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Review of Current Provisions

Early in the year, in a paper entitled "Thoughts of the Chairman", Mr. Rasmuson observed 
that the narrow range of allowable investments in the current law prevents the Trustees 
from providing an effective hedge against inflation. He called for consideration of 
modifications in the Fund legislation to allow investments which would offset inflation, 
and he also identified the need to coordinate any examination of the Fund, which 
automatically receives only about 11% of the state’s oil wealth, with plans for the remain­
ing 90% of the revenues. This approach was endorsed by the Trustees, who further 
agreed that the task of shaping the Fund must be a continuing process and that if the 
Fund is to have a stabilizing role in the Alaskan economy, any changes must be made 
with careful deliberation.

Subsequently, a special legislative panel was appointed to work with the Trustees. Ap­
pointments were made both by Senator Sturgulewski, Chairwoman of the Legislative 
Budget and Audit Committee, which has statutory oversight responsibility for the Perma­
nent Fund, and by the presiding officers of the Legislature. A series of seminar/work ses­
sions was scheduled and the Trustees and legislators are meeting regularly to examine the 
issues and discuss recommendations.

Examination of Issues

A consensus has emerged as to the questions which must be addressed and on which 
recommendations ought to be made.

Assuming the fundamental role of the Fund to be provision of high quality savings, with 
both present and future residents enjoying the income, is there also a possible develop­
ment role and is that role desirable? What are the risks of concentrating investments 
within a single state? Is the present investment list adequate and, if not, would it be pru­
dent to diversify into other asset classes such as equities, real estate or foreign assets? 
What are similar institutions doing in this regard? Given the fact that the principal and in­
come of the Fund will be eroded by inflation, should some provision be made to pay out 
only "rear’ or inflation-adjusted income rather than all income? Should an objective rate 
of return over the rate of inflation be set as an overall performance measurement goal 
(i.e., 2% over the rate of inflation)? What management changes may be needed (such as 
composition of the board, size of internal staff)? What legal constraints must be con­
sidered in making recommendations? And, finally, what is the proper sire of the Fund? 
This last question turns on how the income may be used. Several proposals for the use of 
income have been advanced; distribution to residents, covering some part of future state 
budgets, and endowing central programs in the budget, such as education, housing, or 
local grants, are some of the possibilities.

Guest speakers of national repute have been featured at the series of seminars. Broad 
questions of state spending and distribution of oil wealth were dealt with by Professor 
Don Gordon of City University of New York, Katherine Peden, a private industrial develop­
ment consultant, Nobel laureate Kenneth Arrow from Stanford, Professor Maxwell Fry of 
University of California at Irvine, and Professor Richard Coffman of University of Idaho. 
George Russell of the Frank Russell Company, Robert Greeley, manager of corporate in­
vestments at Hewlett Packard, and Sam Nakagama of Kidder, Peabody & Co., specifically 
addressed investment strategy.

To obtain more detailed information on investment and management questions, represen­
tatives of the Permanent Fund, Treasury Division, the L' gislative Budget and Audit Commit­
tee and the Attorney General's office had a series of neetings with prominent New York 
financial houses, reports were filed upon their return.
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Meetings and Information

Four regular meetings and two special meetings were held during fiscal year 1981 and 
two meetings have been held thus far in fiscal year 1982. Dates and places are noted 
below. Summary minutes are available for all meetings. In addition, a compilation of 
papers presented by guest speakers, together with an executive summary, will be made 
available to the Legislature in January. Copies of that report will be furnished upon re­
quest to any interested groups or individuals.

Regular Meetings

September 12, 1980 — Juneau 
November 21, 1980 — Juneau 
March 20, 1981 — Juneau 
June 30,1981 — Anchorage 
September 10 & 11, 1981 — Juneau

Special Meetings

January 9, 1981 -  Juneau 
May 8, 1981 — Juneau 
August 20, 1981 — Fairbanks

Future meetings are scheduled for October 22 and 23 in Anchorage, December 3 in 
Juneau, and at a date unceitain in January in Juneau. The public is always encouraged to 
attend meetings and is given an opportunity to address agenda items.
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FUND PERFORMANCE DURING FY 1981
(July 1, 1980—June 30, 1981)



Investment Strategy
Fiscal year 1981 was a period characterized by extreme volatility in financial and capital 
markets. As measured by the accepted bond indices, the first and third quarters of 
calendar year 1980 were the worst two in fifty years, while the second quarter was the 
best ever recorded. Declining interest rates in the second quarter encourased both con­
sumers and corporate borrowers to resume their earlier spending atterns. As a result the 
economy experienced the shortest recession on record-three months—and then bounc­
ed back to produce extraordinary growth in early 1981 before weakening in the second 
quarter of 1981. While inflation has abated recently, there is nothing substantive to in- 
dt. '/>: that this improvement is anything more than a temporary phenomenon. Wage 
demands continue strong and there has been no improvement in productivity.

Fund investments during FY 81 were concentrated in two year and shorter maturities, with 
investments in progressively shorter maturities as the year advanced and the economic 
climate remained unpredictable. By micl-June, 90.7% of the Fund portfolio matured within 
two years, 66.9% within one year, and 49.8% within six months. On June 30, 1981, the 

j average weighted life of marketable securities was one year one month as compared to
three years one month on the same date in 1980.

Performance Versus Goals

AS 37.1c.170 requires that the annual report include a comparison of corporation perfor­
mance with the goals outlined in AS 37.13.020. These goals are: (1) conservation of a por­
tion o' the state's mineral resource revenues to benefit all generanons of Alaskans; (2) 
maintain safety of principal while maximizing total return; (3) management of Fund as a 
savings device to allow maximum use of disposable income for purposes defined by law.

Through the regular contributions required by the constitutional amendment and by the 
Permanent Fund Act, plus the special appropriation of 5900 million made during the 1980 
legislative session, the Permanent Fund grew from 5483,208,000 on June 30, 1980, to
51,827,299,000 on June 30, 1981.

line realized rate of return on Fund investments has climbed steadily and was 16.0% as of 
une 30, 1981. The net realized gain on transactions retained in the Fund's principal during 
seal year 1981 is 5219,388. AH principal contributions have been retained in the Fund's 
>alance, and disbursement of income earned has been limited to cash amounts received.

ne Permanent Fund Dividend Plan is the only provision currently in law for the use of 
disp usable income. According to the constitutionai amendment which created the Perma­
nent Fund, all disposable income of the Fund is transferred to the General Fund and is 
available for expenditure by the Legislature, unless otherwise provided by law. The 
statutory provision for payment of dividends in proportion to duration of Alaska 
residence has been challenged. The Alaska Supreme Court decision upholding the divi­
dend distribution plan is presently under review by the U.S. Supreme Court; a decision is 
expected sometime in early 1982.

Audil:

The Fund was audited by Price Waterhouse & Co., independent public accountants, for 
the 1981 fiscal year. The auditors expressed an unqualified opinion as to Statements of 
Net Assets, Investment Income and Changes in Ne: Assets.
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Cumulative Balances

■  Historical Cumulative Balance
■  Projected Cumulative Balance

15 — ,

1970 1980 1982 1984 1986 1988 1990

Fiscal Years

Fund Balance________________________________________________
During the 1981 legislative session, a special appropriation of $1.8 billion was made to the 
Permanent Fund under the provisions of Chapter 61, Session Laws of Alaska 1981. With 
the addition of that amount plus regular contributions, the Fund is projected to be 
$4,273,900,000 on June 30, 1982.
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Economic Outlook and Investment Strategy

The central concern in the development of any coherent investment stratesy is the will­
ingness of the U.S. government to come to grips with inflation and the nature of policies 
proposed to bring it under control. The Administration's budget cutting and tax cut vic­
tories along with it* defense program have raised a number of significant concerns within 
the investment community. There is a growing realization that the U.S. Treasury and 
federal agencies will continue to make heavy demands on the credit markets for the re­
mainder of this year and 1982. The Treasury's early estimate of $42.5 billion deficit for 
federal fiscal year 1982 is proving to be unrealistic, and a number of private analysts are 
projecting a deficit in the $70 to $80 billion range. The Administration is currently 
searching for new areas to cut spending, but any search will likely involve some extremely 
difficult political struggles.

Fixed Income Total Returns
(Revised Sept. 1981)

■  Rotting 90 D.iy Treasury Bills 

H I  S year Treasury Notes 

H  30-year Treasury Bonds

Annualized Returns 
Over the Period 

1973-1981

on Day Bills 
S Year Notes 
.10 Year Bonds

85v% 
664% 
0 77%

1974 1*77 . / /B  1*77*7 1*7)11



Alaska Permanent Fund

Realized rates of return, income, and portfolio balances 
for the fiscal years ended June 30, 1981, 1980, 1979, & 1978

Fiscal Year Fiscal Year Fiscal Year Fiscal Year 
1981 1980 1979 1978

Realized rates of 
return (based on
accrued income) 16.00% 11.29% 8.24%  7.53%

investment income 
(inducing amounts 
earned but not rec’d.
by year end) $ 149,867,000 $ 32,426,923 $ 7,967,131 $ 1,791,000

Case earnings 
received transferred
to general fund $ 54,931,481 $ 23,675 ,560 $ 5 702,926 $ 900,434

Average portfolio
balance $ 936,243,000 $287,255 ,000 $ 96 ,700 ,000 $ 23,800 ,000

Marketable securities
on June 30, at cost $1 ,846,491 ,000 $493,427,071 $137,783 ,958 $ 54,387 ,000

Marketable securities
on June 30, at market $1,795 ,730 ,000 $493,444 ,000 $136,140 ,000 $ 52 ,300,000

1 here appears to be a growing perception in the financial markets that a strict monetarist
monetary policy and supply-side oriented fiscal policy are not entirely mutually compati­
ble. Those advocating most strongly the supply side fiscal policy are already beginning to 
contend that high interest rates are suppressing economic growth, pushing the federal 
budget further out of balance and jeopardizing the tax cut's chance of success. The Federal
Reserve Bank, on the other hand, is undoubtedly concerned that a significant easing in in­
terest rates would start another inflationary surge in pent up consumer demand tor hous­
ing and automobiles. These concerns are also no doubt comoounded by fears that this 
surge could be reinforced by the administration's three year tax cut and a planned surge 
in de, ->nse spending. Fixed income investors seem to sense that eventually one 
philosophy will have to be deemphasized.

Given the volatility of the economy and interest rates, a conservative investment strategy 
emphasizing short term investments appears best suited to providing high rates of return 
while at the same time minimizing the tisks of capital depreciation. Until such time as fiscal 
and monetary policies are brought into a more harmonious relationship, interest rates are 
likely to remain highly volatile.
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ALASKA PERMANENT FUND Corporation
Financial Statements 
June 30, 1981

Ir ic ehtcriiousc&Ca
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ra t e r h o u s e & C a

101 WEST BENSON BOULEVARD 
ANCHORAGE.ALASKA 99503  
907 -279 -1424

Ausust 13, 1981

To the Board of Trustees 
Alaska Permanent Fund Corporation

In our opinion, the accompanyins statements of net assets, of investment income and of chanses 
in net assets present fairly the financial position of the Alaska Permanent Fund Corporation at June 
30, 1981 and its investment income and changes in net assets for the year then ended, in conformi­
ty with generally accepted accounting principles applied on a basis consistent with that of the 
oreceding year. Our examination of these statements was made in accordance with generally 
accepted auditing standards and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances, including at June 
30, 1981 confirmation of securities owned by correspondence with the custodians. The financial 
statements of the Alaska Permanent Fund Corporation for the year ended June 30, 1980 were 
examined by other independent accountants, whose report dated August 29, 1980 expressed an 
unqualified opinion on those statements.

Price Waterhouse & Co.
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ALASKA PERMANENT FUND Corporation
Statement of Net Assets

June 30

1981 1980

Cash in Savings Account $ 43,000 S 39,000

Contributions receivab(e from the State General Fund 92,000 34,000

Interest Receivable 26,925,000 9,377,000

Loans and Mortgages 1,086,000

investment Securities, at cost 
U.S. Treasury notes and bonds 
Bankers acceptances 
U.S. Treasury bills 
Certificates of deposit 
Corporate bonds 
Federal agency notes
Securities purchased under agreements to resell

670.771.000
537.715.000
466.615.000
137.600.000

13.487.000
13.004.000 

7,300,000
1,846,492,000

303.964.000
23.510.000
20.583.000

111.879.000
13.487.000
13.004.000 

7,000,000
493.427.000

Amounts due to the State General Fund (47,339,000) (19,669,000)

Net Assets *1,827/299,000 $483,208,00$

See accompanying notes to financial statements



ALASKA PERMANENT FUND Corporation
Statement of Changes in Net Assets

Year Ended June 30

1981 1980

Assets Were Provided By:
Investment income $ 149,867,000 $ 32,427,000
Contribution from the State of Alaska General Fund 900,000,000
Royalties and other State receipts _______ 385,128,000  344,396,000

Total assets provided 1,434,995, )00 376,823,000

Transfers of investment income to State of Alaska 
General Fund

Increase in net assets

Increase (Decrease) in Components of 
Net Assets:

Cash in savings account
Contributions receivable
Interest receivable
Loans and mortgages
U.S. Treasury notes and bonds
Certificates of deposit
Bankers acceptances
U.S. Treasury bills
Federal agency notes and bonds
Securities purchased under agreements to resell
Commercial paper
Amounts due to the State General Fund

See accompanying

(90,904,000 (32,161,000)

$1/344,091,000 $344,662,000

$ 4,000 5 8,000
58,000 (205,000)

17,548,000 5,936,000
1,086,000

366,807,000 231,530,000
25,721,000 106,865,000

514,205,000 (4,843,000)
446,032,000 20,583,000

5,008,000
300,000 6,500,000

(10,000,000)
(27,670,000) (17,720,000)

$1,344,091,000 $344,662,000

to financial statements
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A LASKA PERMANENT FUND Corporation
Statement of Investment Income

Year Ended June 30

1981 1980

Interest Income:
U.S. Treasury notes and bonds $ 61,279,000 $13,060,000
U.S. Treasury bills 32,229,000 808,000
Bankers acceptances 28,115,000 5,251,000
Certificates of deposit 22,636,000 10,130,000
Securities purchased under agreements to resell 1,950,000 306,000
Corporate bonds 1,140,000 1,140,000
Federal Agency notes and bonds 1,082,000 1,069,000
Commercial paper 1,062,000 387,000
Other interest income 120,000

Savings account 35,000 10,000
149,648,000 32,161,000

Net securities gains 219,000 266,000

Investment income $149,867,000 $32,437,000

See accompanying notes to financial statements



ALASKA PERMANENT FUND Corporation
Notes to Financial Statements

Note 1 — Authorization
The State of Alaska Constitution was amended by voter approval ir: 1976 to provide 
for the sesresation of certain mineral lease rentals, bonus* s, royalt:es, royalty sale 
proceeds and federal mineral revenue sharins payments re:eived by the State for 
the use and benefit of present and future residents.

Distributable income from the Corporation is defined by statute and further clarified 
by administrative regulation to be the lesser of the latest fiscal year’s income or the 
average annual current income calculated using a simple average of the last five years 
or the number of years in existence if less than five after adjustment for capita! gains 
and losses.

AN of the Corporation’s investment securities are held by a commercial lending insti­
tution pursuant to a custodial agreement, except for certain certificates of deposit 
purchased from Alaska banks.

Note 2 — Summary of Significant Accounting Policies:
The accounting and reporting policies of the Alaska Permanent Fund Corporation 
conform to generally accepted accounting principles. The more significant account­
ing policies are as follows:

Interest Income
Interest income on loans is accrued monthly as earned.

Interest income on investments is shown net of amortization of premium and accre­
tion of discount.

Investment Securities
Investment securities are carried at cost adjusted for amortization of premium and 
accretion of discount. Investment securities are expected to be held to maturity and, 
therefore, will be fully realized.

'Gains or losses on the sale o' securities are determined on a specific identification 
basis.

Provision for Loan losses
The provision for loan losses is determined from specific evaluation of delinquencies 
and would be charged directly to operations in the period that the loss exposure 
becomes known. At June 30, 1981 no provision has been made since no losses are 
presently anticipated.
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Note 3 — Marketable Securities:
The cost and estimated market value of investment securities at June 30, were as 
follows:

1981 1980

Cost Market Cost Market

U.S. Treasury notes & bonds 5 670,771,000 S 633,501,000 $303,964,000 $304,967,000
Bankers acceptances 537,715,000 536,411,000 $3,510,000 23,692,000
U.S. Treasury bills 466,615,000 464,330,000 20 583,000 20,924,000
Certificates of deposit 137,600,000 134,120,000 111,879,000 113,899,000
Corporate bonds 13,487,000 8,135,000 13,487,000 10,753,000
Federal Agency notes 13,004,000 10,642,000 13,004,000 12,209,000
Securities purchased under
agreements to resell 7,300,000 7,300,000 7,000,000 7,000,000

$1,846,492,000 $1,794,439,000 $493,427,000 $493,444,000

Note 4 — General Fund Contribution:
For the year ended June 30, 1981, the State of Alaska Legislature appropriated 
$900,000,000 to the Corporation from the General Fund. For the year ended June 30, 
1982, the Legislature appropriated an additional $1,800,000,000 to the Corporation 
from the General Fund of which at least $1,400,000,000 is to be contributed prior to 
June 30, 1982.

Note 5 — Administrative Expenses (Unaudited):
Administrative and other expenses are paid by the State of Alaska General Fund ana 
are not included in the accompanying statements. The related budget and actual ex­
penses for 1981 and budgeted expenses only for 1982 for operations of the Perma­
nent Fund Corporation are as follows (unaudited):

1981 1982
Budget

$206,800
Actual

$165,000
Budget

$450,500



Photographs courtesy of the Division of Economic Enterprises 
Department of Commerce and Economic Development.

Legislative Committee of Oversight

Legislative Budget and Audit Committee 
Senator Arliss Sturgulewski, Chairwoman

Special Legislative Liaison Committee

Senator Arliss Sturgulewski, Chairwoman
Senator Patrick Rodey
Senator Vic Fischer
Senator Bob Mulcahy
Senator Ed Dankworth
ReTn'entative Al Adams
Rr ?ntative Hugh Malone
Lo, • cfltative Boo Bettisworth
Representative Oral Freeman
Representative Sam Cotten
Representative Ernie Haugen
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Cross inferences. — For provisions 
concerning application to the Department 
of Revenue for permanent fund dividends

for 1979, see editor’s note following the 
chapter analysis to AS 43.23.010 — 
43.23.100.

Sec. 43.23.030. A m ount o f  dividend. By December 1 of each year 
the commissioner shall give public notice of the value of each perma­
nent fund dividend to be paid in the following year. The commissioner 
shall determine the value of a permanent fund dividend by

(1) determining the amount o f income o f the Alaska permanent fund 
transferred to the dividend fund under AS 43.23.050(b) in the current 
year, less the amount, if  any, to be repaid in the current year to the 
general fund under AS 43.23.050(c);

(2) determining the number o f permanent fund dividends paid 
during the current year; and

(3) dividing the amount determined in (1) of this section by the 
amount determined in (2) of this section. (§ 2 ch 21 SLA 1980)

Editor’s notes. — For 1979 the value of 
a permanent fund dividend is $50. See § 3,

ch. 21, SLA 1S80, in the 1980 Temporary 
and Special Acts and Resolves.

NOTES TO DECISIONS

Chapter is constitutional. — See notes 
under same catchline following chapter 
analysis.

