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The Plan - 2U01

Strategies

1. Embed an employment and job retention component 
into all adult mental health, developmental disabilities, and 
substance abuse treatment programs to assist clients to find 
and retain wage paying jobs.

2. Increase education and training opportunities to sup­
port people in their return-to-work efforts including pre­
employment and vocational services for people with seri­
ous mental illness, substance use disorders, or developmental 
disabilities.

3. Develop the state Medicaid program including M edic­
aid buy-in and other health insurance options to better sup­
port those people with disabilities who return to work.

4. Support Division o f Vocational Rehabilitation efforts 
to provide technical assistance to employers who want to 
hire individuals with disabilities.

5. Continue to participate as a member o f the Alaska 
Consortium in the federally funded Alaska Works Initiative 
designed to address major barriers that keep people with 
disabilities from success in the workplace.

6. Continue to use funding available through federal em­
ployment initiatives such as Ticket to Work and the Work 
Incentives Improvement Act to promote employment and 
self-sufficiency for people with disabilities.

7. Encourage and support employment opportunities for 
youth at risk o f or experiencing behavioral disorders.

8. Promote the coordination o f programs providing hu­
man service related transportation, look for new funding 
sources, and educate service providers and consumers 
about transportation alternatives.

E N D N O T E S
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L i v i n g  W i t h  D i g n i t y

“Living with Dignity means being valued and appreciated 
by others for the choices and contributions one makes and 
being aide to take advantage of the opportunities available 
to all Alaskans. Alaska Governor’s Council on Disabili­
ties and Special Education

People measure their individual value through their interac­
tion with their families and community. People perceive 
their own merit through society’s eyes as reflected in the 
mass media, entertainment, and language. T o  be part o f a 
neighborhood, live in acceptable housing and attend the 
public school are marks o f community membership. Social 
stigma and prejudice keep many people from participating in 
community activides. Stigma also prohibits individuals from 
pursuing treatment and sendees necessary to become fully 
contributing members o f their community.

People’s self-esteem is tied to their sense o f belonging. 
Alaskans experiencing mental illness, substance use disor­
ders, developmental disabilities, and age-related dementia 
need to engage with fanniy, friends, and neighbors and to 
participate in their communities. Social contributions can 
include volunteer or paid work, subsistence acdvidcs, acdve 
membership in spiritual and other community organizations, 
and successful school attendance.

The Comprehensive Plan focuses on three issues related to 
life with dignity:

❖ Housing
•*** Education and Training 

Educated Public

H o u s i n g

Goal: To enable people to live in appropriate housing in 
the community.

There is not enough safe, comfortable, appropriate, and 
affordable housing to meet the needs o f Alaskan residents.1 
The  impact o f this scarcity is strongly felt by the vulnerable 
people with mental illness, developmental disabilities, 
substance use disorders, and Alzheimer’s disease or related 
disorders. Because they generally have low incomes and 
often face discrimination in the housing market, people who 
are the most disabled are the most vulnerable to 
homelessness. Misperceptions about people with these 
disabilities, create stigmas that make it even harder for them 
to find housing.

Nationally during the past two decades, homclcssness has 
increased due to the combination o f a shortage o f rental 
housing and an increase in poverty.' Housing absorbs a high
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proportion o f income, and when a family reaches an eco­
nomic crisis due to health issues or job loss, housing is easily 
lost. Other risk factors associated with homelessness include 
a lack o f health care, domestic violence, mental illness, and 
substance use disorders.2 In short, “homelessness results 
from a complex set o f circumstances which require people 
to choose between food, shelter, and other basic needs.” 3 
For people with psychiatric illness or chronic addiction 
disorders, homelessness can be symptomatic o f their disabil­
ity and unsatisfied treatment needs.

A number o f governmental programs provide housing 
assistance for people with low incomes and disabilities. In 
Alaska, the primary agencies addressing housing needs are 
the federal Department o f Housing and Urban Development 
(H U D ), the federal Department o f Agriculture (U SD A ), 
regional housing authorities, the Alaska Housing Finance 
Corporation (A H F C ), and Alaska’s Triballv Designated 
Housing Entities (T D I  IEs).

Indicators
\  Num ber o f homeless people j
The  number o f homeless people reported in the Alaska 
Housing Finance Corporation’s Homeless Survey increased 
26 percent between 1995 and 2000 (Figure L - l). Providers 
o f services for homeless people semiannually complete the 
survey on a predetermined day. It is a voluntary survey with 
a return rate from providers that varies from 50 to 79 per­
cent. It depends on self-disclosure concerning substance 
abuse or mental illness. Although the survey has many

Figure L-1

limitations, it does provide some idea o f the number o f 
homeless people and their characteristics.

Supportive services F 'r homeless people |

Anchorage conducted rescai-h on the kinds and availability 
o f services needed by the Anchorage homeless population. 
The study found that need exceeded supply, especially for 
job training, housing placement, and case management 
(Figure L-2). These support services accompanying publicly 
funded special needs and supportive housing help homeless

' A homeless individual is defined in -12 L’St.S 11302 (2001) us either someone who lacks a fixed, regular, and adequate nighttime residence or is an individual who has a primary nighttime 
residence that is in a shelter designed to provide temporary living accommodations (including congregate shelters, and transitional housing for the mentally ill); an institution that provides 
a temporary residence for individuals intended to he institutionalized; or a public or private place not designed for, or ordinarily used as, a regular sleeping accommodation.



Figure L-2
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people mul well as people with cognitive and mental disabili­
ties and/or substance use disorders find and keep permanent 
homes.

Num ber o f patients discharged from API to home­
less shelters

Between 1996 and 2000, the percentage o f A PI padents who 
arrived homeless and who were discharged homeless ranged 
between 4 and 11 percent (Figure L-3). When A PI padents 
return to the their home community, appropriate living 
arrangements arc made whenever possible. There are fewer 
homeless individuals at the time o f discharge than at admis­
sion, reflccdng some success in finding housing. Those who 
are homeless at discharge are typically referred to shelters in 
the community. The number o f A PI padents discharged as 
homeless has increased from 45 in 1996 to 111 in 2000, 
indicating a need for more housing for this populadon.

Figure L-3
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| Number o f people with disabilities on wait lists for 
[ public housing or rental assistance

A H F C  provides some public housing preference for persons 
who are disabled, homeless or who are paying more than 50 
percent o f their income for rent, on the waiting lists for the 
Secdon 8 Voucher program4 and the public housing program. 
However, only 10 percent o f the non-cldcrly people on 
A H F C ’s wait list for public housing are people with disabili­
ties (Figure L-4). Anecdotally, A H F C  believes there arc 
many more people who could and should be on the wait list 
than at present because o f the way the list is managed. A H F C

Figure L-4

Non-Elderly on AHFC's Wait List for Public 
and Section 8 Housing, June 2001
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Source: Alaska Housing Finance Corporalion

recommends more cducadon and training for service provid­
ers and consumers to inform them about housing preferences 
and what it is that they must do in order to receive A H F C  
housing help.

| Inventory o f special needs and supportive housing |

Housing terminology can be confusing and varies depending 
on the agency and populadon served. The following defini­
tions apply to diis inventor}'. Public housing and accessible 
units refer to permanent housing operated by A H F C . Crisis 
and emergency respite slots are in facilides that offer emer­
gency shelter and supportive sendees to people with disabili- 
des. The number o f slots is the facility capacity'. Intermedi­
ate drug treatment facilides are residendal drug treatment 
options in the community. Non-profit sponsored supported 
apartments are housing units owned and operated by non­
profit entides such as local Community' Mental Health 
Centers. An assisted living or group home is housing coupled 
with sendees to assist individuals with some acdvides o f 
daily living. Group home facilides accommodate more than 
one unrelated person with a disability and provide a full-dmc 
supenised setdng. Transitional housing refers to housing 
that bridges the gap between homelessness and permanent 
housing.

