th e  M a ssa chu se tts  In s t i tu te  o f  Techno logy, 
supe rv ises  asset m a n a g e m e n t a n d  in v e s tm e n t p o lic y  fo r  o ve r $7 b i l l io n  in  re t ire m e n t 
and  e n d o w m e n t fu n d  assets. In  1972 he  began  h is  lo n g  p ro fe ss io n a l te n u re  w i th  M IT , 
w h e re  he  a lso serves on th e  boa rds  o f  th e  M IT  C o rp o ra tio n  and  th e  M IT  R e tire m e n t 
P la n . P r io r  p ro fe s s io n a l expe riences in c lu d e  e n g in e e rin g  a n d  co rp o ra te  m a n ag e m e n t. 
H e  is  a tru s te e , d ire c to r  and  a d v is o r to  n u m e ro u s  o rg a n iz a tio n s , a n d  h o ld s  a D o c to ra te  
o f  Science degree fro m  M IT  as w e ll as a D o c to ra te  o f  J u r is p ru d e n c e  fro m  S u ffo lk  
U n iv e rs ity .  M r . B u ffe rd ’s A P F C  a d v is o ry  te rm  w i l l  e xp ire  in  F e b ru a ry  o f  2004

♦

R o b e r t  M .  M a y n a r d ,  P re s id e n t and  C h ie f  E xe c u tiv e  O ffic e r  o f  th e  Id a h o  P u b lic  
E m p loyee  R e tire m e n t S ys tem , a lso  lends  h is  in v e s tm e n t e xp e rtise  as a boa rd  m e m b e r 
to  n um erou s  in s t itu te s ,  fo u n d a tio n s  and  endow m en ts . M r .  M a y n a rd ’s lo n g  assoc ia tion  
w ith  A la s k a  began in  1976 w h e n  he c le rke d  fo r  th e  A la s k a  S up rem e  C o u rt and  la te r  
w o rke d  fo r  ove r a decade as an  a s s is ta n t a tto rn e y  g e n e ra l. F o r th re e  yea rs  M r . 
M a y n a rd  served  as D e p u ty  E x e c u tiv e  D ire c to r  o f th e  A la s k a  P e rm a n e n t F u n d  
C o rp o ra tio n . H e  g ra d u a te d  m a g n a  cum  la u d e  fro m  C la re m o n t M e n ’s C ollege, and  
rece ived  h is  D o c to ra te  o f  J u r is p ru d e n c e  fro m  th e  U n iv e rs ity  o f  C a lifo rn ia  D a v is  L a w  
School. M r .  M a y n a rd ’s a d v is o ry  te rm  w i l l  e x p ire  in  F e b ru a ry  o f  2003.

♦

J e r r o l d  M i t c h e l l  is  p a r tn e r  a n d  fo u n d e r o f  th e  W e llin g to n  M a n a g e m e n t C o m p an y  o f 
Boston, M a ssa ch u se tts  and  serves as an in v e s tm e n t a d v iso r and  tru s te e  fo r  a n u m b e r o f 
la rg e  fu n d s . H e  p re v io u s  w o rk e d  as a spec ia l a s s is ta n t to  th e  d ire c to r  o f  the  O ffice  o f  
F o re ig n  D ire c t  In v e s tm e n ts  in  W a s h in g to n , D .C . and  as a n  a n a ly s t a n d  le n d in g  o ff ic e r 
fo r  C it ib a n k . M r .  M itc h e ll h o ld s  a M a s te rs  o f  T h e o lo g ica l S tu d ie s  fro m  H a rv a rd  
D iv in i ty  School, a D o c to ra te  o f  J u r is p ru d e n c e  fro m  H a rv a rd  L a w  School, a n d  h is  
bach e lo r degree is  fro m  Y a le  U n iv e rs ity ,  w h e re  he  g ra d u a te d  m a g n a  cum  laude . H e  is  
p u rs u in g  a d oc to ra te  o f  d iv in i t y  a t  th e  E p isco p a l D iv in i ty  School. M r .  M itc h e ll w as 
c o n tr ib u t in g  e d ito r  o f  F in a n c ia l W o r ld  M a g az in e , and  has a u th o re d  n u m e ro u s  a rt ic le s  
on in v e s tin g . H e  be longs to  A sso c ia tio n  fo r In v e s tm e n t M a n a g e m e n t a n d  R esearch, the  
B oston  S e c u rity  A n a ly s ts  S oc ie ty  a nd  th e  D is t r ic t  o f  C o lu m b ia  B a r. M r . M itc h e ll ’s 
a d v iso ry  te rm  w i l l  e x p ire  in  F e b ru a ry  o f  2002.



2001 Cap ita l M arke t 
Outlook

Alaska Legislative Finance 
Committees

M ic h a e l  O ’L e a r y ,  C F A  

E x e c u t iv e  V ic e  P r e s id e n t  

C a l l a n  A s s o c ia te s  I n c .