Stated in Williams v. Zobel, Sup. Ct. 
Op. No. 2201 (File No. 5400), 619 P.2d 448 
(1980).

Sec. 43.23.040. Penalties and enforcem ent, (a) In addition to any 
criminal penalties imposed by state law, if an individual is convicted 
of unsworn falsification for a statement made in a certification of 
residency made for purposes o f AS 43.23.010 — 43.23.100, and the 
conviction is not reversed, that individual is not, and may never 
become, eligible for a permanent fund dividend, and he forfeits all 
permanent fund dividends paid to him.

(b) If the commissioner determines that a permanent fund dividend 
should not have been claimed by or paid to an individual, he may use 
any collection procedures or remedies available under AS 43.05.010 — 
43.80.040 to recover the payment of a permanent fund dividend which 
was improperly made. (§, 2 ch 21 SLA 1980)

Sec. 43.23.050. D ividend fund established, (a) The dividend fund 
is established as a separate fund in the state treasury. The dividend 
fund shall be administered by the commissioner and may be invested 
by the commissioner in the same manner provided for the investment 
of the Alaska pormrnent fund under AS 37.13.120. Money in the divi­
dend fund and any interest earned from investment of money in the 
dividend fund shall be used to pay permanent fund dividends annually 
and to repay loans from the general fund as provided m (c) of this 
section.
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§ 43.23.060 A l a s k a  S t a t u t e s  S u p p l e m e n t § 43.23.070

(b) Each year the commissioner shall transfer to the dividend fund 
50 percent o f the income of the Alaska permanent fund which was 
earned during the fiscal year ending on June 30 of the preceding year 
and which is available for distribution under AS 37.13.140.

(c) The legislature may annually appropriate money from the gen­
eral band to the dividend fund if there is not enough money in the 
dividend fund to pay each eligible individual an annual permanent 
fund dividend valued at $50. One-fifth o f the amount transferred to the 
dividend fund each year under (b) of this section shall be annually 
withdrawn from the dividend fund by the commissioner and deposited 
in the general fund to repay appropriations made under this subsec­
tion. (§ 2 ch 21 SLA 1980)

Cross references. — For provisions for 1979, see editor's note following the
concerning application to the Department chapter analysis to AS 43.23.010 —
of Revenue for permanent fund dividends 43.23.100.

NOTES TO DECISIONS

Chapter Is constitutional. — See notes Stated in Williams v. Zobel. Sup. Ct.
under same catchline following chapter Op. No. 2201 (File No. 5400), 619 P.2d 448
analysis. (1980).

Sec. 43.23.060. Duties o f  the department. The department shall
(1) by the 10th day of each regular legislative session, present a 

request to the legislature for on appropriation from the general fund to 
the dividend fund to satisfy the requirements of AS 43.23.050;

(2) annually pay permanent fund dividends from the dividend fund;
(3) adopt regulations under the Administrative Procedure Act (AS 

44.62.010 — 44.62.650) which establish procedures and time limits for 
claiming a permanent fund dividend; the department shall set the time 
limit for applications for permanent fund dividends so that sin­
gle-payment permanent fund dividends for a year are paid before 
October 15 of the following year ~nri so that installment-payment 
permanent fund dividends for a ' oegin by October 15 of the follow­
ing year; and

(4) assiBt residents of rural areas who because of language, illness, 
old age, or inaccessibility to public transportation need assistance to 
establish eligibility and to apply for permanent fund dividends. (§ 2 ch

* 21 SLA 1980)

Sec. 43.23.070. Exem ption o f  perm anent fund dividends, (a) An 
eligible individual may assign, pledge, or encumber not more than 50 
percent of the annual permanent fund dividends which are due and 
payable or which may become due and payable to the individual.

(b) Fifty percent of the annuul permanent fund dividends payable to 
an individual is exempt from levy, execution, garnishment, attach­
ment, and any other remedy for the collection of a debt.
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JACKSON 
& CURTIS

INCORPORATED

Established 1879 Members New York Stock Exchange. Inc. and Other Principal Exchanges

Denali Towers North , 2550  Denali St., Suite 1603 , Anchorage, Alaska 9 9503  (9 07 ) 2 76 -6939

M a r c h  16, 1 9 8 2

S e n a t o r  B o b  M u l c a h y  
P o u c h  V
J u n e a u ,  A l a s k a  9 9 811

D e a r  S e n a t o r  M u l c a h y :

A s  a f o l l o w  u p  to o u r  d i s c u s s i o n  o n  M a r c h  12, 1982, w i t h  
r e g a r d  to t h e  P e r m a n e n t  F u n d ,  it is h o p e d  t h a t  t h i s  l e t t e r  
c a n  b e  e n t e r e d  into t h e  r e c o r d .

T h e  p u r p o s e  of th i s  l e t t e r  is to i n s u r e  t h a t  if the P e r m a n e n t  
F u n d  is a l l o w e d  to i n v e s t  in E q u i t i e s  and Bonds, th a t  as 
l o n g  as A l a s k a n  B r o k e r a g e  h o u s e s  c a n  b e  c o m p e t i t i v e  t h a t  
t h e y  s h o u l d  be p e r m i t t e d  to p a r t i c i p a t e  in the p u r c h a s e  a n d  
s a l e  of S e c u r i t i e s .

A ] a s k a  h a s  f o u r  m a j o r  b r o k e r a g e  h o u s e s  at p r e s e n t ,  all w i t h  
w o r l d  w i d e  o f f i c e s  a n d  m a j o r  i n s t i t u t i o n a l  t r a d i n g  d e p a r t­
m e n t s  in N e w  Y o r k  and San F r a n c i s c o .

I w o u x d  l i k e  to be k e p t  a d v i s e d  o f  o u r  r e q u e s t  and if 
n e c e s s a r y  I w o u l d  li k e  the c o n s i d e r a t i o n  to  i n t r o d u c e  L e g i s­
la t i o n  to  p r o t e c t  t h e  A l a s k a n  B r o k e r s  w h o  are t a x p a y e r s  a n d  
r e s i d e n t s .

D L W / d m



March 17, 1902

DEPARTMENT OF COMMERCE & 
ECONOMIC DEVELOPMENT

DIVISIOM OF INSURANCE

P t D U C H  D

J O J N E A  U. A L A S K A  9 9 8 1 1  

V t H O N E :  4 6 5 - 2 5 1 5

Honorable Bob Mulcahy 

Alaska State Senate 

Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:

Re: CS SB 684 Informational Request

In insurance language "Capital" is invested money by in­

vestors that is not encumbered.

"Surplus" is added funds accumulated over a period of tiime. 

These funds are not encumbered.

"Capital" and "Surplus" are for the benefit of all polfrcy- 

holders should the need arise for their use.

"Reserves" in insurance language is the amount of money'
set aside for known losses or losses incurred but not rceport?d.

"Reserves" in insurance language is encumbered money.

Director

K C M / U 3 / 1 2

cc: Charles R. Webber, Commissioner

OR-M11 LH



LEGISLATIVE AFFAIRS AGENCY

ID; r
ITu IS

M E M O R A N D U M M a y  14, 1981

SUBJECT:

TO:

FROM:

C o n f i r m a t i o n  of a p p o i n t e e s  of the b o a r d  o: 
trustee s of the A l a s k a  P e r m e n a n t  F u n d

Senator A r l i s s  S t u r g u l e w s k i

J o h n  B. C h e n o w e £ h 4  
L e g i s l a t i v e  Q ^ u n j ^ S ^

Y o u  h a v e  d i r e c t e d  my attention, to two p r o v i s i o n s  r e l a t i n g  to 
l e g i s l a t i v e  r e v i e w  and c o n f i r m a t i o n  of the m e m b e r s  of t h e  
b o a r d  of truste es of the A l a s k a  P e r m a n e n t  Fund:

The L e g i s l a t i v e  B u d g e t  ai d A u d i t  C o m m i t t e e  has  t h e  
p o w e r  to:

* * *

(9) h o l d  p u b l i c  h e a r i n g s  on the c o n f i r m a t i o n  of 
the m e m b e r s  of the B o a r d  of T r u s t e e s  o f  the A l a s k a  
P e r m a n e n t  Fund C o r p o r a t i o n  . . .

AS 2 1 . 2 0 . 2 0 1 ( a ) .

T h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  s h a l l

(1) r eport to the l e g i s l a t u r e  its r e c o m m e n d a t i o n s  
reljiting to the c o n f i r m a t i o n  o f  a p p o i n t e e s  to t h e  B o a r d  

• of T r u s t e e s  of the A l a s k a  P e r m a n e n t  Fund C o r p o r a t i o n  . .

AS 2 4 . 2 0 . 2 0 6 .  You h a v e  i n q u i r e d  as to "the r i g h t  of t h e  
l e g i s l a t u r e  to h o l d  c o n f i r m a t i o n  h e a r i n g s  for a p p o i n t e e s  to 
t h e  p e r m a n e n t  fund b o a r d  of t r u s t e e s " .

L e g i s l a t i v e  c o n f i r m a t i o n  on t h e s e  a p p o i n t e e s  m a y  n o t  
c o n s t i t u t i o n a l l y  b e  r e q u i r e d .  T h e  d e c i s i o n  in B r a d n e r  v. 
H a m m o n d , 553 P . 2d 1 (1976), c o n t a i n s  the m o s t  p e r t i n e n t  
d i s c u s s i o n  of the u n d e r l y i n g  r e aso n:



ss S t u r g u l e w s V

"In A l a s k a  S t a t e - O p e r a t e d  S chool S y s t e m  v. M u e l l e r , 5 3 6  
P. 2d 99~ 103 (Alaska 19 75), we o b s e r v e d  t h a t  1 [ t J h o s e  
w h o  w r o t e  our c o n s t i t u t i o n  f o l l o w e d  the t r a d i t i o n a l  
f r a m e w o r k  of A m e r i c a n  g o v e r n m e n t .  The g o v e r n m e n t a l  
a u t h o r i t y  of the S t a t e  of A l a s k a  was d i s t r i b u t e d  a m n g  
the thr ee b r a n c h e s ,  the e x e c u t i v e ,  the l e g i s l a t i v e ,  a n d  
the j u d i c i a l 1. A n a l y z i n g  this t r i p a r t i t e  f o r m  of 
g o v e r n m e n t  p r o v i d e d  for Alaska, this c o u r t  c o n c l u d e d ,  
i n  P u b l i c  D e f e n d e r  A g e n c y  v. S u p e r i o r  C ourt, T h i r d  
J u d i c i a l  D i s t r i c t , 3 3 4  P . 2d 9 4 f, 950 ( A l a s k a  1975). 
t h a t  . . .  it c a n  b e  f a i r l y  i m p l i e d  that t h i s  s t a t e  
does r e c o g n i z e  the s e p a r a t i o n  of p o w e r s  d o c t r i n e .

•k * ★

"A p r o b l e m  i n h e r e n t  in a p p l y i n g  the d o c t r i n e  of 
' s e p a r a t i o n  of powers' s t e m s  f r o m  the f a c t  t h a t  the 
d o c t r i n e  is d e s c r i p t i v e  of o n l y  one f a c e t  o f  A m e r i c a n  
g o v e r n m e n t .  T h e  c o m p l e m e n t a r y  d o c t r i n e  of c h e c k s  a n d  
b a l a n c e s  m u s t  of n e c e s s i t y  be c o n s i d e r e d  in d e t e r m i n i n g  
the scope of the d o c t r i n e  of the s e p a r a t i o n  o f  p o w e r s .

* * ★

"In the i n s t a n t  appeal, the partie s, in r e c o g n i t i o n  of 
t he c o n t r o l l i n g  n a t u r e  of the issue, d i s p u t e  the m e a n i n g  
of t h e  d o c t r i n e  of s e p a r a t i o n  of powers, a n d  its i m p l i­
c a t i o n  for the d e t e r m i n a t i o n  as to w h e t h e r  C h a p t e r  82 
is v i o l a t i v e  of A l a s k a ' s  c o n s t i t u t i o n .  I n  o u r  v i e w ,  
the d o c t r i n e  is of i m p o r t a n c e  to the r e s o l u t i o n  of t h e  
m e r i t s  of this appeal, for if the d o c t r i n e  c l e a r l y  
p r e c l u d e s  l e g i s l a t i v e  i n t e r v e n t i o n  (by c o n f i r m a t i o n )  in 
the a p p o i n t m  nt of e x e c u t i v e  o f f i c i a l s ,  or r e q u i r e s  
'strict d e p a r t m e n t a l i z a t i o n , '  t h e n  C h a p t e r  82, w h i c h  
p u r p o r t s  to a u t h o r i z e  l e g i s l a t i v e  'meddling' in t h e  

. e x e r c i s e  of an e x e c u t i v e  power, is u n c o n s t i t u t i o n a l  
b e c a u s e  it w o u l d  be v i o l a t i v e  of s e p a r a t i o n  o f  p o w e r s  
r e q u i r e m e n t s .

"In d e t e r m i n g  i f  C h a p t e r  82 v i o l a t e s  the d o c t r i n e  o f  
s e p a r a t i o n  of p o w e r s ,  w h i c h  is i m p l i c i t  i n  A l a s k a ' s  
c o n s t i t u t i o n ,  it is n e c e s s a r y  to a n s w e r  w h e t h e r  t h e  
a p p o i n t m e n t  of e x e c u t i v e  o f f i c e r s  is a l e g i s l a t i v e  or 
e x e c u t i v e  f u n c t i o n .
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<

" A p p e l l e e  [Hammond] c o n t e n d s  that the a p p o i n t m e n t  of 
e x e c u t i v e  o f f i c e r s  is a n  e x e c u t i v e  func tion. Ue f i n d  
a p p e l l e e ' s  c o n t e n t i o n  m o s t  p u r s u a s i v e .  In a d d i t i o n  t o  
v e s t i n g  the e x e c u t i v e  p o w e r  of the s tate i n  the g o v e r n o r ,  
S e c t i o n  16 of A r t i c l e  III p r o v i d e s  that ' [u]he g o v e r n o r  
s h a l l  be r e s p o n s i b l e  for the f a i t h f u l  e x e c u t i o n  o f  t h e  
l a w s '. In v i e w  of the r e s p o n s i b i l i t i e s  i m p o s e d  b y  
S e c t i o n  16, a n d  the a u t h o r i t y  g r a n t e d  b y  S e c t i o n  1, t h e  
g o v e r n o r  is n e c e s s a r i l y  c l o t h e d  w i t h  the p o w e r  t o  
a p p o i n t  s u b o r d i n a t e  e x e c u t i v e  o f f i c e r s  to aid h i m  in 
c a r r y i n g  out the laws of Alaska. Thus we c o n c l u d e  t h a t  
the a p p o i n t m e n t  of e x e c u t i v e  o f f i c e r s  is an e x e c u t i v e  
•function; for w i t h o u t  s u c h  a power, the r e s p o n s i b i l i t y  
of e x e c u t i n g  e x e c u t i v e  d uties w o u l d  be d i f f u s e d  a n d  t h e  
goal of s e p a r a t i o n  of b r a n c h e s  of g o v e r n m e n t  a v o i d i n g  
too g r e a t  a c o n c e n t r a t i o n  o f  p o w e r  in one b r a n c h ,  w o u l d  
be d e f e a t e d .

* * *

"[I]t is then n e c e s s — v to d e t e r m i n e  the n a t u r e  o f  t h e  
l e g i s l a t u r e ' s  c o n f i r m a t i o n  powers. H e r e  we are i n  
a g r e e m e n t  w i t h  a p p e l l e e ' s  a n a l y s i s  that u n d e r  A l a s k a ' s  
c o n s t i t u t i o n  c o n f i r m a t i o n  is a s p e c i f i c  a t t r i b u t e  of 
the a p p o i n t m e n t  p o w e r  of the e x e c u t i v e .  O t h e r  c o u r t s  
w h i c h  h a v e  b e e n  c a l l e d  o n  to r e s o l v e  th: i s s u e  h a v e
b e e n  u n a n i m o u s  in t h e i r  h o l d i n g s  that c o n f i r m a t i o n  is 
not a d i s t i n c t  l e g i s l a t i v e  p ower, b u t  r a t h e r  a p a r t  o f  
the e x e c u t i v e  p o w e r  of a p p o i n t m e n t  w h i c h  in t u r n  h a s  
b e e n  d e l e g a t e d  in some s p e c i f i c  i n s t a n c e s  b y  c o n s t i­
tu t i o n  to the l e g i s l a t i v e  b r a n c h  of g o v e r n m e n t .

"In light of the n a t u r e  of the l e g i s l a t u r e ' s  p o w e r  o f  
c o n f i r m a t i o n ,  the q u e s t i o n  w h e t h e r  S e c t i o n s  25 a n d  26 

.of A r t i c l e  III d e s c r i b e  the o u t e r  limits of the l e g i s­
lat u r e ' s  c o n f i r m a t i o n  a u t h o r i t y ,  or w h e t h e r  the l e g i s­
lat u r e  m a y  be s t a t u t e  r e q u i r e  c o n f i r m a t i o n  o f  o t h e r  
h i g h - l e v e l ,  p o l i c y  m a k i n g  o f f i c i a l s  w i t h i n  the 
e x e c u t i v e  b r a n c h ,  a d m i t s  of but on e r e s o l u t i o n .  As t o  
this issue, w e  t h i n k  the p r o v i s i o n s  of S e c t i o n s  25 a n d  
26 o f  A r t i c l e  III a r e  c l e a r  and u n a b i g u m s .  T h u s  we 
c o n c l u d e  that S e c t i o n s  25 a n d  26 m a r k  fhe full r e a c h  
of the d e l e g a t e d ,  or shared, a p p o i n t i v e  f u n c t i o n  to 
A l a s k a ' s  l e g i s l a t i v e  b r a n c h  of g o v e r n m e n t "



"The lack of a m b i g u i t y  i n  S e c t i o n s  25 and 26 o f  
A r t i c l e  III of the A l a s k a  C o n s t i t u t i o n  m a n d a t e  t h a t  
this c o u r t  i n t e r p r e t  t h e s e  e x p r e s s  p r o v i s i o n s  as 
e m b o d y i n g  not only the m a x i m u m  p a r a m e t e r s  of t h e  
d e l e g a t i o n  of the e x e c u t i v e  a p p o i n t i v e  a u t h o r i t y  
t h r o u g h  the l e g i s l a t i v e  c o n f i r m a t i o n  f u n c t i o n  but, 
f u r t h e r ,  that they d e l i n e a t e’the full e x t e n t  of 
the c o n s t i t u t i o n ' s  e x p ress g r a n t  to the l e g i s­
la t i v e  b r a n c h  of checks on the g o v e r n o r ' s  p o w e r  to 
a p p o i n t  s u b o r d i n a t e  e x e c u t i v e  o f f i c e r s . I n  our v i e w ,  
t h e  s e p a r a t i o n  of p o w e r s  d o c t r i n e  r e q u i r e s  t h a t  
t he b l e n d i n g  of g o v e r n m e n t a l  p o w e r s  w i l l  n o t  b e  
i n f e r r e d  in the a b s e n c e  of an e x p r e s s  c o n s t i t u t i o n a l  
p r o v i s i o n ." (Emphasis a n d  b r a c k e t t e d  m a t e r i a l  a d ded , 
f o o t n o t e s  o m i t t e d ) .  1/

1/ I c a n n o t  f i n d  that, in p r e p a r i n g  the m a n y  d r a f t s  of t h e  
T 9 8 0  p e r m a n e n t  fund l e g i s l a t i o n ,  this o f f i c e  e v e r  f o r m a l l y  
a d v i s e d  a c o m m i t t e e  or m e m b e r  of the l e g i s l a t u r e  t h a t  the 
c o n f i r m a t i o n  r e q u i r e m e n t s  u n d e r  c o n s i d e r a t i o n  w e r e  u n c o n s t i­
tutio n a l .  T h e r e  is only  a h a n d w r i t t e n  n o t e  f r o m  the r e v i s o r  
to the file:

For the file: The a p p o i n t m e n t  and r e m o v a l  p r o v i s i o n s
v i o l a t e  B r a d n e r  v. H a m m o n d  re c o n f i r m a t i o n .  T h i s  is 
n o t  (1) a r e g u l a t o r y  board , (2) a b o a r d  a t  h e a d  o f  
dept. C o n f i r m a t i o n  -is u n c o n s t i t u t i o n a l .  . .