According to the A H F C  inventory in 1995 and 2000, the 
number o f available slots for special needs and supportive 
housing increased, but crisis and emergency respite slots and 
those for intermediate drug treatment facilities slightly de­
creased (Figure L-5). One o f the requirements o f supportive 
housing is provision o f associated supportive sendees that



allow people to remain in their own homes. These services 
often are covered by Medicaid.

Figure L-5
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Strategies

1. W ork with consumers, U S D A , H U D , A H F C , and 
T D H E s  plus other private and public entities to assure 
that people with mental illness, substance use disorders, 
developmental disabilities, and Alzheimer’s disease or re­
lated disorders have choices o f accessible, affordable, and 
safe homes in the community.

2. Support development o f permanent and transitional 
housing with associated suppordve services for adults and 
juveniles com pleting substance abuse or mental health 
treatment programs; transitioning out o f A P I, nursing 
homes or other insdtutions; and returning to the com m u­
nity.

3. Collaborate with A H F C , the Trust, U S D A , H U D , 
T D H E s  and other agencies to determine the most effec- 
dve way to increase the housing opdons and coordinate 
funding streams to benefit people with mental or cogni- 
dve disorders, chemical addicdons, and Alzheimer’s dis­
ease and related disorders.

4. Support the Alaska Commission on Hum an Rights, 
Anchorage Equal Rights Commission, A H F C , and federal 
agencies in their education o f public and private landlords 
and local governments about complianc with fair housing 
laws a id the Americans with Disabilides Act.
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5. Support resources necessary to maintain housing spe­
cialist positions within public agencies to develop funding 
sources for housing programs.

6. Promote recruitment and licensing o f assisted living 
homes, pardcularly in rural communities, to allow people 
to remain in their own communities.

E d u c a t io n  a n d  T r a in in g

Goal: To assure that all Alaskans have the opportunity to 
complete their education and become productively 
engaged.

People identify themselves with their accomplishments. 
Participation in community events and neighborhood life, 
playing team sports, and completing high school all help 
people define and value themselves. For most adults, the 
groundwork for healthy community interaction is laid in 
school as part o f their educadon. Pardcipadon in the 
community by all it’s residents is promoted by the educa­
tional policy to include children with disabilities in public 
school classrooms whenever possible.

The Individuals with Disabilities Educadon A ct (ID E A ) is 
the primary law that entitles children with disabilides to a 
free and appropriate educadon. ID E A  requires states to

provide special educadon and related services to students who 
meet eligibility requirements. Children must be taught in the 
least restricdve environment and among non-disabled chil­
dren to the maximum extent appropriate. T o  be eligible, a 
student must meet disability criteria established by the state 
and the disability must adversely affect his or her educadonal 
performance.

National estimates indicate that children and adolescents 
with mental disorders make up from 17 to 22 percent o f the 
population.5 Children with these disorders are at high risk of 
dropping out o f school and never becoming fully functional 
members o f society. Our children need the benefits o f 
collaboration and cooperation between public schools and 
publicly funded mental health professionals. Although the 
schools could provide a place where children with emotional 
disturbance are recognized and referred for appropriate care, 
the lack o f trained staff combined with limited options for 
referral prohibit this possibility.6

There are other children who do not meet the criteria for 
special education but who show symptoms o f depression or 
behavioral disorder. These children are at significant risk of 
becoming seriously emotionally disturbed as well as drop­
ping out o f school. A  study conducted in 1992 indicated 
that Alaska’s children follow the disturbing national trend 
for earlier occurrences o f depression and serious emotional 
disturbance.7 Although some school districts have counsel­
ing programs, many do not.



Indicators
I Num ber o f children with mental and cognitive 
t disabilities in public schools

There arc more than 2,000 children between the ages o f 3 and 
22 with mental or cognitive disorders in Alaska’s public 
educadon system (Figure L-6). This is about 13 percent o f 
the total number o f children in special education. Although 
the actual number is gradually increasing as the state popula­
tion increases, the proportion has remained relatively con­
stant ranging from 1.6 percent in 1996 to 1.8 percent in 
2000.

The Department o f Education and Early Development 
(D E E D ) provides individualized special education services 
to children in the public schools. Local school districts 
identify the children, assess their needs and provide addi­
tional personnel and in-service training for teachers and 
other staff. These services are provided to children with 
disabilides from pre-school to 21 years o f age.

Percentage o f students with emotional or develop- 
mental disabilities who complete their public cduca- I 
tion

The percentage o f students with disabilides who completed 
high school by receiving a diploma or certificate between 
1995 and 2000 has ranged between 60 and 66 percent 
(Figure I - n ) . There arc, however, concerns about a decrease 
in this percentage with the implementation o f the high

Figure L-6

school qualifying exam. Th is will require all Alaska high 
school students to pass an examination in reading and writing 
beginning with the graduating class o f 2004, and in math­
ematics for the graduating class o f 2005.
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Source: Department of Education and Early Development
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ID E A  requires schools to provide necessary accommodations 
for special education students to participate in the high school 
exit examination as identified in each student’s required 
Individual Education Plan. This accommodation includes 
development o f an alternate assessment for students with 
significant disabilities.8 In addition, D E E D  has started work 
on an optional assessment with some guidelines and param­
eters for children with disabilities. The student’s Individual­
ized Education Plan Team will determine whether the child 
will participate in this assessment. There are questions about 
whether these students will receive a regular or special high 
school diploma. Regardless, it is critical for children to partici­
pate in school and complete a high school course o f study as 
part o f their preparation for a life as independent as possible.
Figure L - 7 _______________________

| Passing rates on benchmark and high school gradua- 1 
| tion qualifying exam |

A  recent trial o f the qualifying exam administered in the 
Anchorage School D istrict showed dramatically lower 
passing rates for Special Education students (Figure L-8). 
The purpose o f the trial was to determine how well children 
experiencing disabilities performed on the test as compared 
to the rest o f the student population. District results indi­
cate the need for alternative assessments to determine these 
students’ school success.

Figure L-8

Passing Rales on Benchmark and High School 
Graduation Qualifying Examination, Spring 2000 
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Strategies

1. Collaborate with the Department o f Education and Early 
Development to increase the numbers o f youth widi devel­
opmental disabilities or serious emotional disorders who 
complete high school.

2. Promote the development o f more school-based coun­
seling programs to identify and provide services to chil­
dren with emotional disorders and developmental disabili­
ties.

3. Support efforts to assist Special Education students’ tran­
sition from schools to other productive activities.

4. Assist in the developing and implementing a compre­
hensive statewide plan for Alaska’s system o f recruitment, 
retention, and training o f para-educational and professional 
personnel.

E d u c a t e d  P u b l i c

Goal: To reduce stigma associated with mental illness, sub­
stance abuse, developmental disabilities, and age related 
dementia.

People disabled by mental illness, addiction, developmental 
disabilities, or dementia often are stigmatized by a society that
erroneously attributes their condition to character flaws. The 
symptoms o f the disabling condition may be ridiculed or 
result in violence. “We believe the person with a stigma is not 
quite human.”9 The individual experiences both the symp­
toms o f the disease and social barriers raised by stigma.