Agenda

•  R e v i e w  l o n g  t e r m  c a p i t a l  m a r k e t  h i s t o r y

S  s t o c k s  

S b o n d s

S  6 0 / 4 0  c o m b i n a t i o n  w i t h  s y s t e m a t i c  s p e n d i n g

•  E c o n o m i c  s e t t i n g

•  R e c e n t  m a r k e t  p e r f o r m a n c e

•  C a l l a n ' s  5  y e a r  p r o j e c t i o n s
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Number of periods with returns < 0%: 136 
Number of periods with returns > 3%: 103 
Total number of 3-year periods: 287
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The Curren t E conom ic Environm ent
U . S .  e c o n o m y  s e t  a  r e c o r d  i n  M a r c h  2 0 0 0  f o r  t h e  l o n g e s t  

e x p a n s i o n  i n  U S  h i s t o r y ,  a n d  G D P  r e c o r d e d  i t s  l a r g e s t  a n n u a l  

g a i n  s i n c e  1 9 8 4 .  

I n f l a t i o n  a n d  u n e m p l o y m e n t  r e m a i n  a t  3 0 - y e a r  l o w s .  

H o w e v e r :

S  C o n s u m e r s  a r e  s c a r e d .

S  T h e  s t o c k  m a r k e t  i s  d o w n .

S  T h e  s a v i n g s  r a t e  h a s  f a l l e n  f r o m  8 %  t o  - 1 % .

S  C o n s u m e r  d e b t  h a s  r i s e n  f r o m  7 6 %  t o  9 4 %  o f  d i s p o s a b l e  i n c o m e .  

S  E n e r g y  p r i c e s  a r e  u p .

S  T h e  t r a d e  g a p  i s  h i t t i n g  r e c o r d s .

S  I n v e s t m e n t  i s  s l i p p i n g .

S  S o m e  m a n u f a c t u r i n g  i s  a l r e a d y  i n  r e c e s s i o n .



G row th  Fell O ff Q u ick ly  in the Second
H a lf o f 2000

( R e a l  G D P  G r o w t h  -  a n n u a l  p e r c e n t  c h a n g e )
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Consum ers H ave  Been on  a Spending
Spree

( P e r c e n t a g e  C h a n g e ,  A n n u a l  R a t e )

n a \
C o n s u m p t i o n D i s p o s a b l e  I n c o m e



Saving P lunges as W ea lth  H its a
R ecord  H ig h

( P e r c e n t  o f  I n c o m e )
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Consum ers H av e  Certain ly  Been  
W atch ing  the M arke t
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Inflation W ill Decelerate A s the
E conom y Softens

( P e r c e n t  C h a n g e  F r o m  a  Y e a r  E a r l i e r )
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O il Prices A re Still L ow  in Real Term s
T h e  P r i c e  P e a k  M a y  A l r e a d y  B e  B e h i n d  U s

( $ / b a r r e l ,  r e f i n e r s  a c q u i s i t i o n  p r i c e  a n d  d e f l a t e d  b y  C P I )
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The Fed W ill L oosen  Q u ick ly
N o  L o n g e r  A  Q u e s t i o n  o f  " I f "  B u t  " W h e n "

( P e r c e n t )

Federal Funds Rate 10-Year Treas. Yield



Cap ita l M arkets C on fron t the L aw  of
G rav ity

1 9 9 9  R e t u r n s  2 0 0 0  R e t u r n s

C a l l a n  B r o a d 2 2 . 7 4 - 9 . 7 9

S & P  5 0 0 2 1 . 0 4 - 9 . 1 0

C a l l a n  S m a l l 3 3 . 8 7 0 . 2 3

R u s s e l l  2 0 0 0 2 1 . 2 6 - 3 . 0 2

E A F E 2 6 . 9 6 - 1 4 . 1 7

N A S D A Q 8 6 . 1 0 - 3 9 . 1 8

L B  A g g - 0 . 8 2 1 1 . 6 3

S B  N o n - U S - 5 . 0 7 - 2 . 6 3

14



Returns by P /E  Decile

Ranking by 1971-1997 1998-1999 2000
Group* P/E Ratio Annualized % Annualized % %

1 100 Lowest P/E Stocks 19.2 6.9 23.7
2 18.1 3.2 15.7
3 17.8 -4.3 19.5
4 i5.9 -0.1 32.3
5 14.0 12.9 6.5
6 11.2 36.3 -9.0
7 10.6 38.9 -5.4
8 7.9 71.9 -11.7
9 7.1 93.3 5.8
10 100 Highest P/E Stocks 7.8 116.6 -26.6

1-10 S p re a d : 11.4 -109.7 50.3

* Top 1000 Largest Companies Sorted by Price/Earnings Ratio

Data Source: Fortl Data Services and Boston Partners Asset Management



Cap ita l M arket Pro jection  Process

E v a l u a t e  t h e  c u r r e n t  e n v i r o n m e n t  a n d  e c o n o m i c  o u t l o o k  f o r  

t h e  U . S .  a n d  o t h e r  m a j o r  i n d u s t r i a l  c o u n t r i e s .

E x a m i n e  t h e  r e l a t i o n s h i p s  b e t w e e n  t h e  e c o n o m y  a n d  a s s e t  

c l a s s  p e r f o r m a n c e  p a t t e r n s .  I n f l a t i o n ,  i n t e r e s t  r a t e s ,  

c o n s u m e r  s e n t i m e n t  a n d  k e y  c o m p o n e n t s  o f  G D P  g r o w t h  

s u c h  a s  p r o d u c t i v i t y  a r e  o f  p a r t i c u l a r  i n t e r e s t .