Howeve r, the g o v e r n o r  h a d  the b e n e f i t  of t i m e l y  a d v i c e :

• "The bill has some p r o v i s i o n s  w h i c h  are i n  c o n f l i c t  
.with the c o n s t i t u t i o n ;  h o w e v e r ,  they a p p e a r  to b e  
se v e r a b l e ,  and the b i l l  s h o u l d  o t h e r w i s e  b e  e f f e c t i v e  
a n d  valid.

"The u n c o n s t i t u t i o n a l  p r o v i s i o n s  are t h o s e  w h i c h  p r o v i d e  
or r e l a t e  to the l e g i s l a t u r e ' s  c o n f i r m i n g  the a p p o i n t m e n t  
of b o a r d  m e m b e r s  or to the l e g i s l a t u r e ' s  v e t o i n g  t h e i r  
r e m o v a l .  In Alas ka, the c o n s t i t u t i o n  p r e s c r i b e s  w h i c h  
o f f i c e s  are s u b j e c t  to c o n f i r m a t i o n ,  and the l e g i s l a t u r e



A p p a r e n t l y ,  it is the p o s i t i o n  of the a t t o r n e y s  i n  the 
e x e c u t i v e  b r a n c h  that the r e q u i r e m e n t  of c o n f i r m a t i o n  
of p e r m a n e n t  f und t r u s t e e s  is a r e q u i r e m e n t  o f  C h a p t e r  18, 
SLA 1980 w h i c h  is seve r a b l e .  Hence, the y h a v e  s u g g e s t e d  
that the l e g i s l a t i o n  m a y  be carr:- ad out as i f  t h e  u n c o n s t i  
tu t i o n a l  p r o v i s i o n  did not exist. Quoting, a g a i n ,  f r o m  
the a d i v s o r y  better:

As a g e n e r a l  rule, u n c o n s t i t u t i o n a l  p r o v i s i o n s  m a y  be 
t r e a t e d  as s e v e r a b l e  a n d  the r e m a i n d e r  of the. b i l l  
u p h e l d  if (1) the b i l l  w o u l d  b e  w h o l e  and e f f e c t i v e  so 
severed, and (2) the l e g i s l a t u r e  w o u l d  h a v e  e n a c t e d  the 
b i l l  e v e n  w i t h o u t  the s e v e r e d  p r o v i s i o n s .  H e r e ,  t h e  
bill o b v i o u s l y  forms a w h o l e  a nd e f f e c t i v e  l a w  w i t h o u t  
the u n c o n s t i t u t i o n a l  p r o v i s i o n s .  A d d i t i o n a l l y ,  t h e  
E l e v e n t h  L e g i s l a t u r e ' s  e n a c t m e n t  of l e g i s l a t i o n  p r e ­
sc r i b i n g  t h e  fund's m a n a g e m e n t  w a s  its n u m b e r  o n e  
priori ty. W e  cannot  c o n c e i v e  of its not e n a c t i n g  this 
l e g i s l a t i o n  w i t h  or w i t h o u t  its u n c o n s t i t u t i o n a l  
features. A c c o r d i n g l y ,  they are severa ble, a n d  t h e  
bill s h o u l d  be a p p l i e d  j ' J Z t  as if t hose p r o v i s i o n s  did 
not exist.

L e t t e r  of the A t t o r n e y  G e n e r a l ,  Ap ril 7, 1980, pp. 1, 2.

T h e r e  is s u p p o r t  for the p o s i t i o n  t a k e n  b y  the A t t o r n e y  
General in h i s  letter, c h i e f l y  in a ' l e n g t h y  c o n s i d e r a t i o n  of 
the a p p l i c a b i l i t y  of s e v e r a b i l i t y  p r i n c i p l e s  in L vnden. 
Transport, Inc. v. State, 5 3 2  P . 2d 700 (1975):

1/ C o n t i n u e d

has no p o w e r  to add to that list w i t h o u t  a c o n s t i t u t i o n a l
' a m e n d m e n t .  B r a dn er v. H a m m o n d, 553 ? . 2 d  1 ( A l a s k a  1976).
The c o n s t i t u t i o n a l  a l s o  p r e s c r i b e s  w h i c h  e x e c u t i v e  a c t i o n s  
are s u b j e c t  to a l e g i s l a t i v e  veto, and the l e g i s l a t u r e
has no p o w e r  to add to that list w i t h o u t  a c o n s t i t u t i o n a l
a mendm e n t .  State v. A . L . I . V . E .  V o l u n t a r y ,  P . 2d ____
(Alaska 1980). A c c o r d i n g l y ,  t h o s e  p r o v i s i o n s  o f  t h e  
bill w h i c h  r e q u i r e  l e g i s l a t i v e  c o n f i r m a t i o n  of a p p o i n t­
ment s  a n d  a u t h o r i z e  a l e g i s l a t i v e  vet o of r e m o v a l s  f r o m  
o f f i c e  are u n c o n s t i t u t i o n a l . "

L e t t e r  of the A t t o r n e y  G e n e r a l  of A pril 7, 1980, p. 1.



M ay 14, 1981

" [ A S  0 1 . 1 0 . 0 3 0 ]  c o n t a i n s  the f o l l o w i n g  g e neral s a v i n g s  
c l a u s e :

" A n y  law h e r e t o f o r e  or h e r e a f t e r  e n a c t e d  b y  t h e  
A l a s k a  l e g i s l a t u r e  w h i c h  lacks a s e v e r a b i l i t y  
c l a u s e  sha ll be c o n s t r u e d  as t h o u g h  it c o n t a i n e d  
t he c l a u s e  in the f o l l o w i n g  language, 'If a n y  
p r o v i s i o n  of this Act, or the a p p l i c a t i o n  t h e r e o f  
to a n y  p e i s o n  or c i r c u m s t a n c e  is h e l d  i n v a l i d ,  the 
r e m a i n d e r  of this A c t  a n d  the a p p l i c a t i o n  to o t h e r  
p e r s o n s  or c i r c u m s t a n c e s  shall not be e f f e c t e d  
t h e r e b y . '

"This is d e s i g n e d  t o  p r e s e r v e  to as great an e x t e n t  as 
p o s s i b l e  all v a l i d  p o r t i o n s  o f  enactm e n t s  b y  t h e  A l a s k a  
S t a t e  L e g i s l a t u r e .

" T h e  f e d e r a l  r u l e  w i t h  r e g a r d  to s p e c i f i c  s e v e r a b i l i t y  
s e c t i o n s  w h i c h  a r e  e n a c t e d  as part of a c h a l l e n g e d  
s t a t u t e  is r e l a t i v e l y  w e l l  settled. In C a r t e r  v .
C a r t e r  C o a l  Co. [298 U.S. 238, 80 L . E d . 1 T 6 0  (1936)] , 
the S u p r e m e  C o u r t  s t a t e d  the e f fect of such a 
p r o v i s i o n :

"In the a b s e n c e  of such a provision, the p r e ­
s u m p t i o n  is that t h e  L e g i s l a t u r e  intends a n  a c t  to 
be e f f e c t i v e  as an e n t i r e t y  -- that is to say, the 
r u l e  is a g a i n s t  the m u t i l a t i o n  of a s t a t u t e ;  a n d  
if a n y  p r o v i s i o n  b e  u n c o n s t i t u t i o n a l ,  the p r e ­
s u m p t i o n  is that t h e  r e m a i n i n g  p r o v i s i o n s  f a l l  
w i t h  it. T h e  e f f e c t  of the statute, [ s p e c i f i c  
s e c t i o n ]  is t o . r e v e r s e  this p r e s u m p t i o n  i n  f a v o r  
of i n s e p a r a b i l i t y ,  and c r e a t e  the o p p o s i t e  o n e  of 
s e p a r a b i l i t y .  U n d e r  the n o n s t a t u t o r y  r u l e ,  t h e  
b u r d e n  is u p o n  the s u p p o r t e r  of the l e g i s l a t i o n  to 
s h o w  the s e p a r a b i l i t y  of the p r o v i s i o n s  i n v o l v e d .  
U n d e r  the s t a t u t o r y  rule, the b u r d e n  is s h i f t e d  to 
the a s s a i l a n t  to s h o w  their i n s e p a r a b i l i t y .  B u t  
u n d e r  e i t h e r  rule, the d e t e r m i n a t i o n ,  i n  the end, 
is r e a c h e d  b y  a p p l y  the same test —  n a m e l y ,  W h a t  
w a s  t he i n t e n t  of the l a w  m a k e r s ?

" U n d e r  the s t a t u t o r y  rule, the p r e s u m p t i o n  m u s t  
o v e r c o m e  b y  c o n s i d e r a t i o n s  w h i c h  e s t a b l i s h  1 t h e  
c l e a r  p r o b a b l i t y  t h a t  the i n v a l i d  part b e i n g  

e l i m i n a t e d  t h e  L e g i s l a t u r e  w o u l d  not h a v e  
b e e n  s a t i s f i e d  w i t h  w h a t  r e m a i n s . 1



"By i n t e r p r e t i n g  the s t a t u t o r y  s e v e r a b i l i t y  p r o v i s i o n s  
as r e v e r s i n g  the c o m m o n  l a w  p r e s u m p t i o n  t h a t  a  s t a t u t e  

1i v o i d  in p a r t  w a s  v o i d  in its entirety, the S u p r e m e
C o u r t  i n t e n d e d  to p r o v i d e  a ru le pf c o n s t r u c t i o n  w h i c h  
n a y  s o m e t i m e s  a i d  in d e t e r m i n i n g  that [ l e g i s l a t i v e ]

| intent. But it is an aid merely: n o t  an i n e x o r a b l e
c o m m a n d . "  ( F o o t n o t e s  omi tted).

536 P . 2d 700, at 711, 712. T h e r e  is a d d i t i o n a l  s u p p o r t  
p r o v i d e d  in S u t h e r l a n d ' s  t r e a t i s e  on S t a t u t e s  a n d  S t a t u t o r y  
C o n s t r u c t i o n :

" A l t h o u g h  t h e r e  is no m e a s u r e a b l e  d i f f e r e n c e s  i n  e f f e c t  
b e t w e e n  g e n e r a l  s e p a r a b i l i t y  acts and p a r t i c u l a r  
s e p a r a b i l i t y  c l a u s e s  in i n d i v i d u a l  s t a t u t e s ,  i t  is 
r e a s o n a b l e  i n f e r e n c e  that b e c a u s e  a g e n e r a l  a c t  c a n n o t  
c o n t r o l  s u b s e q u e n t  l e g i s l a t i v e  i n t e n t  a n d  t h e r e f o r e  is 
q u e s t i o n a b l e  e v i d e n c e  if it, less w e i g h t  m a y  a t t a c h  to 
such a g e n e r a l  r u l e  of s e p a r a b i l i t y  t h a n  to t h e  c l a u s e  
in a s e p a r a t e  act. Thus g e n e r a l  s e p a r a b i l i t y  s t a t u t e s  
h a v e  b e e n  r e g a r d e d  as m e r e  c o d i f i c a t i o n s  o f  a c a n o n  of 
s t a t u t o r y  c o n s t r u c t i o n .  O n e  state has g i v e n  t h e  s a m e  
e f f e c t  to a g e n e r a l  s e v e r a b i l i t y  s t a t u t e  as to 
p a r t i c u l a r  s a v i n g  clauses, a p p l y i n g  the u s u a l  f e d e r a l  
rule that it s u b s t i t u t e s  a p r e s u m p t i o n  i n  f a v o r  of 
s e v e r a b i l i t y  in p l a c e  of the c o m m o n - l a w  p r e s u m p t i o n  

I a g a i n s t  it. But g e n e r a l l y  these s t a t u t e s  a r e  t r e a t e d
o n l y  as aids to i n t e r p r e t a t i o n  and n o t  as c o m m a n d s .

"If the v a l i d  p a r t s  a r e  d e p e n d e n t  or n o t  s e v e r a b l e  f r o m  
the i n v a l i d  p art s, all m u s t  fall. The v a l i d  p a r t s  m u s t  
b e  e n f o r c e a b l e  as a s e p a r a t e  law. If the r e m a i n i n g  
v a l i d  p o r t i o n s  w o u l d  not b e  p a s s e d  by the l e g i s l a t u r e  
w i t h o u t  the i n v a l i d ,  the s t a t u t e  m u s t  fail i n  its 
e n t i rety.  W h e n  the m o s t  i m p o r t a n t  f e a t u r e s  o r  the 

• p a r a m o u n t  i n t e n t  is i nvalid, the e n t i r e  a c t  m u s t  fall.
.Thus the r u l e s  c o n c e r n i n g  n o r m a l  s e p a r a b i l i t y  a r e  s t i l l  
prese n t .

"The p r i n c i p l e  of s e p a r a b i l i t y  is s o m e t i m e s  s e p a r a t e l y  
e n a c t e d  as g e n e r a l  law a p p l i c a b l e  to all a c t s  s u b s e q u e n t l y  
a d o p t e d  in t he s t a t e  i r r e s p e c t i v e  of w h e t h e r  s u c h  s u b s e q u e n t  
acts c o n t a i n  t h e i r  o w n  s e p a r a b i l i t y  c l a u s e s .  C o u r t s  
h a v e  c o n s i d e r e d  t h e s e  c l a u s e s  as c o d i f i c a t i o n s  of 
g e n e r a l  rules of i n t e r p r e t a t i o n ,  not b i n d i n g  as f i x e d  

r u l e s  of law."



2 Sut her l a n d ,  S t a t u t e s  a n d  S t a t u t o r y  C o n s t r u c t i o n , sec, 4 4 . 1 1  
(4th ed., Sands-] 1973). L y n d e n  T r a n s p o r t , a n d  c a s e s  c i t e d  
t h e r e i n  1} w h i c h  c o n s t r u e d  A l a s k a ' s  s e v e r a b i l i t y  c l a u s e ,
AS 01.10.030, e n u n c i a t e  the g e n e r a l  rule:

T h e  test for d e t e r m i n i n g  the s e v e r a b i l i t y  of a s t a t u t e  
is twofold. A p r o v i s i o n  w i l l  not be d e e m e d  s e v e r a b l e  
"unless it a p p e a r s  b o t h  that, s t a n d i n g  a lone, l e g a l  
e f f e c t  can be g i v e n  to it and that the l e g i s l a t u r e  
i n t e n d e d  the p r o v i s i o n  to stand, in case o t h e r s  
i n c l u d e d  in the act and h e l d  b a d  s h o u l d  f a l l . "  _3/

432 P . 2d 700, at 713. C l e a r l y ,  in the case o f  the p e r m a n e n t  
fund l e g i s l a t i o n ,  C h a p t e r - I S ,  S L A  1980, the r e m a i n i n g  p r o ­
vi s i o n s  of the l e g i s l a t i o n  m a y  s tand e v e n  a b s e n t  t h e  l e g i s­
lative c o n f i r m a t i o n  r e q u i r e m e n t .

F r o m  the r e c o r d  of the l e g i s l a t i o n ,  I c a n n o t  s ay t h a t  t h e  
l e g i s l a t u r e  i n t e n d e d  the e n t i r e t y  of the b i l l  to b e  s e t  
a s i d e  in the e v e n t  the c o n f i r m a t i o n  r e q u i r e m e n t  w o u l d  b e  
f ound invalid. The l e g i s l a t u r e  did not s p e c i f i c a l l y  i n c l u d e  
a p r o v i s i o n  s e t t i n g  a s i d e  the b i l l  in its e n t i r e t y  i n  t h e  
event any p o r t i o n  of it w e r e  set aside. W h i l e  the l e g i s ­
lat u r e  did u n d e r s c o r e  t h e  s i g n i f i c a n c e  of l e g i s l a t i v e  
o v e r s i g h t  of p e r m a n e n t  f u n d  c o r p o r a t i o n  a c t i v i t i e s ,  4J  t h e  
c o n f i r m a t i o n  r e q u i r e m e n t  is n o t  p a r t i c u l a r l y  s i g n i f i c a n t  to 

£ that " o v e r s i g h t "  w h e n  c o n s i d e r e d  in' context.

2/ S t a t e  v. B a k e r , 363 P . 2d 892 (Alaska 1964) a n d  
S p e i d e l  v. S t a t e , 4 6 0  P . 2d 77 ^Alaska 1969).

3/ Q u o t i n g  D o r c h y  v. Kansas, 264 U.S. 286, at 290, 68 L.Ed. 
7>86 at 690 (1924).

4 f See Sec. 1, C h a p t e r  18, SLA 1980:

F I N D I N G S .  T h e  l e g i s l a t u r e  finds that t h e r e  is a  s u b ­
st a n t i a l  n e e d  for o v e r s i g h t  of the p e r f o r m a n c e  o f  t h o s e  

„ a g e n c i e s  of the s t a t e  w h i c h  p e r f o r m  l e n d i n g  or i n v e s t­
m e n t  f u n c t i o n s  s i n c e  those, f u n c t i o n s  do n o t  r e c e i v e  the



I n  c o n c l u s i o n ,  I s h a r e  the A t t o r n e y  G e n e r a l ’s c o u n s e l  to the 
g o v e r n o r  e x p r e s s e d  in his A p r i l  7, 1980 l e t t e r .  T h e  c o n­
f i r m a t i o n  p r o v i s i o n s  are u n c o n s t i t u t i o n a l  a n d  a l m o s t  
a s s u r e d l y  are s e v e r a b l e .  Y o u  s hould not e x p e c t  t h e  g o v e r n o r  
f o r m a l l y  to s u b m i t  the n a m e s  of i n d i v i d u a l s  a p p o i n t e d  as 
t r u s t e e s  of the A l a s k a  P e r m a n e n t  Fund for y o u r  c o m m i t t e e ’s 
r e v i e w  and l e g i s l a t i v e  a p p r oval.

J B C r l j b

4/ C o n t i n u e d

d e t a i l e d  r e v i e w  to vrhich o t h e r  e x p e n d i t u r e s  o f  p u b l i c  
m o n e y  are subject, and t h e r e f o r e  the k n o w l e d g e  
n e c e s s a r y  for s o u n d  l e g i s l a t i o n  in this a r e a  i s  not 
r e a d i l y  a v a i l a b l e .  T h e r e  is a n e e d  for l e g i s l a t i v e  
o v e r s i g h t  w h i c h  w i l l  p r o v i d e  i n f o r m a t i o n  o n  t h e  p o l i c y  
a n d  p e r f o r m a n c e  of t h e s e  age ncies, the e x t e n t  to w h i c h  
the a g e n c i e s  c o n f o r m  to s t a t u t o r y  i n t e nt, a n d  t h e  i m p a c t  
of their p e r f o r m a n c e  o n  the e c o n o m y  a n d  t h e  s t a t e  t r e a s u r y .