Individuals can internalize society’s misperceptions, losing 
their confidence and selfesteem. As a result, they may not 
seek treatment or other services they need. For example, 
according to a national survey o f the needs o f women in 
addiction recovery, 82 percent o f the 200 survey respon­
dents identified shame as the most comm on barrier to 
treatment.1" The social consequences o f non-treatment 
impact everyone. We know that people with untreated 
serious mental or cognitive disorders make up at least 10 
percent o f the nation’s total jail and prison population.11

Public ignorance gives rise to social stigrna and can keep 
people stigmatized from participating fully in community 
life. People may not receive services they need because 
health care providers, educators, police officers, and social 
service agencies are unable to identify and refer for treat­
ment people they serve who may experience mental or 
cognitive disabilities or substance use disorders. Employers 
arc reluctant to hire people with disabilities because o f con­
cerns about their ability to do the work. Housing is difficult 
to find because o f public fears about mental illness and 
violence.
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Advocacy groups have worked to change public attitudes 
about behavioral health disorders. The National Alliance for 
Mentally 111 and the National Council on Alcoholism  and 
Drug Dependence continue to campaign against stigma and 
promote education about these disabling conditions. There 
has been some success. In a recent study o f the changes in 
public perception about mental illnes i, researchers found 
that the public has acquired some ur Jcrstanding o f the 
physical causes o f mental illness anu supports the use o f 
medication for the treatment o f depression and schizophre­
nia. 12 There also appears to be recognition that serious 
mental illness will not get better without treatment. Public 
opinion research on addictions in 1999 reported 73 percent 
o f those surveyed believe addiction is a disease. Sixty-nine 
percent knew a friend or acquaintance with an alcohol or 
other drug problem and 39 percent indicated a problem in 
their family.1'1

O n the negative side, for both mental illness and addiction 
disorders, many members o f the public have yet to accept 
the biological basis for these diseases. For example, in a 
survey regarding the causes o f mental illness, almost 75 
percent o f those surveyed thought mental illness was caused 
by emotional weakness, 65 percent blamed bad parenting,
35 percent thought it was due to sinful or immoral behavior, 
and 43 percent thought people caused it themselves. u

There is still a public perception that people with mental 
illness, especially people with psychosis, are violent. Although 
there is some cause for concern, the risk o f violence is low.
The  greatest risk is from people with co-occurring disorders or

with severe mental disorder who arc noncompliant with their 
medications. Even so, the risk is much higher for a family 
member than for a stranger. According to the recent Surgeon 
General’s Report, “T o  put this all in perspective, the overall 
contribution o f mental disorders to the total level o f violence 
in society is exceptionally small.”15 There are still fears, how­
ever, attributed in part to media reporting and portrayals in 
mass entertainment o f people with mental illness as violent. 
These images reinforce the stereotype o f people with mental 
illness. There is still much work to do.

Strategies

1. Support efforts by advocacy boards and the commis­
sion to promote public education about mental illness, sub­
stance use disorders, developmental disabilities, and 
Alzheimer’s disease and related disorders to reduce stigma 
that hinder access to treatment and services.

2. Work with advocacy boards and the commission to de­
velop educational initiatives about mental health and alco­
hol and drug problems and to promote dignity and reduce 
stigma and discrim inate n against people with these 
disorders.
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N e x t  S t e p s

Comprehensive Integrated Mental Health Plan sets goals, suggests strategies for reaching 
them, and identifies ways to measure progress on the journey. The two themes that reoccur 
throughout the plan are the hope o f prevention and the call for access to care. They spot­
light the need for Alaska’s public behavioral health system to expand its service capacity, 
recruit, and train workers and offer affordable care and services. Strategies supporting these 
themes stress collaboration and cooperation across the artificial clinical, administrative, and 
funding barriers that keep people from receiving integrated and comprehensive services. 
Prevention efforts and service access for everyone will improve with better understanding of 
racial and ethnic groups, their histories, traditions, beliefs, and value systems.

To measure results o f our programs and progress toward our goals, we must have reliable 
databases that let us see if the programs make a difference to the people they serve. The 
public behavioral health system is still struggling to develop adequate information systems 
that collect necessary data on individuals and programs, talk to each other to allow compre­
hensive analysis, and protect consumer confidentiality. We still have trouble answering the 
fundamental question: “Does any given program help people function as successfully and 
independently as possible?”

Equally important arc population-based surveys conducted on a regular schedule to measure 
the publics well being. Surveys such as the Behavioral Risk Factor Survey and the Youth 
Risk Behavioral Survey allow us to gather Alaska-specific information to compare to other 
states and the nation. These surveys have time depth and meet national standards for 
reliability.



T h e  P l a n  - 2 0 0 1

T o  provide die most fiscally responsible, effective care and services, we must continue to 
support the science-based research needed to evaluate existing programs and to develop 
new and more effective solutions.

Failure to provide behavioral health care is seen in the devastating consequences o f non­
treatment - in loss o f health, homelessness, suicide, victimization, family dysfunction, 
worsening o f disease symptoms, violence, and incarceration. The  number o f people with 
mental illness, untreated addiction, and developmental disabilities reflects the scarcity ol 
services available in many Alaskan communities. Evidence o f the need for more effective 
prevention programs and integrated services is revealed in assessment research, program 
evaluations, and in public testimony to the Alaska Mental Health Board, the Advisor)'
Board on Alcoholism and Drug Abuse, Alaska Commission on Aging, and Governors 
Council on Disabilities and Special Education.

Th is is the fourth iteration of the comprehensive integrated mental health plan. Each 
planning process has improved the plan as a framework lor policy and funding decisions. As 
awareness o f the comprehensive plan grows and understanding o f the plan purpose deep­
ens, there will be an increase in public resolve and a stronger call for action to move the 
public behavioral health system closer ro our vision of a comprehensive, integrated system 
o f prevention arid care. Please see “In Step: The Discussion” for additional information 
and examples of what has and what might work to improve the lives of Alaskans.

The  horizon for this comprehensive integrated mental health plan is five years, from 2001 to 
2006. The  plan process, however, is continuous. Updates about specific issues or shifts in 
focus will be prepared biennially. Please contact Kathryn Cohen, Plan Coordinator, at (907) 
465-3644 or kathryn_cohen@health.statc.ak.us, with your thoughts and concerns about 
further comprehensive planning efforts.

mailto:kathryn_cohen@health.statc.ak.us


This document was released by the Department o f 
Health and Social Services and was produced at a 

cost o f S5.98 per copy in order to provide a plan for 
a comprehensive integrated mental health program as 
defined in A S 47.30.056(i). It was printed in Anchor­
age, Alaska. For information on alternative formats 

for this and other department publications, please 
contact the department A D A  Coordinator, at 

(907) 465-1637, (T D D ) or (907) 465-3196.
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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 io n
P.O. Box 25500 Juneau, A K 99802-5500 

Telephone (907) 465-2047 
Facsimile (907) 586-2057

M E M O R A N D U M

TO :

TH R U :

FRO M :

DATE: February 19, 2002

Representative Eldon Mulder
Co-Chairman
House Finance Committee

Robert D. Storen. 
Executive Director

/^fvfchris Phillips 
I ^Director of Finance

SUBJECT: Presentation, House Finance, February 12, 2002

I would like to make one correction to a slide in the presentation to House Finance 
February 12, 2002. The correction is on page 10 of the presentation reproduced 
correctly below. The graphical presentation of the slide below contained an error, 
however the Figures represented were correct.