E x a m i n e  r e c e n t  a n d  l o n g - r u n  t r e n d s  i n  a s s e t  c l a s s  

p e r f o r m a n c e ,  a n d  c r e a t e  r i s k ,  r e t u r n  a n d  c o r r e l a t i o n  

p r o j e c t i o n s  b y  b l e n d i n g  d e s c r i p t i v e  a s s e t  c l a s s  c h a r a c t e r i s t i c s  

w i t h  c a p i t a l  m a r k e t  i n s i g h t  a n d  e c o n o m i c  a n a l y s e s .

T e s t  t h e  p r o j e c t i o n s  f o r  r e a s o n a b l e  r e s u l t s  u s i n g  t h e  

o p t i m i z e r  a n d  f i n e  t u n e  t h e  e s t i m a t e s .



W e Still Exam ine Stock Fundam entals
( . . . a l t h o u g h  w e  w e r e  s t a r t i n g  t o  w o n d e r )

•  P / E  r a t i o s  h i t  a s t o u n d i n g l y  h e i g h t s ,  a n d  a r e  i n c o n s i s t e n t  

w i t h  l o n g - t e r m  i n t e r e s t  r a t e s

m a r k e t s  m a y  s t i l l  b e  o v e r v a l u e d  ( b u t  m a n y  s t o c k s  a r e  

b e c o m i n g  r e a s o n a b l y  p r i c e d )

- >  p r i c e  d e p r e c i a t i o n  d u r i n g  2 0 0 0  w a s  h a s t e n e d  b y  w e a k e n i n g  

e a r n i n g s  ( o r  e v e n  w e a k e n i n g  e x p e c t a t i o n s )

- >  i t  i s  s t i l l  d i f f i c u l t  t o  m a k e  m o s t  q u a n t i t a t i v e  m o d e l s  j u s t i f y  

e x p e c t e d  r e a l  r e t u r n s  i n  t h e  n e a r  f u t u r e

•  W e  r e t a i n  o u r  b i a s  t o w a r d s  l o n g - r u n  a v e r a g e s

•  A t  t h e  s t a r t  o f  2 0 0 0 ,  o u r  p r o j e c t i o n s  w e r e  t o o  c o n s e r v a t i v e ,  

y e t  b y  t h e  e n d  o f  t h e  y e a r  w e  w e r e  t o o  o p t i m i s t i c . . .
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Are Equity Prices Becoming Re-connected
Their Underlying Value?
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Dom estic Fixed Incom e

■ao

H
3CC

<

22%

20%

18%

16%

14%

^  12% 
c

Lehman Aggregate Index 5 Year Returns vs. Lagged Yield to M aturity

F iv e  Y e a r  A n n u a l iz e d  R e tu rn  ( t )  

Y ie ld  to  M a tu r i t y  ( t - 5 )

V

o%

W 'V

ft xf>
s^ 7 &

& f t3

22%

20%

18%

16% 9ooooo
14% ,3

12%
£

10%

8%

6%

4%

2%

0%

L.
3w3w
C

<4-J

"a
>

2 0



2001 C ap ita l M arket Projections

Asset Class Index
Projected Annual 

Return
Projected Standard 

Deviation (Risk)
2001

"Sharpe" 2000 Projections
2000

"Sharpe"
Equities
Broad Domestic Equity CAI Broad 9.20% 16.20 0.25926 9.20 16.20 0.25926
Large Cap S&P 500 8.90% 15.00 0.26000 8.90 15.00 0.26000
Small Cap CAI Small 10.40% 25.00 0.21600 10.40 25.00 0.21600
International Equity EAFE 9.80% 21.50 0.22326 9.75 21.50 0.22093

Fixed Income
Domestic Fixed LB Agg 6.45% 5.30 0.27358 6.70 5.50 0.30909
Non USS Fixed SB Non US 6.25% 9 80 0.12755 6.50 10.00 0.15000

Other
Real Estate CRES 8.30% 16.50 0.20000 8.30 16.50 0.20000
Alternative Investments VECO PVCI 12.00% 36.00 0.19444 11.50 36.00 0.18056
Cash Equivalents T-bill 5.00% 0.70 5.00 0.70

Inflation CPI-U 3.25% 1.90 3.25 1.90



W hat C an  G o  W rong?  
Risks on  the H o r iz on

E n e r g y  s h o r t a g e  w o r s e n s  a n d  f o r c e s  l a r g e  s c a l e  

l a y - o f f s .

C o n s u m e r s  h a v e  d i f f i c u l t y  p a y i n g  f o r  p a s t  

e x t r a v a g a n c e .

T h e  d o l l a r  f a l l s  s h a r p l y  a s  c a p i t a l  i n f l o w s  s h r i n k  

( a n d  t h e  t r a d e  d e f i c i t  d o e s  i t s  d a m a g e ) .

L o n g  t e r m  i n t e r e s t  r a t e s  r i s e  w i t h  t h e  p a s s a g e  o f  

l a r g e  t a x  c u t s .