Meetings with Investment Firms 

Week of July 6-10

SUMMARY OF INVESTMENT DISCUSSIONS

People in attendance:
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James B. Rhode 
Susi Gregg Fowler 

Department of Revenue, 

Treasury Division 
Peter A. Bushre 

Willxam L. Means 
Legislative Budget and Audit 

Steven Rieger 
Department of Law 

Laura Davis



The question that rose most frequently in New York was "What is the objective 

of the Alaska Permanent Fund?" The near unanimous opinion was that this question 

must be addressed by the Trustees before meaningful discussion can occur on such 

questions as allocation of investments and investment strategy. Robert Salomon, 

of Salomon Brothers, asked whether the Board of Trustees realized that if the 

Permanent Fund paid out more than 3% to 57. of its earnings, a level of earnings 

above inflation which might be attainable, the Trustees would be operating a 

fund with diminishing real capital and real income. At such time that the Permanent 

Fund ceased to grow in real terms, either through inflation or i fall in contri­

butions, it would become self-liquidating. The crucial decision is whether the 

Permanent Fund is going to pay out rea] *.;.nings, all earnings or a portion 

thereof. This is a grave problem being faced today by a growing number of foundations 

and university endowments. The Rockefeller Foundation, a $] billion foundation, has 

grown substantially in nominal terms, but has experienced an actual 35% contraction 

in real earnings power while the Ford Foundation, a S2.5 billion foundation, 

has contracted in real earnings power by 55%. If nothing is done to curb these 

foundations' spending programs, Robert Salomon stated that he could project for their 

trustees the dates on which they would be totally self-liquidated.

S

Once the objective of the Permanent Fund has been decided, much will be 

determined as to level of risk which will be required to meet that objective.

Long term studies, for example, have indicated that it is unrealistic to expect 

to earn more than a 2% real rate of return on a high grade fixed income portfolio, 

whereas a 3% to 5% real rate of return has been attainable in common stock over 

an extended period of time. Questioning Salomon Brothers as to what percentage



of common stock that they thought might be appropriate to the Permanent Fund 

given an earnings objective of a 3% to 5Z real rate of return, the response was 80%.

U. S. Steel Pension Fund, a pension fund in a mature industry, has approximately 

80Z of its assets currently in common stock, 10-15% in real estate, and the 

balance in fixed income securities. As reported by the S. E. C., the typical 

large corporate pension plan is approximately 55% invested in common stock. The 

normal asset mix of a portfolio under management by the Prudential Insurance 

Company of America, is 40% to 60% in common stock and 20% to 30% in real estate 

equity, with the balance in fixed income securities. Mr. William Field, Senior 

Vice President of Prudential's Asset Management Department, indicated that for 

reasons of political toleration a 20% commitment to common stock might be more 

advisable for the Alaska Permanent Fund.
»

Mr. William Field, Mr. Robert Salomon and Mr. Heath McLendon, President of the 

investment management firm of Bernstein-Macaulay, Inc. agreed that the Trustees 

should seek authority from the Legislature to invest in domestic common stock, 

foreign securities, and real estate equity. They also volunteered that in their 

respective opinions, the timing for purchases in foreign securities and real estate 

was not good. However, they all felt that there would be better opportunities in the 

next two or three years, and any program to make major commitments in foreign secu­

rities and real estate should be understood by all to be a three to five year program. 

However, in their judgment, it is highly desirable to obtain authority as soon 

as possible so as to maximize flexibility.

- 2 -



With the exception of the U. S. Steel Pension Fund, it was the opinion of 

those that we contacted that the Alaska .Permanent Fund, as a consequence of its 

sheer size, should utilize an index fund approach for its core holdings of 

common stock. Mr. William Field suggested that otherwise the investment manage­

ment fees would become prohibitively expensive. It was suggested that outside 

managers be utilized in such specialized areas as high technology stocks, energy 

development stocks, foreign securities, and real estate equity to provide the 

Permanent Fund an extra increment of yield above that which an index fund would 

provide. It was the unanimous opinion of those to whom we talked that the 

significant danger in hiring a number of investment managers to manage the common 

stock portfolio was that the Permanent Fund would end up de facto as an expensively

managed index fund. The largest acceptable number of outside managers suggested by

anyone was six, and these six would cover the full gamut of investments from 

domestic common stock, foreign securities, to real estate equity. If more 

are hired, the feeling was expressed that the Trustees and staff are apt to find 

increasingly large segments of their time devoted to monitoring the managers 

performance and trying to determine how new flows of investable funds are to be al­

located among the various investment managers.

* * 

Typically most large corporate pension plans are handled by outside 

investment managers with a number of plans managing only fixed income assets in

house. Among the people we visited, only the manager of the U. S. Steel Pension

Fund unqualifiedly thought that the entirety of the Alaska Permanent Fund could 

be managed in house in Alaska. The U. S. Steel Pension Fund is managed entirely 

in house with a staff of eleven investment professionals. This staff consists



of nine Certified Financial Analysts, one trader, and one specialist in money 

market and fixed income securities. It is interesting to note, however, that 

although the headquarters for the U. S. Steel Corporation is in Pittsburgh, the 

Company chose to run its pension fund out of New York City. Also the manager 

of the Fund felt that they were not close enough to the European markets to run 

a portfolio of European securities out of their New York office. Mr. William Field 

of the Prudential Insurance Company of America, on the other hand, felt on the basis 

of his experience with governmental bodies that the Trustees would likely have 

great difficulty in obtaining funding from the Legislature to run an in house 

operation with first class talent. To attract a top administrator to the 

Permanent Fund would require, in his opinion, a salary of approximately $250,000 

per annum with other positions scaled down to $70,000.

The consensus opinion was that, if the Trustees chose to run fixed income securiti 

in house, an index fund for core domestic stock holdings, and to choose outside 

investment managers for other specialized investment areas, a staff of four invest­

ment professionals plus clerical help would be adequate to manage a $6 billion or 

larger fund. Assuming a staff of four investment professionals, one should specialize 

in fixed income securities; one should manage the index fund; one should monitor 

the outside managers; and one should have expertise in the field of real estate 

investments.

In selecting investment managers, the general feeling was that enough 

informat ion is published regarding the performance of investment managers that the 

Board of Trustees should utilize its staff to select the most promising managers 

to make investment presentations before the Trustees. It was also strongly urged 

b y  Mr. Heath Mclendon and Mr. William Field that the Permanent Fund staff make visits



directly to potential managers''offices to meet their staffs and discuss with 

them their investment philosophies and how they visualize investing for the Permanent 

Fund. It was felt that only after the Permanent Fund staff has made its selection of 

potential managers should a consultant he hired for the specific purpose of review­

ing this list to see if any managers of merit have been missed.

It was interesting to note the generally low regard held for performance 

measurement analysts by most people we visited. While agreeing that they are 

necessary for public'bodies in order to provide an element of comfort to them, 

they felt that they are expensive and that undue heavy reliance on them may result 

in inappropriate comparisons. In measuring performance, Mr. William Field 

strongly urged that the Standard & Poor's 500 not be used as the measurement of 

performance. Rather, in his opinion, the measure should be the ability of a fund to
i

earn a specific positive rate of return above inflation on a consistent basis.

Consistency, in his view, is the most important element of measurement.

In conclusion, there are two basic questions which the Board of Trustees 

should address before deciding questions of organization and investment strategy.

As Robert Salomon said these are questions which your Trustees cannot avoid for 

they will ultimately be held responsible for the answers whether or not they address 

the questions directly or leave them to members of their staff. The questions are 

as follows:

1. What is to be the objective of the Alaska Permanent Fund?

2. How is the corpus of the Alaska Permanent Fun- to be allocated

to different types of investments?



Once the first question is answered, much will have been determined about the 

level of liquidity which can be maintained and the parameters of risk that the 

Permanent Fund will have to assume in order to attain its objective. Quite 

obviously the level of risk toleration would have to be sustantially higher should 

the Board seek to obtain a 5% real rate of return as opposed to a 21 real return, 

and the allocation of investments would have t:o be concentrated in those areas 

which have a higher element of inherent risk but also offer potentially greater 

investment rewards.

-A-



INVESTMENT MEETINGS

N e w  Y o r k  City

Monday - July 6 

9:30 A. M.

12:00 Noon

Tuesday - July 7 

11:30 A. M.

Wednesday - July 8 

10:00 A. M.

3:30 P. M. 

6:00 P. M.

Thursday - July 9 

11:00 A. M.

Bache Halsy Stuart Shields Inc.

Bache Building 

100 Gold St.

6th Floor
N e w  York City, N. Y.
Sam Plia, Lou Auer, Executive Vice President 

212-791-2467

(To include lunch)

Prudential Insurance Company 

Newark, N. J.

William Field 201-877-7979

(To include lunch)

Shearson Loeb Rhoades Inc.

2 W o r H  Trade Cente.r 

106th Floor
John McDougall 212-577-2718

The. First Boston Corporation

20 Exchange Place

8th Flo r
(To include lunch)
Gene Boehringer 212-825-2096

Discount Corporation of New York 

58 Pine Street 
Rodney Bird 212-248-8931 

(To include dinner)

The Leash Club 

41 East G3rd St.

(To include lunch)

U. S. Steel Pension Fund 

General Motors Building 

767 Fifth Avenue
Graham Harrison, President & John Van Duesen, Vice President 

212-826-8472

3‘:9Q p-,m. B u c k  C o n s u l t i n g  G r o u p



IN V E S T M E N T  M E E T I N G S  - N e w  Y o r k  City Continued

Friday - July 10 

10:00 A. M. (To include lunch)

Salomon Brothers 
One New York Plaza 

42nd Floor
R. S. Salomon 212-747-7000



P O U C H  K  -  S T A T E  C A P I T O L  

J U N E A U ,  A L A S K A  9 9 8 1 1  

P H O N E :  I 9 0 7 J  4 6 5 - 3 6 C 0

DEPARTMENT OF LAW

O F F I C E  O F  T H E  A T T O R N E Y  G E N E R A L

J u l y  31, 1 9 8 1

Mr. E l m e r  R a s m u s o n ,  C h a i r m a n
B o a r d  o f  T r u s t e e s
A l a s k a  P e r m a n e n t  F u n d  C o r p .
B o x  6 0 0
A n c h o r a g e ,  AK. 9 9 5 1 0

Re: L e g a l  a s s i s t a n c e  r e
i n v e s t m e n t  p r a c t i c e s

D e a r  M r .  R a s m u s o n :

I a m  w r i t i n g  to i n f o r m  y o u  of t h e  c u r r e n t  a c t i v i t i e s  
of t h e  D e p a r t m e n t  o f  L a w  r e l a t i n g  to t h e  i n v e s t m e n t  o f  s t a t e  
f unds. A s  b a c k g r o u n d ,  the c u r r e n t  s t a t u s  o f  t h e  i n v e s t m e n t  of 
s t a t e  f u n d s  m a y  b e  s u m m a r i z e d  as f o l l o w s :

T h e  m o n e t a r y  a s s e t s  o f  t h e  S t a t e  o f  A l a s k a  n o w  c o n ­
sis t  o f  f o u r  f u n d s :  t h e  g e n e r a l  fund, t h e  p u b l i c  e m p l o y e e s '
r e t i r e m e n t  s y s t e m  fund, t h e  t e a c h e r s '  r e t i r e m e n t  s y s t e m  f und,  
a n d  t h e  p e r m a n e n t  fund, a l l  o f  w h i c h  a r e  m a n a g e d  a n d  i n v e s t e d  
b y  the T r e a s u r y  D i v i s i o n  o f  t h e  D e p a r t m e n t  of R e v e n u e ,  u n d e r  
the a u t h o r i t y  a n d  s u p e r v i s i o n  o f  t h e  c o m m i s s i o n e r  o f  r e v e n u e .  
T h e  a p p r o x i m a t e  a g g r e g a t e  b a l a n c e  o f  t h e s e  f u n d s  a t  p r e s e n t  
is $ 4 . 9  b i l l i o n  ( a p p r o x i m a t e l y  $ 5 1 0  m i l l i o n  in t he P E R S  fund, 
$3 8 5  m i l l i o n  i n  t h e  T R S  fund, $ 1 . 8  b i l l i o n  in t h e  p e r m a n e n t  
fund, a n d  $ 2 . 2  b i l l i o n  in t h e  g e n e r a l  f u n d ) .  T h e s e  f i g u r e s  
r e p r e s e n t  the a m o u n t  of m o n e y  f o r  w h i c h  t h e  t r e a s u r y  has i n ­
v e s t m e n t  m a n a g e m e n t  r e s p o n s i b i l i t y  (not t h e  a m o u n t  a v a i l a b l e  
fo r  a p p r o p r i a t i o n  o r  e x p e n d i t u r e ) , a n d  t h e y  v a r y  from, day to 
d a y  d e p e n d i n g  o n  t h e  f l o w  o f  i n c o m e  a n d  t h e  d e m a n d  o n - s t a t e  

w a r r a n t s .

T h e  i n v e s t m e n t  o f  e a c h  o f  the f o u r  f u n d s  is r e g u ­
l a t e d  b y  a . s e p a r a t e  s t a t u t e  (AS 1 4 . 2 5 . 1 8 0 ,  T R S  fund; AS 3 7 . -  
1 0 . 0 7 0 ,  g e n e r a l  f u n d ;  A S  3 7 . 1 3 . 1 2 0 ,  p e r m a n e n t  fund; a n d  A S  
3 9 . 3 5 . 1 1 0 ,  P E R S  f u n d ) ,  a n d  in t h e  c a s e  o f  the p e r m a n e n t  fund, 
b y  a c o n s t i t u t i o n a l  p r o v i s i o n  r e q u i r i n g  i n v e s t m e n t  o n l y  i n  
i n c o m e - p r o d u c i n g  a s s e t s .  A l a s k a  C o n s t . ,  art. IX, § 15^ T h e s e  
s t a t u t e s  v a r y  in t e r m s  o f  the l i s t  o f  s p e c i f i c  t y p e s  of i n ­
v e s t m e n t s  w h i c h  a r e  a u t h o r i z e d ,  b u t  e a c h  c o n t a i n s  a g e n e r a l  
p r o v i s i o n  c o m m o n l y  k n o w n  as t h e  p r u d e n t - m a n  or p r u d e n t - i n v e s­
tor r u l e .
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T h e r e  is a l a r g e  b o d y  o f  l a w  i n t e r p r e t i n g  t h e  p r u -  
d e n t - i n v e s t o r  r u l e  i n  t h e  c o n t e x t  o f  b o t h  p u b l i c  a n d  p r i v a t e  
f u n d s . It is o u r  o p i n i o n  t h a t  p r u d e n c e  i n  t h e  m a n a g e m e n t  o f  
a l l  o f  t h e s e  s t a t e  f u n d s  r e q u i r e s  t h e  d e v e l o p m e n t  a n d  i m p l e­
m e n t a t i o n  o f  consistent: p r o c e d u r e s  a n d  p r a c t i c e s  f o r  t h e  e v a l­
u a t i o n  o f  i n v e s t m e n t  o p p o r t u n i t i e s ,  a n d  t h e  e x e c u t i o n  o f  i n­
v e s t m e n t  a g r e e m e n t s ,  w h i c h  c o n f o r m  to t h e  p r u d e n t - i n v e s t o r  
r u l e .  T h e  d e v e l o p m e n t  o f  s u c h  r o u t i n e  p r a c t i c e s  and. p r o c e­
d u r e s  is p a r t i c u l a r l y  i m p o r t a n t  at p r e s e n t ,  b e c a u s e  o f  t h e  
r a p i d l y  e x p a n d i n g  v a r i e t y  o f  i n v e s t m e n t  a l t e r n a t i v e s , t h e  v o l ­
a t i l i t y  o f  f i n a n c i a l  m a r k e t s , a n d  t h e  r a p i d  e x p a n s i o n  o f  the 
s t a t e  t r e a s u r y .

W h i l e  in N e w  Y o r k  w i t h  t h e  p e r m a n e n t  f u n d  a n d  t r e a­
s u r y  s t aff, I m e t  w i t h  m e m b e r s  of t w o  l a w  f i r m s  ( S h e a r m a n  &  
S t e r l i n g ,  a n d  D e b e v o i s e ,  P l i m p t o n ,  L y o n s ,  a n d  G a t e s )  to d i s ­
c u s s  t h e i r  a b i l i t y  to p r o v i d e  l e g a l  a s s i s t a n c e  o n  m a t t e r s  r e ­
l a t e d  to s t a t e  i n v e s t m e n t  p r a c t i c e s .  I a l s o  m e t  w i t h  t h e  
c h i e f  g e n e r a l  c o u n s e l  in t h e  I n v e s t m e n t  M a n a g e m e n t  G r o u p  o f  
C i t i b a n k ,  N . A .  to d i s c u s s  m a t t e r s  r e l a t e d  to t h e  f u n c t i o n  of 
g e n e r a l  c o u n s e l  to a n  i n s t i t u t i o n  w h i c h  m a n a g e s  l a r g e  i n v e s t­
m e n t  f u n d s .

W e  h a v e  r e t a i n e d  S h e a r m a n  &  S t e r l i n g  to a s s i s t  us 
in p r e p a r a t i o n  o f  a n  a g r e e m e n t  r e l a t e d  to i n v e s t m e n t  i n  g o l d  
b y  t h e  r e t i r e m e n t  f u n d s .  W e  a r e  n o w  d i s c u s s i n g  w i t h  b o t h  
f i r m s  t h e i r  i d e a s  f o r  a s s i s t i n g  us i n  t h e  d e v e l o p m e n t  of s t a n­
d a r d  i n v e s t m e n t  p r a c t i c e s  a n d  p r o c e d u r e s  as d i s c u s s e d  a b o v e ,  
a n d  h o p e  to r e t a i n  o n e  o f  t h e m  for t h i s  p u r p o s e  i n  t h e  n e a r  
f u t u r e .  W e  b e l i e v e  t h a t  t h e  d e v e l o p m e n t  of s u c h  i n v e s t m e n t  
p r a c t i c e s  w i t h  t h e  a s s i s t a n c e  of a l a w  f i r m  w h i c h  is a c t i v e l y  
i n v o l v e d  i n  a d v i s i n g  m a j o r  p u b l i c  a n d  p r i v a t e  f i n a n c i a l  i n s t i ­
t u t i o n s  w i l l  b e  i m p o r t a n t  i n  h e l p i n g  o u r  i n v e s t m e n t  m a n a g e r s  
to c a r r y  o u t  t h e i r  f i d u c i a r y  r e s p o n s i b i l i t i e s  f o r  o u r  r a p i d l y  
i n c r e a s i n g  s t a t e  f u n d s  o v e r  t h e  n e x t  s e v e r a l  d e c a d e s .  O u r  
c u r r e n t  w o r k  i n  t h i s  area, is a i m e d  p r i m a r i l y  at i n v e s t m e n t  
m a n a g e m e n t  f o r  t h e  r e t i r e m e n t  f u n d s  a n d  the g e n e r a l  fund, b u t  
w i l l  b e  d i r e c t l y  r e l e v a n t  to d e v e l o p i n g  i n v e s t m e n t  m a n a g e m e n t  
g u i d e l i n e s  f o r  the p e r m a n e n t  fund.