I'KlU

R a n g e  o f  p e r  c a p i t a  d i v i d e n d

FY02 -  FY07
$2,100 
$1,S00 
$1,700 
$1,500 
$1,300 
S1.100 

S900 
$700

FY02 FY03 FY04 FY05 FY06 FY07

y  '
i

----------------------- ■  |  1  ■

I i • I i

Top quartile $1,670 $1,550 $1,560 $1,550 $1,740 $2,050
Median $1,640 $1,420 $1,280 $1,190 $1,310 $1,510

Bottom quartile $1,610 $1,300 $1,020 $ 850 $ 920 $ 970



February 19, 2002 
Representative Mulder

The data used in the February 12lh presentation was based on the Alaska Permanent 
Fund financial results as of 12/31/01. We have recently produced the January 31,
2002 Financial statements. The downturn in the financial markets continues. At the 
end of January, our statutory net income projection of approximately $700 for the year 
is currently below the bottom quartile of $8uG million as presented to you in House 
Finance on 2/12/02 (page 8). Because of the Five year averaging of the annual realized 
earnings, the projected distributed income continues to be approximately $1 billion 
(page 9). Projected earnings reserve at the end of FY02 continues to be within the top 
and bottom quartile as presented to you in House Finance on 2/12/02 (page 7).

A complete set of financial statements for the Alaska Permanent Fund as of January 
31, 2002 is attached for your review.



ALASKA PERMANENT FUND

B a la n c e  S h e e ts /S ta te m e n ts  o f N e t A s s e ts

Unaudited 
(Millions of Dollars)

January 31, 
2002

June 30, 
2001

Assets
Cash and temporary investments S 636.4 544.0
Receivables, prepaid expenses and other assets 312.4 365.2
Investments —

Marketable debt securities 8,691.5 10,005.7
Preferred and common stock 12,823.7 12,617.7
Real estate 2,437.9 2,504.5
Alaska certificates of deposit 29.4 147.4

Total investments 23,982.5 25.275.3

TOTAL ASSETS S 24,931.3 26,184.5

L iab ilities
Accounts payable S 346.1 253.2
Income distributable to the State of Alaska 1.7 1,116.4

TOTAL LIABILITIES 347.8 1,369.6

Fund B alances/N et A ssets
Reserved/Restricted:

Principal 21,171.3 21,047.6
Unreserved/Unrestricted:

Unrealized earnings reserve 880.1 1,383.6
Remaining earnings reserve 2,532.1 2.383.7

Total earnings reserve 3,412.2 3,767.3

TOTAL FUND BALANCES/NET ASSETS 24,583.5 24,814.9

TOTAL LIABILITIES & FUND BALANCES/
NET ASSETS S 24,931.3 26,184.5



ALASKA PERMANENT FUND

S ta te m e n ts  o f  R evenues, E xpe n ses  a n d  C hanges  

in  Fund B a la n c e s /S ta te m e n ts  o f  A c t iv it ie s

Month Seven months Fiscal year-end
Unaudited ended January 31, ended January 31, projected/actual June 30,
(Millions of Dollars) 2002 2002 2002 2001

R e v e n u e s

Interest S 44.8 348.5 587.9 710.3
Dividends 9.4 84.3 147.4 155.6
Real estate and other income 32.2 138.8 211.9 225.2

Total interest, dividends, real
estate & other 86.4 571.6 947.2 1.091.1

Net increase (decrease) in the fair value of investments 
Marketable debt securities

—
24.8 206.5 206.5 359.6

Preferred and common stock (315.4) (1,068.9) (633.8) (2.486.9)
Real estate (47.0) (39.1) (33.6) 119.9
Foreign exchange contracts 10.6 (0.1) (0.1) 37.2
Currency (0.8) (1.7) 0 .7) (5.3)

Total net decrease (327.8) (903.3; (462.7) (1.975.5)

TOTAL REVENUES (241.4) (331.7) 4S4.5 (884.4)

E x p e n d i tu re s /E x p e n s e s
Operating expenses (3.5) (23.4) (40.1) (39.5)

EXCESS OF REVENUE OVER
EXPENDITURES/EXPENSES s (244.9) (355.1) 444.4 (923.9)

O th e r  F in a n c in g  S o u rc e s /U s e s
Contributions 14.8 123.7 223.0 339.3
Distributions — — (972.0) (1.116.4)

EXCESS OF REVENUES & TRANSFERS IN OVER 
EXPENDITURES/EXPENSES & TRANSERS OUT (230.1) (231.4) (304.6) (1,701.0)

F u n d  B a la n c e s /N e t  A s s e ts
Beginning of period 24,813.6 24,814.9 24,814.9 26,515.9

End of period s 24,583.5 24,583.5 24,510.3 24,814.9

S ta tu to ry  In c o m e  C a lcu la tio n
Excess of revenues ever expenditures/expenses (244.9) (355.1) 444.4 (923.9)
Settlement earnings and unrealized losses 254.5 493.3 251.3 2,123.0

STATUTORY NET INCOME s 9.6 138.2 695.7 1,199.1



Assumptions

Total Return * Inflation = Total Real Return
FY 2002 1.95% 2.83% -0.88%

FY 2003-2021 <4I 7.95% 2.95% 5.00%

Net income is statutory net income plus the nel 
change in unrealized gains and settlement earnings.
Earnings reserve appropiated to principal.

IJ> Settlement earnings transferred to principal per AS 37.13.145(d).
I4* Based on 2002 Callar, capital market assumptions.
|5) Total Fund equals Principal plus Earnings Reserve.
(t) The MOMA volatility graph shows the range of possible outcomes 

with the extremes of the bars indicating the less likely probability.

ALASKA PERM AN ENT FUND 

FINANCIAL PR O JE C T IO N S 2 0 0 2  -  2 0 1 2 , 2 0 2 1

a s  o f  J a n u a ry  3 1 ,2 0 0 2
(in millions)

FY Begin

PRINCIPAL

Dedicated 
Appro- State 
riations Revenues

Inflation-
Proofing

FYEnd
BalanceFY Balance

77-96 0 5,870 5,711 4,624 16,205
97 16,205 829 308 486 17,828
98 17,828 35(3) 230 423 18,516
99 18,516 41 155 288 19,001
00 19,001 281 P» 310 423 20,015
01 20,015 7 339 686 21,047
•
02 21,047 0 223 602 21,872
03 21,872 17 216 652 22,757
04 22,757 18 240 679 23,695
05 23,695 20 218 706 24,638
06 24,638 21 195 733 25,587
07 25,587 22 187 761 26,557
08 26,557 24 181 789 27,552
09 27,552 25 174 819 28,569
10 28,569 27 164 848 29,609
11 29,609 23 125 878 30,641
12 30,641 31 125 908 31,705
21 41,362 55 125 1,225 42,767

Cumulative Totals
Projected for 2002-2021 3,358 18,759

INCOME
Earnings Reserve

Statutory 
Net Net

Income •’* Income
14,134
3,149
3,435
2,148
2,249

_J9241
444

1,914
2,015
2,131
2,259
2,390
2,521
2,657
2,799
2,946
3,098

4,827

60,248

$ millions 
60,000
55.000
50.000
45.000
40.000
35.000
30.000
25.000
20.000

14,054
2,036
2,595
2,544
2,222
1,199

Distributions of Statutory Income______ Realized
Inflation- General Nel

Dividends Proofing Fund Change

Unrealized
FYEnd
Balance

5,993
747
893

1,045
1,172
1,113

4,624
486
423
288
423
686

223
1
1
3
3
4

104
3

1,282
1,201
382
(508)

104
107

1,389
2,590
2,972
2,384

Net FY End 
Change Balance

696 972 602 (878) 1,506

2.084
1.085 

802
(430)
(12)

(2.146)