Oil



Efficient M ixes 
Equities Constra ined To 60%

C u r r e n t  l i m i t  b y  s t a t u t e  i s  5 5 %  &  5 %  b a s k e t  c l a u s e

ASSET MX ALTFMNAT1\'ES
Hjrtfolio

Cotrponent Target Mx
Minimum

Allocation

Maximum

Alhxxtlion Mx 1 i\Ex2 M x3 Mx4 M x5 M x 6 M x 7 Mx 8
Broad Duiustic Et|uily 37% 0% 100% 16% 21% 27% 34% 40% 41% 37% 19%
International lijiiily 16% 0% 100% 4% 6% 9% 12% 15% 19% 23%: 41%
Domestic Fixed Inconc 35% 0% i(X)% 64% 62% 53% 43% 33% 25% 10% 0%
Non-LS Fixed Inccnc 2% 0% 100% 7% 6% 6% 5% 4% 0% 0% 0%
Itetl Eskue 10% 0% 100% 3% 4% 5% 6% 7% 15% 30% 40%
Gish Equivalents 0% 0% 100% 6% 0% 0% 0% 0% 0% 0% 0%

Total 100% 100% 100% 100% 99% 100% 1(X)% 100% 100%

Annul) Rctim 8.2% 7.0% 7.3% 7.6% 7.9% 8.2% 8.5% 8.8% 9.1%
Slandarrl lX‘\ialiun_____ 10.6%__________________________ 6.0% 6.9% 8.0% 9.3% Ift6% 121% 13.8% 15.8%

Total Eqiity 20% 27%. 37%. 46% 55% 60% 60% 60%;

Mixes 7 & 8 are clearly not viable as the proportions allocated to international equities 
and real estate become excessive. The optimizer had to use these asset classes to 

achieve higher return alternatives. The target mix & mix 5 have essentially the same 
■■ risk/return profile.
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Efficient Frontier w ith  a 60%  M ax im um  
Equ ity  Constra in t

E L

9 .5 0 %

9 .0 0 %

8 .5 0 %

8.00%

7 .5 0 %

7 .0 0 %

6.50% .

Mix
8

Mix
7

Mix
5

Mix
6

J

Mix
3

Mix
4

Mix
•>

Mix
1

— A  -  E ff ic ie n t F ro n tie r

T a rg e t M ix

5 .0% 7.0%; 9.0%. 11.0%. 13.0%.

S tanda rd  D e v ia tio n

15.0% 17.0%.
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Range of Returns O ver 1 Year Periods

4 5 %  

3 5 %  

2 5 %  

15% 

5 %  

- 5 %  

-15%

5 H i

251 h 

5 0  th  

7 5 th

9 5  th

Range of 1 Year Returns

Percentile Target Mix Mix 1 Mix 2 Mix 3 Mix 4 Mix 5 Mix 6 Mix 7 Mix 8
5th n m 17.3% 19.3% 21.6% 24.2% 27.1% 30.1% 33.7%' 38.0%
25th 15.5% 11.1% 12.1% 13.1%. 14.3% 15.6% 16.9% 18.4% 20.1%
50th 8.2% 7.0 % 1 3 % 7.6% 7.9%) 8.2%) 8.5% 8.8%) 94 %
75th 1.3% 3.0% 2.7% 2.3% 1.8% 1.3% 0.7% 0.0% -0.9%
95th -7.8%. -2.4% -3.5% -4.8% -6.3% -7.9% -9.5% -11.5% -13.8%

Gil
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Range of Returns O ver 5 Year Periods

4 5 %  

3 5 %  

2 5 %  

15% 

5 %  

- 5 %  

-15%

5 th

9 5  th

Range of 5 Year Returns

Percentile Target Mix Mix 1 Mix 2 Mix 3 Mix 4 Mix 5 Mix 6 Mix 7 Mix 8
5th 16.2% 11.5% 12.5% 13.7% 14.9% 16.3% 17.7% 19.3% 21.2%
25th 11.4% 8.8% 9.4% 10.0% 10.7% 11.4% 12.2% 13.0% 13.9%
50lh 8.2% 7.0% 7.3% 7.6% 7.9% 8.2% 8.5% 8.8% 9.1%
75th 5.1% 5.2% 5.2% 5.2% 5.1% 5.1% 4.9% 4.8% 4.5%
95th 0.7 % 2.7% 2.3% 1.9% 1.3% 0.7% 0.0 % -0.8% -1.8%



A l a s k a  P e r m a n e n t  F u n d

O u t lo o k  f o r  s t o c k s , b o n d s  
an d  re a l e s t a t e

A l l a n  M o o r e ,  C h i e f  I n v e s t m e n t  O f f i c e r  

A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

H ouse F inance C om m ittee  
F eb ruary  1 5 , 2 0 0 1

fllasha Permanent Fund



F u n d  a s s e t  a l l o c a t i o n
D e c e m b e r  3 1  A c t u a l

$ 1 3 . 2

Billion

$ 1 0 . 9

Billion

$ 2 . 7

Billion

Asset Allocation
Equities: 5 3 %, ± 5 % 

Fixed
Income: 3 7 %, ± 5 % 

Real Estate: 1 0 %, ± 2 %

■  E quities □  Fixed In com e Real E sta te

RlasHa Permanent Fund Corporation



E q u i t y  p o r t f o l i o
$ 3 . 1

Billion
$ 1 . 2  J

Billion

$ 4 . 1

Billion

Equities Allocation
Domestic: 3 7 %, ± 7 % 

International: 1 6 %, ± 5 %

Decem ber 31 Actual

D o m e s t i c :  3 3 %  

I n t e r n a t i o n a l :  1 6 %

$ 4 . 9  Billion
B D om estic A ctive d  D om estic Passive
B In te rn a tio n a l Passive B In te rn a tio n a l Active