L L D / p j g

cc: T h o m a s  K. W i l l i a m s
R o b e r t  W. W a r d  
G e o r g e  R o g e r s  
P e t e r  M c D o w e l '
J i m  R h o d e  
P e t e r  B u s h r e

S i n c e r e l y  y o u r s ,

W I L S O N  L. C O N D O N  
ATTORNZ?Y G E N E R A L

By:

A s s i s t a n t  A t t o r n e y  G e n e r a l
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M e m o r a n d u m  to t he T r u s t e e s  o f  the P e r m a n e n t  Fund

A f t e r  a Y e a r  - Some D e c i s i o n s  we all Face i-l .. .
« .v -

- ■ - ■ i:z+ -«.v * .

I N T R O D U C T I O N

T h e  o b j e c t i v e  of this m e m o r a n d u m  is to take stock of wh e r e  we are with the 

P e r m a n e n t  Fund, i d e n t i f y  wh e r e  we are going, and indicate some o f  the policy 

d e c i s i o n s  on w h i c h  the G o v e r n o r  a n d  the L e g i s l a t u r e  w o u l d  w a n t  o u r  views.

T h e  d e c i s i o n  w h i c h  the T r u s t e e s  m a d e  ea r l y  last year to w o r k  in close liason 

w i t h  t he G o v e r n o r ' s  o f f i c e  a n d  the L e g i s l a t u r e  in e v o l v i n g  o p e r a t i o n a l  and future 

p o l i c y  h a s  p r o v e n  a wise one. E v e r y o n e  has b e e n  kept informed, and participation 

has b e e n  s i n c e r e l y  invited, i n c l u d i n g  from the general public. Since the time for 

a n y  l e g i s l a t i v e  r e c o m m e n d a t i o n s  from o u r  Board is rapidly approaching, I am setting 

d o w n  v a r i o u s  p b s e r v a t i o n s  for p u r p o s e  o f  discussion, a m p l i f i c a t i o n  and final decision, 

n o t  l a t e r  than o u r  D e c e m b e r  meeting.

’ ■ — . •
I. H i s t o r y

A) T h e  P e r m a n e n t  Fund was c r e a t e d  by c o n s t i t u t i o n a l  a m e n d m e n t  in 1976. The 

k e y  f e a t u r e s  are:

1) "no less than" 26% of r o y a l t y  and related m i n eral income goes into the

Fun d  a u t o m a t i c a l l y  (about 10% of total oil receipts t o d a y ) .

2) The m o n e y  is to be used o n l y  for "income p r o d u c i n g  investments", this

p r e c l u d e s  us i n g  the p r i n c i p a l  for g o v e r n m e n t  spending, p r e s u m a b l y  rules 

out b arren a ssets such as gold, and could bar t a k i n g  e quity positions 

that have d e l a y e d  income.

3) Fund income goes into the general fund "unless o t h e r w i s e  p r o v i d e d  by

law", w h i c h  the framers c o n s i d e r e d  the most neutral place for the 

income p e n d i n g  l e g i s l a t i v e  action.

B) F o l l o w i n g  a d e t e r m i n e d  .legislative struggle of four years, the Permanent 

F u n d  Act o f  1980 provided: *

1) M a n a g e m e n t  by six trustees, three from the public,, .the C o m m i s s i o n e r  of

Revenue, and the G o v e r n o r ' s  choice of any two other commissioners.

2) I n d e p e n d e n t  staffing, internal or retained, w i t h  (rare) a u t h o r i t y  to

hire w i t h o u t  the normal r e s t r i c t i o n s  and p ay scales of the civil 

service.

3) A c o n s c i o u s l y  r e s t r i c t e d  inv e s t m e n t  list (largely to forstall financial

a d v e n t u r e s  by the Fund), focusing on U. S. g o v e r n m e n t  securities, money

m a r k e t  paper, ban k  CD's, m o r t g a g e s  and other fixed i ncome paper. Common

stocks, income property, a nd foreign assets were not allowed.

4) U n u s u a l  rules w e r e  imposed to insure full d i s c l o s u r e  of the Fund's 

a c t i v i t i e s  and financial health, inc l u d i n g  special legislative oversight. 

T h e s e  rules have since b e c o m e  a model for the laws gove r n i n g  o t h e r  state 

c o r p o r a t i o n s .

II. P o s s i b l e  C h a n g e s  in the P e r m a n e n t  Fund 

A) P e r s p e c t i v e

1) In o r d e r  to p l a y  a s t a b i l i z i n g  role in state a f f a i r s  (and to guard the

Vj; i n d e p e n d e n c e  of the Fund) , c h a nges ou g h t  to be c a r eful and gradual.

j..-. 2) The s h e e r  m a g n i t u d e  of the Fund requires c a u t i o n  in m a k i n g  changes.

a) If all goes well, the Fun d  wi l l  have over $4 b i l l i o n  by next July. 

A l a s k a ' s  economy, w i t h  $4.5 b i l l i o n  p e r s o n a l  income last year, could 

n ot a b s o r b  this level o f  investment. D e p a r t m e n t  of Revenue forecasts 

e s t i m a t e  the Fun d  to be $28 b i l l i o n s  by the year 2000.

b) E v e n  if we c o u l d  force a large Dar t  of this mo n e y  into our economy,



1) The "savings-income approach" is to convey the principal of the F u n d •
to future generations, while both current and future residents enjoy the 

income.

2) T h e  "f u l l - s c a l e  d e v e l o p m e n t  a p p r o a c h "  is to hav e  the F u n d  take the central 

r o l e  in the g r o w t h  of the A l a s k a n  economy, e i t h e r  by d i r e c t  lending, the

■guarantee of b u s i n e s s  and m u n i c i p a l  b o r r o wings, o r  even the b u i l d i n g  of 

c a p i t a l  p r o j e c t s  t h a t  ear n  user fees (at a m a r k e t  r a t e ) .

3) T h e r e  are m a n y  p r o b l e m s  w i t h  t h i s  second, "f u l l - s c a l e  de v e l o p m e n t  approach".

a) T he evid e n c e  p r e s e n t e d  to the T r u s t e e s  is that major., sound business 

p r o p o s a l s  do not lack investor! he r e  and from Outside. Indeed, the 

N a t i v e  corpo r a t i o n s ,  w h i c h - h a v e  p o w e r f u l  r e a s o n s  to find investment 

o p p o r t u n i t i e s  in Alaska, ha v e  a cont i n u a l  p r o b l e m  in finding new 

b u s i n e s s e s  for t h e i r  money. A so-c a l l e d  "cap i t a l  gap" 'usually turns out 

to be a g ap in m a n a g e r i a l  skill or m a r k e t s  or labor costs between here 

and o t h e r  places.

A s k i n g  the F u n d  to carry o ut this role n a y  o n l y  result in d i s p lacing 

p r i v a t e  capital, and m a y  take us into risks and losses that b e t r a y  the 

name of a " P e rmanent Fund."

b) If we choose to favor a s ector of the e c o n o m y  wit h  special programs, I 

b e l ieve that d e c i s i o n  b e l o n g s  in the L e g islature. E v e n  there, as we 

know, it is d i f f i c u l t  to m e a s u r e  success, e f f i c iency, and the fairness 

of programs. C o r r e c t i n g  p r o b l e m s  seems h a rder still. Cut o ff from 

el e cted o f f i c i a l s ,  such p r o g r a m s  seem b o u n d  to be a case of public 

mo n e y  use d  for p r i v a t e  policy.

\) i believe, however, there is a p r o p e r  role for the Fund to p l a y  in our 

economy, as p a r t  of h a v i n g  a b a l a n c e d  portfolio. A ye a r  ago, I set out 

some of m y  first ideas on this matter. E s sentially, a Fund taking part in 

A l a s k a n  i n v e s t m e n t s  on equal terms and c o n d i t i o n s  with o t h e r  investors is 

n o t  the same th i n g  as be i n g  the "Lender of Fi r s t  Resort."

I m p l i c a t i o n s  of the B a s i c  C hoice

A) M a n a g e m e n t  u n d e r  the " s a v i n g s - i n c o m e  approach", w i t h  its clear aims, is 

fu l l y  c o n s i s t e n t  w i t h  the p r e s e n t  i n d e p endent status of the Fund. B ut I 

w o u l d  ask y ou to c o n s i d e r  these changes.

1) T h e  e f f e c t i v e  s u p e r v i s i o n  of a large inv e s t m e n t  pool, one day the largest 

o f  any state, c annot be an o c c a s i o n a l  thing. It is not for any of us today 

a n d  the c h a l l e n g e  can o n l y  increase. I b e l ieve that r e c o g n i t i o n  of the 

tim e  e x p e c t e d  o f  e a c h  trustee is be s t  made b y  an ample, but not full-time 

salary. In this way, p e o p l e  of the n e c e s s a r y  b a c k g r o u n d  can be retained, 

w i t h o u t  the B o a r d  ever b e c o m i n g  a p l a c e  to r eward p o l i t i c a l  allies.

M a n y  large c o r p o r a t i o n s  c o m p e n s a t e  their d i r e c t o r s  on this basis.

2) If the true r e s p o n s i b i l i t i e s  o f  eac h  trustee are extensive, their selection 

m u s t  be made, not o n l y  on a basis o f  special competence, but also on 

a v a i l a b i l i t y  for the job. This raises a q u e s t i o n  as to a v a i l a b i l i t y  of 

C o m m i s s i o n e r s  for future t r u stee duties, since the y  p r e s u m a b l y  are a l r eady 

b u r d e n e d  w i t h  full-time respons i b i l i t i e s .  T he p a r t i c i p a t i o n  of the 

e x i s t i n g  C o m m i s s i o n e r s  has be e n  exc e l l e n t  in this formative p o l i c y  period 

b u t  we will soon p a s s  to an o p e r a t i o n a l  stage. P r o b a b l y  the C o m m i s s i o n e r  of 

R e v e n u e  s h o u l d  a l ways be a t r u stee because of the information he brings as 

c h i e f  fiscal o f f i c e r  of the state and the c o n s e q u e n t  ea s e  in coordi n a t i o n  

w i t h  tne m a j o r  force in A l a s k a ' s  economy.

3) A  F u n d  o f  this k i n d  will not require a large, l o c ally b a s e d  staff. At 

th i s  point, I see a p l a c e  for some internal staff, bot h  to share in p l a cing 

the p o r t f o l i o  and to m o n i t o r  s p e c i a l t y  firms that will have to be retained. 

We c a n n o t  hope to d r a w  p e o p l e  w ho are e x p e r t  in some special areas of 

i n v e s t m e n t  a n d , e v e n  if we could, th e y  would be too far a w a y  from m arket 
c e n t e r s .

T h e  c r i t e r i a  for s election of inv e s t m e n t  m a n a g e r s  ne c e s s a r i l y  depend
unnn t* Ho *» m»n ~ j n. a _i— ; *. j    » - - — —  ' - —  — —- — -



B) If o u r  b a s i c  choice is the “savings-income approach", then we have t o  deal 

w i t h  inflation. W e  m a y  n o t  have to spend p r i n c i p a l  for long decades, but 

a fall.in real p r i n c i p a l  (adjusted for inflation) always b r ings a like fall 
in real income.

1) The first defense is to w i d e n  the list of legal investments to include

, some e q u i t i e s — b o t h  in stocks and real estate. All that "equity" means 

is residual ownership, after any debts have been satisfied. We ail know 

that debts are p a i d  off in fixed sums of money. Thus in times of inflation, 

the i n creased value of the p r o p e r t y  or security belongs to the equitable 

o w n e r — the c ommon stockholder.

This is the advise we are receiving from our visiting advisers and 

financial c o n s u ltants outside the state. O u r  investments should be 

b r o a d e n e d  to. include some common stocks, income prop e r t y  and perhaps 

e v e n  foreign assets. Changes of this ki n d  can be done prudently; \ it we 
irtust come to u n d e r s t a n d  wha t  it me a n s  to invest for the long term, which 

involves a p a t i e n t  outlook.

2) A second d e f e n s e  of the real principal is to return a p o r tion of the 

F und*s earnings to the Fund for reinvestment. Perhaps we can limit 

o u t g o  to real income, or simply half the earnings. One of the mos t  

p o w e r f u l  and p r u d e n t  ways to expand the Fun d  (and at the same time offset 

inflation) is by reinvestment of income. Certainly, for the time being 

the General Fund of the state is not in nee d  of supplements from the Fund.

Let me illustrate what happens if we do nothing. Suppose we had a 

$10 billion Fun d  earning 15%, and paid all o f  it out d e s pite a 10% in­

flation. The r esult in 30 years is a fall in real income from $1.5 

billion to $86 m i l l i o n  at the end. To make the same point, a $1.5 billion 

Permanent Fu n d  divi d e n d  will then only buy w h a t  $86 mill i o n s  buys today.

3) This emphasis on maintaining purchasing power gives the clue to evaluating 

investment performance. We have been advised that the best measurement

of perfor m a n c e  should be the ability of the Fund to earn a specific rate

of return above inflation on a consistent basis.

Inflation can be tracked through the Cons u m e r  Price Index (CPI). Some 

investment m a n a g e r s  recommend comparison with the Gross National Product 

(GNP) defiater as a less volatile indicator.

The advantages of this approach is that the Trustees and Legislature can 

agree on a p e r c e n t a g e  above tre inflation rate as being the target real 

income. Th i s  fits in wi t h  the concept of total asset m a n a g e m e n t — both 

short and long term. It avoids striving for excessive and speculative

returns w h i c h  could lead to eventual losses.

C) Under this " s a v i n g s-income approach", a number of uses for the income 

suggest themselves.

1) Cash dividends. Thi s  is already on the books, but pending, as you know, 

b efore the U. S. Supreme Court, and may have to be changed. This certainly 

b r i n g s  the w i dest poss i b l e  constituency for the Fund, but not a few have 

various p r o b l e m s  w i t h  this approach, esp e c i a l l y  the p r o b l e m  of in-migration 

as the plan now stands.

2) O t h e r s  speak of using the Fund income to cover future budgets for as 

long as possible. But there are serious d o ubts about this, first about 

our rea d i n e s s  to put the large sums aside in time, secondly about the 

w i s d o m  of g iving (another) blank check to the state government.

3) I wa n t  to o f f e r  a third approach, which c ompliments the idea of the 

dividends, altho u g h  these are tax-free. It w o u l d  be to endow central 

programs in the budget, those which benefit the widest cross-section of 

the public. They include education, housing, block grants to cities and 

boroughs, A l a s k a n  o r i e n t e d  research, possibly energy.

Some of the thoughts e x p r e s s e d  in my mem o r a n d u m  of November 21, I960, are 

e q u a l l y  app l i c a b l e  to d a y  in o ur formulation of policy. T h e y  a-e thus i n c o r p o r a t e  

h e r e i n  by reference.



T h e  d e s i r a b l e  c h a n g e s  in the l e g i s l a t i v e  act c r e a t i n g  the A l a s k a  Per m a n e n t

F u n d  a r e  s i m p l e  in c o n c e p t  and a p p e a r  to n e e d  o n l y  be t h r e e  in number. Most o f

t h e  p o l i c y  d e c i s i o n s  a n d  o p e r a t i n g  p r o c e d u r e s  o f  the F u n d  can b e t t e r  be d e f ined

t h r o u g h  B o a r d  o f  T r u s t e e s  R e solutions. Th i s  gives f l e x i b i l i t y  and, at the same
%.• i

time, c l a r i t y  to the public.

.  *  /
»

T h e  t h r e e  l e g i s l a t i v e  c h a nges can be c l a s s i f i e d  as follows:

1. S t r u c t u r e  o f  the B o a r d  of T r u s t e e s  to a c h i e v e  a d e s i r a b l e  degree of

i n d e p e n d e n c e .

2. E x p a n s i o n  o f  the legal i n v e s t m e n t s  o f  the F u n d  to i n c l u d e  e q u i t i e s — .

• b o t h  in s e c u r i t i e s  a nd in real estate.

3. P e r m i s s i o n  f or the T r u s t e e s  to rein v e s t  p a r t  of the i n v e s t m e n t  income of 

the Fun d  to o f f s e t  the i m p a c t  o f  i n f l a t i o n  a n d  to p e r m i t  g rowth o f  the Fund.

Th e s e  c h a n g e s  are d i s c u s s e d  in s u p p o r t i n g  mem o r a n d a .

S t r u c t u r e  of the Bo a r d  of T r u s t e e s

'# •

The m o s t  f u n d a m e n t a l  p a r t  of the P e r m a n e n t  F u n d  and the d e t e r m i n i n g  factor 

in its s u c cess or failure is the Board of Trustees. W a t e r  c annot rise h i g h e r  than 

its source.

The B o a r d  sets the p o l i c y  for:

1. The goals of the Fund.

2. The i n v e s t m e n t s  w i t h i n  the l imits set by the Legislature.

3. s e l e c t i o n  of i n v e s t m e n t  m a n a g e r s — w h e t h e r  in-h o u s e  or outside.

In addi t i o n ,  the B o a r d  oper a t e s  in close c o o r d i h a t i o n  in p o l i c y  and practice 

w i t h  the e x e c u t i v e  and l e g i s l a t i v e  b r a n c h e s  of the state government.

The p u b l i c  image and c o n f i d e n c e  in the Fund re s t s  w i t h  the Board.

Q u a l i f i c a t i o n s  of the Trustees:

It is n o t  r e a s o n a b l e  to e x p e c t  tha t  the T r u s t e e s  should be e s p e c i a l l y  skilled 

in i n v e s t m e n t  ma n a g e m e n t .  The pr i m e  r e q u i s i t e s  are th a t  the T r u s t e e s  be Alaskans 

of i n t e g r i t y  and f a v o r a b l e  p u b l i c  image.

However, it is d e s i r a b l e  that ea c h  T r u stee hav e  a b a c k g r o u n d  in decision



a p
a p p o i n t m e n t  b y  t he G o v e r n o r, it is e s s e n t i a l  t h a t  the B o a r d  be r e a s o n a b l y  ins u l a t e d

f r o m  the f l u c t u a t i n g  winds o f  p o l i t i c s — e i t h e r  e x e c u t i v e  or legislative.

Th i s  is in o r d e r  to:

1. E n a b l e  c o n s i s t e n c y  in policy, to be d e v e l o p e d  a n d  implemented.

2. Give c o n f i d e n c e  to p r o s p e c t i v e  s t a f f  in r e c r u i t m e n t  a nd in r e t a i n i n g  of 

i n v e s t m e n t  m a n a g e r s .

3. A t t r a c t  t o p  q u a l i t y  trustees.
*

The r e c o m m e n d e d  i n d e p e n d e n c e  has a d e q u a t e  s a f e g u a r d s  built in for p r o t e c t i o n  

a g a i n s t  ar. i r r e s p o n s i b l e  i n d e p e n d e n c e  o f  the Board.

F r o m  the s t a n d p o i n t  of the exe c u t i v e  b r a n c h ,  this r e s ults fr o m  the fact that 

t h e  G o vernor:

1. A p p o i n t s  a l l  t r u s t e e s  and may r e m o v e  t h e m  at will.

2. Th e r e  is a c o n t i n u o u s  liason t h r o u g h  the C o m m i s s i o n e r  of Revenue.

F r o m  the s t a n d p o i n t  of the Legisl a t u r e ,  this r e s u l t s  from the fact that the 

L e g i s l a t u r e :

1. Set s  the l e g i s l a t i v e  g u i d e l i n e s  (i.e. the charter) of the Fund, w h i c h  can

be c h a n g e d  by any s u c c e e d i n g  L e gislature.