2,084
3,169
3,971
3,541
3,529
1,383

(252) 1,131

1,572
1,655
1,750
1,856
1,964
2,071
2,183
2,299
2,420
2,545

3,962

864
771
722
790
924
976

1,031
1,089
1,148
1,209

1,891

652
679
706
733
761
789
819
848
878
908

1,225

56 1,561 325 1,456
205 1,766 342 1,798
322 2,088 361 2,159
332 2,421 383 2,542
279 2,699 404 2,946
305 3,005 426 3,373
333 3,338 449 3,822
362 3,700 473 4,294
394 4,094 497 4,792
427 4,521 523 5,314

845 10,285 811 11,371

51,765 25,704 18,759

FY
77-96
97
98

_T9_
0."
01
02
03
04
05
_06_
07
08
C9_

'10
11
12

TOTAL
FUND

(5)
FYEnd
Balance
18,393
21,104
23,876
25,132
26,516
24,814

24,509

25,775
27,259
28,886
30,550
32,203
33,929
35,729
37,603
39,526
41,540

64,424

Volatility of Forecast Fund Market Value (6J

■ ••••* ■ • • • • • « • • > * • ■ ■ • • • • * • • • • • • •••»/', • • • •1 *
—  —  • - (7 v ' - ■ 1

crj, nn  mn '■">

Probability

10%
25%

■ Projected 
25%

n 10%

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012



Alaska Permanent Fund
Financial outlook for Fund 

growth and income

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 o u s e  F i n a n c e  

F e b r u a r y  1 2 ,  2 0 0 2

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



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

PR 2

T h e  m a r k e t  

v a l u e  o f  t h e  

P e r m a n e n t  F u n d  

i s  c u r r e n t l y  

$ 2 4 . 8  b i l l i o n

I t  c o n s i s t s  o f  

t w o  p a r t s :  

p r i n c i p a l  a n d  

i n c o m e

$30
$ billions

$25

$20

$15

$10

$5

$0

$20.2

12/31/00 1 2 /3 1 /0 1

In c o m e
( in  th e  E a rn in g s  
R e se rve  A c c o u n t)

P r in c ip a l

Alaska P e rm anen t  Fund



P e r m a n e n t  F u n d  p r i n c i p a l

P«3

T h e  A l a s k a  
P e r m a n e n t  F u n d  
p r i n c i p a l  i s  
p r o t e c t e d  b y  t h e  
A l a s k a  
C o n s t i t u t i o n

T h e  p r i n c i p a l  i s  
n o t  a v a i l a b l e  f o r  
a p p r o p r i a t i o n .

$ billions

I ••

k  t  $ 7 . 2

&  ■

D e d ic a te d  O il 
R e ve n u e s

m  W M k  ' w ®. t ‘ .-x t

$ 7 .1

I n f la t io n -
P ro o fin g

S p e c ia l
A p p ro p r ia t io n s

6 6 %

$ 2 1 . 2  b i l l i o n  a s  o f  D e c .  3 1 ,  2 0 0 1

Alaska P e rm anen t  Fund
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P e r m a n e n t  F u n d  e a r n i n g s  r e s e r v e

A s  p r o v i d e d  b y  l a w ,  
a l l  i n c o m e  f r o m  t h e  
P e r m a n e n t  F u n d ' s  
i n v e s t m e n t s  i s  
d e p o s i t e d  i n t o  t h e  
E a r n i n g s  R e s e r v e  
A c c o u n t  i n  t h e  
P e r m a n e n t  F u n d

I t  i s  r e t a i n e d  t h e r e  
u n t i l  a p p r o p r i a t e d  
b y  t h e  l e g i s l a t u r e

$ 7

$ 6

$ 5

$ 4

$ 3

$ 2

$ 1

$ 0

$ billions

w SR art#'■ s'jjre * ' **>••

. .. v- fir" Unrealized
Incom e —

$ 3 . 6 Realized
Incom e $ 2 . 5

1
•

E a r n i n g s  E a r n i n g s
R e s e r v e :  $ 6  R e s e r v e :  $ 3 .6  

b i l l io n  a s  o f  D e c  b i l l io n  a s  o f  D e c  
3 1 ,  2 0 0 0  3 1 ,  2 0 0 1

Alaska P e rm anen t  Fund



R a n g e  o f  m a r k e t  v a l u e

F Y 0 2  -  F Y 0 7

$35 

$30

$40

$25 

$ 2 0

FY 02 FY 03 FY04 FY 05 FY 06 FY07

T o p  q u a r t i le $ 2 6 .0 $ 2 8 .1 $ 3 0 .2 $ 3 1 .9 $ 3 3 .9 $ 3 6 . 6

M e d i a n $ 2 4 . 6 $ 2 5 . 7 $ 2 6 . 9 $ 2 8 . 4 $ 3 0 . 4 $ 3 1 . 9

B o t to m  q u a r t i l e $ 2 3 .6 $ 2 3 .7 $ 2 4 .4 $ 2 5 .4 $ 2 6 .3 $ 2 7 . 7

Alaska P e rm anen t  Fund



R a n g e  o f  p r i n c i p a l  b a l a n c e

F Y 0 2  -  F Y 0 7
$28 

$26

$24

$ 2 2

$20

FY02 FY 03 FY 04 FY 05 FY 06  F Y 07

T o p  q u a r t i le $ 2 1 .9 $ 2 2 .9 $ 2 3 .9 $ 2 4 .8 $ 2 5 .8 $ 2 6 .8

M e d i a n $ 2 1 . 9 $ 2 2 . 6 $ 2 3 . 4 $ 2 4 . 3 $ 2 5 . 2 $ 2 6 . 0

B o t to m  q u a r t i le $ 2 1 .9 $ 2 2 .3 $ 2 3 .1 $ 2 3 .8 $ 2 4 .6 $ 2 5 .3

Alaska P e rm an en t  Fund



R a n g e  o f  t o t a l  e a r n i n g s  r e s e r v e

F Y 0 2  -  F Y 0 7
$ 1 2  

$ 1 0  

$ 8  

$ 6  

$ 4  

$ 2  

$ 0

F Y 0 2  F Y 0 3  F Y 0 4  F Y 0 5  F Y 0 6  F Y 0 7

T o p  q u a r t i le $ 4 .1 $ 5 .6 $ 6 .7 $ 7 .5 $ 8 .4 $ 1 0 .3

M e d i a n $ 2 . 8 $ 2 . 8 $ 3 . 4 $ 3 . 8 $ 4 . 9 $ 5 . 5

B o t to m  q u a r t i le $ 1 .7 $ 1 .0 $ 0 .9 $ 1 .1 $ 1 .1 $ 1 .5

A laska P e rm anen t  Fund
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R a n g e  o f  a n n u a l  s t a t u t o r y  n e t  i n c o m e