Alaska Permanent Fund Corporation



C a p i t a l i z a t i o n  s i z e
D e c e m b e r  3 1

$4 . 0

Billion

$ 3 . 3

Billion
■ LC Passive 
■ SC Passive

Cap Size Allocation
Larger Cap: 8 0 %, ± 1 0 % 

Smaller Cap: 2 0 %, ± 1 0 %

$ 0 . 8

Billion

$ 0 . 8

Billion

□ LC Active 
■ SC Active

Decem ber 31 Actual

L a r g e r  C a p :  8 2 %  

S m a l l e r  C a p :  1 8 %

Dlasha Permanent Fund Corporation



I n t e r n a t i o n a l  e q u i t i e s
$ 2 . 6

Billion International Allocation
Developed: 8 5 %, 7 0 -1 0 0 % 
Emg Mkts: 1 5 %, ± 1 0 -1 5 %

$ 0 .5
Billion

Billion

Dev Active Passive □ Emg Mkts 
Dev Passive

Decem ber 3 1  Actual

D e v e l o p e d :  8 9 %  

E m g  M k t s :  1 1 % *

* 1 . 8 %  o f  F u n d

ent Fund Corporation11586107



9 0 0

8 0 0

7 0 0

6 0 0

5 0 0

4 0 0

3 0 0

200
100

0

5

E q u i t i e s  b y  c o u n t r y
8 5 8 8

( in  $ m illio n s )

I  i  B l n
D e c e m b e r  3 1  A c t u a l

B
□

B
B
□

□

B
B
m

□
□

□

U . S .
U .K .

J a p a n

F r a n c e
N e t h e r l a n d s
G e r m a n y

S w i t z e r l a n d
I ta ly

B e r m u d a

S p a i n

A u s t r a l i a

F i n l a n d

H o n g  K o n g

S w e d e n

C a n a d a
M e x i c o

K o r e a

B r a z i l

S i n g a p o r e
All O t h e r

fllasho Permanent Fund Corporation



A P F C  v s  M S C I  W o r l d  I n d e x
6 5 %I I 4 8 %

12%
APFC □ World

D e c e m b e r  3 1  A c t u a l

' * * / / / / + * / / / / / / / / / / / / /

filasha Permanent Fund Corporation



M o v in g  t o  N e w  B o n d  B e n c h m a r k
4 5 %
4 0 %

3 5 %
3 0 %
2 5 %20%
1 5 %10%

5 %0%
Treasuries Agencies Corporates Mortgage-

Backed
□  G overnm ent/Credit B A ggregate

Rlashs Permanent  Fund Corporation
Source: Lehman Brothers data; APFC analysis



M o v in g  t o  N e w  B o n d  B e n c h m a r k
($ in millions)

$ 2 , 5 0 0  

$ 2 , 0 0 0  

$ 1 , 5 0 0  

$ 1 , 0 0 0  

$ 5 0 0  

$0
Treasuries Agencies Corporates Mortgage-

Backed
□  G overnm ent/Credit n  A ggregate

2 Rlasha Permanent  Fund Corporation
Source: Lehman Brothers data; APFC analysis
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A l a s k a  P e r m a n e n t  F u n d

F in an c ia l o u t lo o k  f o r  Fund  
g r o w th  a n d  in c o m e

C h r i s  P h i l l i p s ,  D i r e c t o r  o f  F i n a n c e  

A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

H ouse F inance C om m ittee  
F eb ruary  1 5 , 2 0 0 1

fllasha Permanent Fund Corporation



P e r m a n e n t  F u n d  m a r k e t  v a l u e
3 0  j

The market
2 5value of the

Permanent Fund 2 0

is currently
$26.2 billion 1 5

1 0It consists of
two parts: 5

principal and
income 0

$ billions

Incom e
(in the Earnings 
Reserve Accou nt)

Principal

Total Fund as of Dec 3 1 , 2 0 0 0

P g 2 Alaska Permanent Fund Corporation



P e r m a n e n t  F u n d  p r in c ip a l
2 0

The j\laska 
Permanent 
Fund principal 15
is protected by 
the Alaska 10
Constitution

The Legislature 5
may not spend
■ a

Special
Appropriations

 i J

$2 0 . 2  billion as of Dec. 3 1 , 2 0 0 0

Dedicated O il 
Revenues

Inflation- 
Proofing^

Pg3 Alaska Peimanenf Fund Corporation



P e r m a n e n t  F u n d  i n c o m e
As provided by law, 
all income from the 
Permanent Fund's 
investments is 
deposited into the 
Earnings Reserve 
Account in the 
Permanent Fund