2. D e t e r m i n e s  the d i s p o s i t i o n  of the e a r n i n g s  o f  the Fund.
' #

3. Has r e v i e w  o n  a c o n t i n u o u s  basis t h r o u g h  the joint L e g i s l a t i v e  B u d g e t  and 

A u d i t i n g  Com m i t t e e .

C o n c l u s i o n :

The t r u s t e e s  c a n  n e i t h e r  in theory nor in p r a c t i c e  operate w i t h o u t  joint 

s u p p o r t  a nd c o n f i d e n c e  of b o t h  the Governor and the Legislature. The degree of 

i n d e p e n d e n c e  r e c o m m e n d e d  is m e r e l y  to s l o w  d o w n  p r e c i p i t o u s  action. Thi s  e n a b l e s - a  

r e a s o n a b l e  time to:

1. D e v e l o p  p r o p e r  o r g a n i z a t i o n  and i n v e s t m e n t  strategy.

2. E v a l u a t e  t h e  B o a rd's p o l i c i e s  and a c t i o n  by the Giivemor , the L e g i s l a t u r e  

a n d  the p u b lic.

The g r e a t e s t  s a f e g u a r d  f r o m  u n d e s i r a b l e  a c t i o n  by the Board, p o l i t i c a l  o f f i c e  

h o l d e r s , or the p u b l i c  is t h r o u g h  accepted t r a d i t i o n — a n d  the next three years are 

c r u c i a l .

I m p l e m e n t a t i o n :

T he m o v e m e n t  towards" b e n e f i c i a l  ^independence can be facilitated by a change i 

the c o m p o s i t i o n  o f  t he Board o f  Trus t e e s  to l i m i t  the c a b i n e t  r e p r e s e n t a t i o n  to 

the C o m m i s s i o n e r  o f  R e v enue a nd have fnur nnhl i r n o m K o r p  ...4 t-v. j    ~r

in



H o w e v e r ,  b e c a u s e  o f  the close r e l a t i o n  n e c e s s a r y  w i t h  the D e p a r t m e n t  of Revenue,

t he d u t i e s  of i ts C o m m i s s i o n e r  n a t u r a l l y  flow i n t o  the w o r k  of a Fund Trustee.

T h e  c l o s e  i d e n t i t y  w i t h  the G o v e r n o r’s o f f i c e  i n h e r e n t  in h a v i n g  half of the 
1

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

s t a g e  o f  the Board. However, the o p e r a t i o n a l  stage w h i c h  is forthcoming, wi l l  

i n v o l v e  c o n s i d e r a b l e  travel, p r o b a b l y  m o n t h l y  m e e t i n g s  a n d  n u m e r o u s  consultations, 

t h u s  r e q u i r i n g  c o m m i t m e n t s  d i f f i c u l t  for C o m m i s s i o n e r s  to include in t h e i r  busy 

t i m e  s c h e dules.

• If this c h a n g e  in c o m p o s i t i o n  of t he B o a r d  is a c c e p t a b l e  to the G o v e r n o r -and 

t h e  L e g i s l a t u r e ,  t h e  n e c e s s a r y  e n a b l i n g  l e g i s l a t i o n  c o u l d  be p a s s e d  at the fo r t h c o m i n g  

session. A t t a c h e d  is a sche d u l e  showing the e f f e c t  o f  the sug g e s t e d  c h a n g e  in 

c o m p o s i t i o n  a n d  terms.

W i t h  the o p e r a t i o n a l  stage of the B o a r d  d e v e l o p i n g ,  it is logical t o  change 

t he c o m p e n s a t i o n  o f  the ‘pu b l i c  m e m bers b y  e l i m i n a t i n g  the h o n o r a r i u m  for a t t e ndance 

at m e e t i n g s  a n d  s u b s t i t u t e  an annual fee for a ll p e r s o n a l  services of e a c h  public 

Trus t e e .

R e a s o n i n g :

The a t t e n d a n c e  h o n o r a r i u m  is ill o g i c a l  in th a t  it assumes that the Trustees' 

s e r v i c e s  are p e r f o r m e d  on l y  at a stated meeting. It ignores the fact t h a t  the 

B o a r d  is a w o r k i n g  b o d y  i n v o l v i n g  continuous s e r v i c e s  in committees, traveling,

c o n s u l t a t i o n  w i t h  staff, i n v e s t m e n t  m a n a g e r s ,  o t h e r  f u n d  trustees, p a r t i c i p a t i o n

>
in w o r k  shops w i t h  l e g i s l a t o r s , i n t e r e s t e d  p u b l i c  groups, etc.

*

It is s u g g e s t e d  that the p u b l i c  m e m b e r s  receive- an annual fee on a p a r  wit h  

t h a t  of the l e g i s l a t o r s .  This does not i n t r o d u c e  an e m p l o y e e  r e l a t i o n s h i p  but 

a s s u m e s  the f i d u c i a r y  rela t i o n  c o m p a r a b l e  to t h a t  of d i r e c t o r s  of a corporation.

1. The s u g g e s t e d  c o m p e n s a t i o n  w o u l d  be in line w i t h  c o m p e n s a t i o n  o f  legislators, 

st a t e  of A l a s k a  s t a f f  and p r i v a t e  industry.

2. It a s s u m e s  a d e d i c a t i o n  o f  25% to 50% o f  the p u b l i c  members' time, 

d e p e n d i n g  on a s s i g n m e n t s .

3. The s u g g e s t e d  fee is set to be m i d w a y  b e t w e e n  the value of the T r ustee's 

s e r v i c e s  in the m a r k e t  pl a c e  and a pure d o n a t i o n  of time w h i c h  is not w i t h i n  the 

a b i l i t y  of m a n y  fine, p o t e n t i a l  Trustees. It is not so large as to be a sought-



A c c o u n t a b i l i t y  o f  the Board:

T h e  L e g i s l a t u r e  has p r o v i d e d  f or i n d e p e n d e n c e  of Board m a n a g e m e n t  of the Fund 

by t r a n s f e r  of .Fund assets t o  the P e r m a n e n t  F u n d  C o r p o r a t i o n  a nd i n s t r u c t i o n s  to
t

m a n a g e  a n d  invest. However, there are p r o b l e m s  o f  i d e n t i t y  w h i c h  soon will be 

up o n  us and d e s e r v e  clar i f i c a t i o n .

1. T h e r e  is n o  pl a c e  u n d e r  p r e s e n t  l aw w h e r e  the complete financial p e r f o r m a n c e

o f  the F u n d  is s u m m a r i z e d  a nd d i s closed. i A d m i n i s t r a t i v e  and o t h e r  expenses (e.g.

s u p p l i e s ,  safe k e e p i n g ,  travel, a u d i t i n g  ̂ .consultants' fees, ?tc.) are p a i d  by the

G e n e r a l  F u n d  and a r e  not i n c l u d e d  in the s t a t e m e n t s  o f  the P e r m a n e n t  Fund. This*

is so s i g n i f i c a n t  a n  o m i s s i o n  tha t  o u r  a u d i t o r s  h a v e  to m e n t i o n  it through f o o t­

note. T h i s  has a l s o  b e e n  c o m m e n t e d  on in p u b l i c  h e arings. The fo r t h c o m i n g  large 

e x p e n s e s  in staff a n d  m a n a g e m e n t  c o n s u l t a n t s , thi s  lac k  of c e n t r a l i z a t i o n  o f  all 

i n c o m e  and e x p e n s e s  o f  the Fun d  w i l l  p r e v e n t  any p r o p e r  a c c o u n t a b i l i t y  of Fund 

p e r f o r m a n c e  a nd the p u b l i s h e d  s t a t e m e n t s  wil l  be a d i s t o r t i o n  o f  results.

2. T o  the e x t e n t  that p r o f e s s i o n a l  i n - h o u s e  i n v e s t m e n t  m a n a g e m e n t  is b u i l t  

up, c e r t a i n  k ey p e r s o n n e l  w i l l  p r o b a b l y  r e q u i r e  c o m p e n s a t i o n  at rates h i g h e r  than 

p r e s e n t l y  c o n t e m p l a t e d  in state s a l a r y  struct u r e s .  Those i n d i v i d u a l s  are h i g h l y
• i

t r a i n e d  and, since the b e s t  are l i m i t e d  in supply, command s p e c i a l t y  compensation.

T o  the e x t e n t  that i n v e s t m e n t  m a n a g e r s  are r e t a i n e d ,  their services, b a s e d  on 

m a r k e t  v a l u e  of a s s e t s  c o’ Id be g r e a t e r  than any p r e v i o u s l y  p a i d  state departments.

3. A n o t h e r  r e q u i r e m e n t  for p r o p e r  m a n a g e m e n t  of the Fund is strict c o n f i­

de n t i a l i t y  d u r i n g  s e n s i t i v e  op e r a t i o n s .  Th i s  i n c l u d e s  the n e g o t i a t i o n  wit h  

i n v e s t m e n t  m a n a g e r s ,  d e c i s i o n s  on i n v e s t m e n t  strategy, receipt and study of 

e v a l u a t i o n s  o f  b o t h  s e c u r i t i e s  and the p e r f o r m a n c e  of i n v estment managers. While 

the s e c u r i t y  p o r t f o l i o  h e l d  b y  the F u n d  w o u l d  be p u b l i s h e d  in d e t ail, the dec i s i o n s  

d u r i n g  the p u r c h a s e s  a nd sales w o u l d  r e q u i r e  c o n f i d e n t i a l i t y .

A s i m p l e  and s t r a i g h t f o r w a r d  s o l u t i o n  to the f o r e g o i n g  p r o b l e m s  is to desi g n a t e  

t he P e r m a n e n t  F u n d  C o r p o r a t i o n  as a sepa r a t e  e n t i t y  for b u d g e t a r y  and accountability' 

p u r p o s e s .  A l l  i n c o m e  and e x p e n s e s  a t t r i b u t a b l e  to the Fund o p e r a t i o n  s hould flow 

t h r o u g h  the F u n d  a c c o u n t s .  By this means, the fina n c i a l  s t a t e m e n t s  of the Fund 

w o u l d  d i s c l o s e  all r e s u l t s  of o p e r a t i o n  and the c o m p l e t e  p e r f o r m a n c e  of the Board 

M a n a g e m e n t  c o u l d  b e  e a s i l y  m o n i t o r e d  b y  the G overnor, the L e g i s l a t u r e  and the 

p u b l i c .



and then fixed by the Legislature if they so desire.

E x p a n s i o n  of L e g a l  I n v e s t m e n t s  o f  the F u n d  

The L e g i s l a t u r e  h as c h a r g e d  the B o a r d  w i t h  the o b l i g a t i o n  of " c o n s erving a p o r t i o n  

o f  the s t a t e ' s  r e v e n u e s  f r o m  m i n e r a l  r e s o u r c e s  to b e n e f i t  all g e n e r a t i o n s  of 

A l a s k a n s . "  (Sec. 3 7 . 1 3 . 0 2 0 u  ).

It w o u l d  be of little b e n e f i t  to f u t u r e  A l a s k a n s  to h a n d  on to them a Fund

o f  the s a m e  d o l l a r s  b u t  o f  s h a r p l y  r e d u c e d  p u r c h a s i n g  p o w e r  b e c a u s e  of inflation.

T h i s  h a s  a d o uble d o l e f u l  impact, b e c a u s e  a fall in rea l  p r i n c i p a l  (adjusted for 

i n f l a t i o n )  a l ways b r i n g s  a like fall in real -‘ncome.

T h e  a d v i s e  we h a v e  r e c e i v e d  from v i s i t i n g  advisers, fina n c i a l  c o n s u l t a n t s  

a n d  the fund m a n a g e r s  in c onsistent. O u r  in v e s t m e n t s  should be b r o a d e n e d  to 

i n c l u d e  e q u i t i e s — b o t h  in stocks and re a l  estate.

The r e a s o n i n g  o f  the a d v i c e  is c l e a r  and simple. U n d e r  p r e s e n t  law, the on l y

legal i n v e s t m e n t s  f o r  the Fu n d  are deb t  instruments. Debts are r e p a i d  in fixed

sums o f  money. In times of inflation, the i n c r e a s e  in value of the u n d e r l y i n g  

p r o p e r t y  of a c o m p a n y  b e l o n g s  not to the deb t  h o l d e r  but to the stockholder. 

T h e r e f o r e ,  to o f f s e t  inflation, the F u n d  needs to have a s u b s t a n t i a l  part of its 

i n v e s t m e n t s  in the f o r m  of e q u i t y  o w n e rship.

T h e r e  is a n o t h e r  c o m p e l l i n g  r e a s o n  for the Fu n d  to h o l d  c o m m o n  stocks and«

that is to share in the g r o w t h  of the c o m p a n y  and the country. W i t h  p o p u l a t i o n  

...lcreases in Alaska, the per c a p i t a  v a l u e  o f  the Per m a n e n t  Fund can be i n c r e a s e d  by
I •

a d d i n g  to the F u n d ' s  p r i n c i p a l  at a f a s t e r  rate than the p o p u l a t i o n  growth. But 

this a b i l i t y  to add to the c a p i t a l  m a y  not c o n t i n u e  indefinitely. Furthermore, 

w h y  t u r n  down the o p p o r t u n i t y  to share in the e c o n o m i c  g rowth of the c o mpanies 

w h o s e  s e c u r i t i e s  are a v a i l a b l e  for i n v e s t m e n t ?

An o b v i o u s  and l e g i t i m a t e  c o n c e r n  in the e x p a n s i o n  of the legal i n v e s t m e n t  

list is the m a t t e r  o f  risk. T h e r e  are three m a i n  types of risk to which the Fund 

m a n a g e m e n t  m u s t  a d d r e s s  itself.

T h e  first risk is the e r o s i o n  of value t h r o u g h  inflation. By c o n f i n i n g  the 

i n v e s t m e n t s  o n l y  to de b t  instr u m e n t s ,  this risk is a s s u r e d  and devastating.



.in m a r k e t  v a l u e  t h a n  d e b t  i n s t r u m e n t s .  However, i n  r e c e n t  years, b o n d s  of b o t h  

m e d i u m  a n d  l o n g  t e r m  hav e  e x p e r i e n c e d  as g r e a t  a m a r k e t  risk. No o n e  recommends 

t h a t  a l a r g e  p e n s i o n  or e n d o w m e n t  f u n d  be c o n c e n t r a t e d  e n t i r e l y  and p e r m a n e n t l y  i n’ 

short-term, i n v e s t m e n t s .  T h e  a n s w e r  to this type o f  ris k  is to have a long-term 

o u t l o o k  in i n v e s t m e n t s — a p a t i e n t  c a p i t a l  a pproach. S t a t i s t i c a l  summaries for 

p r a c t i c a l l y  a n y  t en yea r  p e r i o d  selected, s h o w  a p o s i t i v e  a p p r e c i a t i o n  for 

e q u i t y  i n v e s t m e n t s .

T h e  t h i r d  r i s k  is v a r i a b i l i t y  in rate o f  i n v e s t m e n t  return. T h i s  should be 

o f  g r e a t  c o n c e r n  t o  all i n t e r e s t e d  in the p e r f o r m a n c e  o f  the P e r m a n e n t  Fund. C o n­

s i s t e n c y  of r e t u r n  will y i e l d  b e t t e r  l o n g  t e r m  r e s ults t h a n  a f l u c t u a t i n g  return. 

D e p e n d a b i l i t y  in r eturn is n e c e s s a r y  f or m a k i n g  b u d g e t  f o r e c a s t s  by those who are 

d e s i g n a t e d  to r e c e i v e  t he income.

T h e  f a c t o r s  w h i c h  m u s t  be c o n s i d e r e d  in this type o f  risk are v a r i e d  and 

c o m p l e x .  Howe v e r ,  m o d e m  p o r t f o l i o  m a n a g e m e n t  h a s  l e a r n e d  to o v e r c o m e  such risk. 

D i v e r s i f i c a t i o n  o f  i n v e s t m e n t  b y  security, issuer, i n d u s t r y  and l o c a t i o n  is a 

u s e f u l  tool. T h e  impact o f  b u s i n e s s  cycles, interest m o v e m e n t s  and p o l i t i c a l  

c h a n g e s  can be d a m p e n e d  o u t  b y  a p r o p e r  mix r f  e q u i t y  a n d  fixed i n come securities 

in the p o r t f o l i o .  The r i s k  in i n v e s t m e n t  m a n a g e m e n t  is b e s t  c o u n t e r e d  by h aving a 

n u m b e r  o f  m a n a g e r s  wi t h  t h e i r  p e r f o r m a n c e  m o n i t o r e d  by p r o f e s s i o n a l  experts and 

t h e i r  r e t e n t i o n  b a s e d  on t h e i r  results.

C h a n g e s  by the L e g i s l a t u r e  in the i n v e s t m e n t  g u i d e l i n e s  for the Fund should 

be g r a d u a l  and st e p  by step. F o r t u n a t e l y ,  there exists a p r e c e d e n c e  in the investment 

a u t h o r i t y  for the T e a c h e r s  R e t i r e m e n t  S y s t e m  and the P u b l i c  E m p l o y e e s  Retirement 

S y s t e m  w h i c h  is familiar t o  the Legisl a t u r e .  It a p p e a r s  that the i n v e s t m e n t  criteria 

for t h e s e  r e t i r e m e n t  funds could-be f l e x i b l e  e n o u g h  for a posit i v e  p e r f o r m a n c e  by 

the P e r m a n e n t  Fund.

It s h o u l d  be n o t e d  t h a t  the p e r m i s s i o n  to the R e t i r e m e n t  Funds to invest in 

g o l d  is n ot d e s i r e d  for t h e  P e r m a n e n t  Fund. The c o n s t i t u t i o n a l  r e q u i r e m e n t  for 

i n v e s t m e n t s  to b e  income p r o d u c i n g  w o u l d  p r o b a b l y  e l i m i n a t e  it anyway.

T h e  p r o p o r t i o n s  of t he F u n d  to be i n v e s t e d  in s tocks should best be left to 

the d i s c r e t i o n  o f  the B o a r d  a nd will v a r y  o v e r  ye a r s  as the mix b e t w e e n  equities 

and f i x e d  i n c o m e  s e c u r i t i e s  is d e t e r m i n e d  to m e e t  the o b j e c t i v e s  of the Fund.



T he r e t i r e m e n t  fu n d s  o f  the st a t e  o f  A l a s k a  a l l o w  r e a l  e s t a t e  investment in 

n a t i o n a l  p o o l e d  funds. T h i s  w o u l d  be the p r i n c i p a l  k i n d  of real estate Investment 

f o r  t he P e r m a n e n t  Fund. In the o p i n i o n  o f  the w r i ter, there are p r o f i t a b l e  and very

1 t
s a f e  i n v e s t m e n t s  t h a t  c o u l d  be m a d e  d i r e c t l y  in i m p r o v e d  real e s t a t e  on a selective 

b a s i s .  H o w e v e r ,  if there is a n y  h e s i t a t i o n  o n  the p a r t  of the L e g i s l a t u r e  to 

g r a n t  this k i n d  o f  real e s t a t e  i n v e s t m e n t  au t h o r i t y ,  it could a w a i t  further experience 

in t he m a n a g e m e n t  of the Fund.

v

P e r m i s s i o n  to R e i n v e s t  P a r t  o f  I n v e s t m e n t  Income 

_________________________ o f  the F u n d ________________________

The m o s t  i m p o r t a n t  l e g i s l a t i v e  c h a n g e  n e c e s s a r y  to enable t h e  Bo a r d  to carry

o u t  its i m p l i e d  m a n d a t e  to c o n s e r v e  the r e a l  p r i n c i p a l  of the F u n d  for future

g e n e r a t i o n s  is to p e r m i t  r e i n v e s t m e n t  of i n v e s t m e n t  income. I n v e s t m e n t  in equities

w i l l  hel p  the Fund grow. B ut if a p e r m i s s i o n  to i n v e s t  in e q u i t i e s  is granted, it

n e e d  be c o u p l e d  w i t h  a r e d e f i n i t i o n  of i n c o m e  to i n c l u d e  d i v i d e n d s  and capital

g a i n s .  Then, r e g a r d l e s s  o f  the rate of income, if all income is t r a n s f e r r e d  to the

the
P e r m a n e n t  Fund, the value o f / F u n d  will i n e v i t a b l y  d e c l i n e  in p u r c h a s i n g  p o w e r  and 

income.

i
To i l l u s t r a t e  the p o i n t :  If the F u n d  has $10 b i l l i o n , e a r n i n g  15%, and pays

a l l  of it o u t  d e s p i t e  an i n f l a t i o n  of, say 10%, in 30 ye a r s  there w o u l d  be a fall 

in  real income from $1.5 b i l l i o n  to $86 m i l l i o n  at the end.