F Y 0 2  -  F Y 0 7
$4

$3

$ 2

$1

$■

F Y 02 FY 03 F Y 04 FY05 FY06 FY07

T o p  q u a r t i le $ 1 .2 $ 2 .1 $ 2 .6 $ 2 .6 $ 3 .1 $ 3 .3

M e d i a n $ 1 . 0 $ 1 . 4 $ 1 . 7 $ 1 . 9 $ 2 . 0 $ 2 . 1

B o t to m  q u a r t i le $  0 .8 $ 0 .8 $ 1 .0 $ 1 .0 $ 1 .1 $ 1 .3

A laska  Pe rm anen t  Fund



R a n g e  o f  d i s t r i b u t e d  i n c o m e

F Y 0 2  -  F Y 0 7
$ 2 .0  

$ 1 .6  

$ 1 .2

$ 0 .8

$ 0 .4

$ 0 .0

F Y 0 2  F Y 0 3  F Y 0 4  F Y 0 5  F Y 0 6  F Y 0 7

T o p  q u a r t i l e $ 1 .0 $ 1 .0 $ 1 .0 $ 1 .0 $ 1 .1 $ 1 .3

M e d i a n $ 1 . 0 $ . 9 $ . 8 $ . 8 $ . 9 $ 1 . 0

B o t to m  q u a r t i l e $ 1 .0 $ .8 $ .7 $ .6 $ .6 $ .6

$  b i l l i o n s

«

—  ..... M S
* *

■  ■

t i i i r

A laska  Pe rm anen t  Fund



R a n g e  o f  p e r  c a p i t a  d i v i d e n d

F Y 0 2  -  F Y 0 7
$ 2 ,1 0 0  

$ 1 ,9 0 0  

$ 1 ,7 0 0  

$ 1 ,5 0 0  

$ 1 ,3 0 0  

$ 1 ,1 0 0  

$ 9 0 0  

$ 7 0 0

F Y 0 2  F Y 0 3  F Y 0 4  F Y 0 5  F Y 0 6  F Y 0 7

T o p  q u a r t i l e $ 1 ,6 7 0 $ 1 ,5 5 0 $ 1 ,5 6 0 $ 1 ,5 5 0 $ 1 ,7 4 0 $ 2 ,0 5 0

M e d i a n $ 1 , 6 4 0 $ 1 , 4 2 0 $ 1 , 2 8 0 $ 1 , 1 9 0 $ 1 , 3 1 0 $ 1 , 5 1 0

B o t to m  q u a r t i le $ 1 ,6 1 0 $ 1 ,3 0 0 $ 1 ,0 2 0 $  8 5 0 $  9 2 0 $  9 7 0

A laska  P e rm anen t  Fund
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FINANCIALS; T O m  iTPCIH i jF A tQ O tV ID F M P lj  CONTACT >■)«) H t tT T H t BOAHO )  FUN

F eb ru a ry  0 8 ,  2 0 0 2

■ Committee, Board to 
meet
JANUARY 31 - The Board of 
Trustees' Corporate Governance 
Committee will meet in Juneau at 
10:00 a.m. on February 11th to 
consider proxy voting policy and 
receive an informational 
presentation on class action 
litigation. That meeting will be 
followed at 1:00 p.m. by a regular 
Board of Trustees meeting, which Is 
scheduled to conclude at 3i00 p.m. 
on February 13. This meeting 
begins the Board's annual review of 
asset allocation policy. The 
meetings will be held at the APFC's 
Hugh Malone Boardroom in Juneau 
and the public Is invited to attend. 
View Committee Agenda 
View Board Agenda
■ Summer internships 
offered
JANUARY 29 - The Alaska 
Permanent Fund Corporation 
(APFC) invites students to take 
advantage of internship 
opportunities that both the APFC 
and Its partnering firms are offering 
to qualified Alaska students for the 
summer of 2002. All application 
information can be found at the

D a i l y  u n a u d i t e d  p o e i t i o n
as of February 07, 2002

U.S. Fixed Income 35% 58,506,800,000
Non-U.S Fixed Income 3% 5608,500,000
U.S. Equities 36% 58,662,500.000
n ->n-U.S. Equities 16% 53,850.600,000
Rea Estate 11% 52,666,800,000
A lade COs 0% 529,600,000

100% 5 24,324,800,0001

_ j  Q u a r t e r l y  r e p o r t

J  A n  A l a s k a n ' s  G u i d e  
to  the  P e r m a n e n t  F u n d

Alaska  P e rm anen t  Fund



2002 Capital Market Outlook 
Alaska Permanent Fund

2 / 1 2 / 0 2

M ic h a e l J. O ’ L e a ry  C F A  

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

C a lla n  A s s o c ia te s  in c .



2002 Capital Market Outlook
S u m m a r y  of Today's Presentation

•  W h a t  w i l l  b e  t h e  e c o n o m i c  e n v i r o n m e n t  o v e r  t h e  n e x t  

f i v e  y e a r s

•  W e  e n t e r e d  r e c e s s i o n  i n  Q 2  -  t h e  w o r s t  m a y  a l r e a d y  b e  

p a s t .

•  T h e  r e v e n g e  o f  f u n d a m e n t a l s  -  p r i c e s  h a v e  f a l l e n  b u t  

e a r n i n g s  a r e  f a l l i n g ,  t o o .  H o w  f a r  a w a y  i s  t h e  e a r n i n g s  

b o t t o m ?

•  W h a t  a r e  t h e  r i s k s  t o  t h e  e c o n o m y ?  T o  t h e  c a p i t a l  

m a r k e t s ?

•  T h e  p r o j e c t i o n s  -  h o w  t h e y  d i f f e r  f r o m  2 0 0 1 ?

Gil 2



The New World in the New Millennium
T h e  Party's O v e r

2 0 0 0 - 2 0 0 1  h a v e  b e e n  a  r e m a r k a b l e  ( a n d  p a i n f u l )  

r u n  f o r  t h e  U . S .

•  T e c h n o l o g y  a n d  d o t - c o m  b u b b l e  b u r s t .

•  T e r r o r i s t  a t t a c k s ,  e n s u i n g  w a r ,  a n d  b r o k e n  c o n f i d e n c e .  

T h e  l o n g e s t  e x p a n s i o n  i n  h i s t o r y  e n d e d  i n  M a r c h  2 0 0 1 .

•  S t o c k  m a r k e t  f e l l  f o r  t w o  c o n s e c u t i v e  y e a r s ,  t h e  f i r s t  

s u c h  d e c l i n e  s i n c e  1 9 7 3 - 7 4 .  S & P  5 0 0  i s  d o w n  2 1 . 7 %  

s i n c e  M a r c h  2 0 0 0 ;  N A S D A Q  i s  o f f  5 7 . 2 % .

•  T h e  F e d  c u t  i n t e r e s t  r a t e s  1 1  t i m e s  ( 4 . 7 5 % ) ,  t h e  s t e e p e s t  

c u t  i n  h i s t o r y .  I n t e r e s t  r a t e s  a r e  n e a r  a  4 0 - y e a r  l o w .

•  M u c h - t o u t e d  f e d e r a l  s u r p l u s  s i g h t e d  i n  f i s c a l  2 0 0 0 ,  o n l y  

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



The Current Economic Environment
•  U . S .  e c o n o m y  o f f i c i a l l y  p e a k e d  i n  M a r c h  2 0 0 1 ,  t h u s  

e n t e r i n g  r e c e s s i o n  i n  t h e  s e c o n d  q u a r t e r  o f  t h e  y e a r .

•  C h r i s t m a s  m a y  h a v e  b e e n  m e r r i e r  t h a n  e x p e c t e d ,  a n d  

d a t a  s u g g e s t  a  f o u r t h  q u a r t e r  g r o w t h  r a t e  n e a r  z e r o .  T h e  

r e c e s s i o n  m a y  a l r e a d y  b e  t e c h n i c a l l y  o v e r .

•  H o w e v e r :

S  C o r p o r a t i o n s  a r e  s t i l l  r e t r e n c h i n g .

S  I n v e s t o r s  a r e  b e w i l d e r e d  -  h i g h  c a s h  l e v e l s ,  w h e r e  t o  i n v e s t ?

S  T h e  s t o c k  m a r k e t  s t i l l  l o o k s  o v e r v a l u e d  b y  m a n y  s t a n d a r d s .