It is retained there 
until appropriated 
by the legislature

6

5

4

2

1

0

$  b i l l i o n s

U n r e a l i z e d
I n c o m e

R e a l i z e d
I n c o m e

E a r n i n g s  R e s e r v e :  $ 6  B i l l i o n  

D e c  3 1 ,  2 0 0 0

P g 4 Alaska Permanent Fund Corporation

a s  o f



P e r m a n e n t  F u n d  p r o j e c t i o n s

FY
77-951
96
97
96
96
00

01

02
03

06
06
07
06
09
10

FYBegn
Balance

PRINCIPAL

Dadceted
Appro Stale Inflation- FYEnd
riations Revenues Proofing Balance

0
13,670
16,206
17,828
18,516
19,001

4,006
1,064®
829®
35®
41
281®

5,447
254
308
230
155
310

4>217
407
486
423
288
423

13,670
15205
17,828
18,518
19,001
20,015

i

21,060
22,068
23,089
24,123
25,178
2 5 2 1 1

27,273
28,363
29,481

22
23
25
27
30
32
35
37
40

291
271
249
236
179
171
162
152
142

695
727
759
793
825
868
893
928
964

22,068
23,089
24,123
25,178
2 5 2 1 1

27,273
2P,J63
29,481
35628

20 42,693
CuniativeTotate

78 1,393 44252

P g 5

as of December 31, 2000
INCOME

Statutory Distributions of Statutory I rooms 
Net Net I relation- General

Income® Income Dividends Prating Fird

PamirvK HnQYiTi Lif Ifllyb nK*S\c

Realized Unrealized

12,320
1,814
3,149
3,435
2,148
2249

12,285
1,769
2,036
2,596
2,544
2,222

5350
643
747
893
1,015
1,172

4,217
407
486
423
288
423

233

1
1
3
3

Net FYEnd Net FYEnd
_Chciic|e_Balanoe____Qhange__Balancê

1,202
(1,098)

3
1,282
1,201
382

1,202
101
107
1,389
2590
2972

2,139
2̂ 41
2,364
2,477
2,606
2,735
2,370
3,009
3,154

4,966

65.092

~ . *'
2,077,
2,176 
2285 
2,404 
2,528 
2,653 
2,782 
2,916 
3,065

4,786

35 
2,049 
1,085 
802 

(430) 
J12L

35
2,064
3,169
5971
5541
5529

RBHHHHBI9I 
(1,096) 2^33

b h l
64,073

1,167 695 216 3,016 40 2,473
1,123 727 326 5342 42 2,515
1,096 759 430 5772 44 2,558
1,115 793 496 4,268 46 5601
1,201 825 499 4,767 48 2,652
1,265 858 529 5,297 51 2,703
1,328 893 561 5858 53 2,756
1,395 928 593 5451 56 2,812
1,463 964 628 7,079 58 2,870

2,306 1,303 1,007 15705 91 5623

MA Mimi,021

FY
77-95
96
97

99
03

o '
02
03
01
05
06
07
06
09
10

Alaska Permanent Fund Corpcrarion

TOTAL
FUND

(5)

FYEnd
Balance
14,907
15393
21,101
25876
25132
25516

27,557
25946
35453
32,050
35631
35273
35977
35743
40,576

65581
KAi _



4 5  

4 0  

3 5  

3 0  

2 5

FY0 1  FY0 2  FY0 3  FY0 4  FY0 5  FY0 6

Top quartile $2 9 . 4 $3 1 . 6 $3 3 . 5 $3 5 . 8 $3 7 . 8 $4 0 . 3

Medic..) $ 2 7 . 7 $ 2 8 . 7 $ 2 9 . 8 $ 3 1 . 6 $ 3 2 . 9 $ 3 4 . 5

Bottom quartile $2 5 . 6 $2 5 . 8 $2 6 . 9 $2 7 . 9 $2 8 . 6 $3 0 . 2

pgr. Alaska Permanent Fund Corporation

Range of market value 
FY01 -  FY06

$ billions

l------------------------r



Range of principal balance 
FY01 -  FY06

2 7  

2 6  

2 5  

2 4  

2 3  

2 2  

2 1  

2 0

Top quartile $2 0 . 7 $2 1 . 7 $2 2 . 9 $2 4 . 0 $2 5 . 1 $2 6 . 1

Median $ 2 0 . 7 $ 2 1 . 6 $ 2 2 . 6 $ 2 3 . 4 $ 2 4 . 4 $ 2 5 . 5

Bottom quartile $2 0 . 7 $2 1 . 5 $2 2 . 4 $2 3 . 0 $2 3 . 8 $2 4 . 7

Pg7  Aiaska Permanent Fund Corporation

$ billions

FY0 1  FY0 2  FY0 3  FY0 4  FY0 5  FY0 6



Range of statutory net income 
FY01 -  FY06

5  

4

3

2  

1

FY0 1  FY0 2  FY0 3  FY0 4  FY0 5  FY0 6

Top quartile $2 . 8 7 $3 . 1 6 $3 . 3 8 $3 . 6 5 $3 . 7 6 $4 . 1 0

Median $ 2 . 3 8 $ 2 . 2 7 $ 2 . 3 6 $ 2 . 6 3 $ 2 . 7 1 $ 2 . 8 9

Bottom quartile $1 . 8 7 $1 . 5 0 $1 . 5 7 $1 . 7 2 $1 . 7 1 $1 . 8 6

P g 8 Alaska Permanent Fund Corporation



Range of total earnings reserve 
FY01 -  FY06

1 3

1 1

9

7

5

3

1 5

$ billions

------------------1------------------------ 1------------------------1------------------------1------------------------ i------------------