R e d e f i n i t i o n  of income:

If e q u i t i e s  are p e r m i t t e d  for i n v e s t m e n t  by the F u n d , t h e  i n c o m e  t h e r e f r o m , —  

d i v i d e n d s ,  rents a nd c a p i t a l  gains and l o s s e s — m u s t  be n etted o u t  and included in 

t h a t  i n v e s t m e n t  income.' T h i s  is n e c e s s a r y  to compute the true income of the 

i n v e s t m e n t  and to y i e l d  t he ca s h  for p u r p o s e s  of d i s t r i b u t i o n  to benef i c i a r i e s  

as d e t e r m i n e d  b y  the L e g i s l a t u r e .

If t h i s  e x p a n d e d  d e f i n i t i o n  o f  income is ma d e  in the e x i s t i n g  law, it should 

be c o u p l e d  w i t h  a c h a n g e  to c h a r g e  all s e c u r i t y  l osses to income as incurred. This 

w o u l d  be in a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  p r i n c i p l e s  of accounting.

A m o u n t  of i n c o m e  to r e t a i n  in Fund.

The m o s t  e f f e c t i v e  w a y  to r e t a i n  income is for the L e g i s l a t u r e  to authorize



A  p o r t i o n  o f  t h i s  income, say one- h a l f ,  s h o u l d  b e  c a r r i e d  to s u r plus and 

p e r m a n e n t l y  r e t a i n e d  as p a r t  o f  the p i n c i p a l  o f  the Fund. T h e  r e s u l t a n t  earn i n g s  

w o u l d  a i d  in the d o l l a r  g r o w t h  o f  the F u n d  and h e l p  in p a r t  to o f f s e t  inflation.

T h e  o t h e r  h a l f  can b e s t  be c a r ried to a r e s e r v e ,  s u b j e c t  to a p p r o p r i a t i o n  

b y  t h e  L e g i s l a t u r e .  T he d e c i s i o n  as to h o w  m u c h  to approp r i a t e ,  a n d  for what, can 

p e r h a p s  b e t t e r  be d o n e  later. A good a r g u m e n t  can b e  made to not a p p r o p r i a t e  the 

e n t i r e  half, b u t  l e t  i n f l a t i o n  and inv e s t m e n t  r e s u l t s  e n t e r  also in the picture.

T h e  p r a c t i c e  o f  the H a r v a r d  M a n a g e m e n t  C o m p a n y  is h e l p f u l  in thi s  regard.

T h i s  is a g r o w i n g  f u n d  o f  a p p r o x i m a t e l y  $1.7 b i l l i o n  at present. Income d i s t r i b u t i o n  

is p r e d i c a t e d  o n  the a n t i c i p a t i o n  that total i n v e s t m e n t  r e t u r n  will be 8% annually 

o n  m a r k e t  value o v e r  the lon g  term. 4% is d i s t r i b u t e d  to U n i v e r s i t y  D e p a r tments 

a n d  is used for p l a n n i n g  p u rposes. The o t h e r  4% is r e t a i n e d  for reinvestment.

T h e  a c t u a l  e a r n i n g s  in m o s t  y e a r s  have b e e n  h i g h e r  a n d  the excess o f  the 

d i s t r i b u t a b l e  4% g o e s  into a s t a b i l i z a t i o n  r e s e r v e  so as to mee t  the b u d g e t e d  

d i s t r i b u t i o n  rate. It s h o u l d  be noted that an 8% a n t i c i p a t e d  return on m a r k e t  

v a l u e  o f  i n v e s t m e n t s  is s u b s t a n t i a l l y  m o r e  than o n  h i s t o r i c a l  cost.

E l m e r  R a s m u s o n

4



Unde'r p r e s e n t  law: I n c e p t i o n  E x p i r a t i o n

F i r s t  y e a r  o f  o f f i c e  o f  n e w  G o v e r n o r  -

C o m m i s s i o n e r  o f  R e v e n u e  . 1983 P l e a s u r e  o f  G o v

T w o  o t h e r  C o m m i s s i o n e r s  1983 "

O n e  p u b l i c  m e m b e r  1983 1986

1

S e c o n d  y e a r  o f  o f f i c e  -

O n e  p u b l i c  m e m b e r  1984 1987

T h i r d  y e a r  o f  o f f i c e  -

O n e  p u b l i c  m e m b e r  1985 1988

F o u r t h  y e a r  o f  o f f i c e  - 

«
N o  n e w  a p p o i n t m e n t

R e s ult: U n d e r  p r e s e n t  law, f o u r  o f  t h e  six t r u s t e e s  a re app o i n t e d

b y  the i n c o m i n g  G o v e r n o r  w i t h i n  six m o n t h s  o f  h i s  office.

U n d e r  p r o p o s e d  law: .

if a p p r o v e d  a t  n e x t  l e g i s l a t i v e  session:

G o v e r n o r  H a m m o n d  w o u l d  a p p o i n t  -

C o m m i s s i o n e r  o f  R e v e n u e  1981 P l e a s u r e  of Gov

O n e  p u b l i c  m e m b e r  1982 1986

(present t e r m  o f  E l m e r  Rasmuson)

N e w  G o v e r n o r  w o u l d  a p p o i n t  in f i r s t  y e a r  o f  o f f i c e  -

C o m m i s s i o n e r  o f  R e v e n u e  ' 1983 P l e a s u r e  of Gov

O n e  p u b l i c  m e m b e r  1983 1987

(present t e r m  o f  G e o r g e  Rogers)

S e c o n d  y e a r  o f  o f f i c e  -

O n e  p u b l i c  m e m b e r  1984 * 1988

(present t e r m  o f  P e t e r  M cDowell) “

T h i r d  y e a r  of o f f i c e  -

O n e  p u b l i c  m e m b e r  1985 1989

F o u r t h  y e a r  o f  o f f i c e  - 1

O n e  p u b l i c  m e m b e r  1986 1990

Stability consequences of proposed legislation:

1. N o n e  of t he t e r m s  o f  t h e  p r e s e n t  p u b l i c  m e m b e r s  w o u l d  b e  abridged.

2. G o v e r n o r  Hajr.1r.c3nd w o u l d  m a i n t a i n  h i s  right to ha v e  the C o m m i s s i o n e r  o f  Revenue 

o n  the B o a r d ,  a nd h i s  p r e s e n t  a u t h o r i t y  to a p p o i n t  a p u b l i c  m e m b e r  in 1982 w o u l d  not 

be c h a n g e d .

3. T he t h r e e  p u b l i c  m e m b e r s  a p p o i n t e d  b y  G o v e r n o r  H a m m o n d  w o u l d  continue into 

the a d m i n i s t r a t i o n  o f  the' s u c c e e d i n g  Governor.

4. T h e  i n c o m i n g  G o v e r n o r  w o u l d  have t h e  r i g h t  to a p p o i n t  h is C o m m i s s i o n e r  of



ALLIANCE CAPITAL MANAGEMENT CORPORATION' 

INFLATION IMPACT

1 9 7 5 - 1 9 7 9  • 9  m o s . 1 9 8 0

Co n s u m e r  P r i c e  I n d e x  ^ 7 . 9 %  9 . 5 Z

S t a n d a r d  & P o o r s  5 0 0  ' 9 9 , 9  ; 2 1 , 0

A l l i a n c e  Eq u i t y  F u n d  Co m p o s i t e  1 9 1 , 1  • 2 8 , 0
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STOCKS, BONDS, RISK FREE ASSETS S INFLATION 

Co m p o u n d  Gr o w t h  Ra t e s : 1 9 2 6  -  1 9 7 9
.f

*

NOMINAL REAL

COMMON STOCKS (S S P 500) 9.0% • 6,1%

1

LONG-TERM CORPORATE BONDS
fi

3,8% • 1,0%

TREASURY BILLS 2,7% • (0,1%)

INFLATION 2,7%
%

. Source: Ibbotsen-Sinquefield



OF INVESTMENTS IN THE U.S. CAPITAL MARKETS 
1926-1978
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THE CASE FOR EURODOLLAR DEPOSITS AND C. D.s

Eurodollar time deposits and Eurodollar certificates of deposit 
are time deposits denominated in U. S. dollars and accepted or issued by 
the London branches of major European, United States, Canadian, and 
Japanese commercial banks as veil as the international subsidiaries of 
United Kingdom clearing banks. The Eurodollar deposit and C. D. markets 
grew rapidly in the 1960's in response to measures taken by the United States 
to restrict the outflow of dollars. Significant growth is also attributable 
to the tight money -periods of 1966 and 1969 when short term rates in the 
United States rose above the maximums U. S. commercial banks could pay on 
domestic time deposits in accordance with Regulation Q. This forced U. S. 
banks to borrow heavily from their branches abroad where interest rates 
were not regulated.

As the result of recurrent balance of payments problems during the 
1960’s, such foreign investment controls as the Interest Equalization Tax, 
Voluntary Foreign Credit Restraint Guidelines, and Overseas Foreign Direct 
Investment Regulations were instituted. Although these controls effectively 
closed the U. S. capital.markets to foreign borrowers and prevented U. S.
.firms from transferring capital abroad, they contributed significantly to 
the development of an active market for U. S. dollars on deposit outside 
the u. S. In early 1974, these control, programs were all eliminated. Many 
observers thought that the Eurodollar market as a result would disappear.
However, since no reserve requirements were levied on these deposits, the 
continued growth of the Eurodollar market was assured. The lack of reserve 
requirements enabled banks to pay higher interest on deposits while at the 
same time charging a lower rate on loans and still to increase profits.
The volume of outstanding Eurodollar negotiable C. D.s continued to grow 
to its present size of approximately $32 billion while the much larger 
Eurodollar deposit market has grown to an estimated $425 billion.

Most Eurodollar negotiable C. D.s are issued with maturities up to one 
year by prime international banks. Banks usually quote rates for three, 
six, and twelve month maturities, corresponding to their loan rollover 
requirements, rather- than for all maturities as in the United States. U. S. 
purchasers of Eurodollar C. D.s include coraraer %.ial bank portfolios and trust 
departments, corporations, insurance companies and various other institutions.
In addition, a large number of foreign entities are active participants in 
the Eurodollar C. D. market. Investors generally receive an additional 
1/8 to 1/4% in yield over domestic C. D.s of the same issuer and maturity 
while a holder of a non-negotiable Eurodollar time deposit normally picks up 
still an additional 1/8 to 1/4%. These spreads may change as the result 
of the recent (November 13, 1980) requirement that U. S. and foreign agency 
banks hold 3% reserves against their net balances due to foreign branches. It is 
still too early to determine what the likely impact of this reserve require­
ment on the Eurodollar markets will be.

Many investment bankers and commercial banks actively trade Eurodollar 
C. D.s providing liquidity to these investment instruments. The standard 
trading units are multiples of $1,000,000. The trading volume of Eurodollar

#



C. D.s has grown steadily from a monthly average turnover of about 
$2.1 billion in 1974 to more than $12 billion in mid-1979 with trades of 
$20 to $25 million not uncommon. Trading activity in the market is 
influenced not only by normal seasonal pressures affecting the domestic 
C. D. market but also by periodic loan rollover pressure and foreign 
exchange developments which may have a significant impact on rases, 
thereby presenting opportunities for the investor.

With regard to credit risk, the deposits are general obligations of 
the issuing bank under the laws of England where they are issued and 
payable. Holders of these deposits are creditors of the entire bank and 
not just the issuing branch. If a branch failed to pay a C. D. because 
of insolvency, it could be enforced against the head officp of the bank..
A depositor or C. D. .older could be negatively affected by government 
action in two ways. One would be an action of the English government such 
as its imposition of currency controls or interest limitations and. the 
other would be by the action of the bank’s head office. This could take the: 
form of modification or termination of the issuing bank's liability 
regardless of where the holder sought payment. The chances of such 
governmental action are viewed as highly unlikely.



' Yields ol Three, and Six Monlh-Eurodollxr Certlllcate* ol Depoelt
.er.d their Yield Spreeda above U.S. Prime Certifies!** of Deposit

• . . .  •

• • Yield Spreads-
• • •• 

je * Yield*- Euro $ vs. U 3 . CJ0.»
Eurodollar C.D. (In Basle Polnla)

Three . . Six Three Six

First of Month Month • Month Month . • Month

1974-Jan. 10.00% 10.00% + 80 +150
Apr. 9.81 9.81 + 6 ,+ 51

July 13.11 1331 +121 +151

Oct. 11.69 • ; 11.75 + 89 +105'

1975-Jan. 9.63 944 ♦ 53 ' + 74

Apr. 6.56 6.94 + 46 + 54

July ‘ 630 7.00 + 20 + 30

. Oct. 7.63 835 + 53 + 20 .

1976~Jan. 5.63 •_6.25 + 13 + 30

Apr. 531 5.88 + 11 . + 28

July 5.88 6.50 + 14 + 30

Oct. 5.56 5.75 + 21 + 25

1977-Jan. 4.88 5.00 + 23 +

Apr. " 5.06 5.31 • + 16 ' + 16

July ' * ‘ 5.63 5.81 ' + 25 + 21

Oct 6.69 6.94 • + 29 + 24

1978-Jan. . 7.00 735 + 20 •+ 25 .

Apr. 7.20 . 7.50 + 35 + 20

July 8.35 8.70 + 25 + 15

Oct. 9.30 • 9.60 . + 40 + 35

1979-Jan. 11.45 12.00 ’ + 55 + 50

Apr. 10.35 10.62 i + 35 + 32



Volume Outstanding ol U.S. and Eurodollar Certi.'lc* ?a ol Deposit 
and Secondary Market Turnover ol Eurodollar Ce.rtllcales ol Deposit 

. (Billions ol OS. Dollars)

113. C .D j . * Eurodollar C.Da

• MId-monlh Total Total Secondary
(Approx.) Outstanding (1) Outstanding (2) Mark*ITumover(3t

1974-Jan. . 65.6 11.1 2.3
Apr. . 71.8 ' • ' 13.7 ZO
July 83.0 . ••13.0 • 1.4
O ct 88.7 . 12.5 ZB

1975-Jan. S1.4 . * 11.6 3.3

Apr. . 853 . 1 1 3  ' 2.2
July 803 11.8 2.1
O ct 83.3 „ 12.4 . . 3.7

1976-Jan. 79.1 „• * 13.3 ' 5.1
Apr. 69.9 * -  14.1 4.6
July 69.5 14.9 . 5.0
O ct 64.6 15.7 5.4

1977-Jan. , 62.8 15.9 • 63
Apr. . 59.9 • • . 17.0 • 5.7

• July • 623 - 19.0 . 63
Oct. 683 21.7 ; 6.1

jm' , ' • t

1978-Jan. 75.8 21.9 7.4
April . 80.7 21.9* 7.5 **
July 87.3 22.0 • 4.7
Oct. 90.0' 23.5 • ' 6.8

1979-Jan. . 96.5 . 273 11.6
Apr. 86.5 28.1 9.3
July "  • 793 322 12.4



REAL ESTATE INVESTMENT MARKET 
& REAL ESTATE EQUITY POOLS

Until the early 1960's the real estate investment market in the United States was 
primarily controlled by the real estate developer and the small investor or invest­
or group. There were few large real estatie projects and those that were built were 
either financed or owned by one of a few insurance companies purchasing for their 
own investment account. Industrial property was usually owned by the corporate user 
or leased from local investors. The market place was highly fragmented and very 
much an activity at the local level. Develop rs had small organizations and essen­
tially seat-of-the pants entrepreneurs.

The 1960's saw an explosive demand for manufacturing warehousing, retail, commercial 
and office facilities. The larger industrial and office park concepts were created 
and the increasing demand for capital led most corporations to a leasing posture. 

This was appropriate for warehousing and office facilities as a way to conserve 
capital for business and as a strategy which allowed reaction to changing markets. 
Family formation growth led to rapid residential suburban growth and as residental 
developments grew so did retail and commercial developments. The shopping center 
grew from infancy to maturity as regional enclosed mall centers creating a mini- 
dowr.-own which had a major impact on residential and commercial growth patterns. 
During this period a very few pension funds began to acquire industrial and commer­
cial properties for investment. At the same time, more insurance companies began 
to add properties to their investment portfolios. The institutional real estate 
investment market began to take on the characteristics of a regional and in some 
cases a national market.

As we moved into the 1970's real estate projects increased rapidly in size and com­
plexity demanding a broader range of professional skills. The size of real estate 
development organizations expanded to handle regional as well as national areas as 
well as a national market.

The 197A—1>76 recession dampened much corporate involvement in real estate but the 
demand and growth for investment grade real estate product remained intense. De­
mand for pension fund real estate investments during the latter part of the 1970's 
drove down the current cash return on investments. Appreciation in value and rap­
idly rising rental rates created even more demand as real estate appeared attractive 
as an alternative pension investment vehicle.

As we move into the 1980's, commercial and industrial grade real estate will become 
more and more an institutional market. The long term mortgage market is likely to 
see a radical change necessitating substantial equity to be raised for larger real 
estate projects. This will squeeze the smaller developers or will force them to 
sell or joint venture their projects with institutions and pension funds. The very 
large development projects will become exclusively an institutional and pension 

furd market.

Consequently, the demand for real estate facilities from the user side is currently 
very strong and promises to remain so during the 1980's and beyond. The demand for 
quality investment grade real estate by institutions and pension funds will be even 
stronger. This will predictably result in lower current returns and stretched out



6 Real Estate Equity Pools 
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periods to realize long terra return on investment objectives. The demand from both 
the user and investor side combined with the effects of inflation and government 
regulations will continue to push real estate up at a substantial rate. Commercial 
and industrial real estate investments should continue to provide superior long-term 
returns on investments.

In the last 10 years many trust, pools or funds have been established to participate 
in the advantages of real estate investments. They consisted of larger mortgage 
companies, banks, brokerage houses and insurance companies to name a few. Insurance 
companies led the way since in many cases they had been involved in real estate 
lending or purchasing for their portfolio for the past 100 years or longer.

Real estate is not a passive investment. It is a highly complicated field requiring 
creative ability, qualitative as well as quantitative analysis, and most of all ex­
perience. Owned real estate has its own risk parameters quite different from those 
of other investments. Once purchased, it has to be managed properly. Real Estate 
•is susceptible to vacancies, demographic change, imbalance of income to expenses, 
and overbuilding to name a few. Major insurance companies have the expertise as 
well as offices all over the country, and this is a major advantage not available to 
most other managers. Real Estate pools offer protection against downside risk due 
to vacancies or rapidly escaxating operating costs. Prudently selected and main­
tained Real Estate can be considered a viable supplement to other portions of a 
portfolio.