S  L a y o f f s  a r e  h i g h  a n d  r i s i n g .

S  T h e  s a v i n g s  r a t e  i s  s t i l l  v e r y  l o w  ( 1 % ) .

S  C o n s u m e r  d e b t  i s  v e r y  h i g h  ( 1 0 4 %  o f  d i s p o s a b l e  i n c o m e ) .

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  L o w  i n t e r e s t  r a t e s  c a n ' t  e l i m i n a t e  e x c e s s  c a p a c i t y .



GDP Growth Heads Into Recession
( 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 )



Many Overseas Economies Are in or 
Near Recession

N o r t h  A m e r i c a  A s i a  L a t i n  A m e r i c a

H o n g

K o n g

S in g a p o r e

C a n a d a
A r g e n t i n a

P e r u

E m e r g i n g  E u r o p e

T u r k e y

P o la n d

W e s t e r n  E u r o p e

B e lg i u m

m
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U.S. Recession Will Be Relatively Mild
T h e  W o r s t  M a y  H a v e  A l r e a d y  Passed

( S o u r c e :  D R I - W E F A )

D u r a t i o n ,  R e a l  G D P  U n e m p l o y m e n t  

R e c e s s i o n  M o n t h s  %  D e c l i n e  R a t e  P e a k

2001 - 2002 10 -1.0% 6.3%
1990-1991 8 -1.5% 7.8%
1981 -1982 16 -2.9% 10.8%
1980 6 -2.2% 7.8%
1973-1975 16 -3.4% 9.0%
1969-1970 11 -0.6% 6.1%
1960-1961 10 -1.6% 7.1%

Gil 7



Despite the Gulf War Analogies, This 
Downturn Differs From 1990-91

•  N e g a t i v e  D i f f e r e n c e s :

v ' '  T h e  t e r r o r i s t  a t t a c k s .

S  M o r e  s y n c h r o n i z e d  g l o b a l  c y c l e .

S  H i g h  t e c h  i n v e s t m e n t  c r a s h .

•  P o s i t i v e  D i f f e r e n c e s :

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

S  S t r o n g e r  b a n k i n g  s y s t e m .

■ f  M o r e  b a l a n c e d  r e a l  e s t a t e  m a r k e t s .

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

G r e e n s p a n  l e a r n e d  h i s  l e s s o n s .



Confidence Follows Jobs

1 9 8 0  1 9 8 4  1 9 8 8  1 9 9 2  1 9 9 6  2 0 0 0

C o n s u m e r  S e n t i m e n t  ( l e f t )  —  E m p l o y m e n t  c h a n g e  ( n i n )



Saving Plunged as Wealth Hit a
Record High

1 2

9

6

0

- 3

W e a l t h / i n c o m e S a v i n g  r a t e  ( r i g h t )
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Debt is Hitting New Records, Dominated 
by Mortgages

( H o u s e h o ld  d e b t  as  s h a re  o f  a f t e r - t a x  in c o m e )
1 2 0  

1 0 0  

8 0  

6 0  

4 0  

2 0  

0

1 9 8 0  1 9 8 3  1 9 8 6  1 9 8 9  1 9 9 2  1 9 9 5  1 9 9 8  2 0 0 1

□  T o t a l  ■  M o r t g a g e s
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Capital Investment Follows GDP
Corporations A r e  M o r e  Cautious T h a n  C o n s u m e r s

( 4 -q u a r te r  p e rc e n t c h a n g e )

6 %

4 %

2 %

0 %

- 2 %0/ _

1 9 9 0

2 0 %

- -  1 0 %

-  0 %

- 1 0 %

1 9 9 2  1 9 9 4  1 9 9 6  1 9 9 8 2 0 0 0

R e a l G D P  ( r ig h t ) E q u ip m e n t  s p e n d in g  ( le f t )
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Corporations Are Still More Cautious 
Than Consumers

•  C a p i t a l  s p e n d i n g  h a s  b e e n  s l a s h e d .

•  I n v e n t o r i e s  h a v e  b e e n  r u n  o f f  d r a m a t i c a l l y .

•  P a y r o l l s  h a v e  b e e n  s h a v e d .

•  H o w e v e r ,  c a p i t a l  s p e n d i n g  i s  n o t  l i k e l y  t o  r e c o v e r  u n t i l  

o r d e r s  s t a r t  s h o w i n g  u p  o n  t h e  b o o k s .  T h u s  f a r ,  o n l y  

d e f e n s e  o r d e r s  a r e  c l i m b i n g .

•  R e c o v e r y  w i l l  n o t  b e  s m o o t h  -  s o m e  i n d u s t r i e s  a r e  

p l a g u e d  b y  o v e r c a p a c i t y .

•  E m p l o y m e n t  l a g s  t h e  e c o n o m y  -  l a y o f f s  a r e  l i k e l y  t o  

c o n t i n u e  i n  2 0 0 2 .  C o m p a n i e s  w i l l  n o t  b e  r e h i r i n g  u n t i l  

t h e y  a r e  s u r e  t h a t  t h e  o r d e r s  w i l l  c o n t i n u e .

13
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Inflation Will Decelerate as the 
Economy Softens
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The Fed Has Loosened Quickly
4 . 7 5 %  in 11 Rate C u t s  - A r e  T h e y  D o n e ?

(P e rc e n t)

—  F e d e r a l  F u n d s  R a t e  —  1 0 - Y e a r  T r e a s u r y  B o n d  Y i e l d

El 15



Capital Markets Confront the Law of 
Gravity
1999 Returns 2000 Returns 2001 Returns

Callan Broad 22.74 -9.79 -1 1.96

S& P Super Composite 1500 20.27 -6.98 -10.64

S& P 500 21.04 -9.10 -1 1.88

Callan Small 33.87 0.23 -2.45

S& P 600 Small Cap 12.40 11.80 6.54

Rmsell 2000 2? .26 -3.02 2.49

EA FE 26.96 -14.17 -21.44

NASDAQ 86.10 -39.18 -20.80

LB Agg -0.82 11.63 8.43

SB Non-US -5.07 -2.63 -3.54

Oil 16



U.S. Economic Forecast: Consensus on 
Recovery in 2002

•  T h e  r e c e s s i o n  w i l l  b e  r e l a t i v e l y  m i l d ,  w i t h  g r o w t h  r e t u r n i n g  

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

•  T h e  F e d  s w i t c h e d  q u i c k l y  f r o m  r e c e s s i o n  a v o i d a n c e  t o  

s e e d i n g  r e c o v e r y ,  b u t  d o n ' t  e x p e c t  m o r e  r a t e  c u t s .

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

o n  t h e  c o n s u m e r  ( a l t h o u g h  t h e r e  i s  l i t t l e  p e n t - u p  d e m a n d ) .

•  I n f l a t i o n  w i l l  r e m a i n  b e n i g n .

•  T h e  r e s t  o f  t h e  w o r l d  w i l l  s u f f e r  f r o m  a  U . S .  s l o w d o w n .

•  F i s c a l  p o l i c y  w i l l  b e  v e r y  e x p a n s i o n a r y ,  e v e n  w i t h o u t  a  

s p e c i f i c  s t i m u l u s  p a c k a g e .

•  E x p o r t s  a n d  i n v e s t m e n t  w i l l  l a g .

- >  O u r  C a p i t a l  M a r k e t  p r o j e c t i o n s  i n c o r p o r a t e  o u r  e c o n o m i c  

e x p e c t a t i o n s .Oil



Capital Market Projection 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 .

•  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 .

•  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 .