FY0 1  FY0 2  FY0 3  FY0 4  FY0 5  FY0 6

Top quartile $8 . 6 4 $1 0 . 0 0 $1 1 . 0 7 $1 2 . 6 3 $1 3 . 2 6 $1 4 . 4 5

Median $ 7 . 0 0 $ 7 . 1 8 $ 7 . 2 1 $ 7 . 8 0 $8 . 3 8 $ 9 . 2 5

Bottom quartile $4 . 8 5 $4 . 2 3 $4 . 0 6 $4 . 1 8 $3 . 9 4 $3 . 9 8

Alaska Pefmanenl  Fund Corporation



Range of per capita dividend 
FY01 -  FY06

2 . 9 0 0

2 . 7 0 0

2 . 5 0 0  

2 , 3 0 0  

2 , 1 0 0

1 . 9 0 0

1 . 7 0 0

1 . 5 0 0 ----------------- 1----------------------- 1------------------------r

FY0 1  FY0 2  FY0 3  FY0 4  FY0 5  FY0 6

Top quartile $2 , 1 4 0 $2 , 3 2 0 $2 , 4 0 0 $2 , 5 0 0 $2 , 6 7 0 $2 , 8 5 0

Median $ 2 , 0 5 0 $ 2 , 0 6 0 $ 2 , 0 0 0 $ 2 , 0 4 0 $ 2 , 0 9 0 $ 2 , 1 2 0

Bottom quartile $1 , 9 6 0 $1 , 8 8 0 $1 , 7 1 0 $1 , 5 5 0 $1 , 5 3 0 $1 , 5 6 0

masks Permanent Fund Corporation
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ffieit Fund
f A h J C E  - ^ P E R M A N E N C EP R O F E S S I O N A L I S M ,

i DIVIDENDS> COMTA

D a i l y  u n a u d i t e d  p o s i t i o n

as o f M arch 0 1 ,2 0 0 0

Fixed Income 3 7 * 4 io ,i3 i,< o o ,o o o

U.S.Eouibes 3 3 * 49,443,70O t̂XIO

tlon -U .S . Eaui&es 1 9 * 43,259,700,000

P *U E ;h fe 8 * 4^320,400,000

A l u lM  CDs 1 * 4143,0001000

12222123

Non U.S. Equities

R.aska Permanent Fund Corporation

INVESTMENTS

M arch  0 2 ,2 0 0 0

■  March Board of T rustees M eeting

FEBRUARY 38 -T h e  A la s k a  Perm anent Fund 
C o rpo ra tion  Board of T rus tass  m eeting Is schedu led  
fo r  tw o  days  in W as illa  on W edne sday, M arch Sth and 
Thu rsda y, M areh 9 th , beg inn ing at 1 p.m . The pub lic  Is 
Inv ited  to  a tten d  the  Board m eeting , and th e  agenda 
will p rov id e  an o p p o ttu n iiy fo r  pu b lic  com m ent and 
p a rtic ip a tio n , (agenda)

■  APFC Seeks D irecto r of 
Adm in istra tion

FEBRUARY 18 -T h e  A la s k a  P etm anent Fund 
C o rpo ra tion  (APFC) se e ks  e p p lica n ts  lo r  th e  pos ition  
o f D ire c to r of A dm in is tra tion . This regu la r, fu ll-tim e , 
exem pt pos ition  is  loca ted  in June au , and rece ive s  all 
S ta te  o f A la s k a  em ployee b e n e fits . In itia l sa la ry  
468 ,280  - 3 3 8 ,7 5 0  range depending on qua lif ica tions  
I  expe rience .

c o n t i n u e  (T )

■  S tuden t Investm ent Fund Rep Visits 
APFC

FEBRUARY 1 7 -J a s „n  C a rro ll,Y ice  President of 
Public R e la tions fo r  the U n iv e rs ity o f A laska , 
Fa irbanks S tuden t Inves tm ent Fund v is ite d  the 
A la s k a  Permanent Fund C orpora tion  on Feb rua ry  17. 
In add ition  to obse rv ing th e  Fund 's  ea rlym o n tin g  
trad ing  a c t iv ity  end m eeting in ves tm en t s to /f ,  Mr. 
Carro ll gave  a PowerPoint p rese n ta tio n  in the APFC 
boardroom . To view  M \  Co rro ll's  p re sen ta tion  c lick  
( PowerPoint s lideshow ).

For m ote  in form ation s e e : 'U A F S tuden t Investm ent 
Fund "

A P F C  r e a l  e s t a t e

lltFiailNMkaM

T © |©  s & ® s i ( g s

o th Q r< i% >

U n lio t)  K in g d o m  

E u ro p e  ox. U K  (5 5 % )

A s ia  ex Ja p a n  (5% )

Organization
Financial
I n v e s t m e n t -
PgrtfolioReports
S to o k s
Real Estate ■« 
Fixed Income • * 
AJeskalnvesttnents • 
Awetrtlocation . '

A la s k a  
T h #  l i b r a r y  
A l o t i l ' t n s  ‘ ■ f lc a k  O u t

http://www.apfc.org
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W h a t  i s  a  G A R V E E ?
The National Highway System Designation Act of 
1995 expanded the types of costs that could be 
financed with federal highway funds. In 1998, the 
federal Transportation Equity Act for the 21st Century 
(TEA-21) increased annual funding for states. States 
can now use a portion of those funds for debt- 
financing through a mechanism called Grant 
Anticipation Revenue Vehicles (GARVEEs).