Funds accepted for real estate pools are limited to the properties available for 

purchase in any given period. You advise them of your intention to join and give 
them an indication of the amount you would like to deposit. They will accept your 
funds on a quarterly basis only, and then only if they have sufficient properties 
in line for purchase the following quarter. They will not guarantee acceptance of 
your funds in a specified time frame. They will not purchase unqualified properties 

just because funds are available.

Just as it is sometimes difficult to get in a real estate pool, it also takes time 
to withdraw. It must be realized that real estate investments are relatively il­
liquid and should be considered long term investments. They will not force sell a 
property just because you want to withdraw your funds. Most pools require 90 days 
written notice prior to any quarterly date. This allows them time to find other 
investors who want to invest in the pool, thus allowing you to withdraw. However, 
if cash available in the pool is sufficient to allow your withdrawl earlier, they 

will honor your request.

We're sure everyone will agree that any investment portfolio, pension fund or per­
manent fund in this case, should have the ability to diversify its investments. We 
have all witnessed the is and downs in stock and bond markets over the years. Good 
real estate on the other hand on average has always increased in value. Investment 
decision makers have finally been convinced that real estate deserves a place in a 
well diversified portfolio. We believe that the current trend toward real estate as 

a major investment asset is both justified and of growing importance.



& Real Estate Equity Pools
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Many investment managers have been aware of the advantages of real estate investing 
but were discouraged from participating in real estate due to the lack of liquidity 
and risk characteristics associated with outright ownership. Real estate pool in­
vestments are designed to overcome these problems. Pool investment offers well 
managed diversification characteristics tailored to meet the risk to expected return 
and liquidity requirements of .participants. The pools offer the investment advan-

• tages of a portfolio of high -quality real estate, diversified by property type, 
lease term, tenant type and geographic location, combining a potential for capital 
appreciation with an attractive level of current income.

That last sentence says it all and deserves expanding upon:

Advantages

Real Estate equity pools are designed to deliver all of the advantages investors 
seek from real estate, without the complexities of outright ownership.

• Return Potential

Over the years, carefully selected real estate has demonstrated a consistent ability 
to produce attractive yields.

Inflation Hedge

A rapid increase in real estate values has become increasingly evident in recent 
years as escalating construction costs have exerted upward pressure on the replace­
ment cost of commercial and industrial properties. An attractive hedge against in­
flation.

Portfolio Diversification

Real estate assets produce very positive diversification characteristics when in­
troduced into the typical portfolio of stocks, bonds, mortgages and money market 
investments to name a few.

A real estate pool also provides diversification of property types such as shopping 
centers, apartment and office buildings, motels, hotels, industrial and warehouse 
buildings, etc. Geographic diversification is provided through purchases of p r o­

perty from coast to coast including Alaska. ,

As more and more investors become aware of the advantages of diversification and 
returns available on these pools, the demand has been increasing. With this demand 
there has been an increasing number of pools going on line, which makes good real 
estate investments harder to find.

The better real estate pools do not speculate as Real Estate Investment Trusts 
(REIT’s) did back in the late sixties and early seventies. Real Estate Investment 

Trusts began in 1960 when Congress passed the Real Estate Investment Trust Act.
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The purpose was to provide more capital to satisfy the growing demand for long term 
investment money by opening the field to individual investors. The mortgage type 
REIT created the surge of popularity between 1969-71. Underwriters encouraged banks 
and others to establish trusts because the shares were easily sold and good fees 
were to b e  made. The REIT's borrowed heavily from banks and others to support their 
demand for more money to lend construction and development projects. Serious prob­
lems began to surface in 1974 when the prime rate soared past 12% and some construc­
tion loans reached 18% to 20%. Many could not pay and projects could not be com­
pleted and many failures resulted. Insurance company pools do not sell shares to 
the public, do not get involved in development projects until completed, and best 
of all do not borrow monev to purchase real estate investments.

The insurance companies described on the following pages, it. our opinion, are among 
the best in the industry. Other pools are available, some managed by non insurance 
companies, and other insurance companies also have pools. Ve presently have retire­
ment systems funds in the pools with companies used as examples.



PRUDENTIAL INSURANCE COMPANY OF AMERICA

Prudential is the largest private real estate investor in the United States. As of 
June 1980 their estate investment department employed a professional staff of almost 
500 persons located in Prudential Corporate Headquarters and 71 field offices in the 
United States and Canada. They manage nearly $18 billion of real estate investments, 
including $14 billion in mortgages, $3 billion in wholly owned properties and over 
$1 billion in joint ventures throughout the United States.

Because of their nationwide structure, the real estate department has established 
direct working relationships with regional and national real estate developers, 
brokers, managers, and investors. These relationships allow Purdentia.1 to consider 
property opportuni ies on a national basis.

Prudential Property Investment Separate Account (PRISA)
($2 billion) Annual Historical Performance

Breakdown of

Year Gross Net Net Return

Ending Return Return Income Appreciation

12-31-79 25.4 % 23.9% 8.8% 15.1%

12-31-78 20.9 19.5 . _ 9.0 10.5

12-31-7/ 12.0 10.7 7.8 2.9

12-3.1-7 C 9.8 8.5 7.5 1.0

12-31-75 9.5 8.3 7.0 1.3

Geographical Lr'tacion 

As of 6/30/80-% Regions (30 States)

22% West

20% South

18% Mid-West

40% East

Property Diversification

39% Office Buildings
23% Industrial Buildings
16% Hotels & Motels
19% Shopping Centers
3% Apartments



AETNA LIFE INSURANCE COMPANY

Aetna's Real Estate Department has been in operation for over 100 years, anti in the 
last 10 years has established an equity unit responsible for buying and managing 
equity real estate. Aetna's real estate and mortgage portfolio exceeds $5 billion.
The real estate department is comprised of 130 employees with a variety of backgrounds 
in real estate. The department utilizes both correspondents and direct lending 
capabilities. They are affiliated with over 85 mortgage bankers in major metro­
politan areas who are under contract to produce real estate and mortgage investments. 
Their internal National Accounts unit deals directly with major real estate develop­

ment companies which operate on a national basis.

Aetna Real Estate Separate Account 

($300 MM) Annual Historical Performance

Total

Yield Appreciation Return

Jan.-Dec., 1978 7.73% .827. 8.55%

Jan.-Dec., 19n9 9.03% 3.54% ‘ 12.57%

Geographic Distribution

As of 6/30/80-% Regions

30% Rockies
16% South
18% Mid West
3% East

33% West

Property Diversification

45% Retail Buildings
2% • Land

20% Office Buildings

19% Industrial
14% Waiehouse Buildings



JOHN HANCOCK MUTUAL LIFE INSURANCE COMPANY

The John Hancock's Real Estate Department has been in existence for over 100 years 
and currently manages a portfolio of commercial and agricultural real estate and 
mortgages of all types in excess of $4 billion. In addition to a staff of in-house 

professionals including 50 mortgage investment officers, they have advisory and or­
igination capability from a network of 58 mortgage banking firms and their branch • 
offices located in major metropolitan cities from coast to coast. They also have 
eight agricultural loan agencies in the major farm areas of the country, and main­
tain extensive contact with major property developers as well as the mortgage and 
real estate brokerage community.

($350 If'.) Equity Real Estate Account (ERA)
Annual.Historical Performance

Total*
Yield Appreciation Return

Jan. - De c . , 1977 9.1% 1.2% 10.3%

Jan. - De c . , 1978 9.3 2.5 11.8

Jan. - Dec., 1979 10.2 8.8 19.0

Geographic Distribution 

As of 6/30/80-% 7 Regions (21 States)

11% New England

13% Middle Atlantic

15% Southeast

30% Midwest
5% Southcentral

13% Mountain/Southwest

13% Pacific

Property Diversification

32% Industrial Buildings

8% Hotel
28% Warehouse Buildings
13% Office Buildings
17% Shopping Centers
3% Retail Stores



EQUITABLE LIFE ASSURANCE COMPANY

Equitable's Real Estate Department has been in operation for over 115 years and has 
been involved in equity real estate ownership and management for over 25 years with 
over $3 billion under management. The real estate department presently has a staff 
of over 500 full-time real estate professionals. The department utilizes both cor­

respondents and direct lending capabilities with their own nationwide network of 40 
offices. They are also the investment advisor to Equitable Life Mortgage and Realty 
Investors, a Boston based real estate investment trust listed on the New York Stock 
Exchange.

Equitable's Equity Real Estate Account 
($1 billion) Annual Historical Performance

Year * • Total

Ending Yield Appreciation Return

12-31-75 9.8 % (2.2%) 7.6 %

12-31-76 8.7% 1.5% 10.2%

12-31-77 9.1% . 2.2% 11.3%
12-31-78 9.2% 4.7% 13.9%

12-31-79 9.3 % 5.5% 14.8%

Geographic D i s t r i b u t i o n

As of 6/30/80-% * Regions

32% Southern
29% Central
15% Western
14% Mid-Atlantic
10% Northeastern

Property Diversification

64% Retail
16% Office
15% Industrial
2% Hotels
2% Land



PERFORMANCE FIGURES - POOLED REAL ESTATE ACCOUNTS 

INVESTMENT RETURN NET OF INVESTMENT FEES

YEAR INSURANCE COMPANY

Ending Prudential John
12/31: PRISA___  Aetna Hancock Equitable

1973 23.9% 12.6% 17.8% 13.9%

1978 19.5 8.6 10.8 14.4

1977 10.7 —  9.3 10.0

1976 ■ 8.5 -- —  8.9

1975 8.3 -- —  6.3

Assets at 
Market 12/79
(000) $1,493.70 $184.75 $180.02 $903.09



THE CASE F O R  INTERNATIONAL DIVERSIFICATION

International diversification of an. investment portfolio can provide 
four benefits: reduction in the volatility of the portfolio; an in­
crease in the return; an increase in the marketability of the portfolio 
as a whole; and protection against an unexpectedly high rate of in­
flation in the United States.. .* .

. '"SV * • ■ ••
1. Protection from Inflation . '

Diversification into markets of different countries with different 
economic cycles and different rates of inflation reduces the risk that 
an entire portfolio will show* a low real rate of return. The return of 
the international element of the portfolio will not be impaired by an 
unexpectedly high level of inflation in the United States. Indeed it 
will tend to.benefit since the growth of the inflation differential is 
likely to be reflected in exchange rates so that overseas holdings will 
rise in terms of the United States dollar. A rise in the exchange rate 
of the United States dollar might lead, on the other hand, to the re­
turns on' overseas investments not matching those on United States in­
vestments. Any fall in the United States rate of Inflation would, 
however, be highly beneficial to the performance of United States in­
vestments. Since the propo7.*tion invested in overseas markets would 
likely be relatively small, the overall performance of a portfolio with 
90 per cent invested in the United States and 10 per cent in overseas 
markets would still be quite satisfactory during this period of low 
domestic inflation. International diversification protects the assets 
of a fund in that it provides a higher return on overseas securities at 
the time it is most needed - when the rate of domestic inflation is 
unexpectedly high.

2. Reduced Volatility

The prices of different shares in any one market tend to move 
fairly closely together, but the correlation between share price move­
ments in different markets is low.

Correlation coefficients between United States and Foreign Stock 

Markets 1970-1979.

United States 
United Kingdom 
Japan 
Germany 
France 
Hong Kong

1.00
.54
.52
.51
.48
.45



One study has indicated that the reduction in volatility for the 
period 1959 to 1979 for a portfolio with 90 per cent invested in the 
Standard & Poor's Composite Index and 10 per cent equally divided among, 
the equity markets of France, Germany, Japan, and the United Kingdom (as 
represented by the Capita] International Index for each of these mar­
kets) from the volatility of a portfolio invested wholly in the Stand­
ard & Poor's Composite Index would have been nearly half that which 
would have been obtained by holding 10 per cent of the portfolio in cash 
equivalents. International diversification thus leads to a substantial 
reduction in volatility. .

3. Greater Return V \  >
- ■  ■ ■  ■ ■  - -  - ■  ■ ■  \  . .  • •.

The rate ci return in the years 1959 to 1979 was generally greater 
in the major markets outside North America than in the United States.
A  study made by InterSec Research Corporation shows the rates of return 
achieved by investment in the Capital International Indices of the 
markets of Canada, France, Germany, Japan, and the United Kingdom and in 
the Standard & Poor's Composite Index in the United States over rour 
periods (1959 to 1979, 1965 to 1979, 1970 to 1979, and 197A to 1979), 
after taking account of dividend yield and adjusting for fluctuations in
exchange rates. The returns in every period were higher in each of the
overseas markets than in the United States except in the case of the
French market in the longest period. The rate of return of a portfolio
divided equally among the four markets outside North America would have 
been higher by about 70 per cent in the-first period, 150 per cent in 
the second period, 160 per cent in the third period and 85 per cent in 
the final period. The investment of even a small proportion of a United 
States portfolio in international markets would, therefore, have re­
sulted in a significant increase in the return of the whole portfolio.

A. Increased Marketability

Capital International has published figures for turnover in 1979 in 
1A stock markets in Europe and the Far East. Turnover in these 1A 
markets amounted to $220.7 billion, over 86 per cent of the turnover of 
the United States and Canadian equity markets in the same year. Capital 
International has also published figures for the market capitalization 
of equities on 16 stock exchanges outside North America. At the end of 
1979 the total amounted to $755 billion, almost 71 per cent of the 
combined market capitalizations of the United States and Canadian stock 
markets at that time. The size of markets outside North America is thus 
considerable, and turnover forms a larger proportion of market capital­
ization in them, taken as a whole, than in North America. Moreover, 
there were 127 companies listed on these 16 markets outside North America 
with a market capitalization which was greater than that of the 200th 
largest listed United States company at the end of 1979. There is thus 
considerable opportunity for large scale investment in markets outside 

the United States and Canada.



5. I n v e s t m e n t  in I n t e rnational Bo n d  Markets

The total capitalization of the Eurobond market and the nine national 
bond markets of Australia, Denmark, France, Germany, Japan, the Nether­
lands, Sweden, Switzerland, and the United Kingdom at the end of 1979 
was about $1,414 billion. By comparison, the taxable bond market in the 
United States had an estimated capitalization of about $1,400 billion 
and that of Canada a capitalization of about $105 billion. The large 
size of international bond markets provides United States investors with a 
further means of benefiting L .om international diversification, but with 

a lower degree of volatility than that involved in equity investment.



Some return comes from currency exchange 
rate changes. , .

C o m p o u n d  an nu a l return 1 9 7 4 -1 9 7 9

Singapore 

United Kingdom 

Hong Kong 

Netherlands 

Switzerland

Australia
)

France 

Japan 

Germany 

United States

4 0 50
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Currency exchange rates (longer term) depend 
on differences in inflation rates. •• >';?
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Studies show that international diversification 
reduces risk substantially.

. Risk relative to U.S. market
0  2 0  4 0  6 0  8 0  100%

U.S. market

' Grubel 
' 1 9 5 9 -1 9 6 6

Levy & Sarnat 
1 9 5 1 -1 9 6 9

Errunza
1 9 5 9 -1 9 7 2

Solnik.
1966 -1971

Jacquiilat & Solnik 
1 9 6 6 -1 9 7 4



Foreign markets have shown better returns 
than the U.S. market for the past ten years.

• •
. #

C o m p o u n d  annua l return in dollars 1 9 6 9 -1 9 7 9  (p e rce n t per year) 
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Foreign markets have shown better returns 
than the U.S. market for the past five years:

r

C o m p o u n d  annua l return in dollars 1 9 7 4 -1 9 7 9  (p e rcen t per year)
i . .
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Foreign markets have shown better returns 
than the U.S. market for the past two years.

in dollars 1 9 7 7 -1 9 7 9  (p e rce n t per year) 
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InterS ec RESEARCH CORP.
Registered Investment Advisers

Consultants on International Diversification 
for Pe nsion Managers

T O T A L  R E T U R N S  ON I N V E S T M E N T  -FROM M A J O R  W O R L D  S T O C K  MARKETS 

B E F O R E  AND A F T E R  U.S. I N F L A T I O N  F OR T H E  F I V E  Y E A R S  l 9 7 4 -’78+

TOTAL R E T U R N S  T O T A L  R E T U R N S  I N F L A T I O N  
L O C A L  C U R R E N C Y  U.S. $ T E R M S  in U.S.

T O T A L  RET URNS 
AFTER U.S. 

I N F L ATION

U.S.
9

4.29 4.29 7.94 -3.38

J a p a n 9.48 17.72 *9.06

U.K. 14 .54 11 .61 3.40

G e r m a n y 11.65 2 1 . 0 4  - 12.14

F r a n c e 6.70 10.13 2.03

S w i t z e r l a n d 1.37 16.84 8.25

A u s t r a l i a 9-92 4.44 ■' • • -3.24

C a n a d a 5.40 ' 1.93 “5.57

E A F E * 12.11 •3 . 8 6

^ E u r o p e ,  A u s t r a l i a ,  F a r  E a s t  I n d i c e s  of s i x t e e n  m a r k e t s ,  w e i g h t e d  
a c c o r d i n g  to their size. P r e p a r e d  by C a p i t a l  I n t e r n a t i o n a l ,  Geneva.
+ p e r c e n t  p e r  annum, c o m p o u n d e d .
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In te rS e c  RESEARCH CORP. Consultants on International Diversification
Registered Investment Advisers f ° r Pension Managers

T O T A L  R E T U R N S  ON I N V E S T M E N T  FROM M A J O R  W O R L D  S T O C K  MARKETS' 

B E F O R E  AND A F T E R  U.S. I N F L A T I O N  FOR THE T H R E E  Y E A R S  1 9 7 6 - ' 7 8 +

TOTAL R E T U R N S  T O T A L  R E T U R N S  I N F L A T I O N  T O T A L  RETURNS 
L O C A L  C U R R E N C Y  U.S. $ TERMS in U.S. A F T E R  U.S.

I N F L A T I O N

U.S. 6.92 6.92 6.86 .06

J a p a n 2l». 49 3 0.73 22.33

U.K. 17-12 17-42 9.88

G e r m a n y 3.82' 19-49 ' 11.82

F r a n c e 10.28 12.93 ! 5,68

S w i t z e r l a n d 2. 34 20.76 13.00

A u s t r a l i a 10.31 7 . 1 6 0.28

C a n a d a '14.77 9.13 2.12

E A F E * 18.39 10.79

* E u r o p e ,  A u s t r a l i a ,  F a r  E a s t  I n d i c e s  o f  s i x t e e n  m a r k e t s , #w e i g h t e d  
a c c o r d i n g  to their size. P r e p a r e d  by C a p i t a l  I n t e r n a t i o n a l ,  Geneva.
+ p e r c e n t  p e r  annum, c o m p o u n d e d .

122 East 42nd Street, New York, N.Y. 10017, Telephone: (212) 697-8303 Telex: 428552
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MORGAN GUARANTY INTERNATIONAL EQUITIES FUND 
COMPARATIVE PERFORMANCE-JAN. 1974 = 100 : DIVIDENDS

REINVESTED

INTERNATIONAL EQUITIES FUND

------------ CAPITAL INTERNATIONAL INDEX-EUROPE,

AUSTRALIA AND FAR EAST 
H — i— H  S&P 500
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