Gil



Stock Fundamentals Matter More Than Ever
( . . . a l t h o u g h  z v 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  h e i g h t s ,  a n d  w e 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

p r i c e s  m a y  b e  f a l l i n g ,  b u t  e a r n i n g s  a r e  p l u m m e t i n g .  

W h e n  d o  w e  g e t  t o  " r e a s o n a b l e "  p r i c e s ?

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  b e g a n  w i t h  

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 ) .  F e a r  o v e r t o o k  i n  2 0 0 1 .

- > 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 a n y  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 .

Oil 19
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The Last Few Years Were More Than 
a Little Unusual
Dividend Yield o f S&P 500 (1947 - 12/31/2001)
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Equity Valuations Now in Line?
T h e  Ever-PopularGreenspan M o d e l

£

S&P 500 Earnings Yield vs. 10-Year Treasury Yield
16%

14%

12%
10% :
8%
6%
4% ;

Oil

rates to

rates,
falling
earnings
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Peak of interest 
rates and inflation Fed raises interest 

ward off inflationRatio of S&P 500 Earnings Yield and 10-Year Treasury Yield

1987 Market Crash Fed tardy in raising interest rates
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Are Equity Prices Becoming Re-connected 
to Their Underlying Value?
S&P 5u0 5-Year Returns vs. Lagged Earnings/Price (1954 - 2001)
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Why Bother With Bonds?
Because of Years Like 2 0 0 0  &  2 0 0 1

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

o f  b o n d s .

B o n d  y i e l d s  t r e n d e d  d o w n  d u r i n g  t h e  f i r s t  t h r e e  q u a r t e r s  a s  

t h e  r e c e s s i o n  e m e r g e d ,  t h e n  p l u m m e t e d  i n  t h e  f l i g h t  t o  

q u a l i t y  f o l l o w i n g  S e p t e m b e r  1 1 .  Y i e l d s  m o v e d  b a c k  u p  a t  

t h e  e n d  o f  t h e  y e a r  a s  t h e  s t o c k  m a r k e t  r e c o v e r e d .

T h e  y i e l d  c u r v e  s t e e p e n e d  d r a m a t i c a l l y  d u r i n g  2 0 0 1 .  T h e  

4 7 5  b a s i s  p o i n t s  i n  i n t e r e s t  r a t e  r e d u c t i o n s  b y  t h e  F e d  h a d  

o n l y  a  m o d e s t  e f f e c t  o n  l o n g e r - t e r m  r a t e s .  M o n e y - m a r k e t  

r a t e s  a r e  n o w  b e l o w  i n f l a t i o n ,  i m p l y i n g  n e g a t i v e  r e a l  y i e l d .  

T h e  e l i m i n a t i o n  o f  t h e  3 0 - y e a r  T r e a s u r y  b o n d  h a d  a  g r e a t e r  

i m p a c t  o n  t h e  l o n g  t e r m  r a t e s  t h a n  t h e  r a t e  c u t s .

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

y i e l d  o v e r  t h e  n e x t  f i v e  y e a r s .
231
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Domestic Fixed Income
C u r r e n t  Yield Is A  Str o n g  Predictor of R e t u r n s

Lehman Aggregate Index 5 Year Returns vs. Lagged Yield to Maturity
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2002 Capital Market Projections
2 0 0 2  C a p i t a l  M a r k e t  P r o je c t io n s

Asset Class Index
Projected Annual 

Return
Projected Standard 

Deviation (Risk) 2001 Projections
Equities
Broad Domestic Equity CAI Broad 9.30% 17.20 9.20 16.30
Large Cap S&P 500 9.00% 16.00 8.90 15.00
Small Cap CAI Small 10.60% 25.00 10.40 25.00
International Equity EAFE 9.90% 21.50 9.80 21.50
Emerging Markets Equity MSCI EMF 10.40% 35.00 10.30 35.00
Global Broad Equity 90% EAFE/10% EMF 9.95% 21.15

Fixed Income
Domestic Fixed LB Agg 5.75% 5.00 6.45 5.30
Defensive LB Gov't 1-3 4.60% 2.60 5.30 3.30
High Yield FB High Yield 7.50% 12.65 7.50 11.40
Non US$ Fixed SB Non US 5.60% 9.60 6.25 9.80

Other
Real Estate CRES 8.00% 16.50 8.30 16.50
Alternative Investments VECO 100 12.25% 35.00 12.00 36.00
Cash Equivalents T-bill 3.50% 0.70 5.00 0.70

Inflation CP1-U 2.90% 1.00 3.25 1.90
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2002 Capital Market Projections
L a r g e s t  c h a n g e s  a r e  t o  r e t u r n s  f o r  c a s h  a n d  b o n d s .

I n f l a t i o n  h a s  r i s e n  o v e r  t h e  p a s t  t w o  y e a r s ,  b u t  t h e  t h r e a t  

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

B o n d  r e t u r n s  a r e  l o w e r ,  r e f l e c t i n g  l o w e r  y i e l d s  t o  

m a t u r i t y  c o m p a r e d  t o  a  y e a r  a g o .

E q u i t y  r e t u r n  e x p e c t a t i o n s  r e m a i n  e s s e n t i a l l y  u n c h a n g e d  

-  b e l o w  t h e  l o n g - r u n  a v e r a g e s .

W e  r e m a i n  c o n v i n c e d  t h a t  i n t e r n a t i o n a l  b e l o n g s  i n  a  

d i v e r s i f i e d  p o r t f o l i o ,  d e s p i t e  t h e  s e c o n d - w o r s t  a b s o l u t e  

p e r f o r m a n c e  i n  2 0  y e a r s .

R e a l  e s t a t e  r e t u r n s  a r e  r e d u c e d  s l i g h t l y .

P r i v a t e  e q u i t y  r e t u r n s  a r e  i n c r e a s e d  s l i g h t l y .

 __________________  27



Optimizations - Where The Rubber 
Meets the Road

•  T h e  2 0 0 2  e f f i c i e n t  f r o n t i e r  i s  " s t e e p e r "  a n d  s h i f t e d  t o  t h e  r i g h t  

c o m p a r e d  t o  l a s t  y e a r ' s  f r o n t i e r .

•  C o m p a r e d  t o  l a s t  y e a r ,  p o r t f o l i o s  w i t h  t h e  s a m e  t a r g e t e d  l e v e l  

o f  r e t u r n  h a v e  a  h i g h e r  l e v e l  o f  r i s k .

•  P o r t f o l i o s  w i t h  t h e  s a m e  t a r g e t e d  p e r c e n t a g e  o f  e q u i t i e s  f a c e  

l o w e r  r e t u r n s  b u t  h i g h e r  e x p e c t e d  r i s k .

'■ S m a l l  c a p  s t o c k s  a c c o u n t  f o r  a  s i m i l a r  p e r c e n t a g e  o f  d o m e s t i c  

e q u i t y  ( a p p r o x i m a t e l y  2 0 % )  a c r o s s  m i x e s  r e f l e c t i n g  a  l o n g - r u n  

n e u t r a l  b i a s  t o w a r d  m a r k e t  c a p i t a l i z a t i o n .

•  I n t e r n a t i o n a l  e q u i t i e s  a c c o u n t  f o r  a  s i m i l a r  p e r c e n t a g e  o f  t h e  

t o t a l  e q u i t y  a l l o c a t i o n  ( a p p r o x i m a t e l y  3 0 % )  a c r o s s  a l l  m i x e s .

•  A l l o c a t i o n s  t o  d o m e s t i c  f i x e d  i n c o m e  a r e  l o w e r  a c r o s s  a l m o s t  

a l l  m i x e s .
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