H o w  G A R V E E s  w o r k ?

Any project that is eligible for federal highway funds 
and contained in the State Transportation 
Improvement Program (STIP) is eligible for 
GARVEE financing. The Federal Highway 
Administration is very flexible in allowing states to 
tailor the finance structure to meet their unique needs. 
In fact, no two states are alike. Some states issues 
general obligation bonds. Others issue revenue bonds. 
In all cases, the debt is repaid primarily with future 
federal reimbursements for the specific projects.

Alaska’s GARVEE program will pledge future 
federal funds as the revenue stream to repay the 
construction costs of specific projects. The stale will 
also pledge the general fund to ensure the highest 
ratings possible. It is the state’s intent that the 
revenue obligations issued under this program will be 
repaid from annual legislative appropriations of 
federal money derived from annual apportionments to 
the state by the Federal Highway Administration.

Im p a c t  o f  T E A - 2 1  o n  G A R V E E s
How a debt financing structure is received in the 
financial market depends in part on the predictability 
of future revenue streams. TEA-21 provides states 
with a minimum guarantee of federal funding. This 
reduces the risk of federal funds not materializing 
within the authorization period of the act. Federal 
transportation allocations should increase over time 
as motor fuel use increases.

B e n e f i t  o f  G A R V E E s

Pay-as-you-go financing of costly projects can leave 
few additional revenues for other projects. Bond 
financing allows a project to be built sooner and it is 
more cost-effective by avoiding cost increases 
resulting from inflation. By delivering a project 
earlier than would otherwise be possible, bond 
financing also provides greater benefit to the public 
(for example, increased safety, less traffic congestion 
and delays, and increased economic output). Perhaps 
the biggest possible benefit is eliminating the need 
for general funds by using investment earnings on 
bond proceeds to meet federal match 
requirements.

G o o d  m a r k e t  r e s p o n s e  t o  
G A R V E E s
To date several states, including Massachusetts, New 
Mexico, Mississippi, Arizona, Colorado, New Jersey, 
Arkansas and Ohio, have issued GARVEEs. The 
programs vary in complexity and range in size 
from $ 116 million to $1.7 bil*:on. The financial 

market views GARVEEs favorably.

A l a s k a  D e p a r t m e n t  o f  ■. ̂ a s p o r t a t i o n  a n d  P u b l i c  F a c i l i t i e s Fagel



A l a s k a  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d  P u b l i c  F a c i l i t i e s  P as e  2

X  A ntic ipate  e lim inating  the need for State G eneral Fund m atch  support for projects. U sing  
interest earnings will save State General Funds.

X  Fu ture  inflation costs  can be avoided  by bu ild ing  pro jects  w ith  “curren t” dollars.

X  D eb t serv ice  paym ents  will com e from federal h ighw ay  funds.

X  Frees up  funds for o ther STIP projects.

X  Im portan t projects can be built sooner  than orig ina lly  scheduled.

X  Large pro jects  built w ithout im pac t on rem ainder  o f  h ighw ay  construc tion  program .

X  Early  public  use o f  com pleted  projects.

X  Early  im plem entation  o f  Southeast A laska  T ranspo rta tion  Plan.

X  Increased  percentage o f  pri vate sector design  contracts.

X  Im proved  safety, reduced congestion , increased  econom ic  output.

X  Provides a tool to spur econom ic activity.



Goal:

A c c e l e r a t e  t r a n s p o r t a t i o n  p r o j e c t s  b y  l e v e r a g i n g  f u tu r e  f e d e r a l  

r e i m b u r s e m e n t s

Objectives:

X  T o  receive  A l ,  A, A  bond  ratings (M o o d y ’s, S tandard  &  Poors, & Fitch) or better for 
A la sk a ’s G A R V E E s.

X  Lock-in  to d a y ’s construction  cost and reduce exposure  to inflation.

X  To accelerate  the  construction benefit.

X  To  ach ieve  increases in safety and ecc nom ic developm ent.

X  T o  reduce requ irem en t for genera! funds.

X  To  advance  o ther  projects  in the  STIP.

X  T o  m ain ta in  A laska  construc tion  industry ’s capacity  to design and build.

X  To s tructure  a s trong  credit w ith  federal re im bursem ents  as the prim ary source o f  
repaym ent.

A l a s k a  D e p a r t m e n t  o f  T r a n s p o r t a t i o n  a n d  P u b l i c  F a c i l i t i e s Page 3



Financing

X  N o t  a general obligation  bond

X  F inancing  m echanism  is sim ilar to certificates o f  partic ipa tion  com m only  used by the 

State.

X  R evenue  O bligations to be repaid w ith  p ledged  federal h ighw ay  funds.

X  A la sk a ’s G A R V E E s subjec t to annual appropria tion  o f  federal funds by the legislature. 

X  R ela tively  short m aturity  (15-18 years).

X  A nnual paym ents  approx. $42 m illion (10-12 percent o f  annual federal h ighw ay 

program ).

X  G ood debt s e n d e e  coverage (8-1 Ox).
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