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ALASKA PERMANENT FUND CORPORATION
CHANGE 1IN PORTFOLIO COMPOSITION

January 31,

MARKETABLE SECURITIES ACCOUNT
During the Month Funds were Provided by:
Portfolio Operations:
Interest Income
Net Gain (Loss) on Sale of Securities
TOTAL Provided by Operations
Sale of Marketable Securities
Maturity of Marketable Securities
Royalties & Other State Receipts
Other Interest Income

Net Contributions from Loans & Mortgages

Net Contributions from
Certificates of Deposit

TOTAL Funds Provided During Month
During the Month Funds were Used for:
Purchase of Marketable Securities
Net Contribution to:
General Fund
Certificates of Deposit
Loans and Mortgages
TOTAL Contributions

TOTAL Funds Used During Month

NET CHANGE IN FUNDS

J.982

Current Month

$ 27,527,024.
-0-
27,527,024.
36,638,222.
455,845,875.
39,506,839.

-0-

-0-

-0-

559,517, 1.

554,073,674.

-0-
-0-
2,949,820.
2,949,820.
557,023,495.

it 2.494.466.
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61

97

59

50

09

88

Schedule continued on following page
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Year-to-Date

186,400,108.
-0-
186,400,108.

362,492,92 2.

2,581,343,580.

1,028,671,759.

3,030

-0-

3,491,171

4,172,402,572.

4,145,025,524.

4,170,573,125

It

931,481
14,710,800
9,905,320.

25,547,601.

1.829.447
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Alaska Permanent Fund

CHANGE IN PORTFOLIO COMPOSITION - Continued

Current Month Year-to-Date
CERTIFICATES OF DEPOSIT
During the Month Funds were Provided by;
Interest Income -0- 2,680,371.58
Maturity/Sales -0- 367100,000.00
Contribution from Marketable Securities -0- 14,710,800.00
TOTAL Funds Provided During Month -0- 53,491,171.58
During the Month Funds were Used for:
Purchase of Certificates of Deposit -0- 50,000,000.00
Contribution to Marketable Securities -0- 3,491,171.58
TOTAL Funds Used During Month -0- 53,491,171.58
NET CHANGE 1IN FUNDS $ -0- $ -0-
LOANS AND MORTGAGES
During the Month Funds were Provided by:
Interest Income 71,817.07 299,659.78
Principal Repayments 1,187.88 93,603.53
Net Contribution from Marketable Securities 2,949,820.50 9,905,320.00
TOTAL Funds Provided During Month 3,022,825.45 10,298,583.31
During the Month Funds were Used for:
Purchase of Loans & Mortgages 3,022,825.45 10,298,583.31
Net Contribution to Marketable Securities -0- -0-
TOTAL Funds Used During Month 3,022,825.45 10,298,583.31
NET CHANGE IN FUNDS $ -0- $ -0-
SUMMARY OF CHANGES
Marketable Securities Account 2,494,466.88 1,829,447.52
Certificates of Deposit -0- -0-
Loans and Mortgages -0- -0-
NET CHANGE IN FUNDS *2.494.466.88 * 1.829.447.52
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ALASKA PERMANENT FUND CORPORATION

SUMMARY OF ALASKA DEPOSITS

January 31,

Institution

Commercial Pacific Bank

Alaska Pacific Bank

B. M. Behrends Bank

United Bank Alaska
Total

Savings & Loan Institutions

Alaska Federal Savings & Loan

First Federal Sivings & Loan

Home Federal Savings & Loan

Peninsv. .a Savings & Loan
Total

Mutual Savings Banks

Mt. McKinley Mutual Savings
Total

TOTAL ALASKA DEPOSITS

15.
.500.000.00

33

49

S50.

Total

o009

000.000.00

- 0.
500,000.00

.000.000.00

,000,000.00
,000,000.00

000.000.00
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ALASKA PERMANENT FUND CORPORATION

POUCH SB -JUNEAU. ALASKA 00811
TELEPHONE 007 463.2331
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CLMER £. RASMUBON - CHAIRMAN
THOMAS K. WILLIAMS «VICE-CHAIRMAN
WIIBON L. CONDON

PETER B. MCOOWELL
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ROBEK'T W. WARD

TO: Senator Mulcahy, Chairman
Senate Labor and Commerce Committee

FROM: James B. Rhode, Special Assistant to the Trustees
Alaska Permanent Fund

DATE: March 12, 1981

SUBJECT: Sectional Analysis of Sponsor Substitute for SB 684

PREFACE

Nearly one year ago, the Trustees of the Alaska Permanent Fund
and the Special Liaison Committee of the Legislature, chaired
by Senator Sturgulewski, began a series of seminars and work
sessions on the future of the Fund.

From the first, it was agreed to explore the 1issues 1in the
context of how all the oil revenues were, or might be, spent.
This was to insure that any new role for the Fund would be
consistent with its fundamental purposes and, too, would be
more suitably lodged in the Fund than elsewhere.

Meeting at various points in tfc» st~te, the group examined the
ideas of economists, financial specialists, major Alaskan
interests, and the general public. This 1is further described
in the Annual Report of the Fund (pp. 3, 5-7). The analysis
offered by various professionals is soon to be published under
the heading of 2lhf Trustee Papers. A special edition, includ—
ing formal statements from various groups and citizens, has
been compiled for the committees of referral for this bill*

SUMMARY

SB 684 contains three key proposals: (1) having the public

members comprise the majority of the Trustees to slow the

effects of a change of administration or a change in political

moods; (2) revising the list of permitted investments to be

the same as for the pension funds (with some added restric—
tions and excepting gold, which does not produce direct

income), as holding the best hope for long-term rates of
return that exceed inflation wi hout sacrifice of safety; and

(3 reinvesting one-half the Fund®"s earnings to protect the
buying power of the Fund®s principal and income from

inflation, and providing that the remaining earnings be paid

over on the basis of a five-year average with, in effect, a
reserve to keep those payments as stable as possible for state

pla.ming.
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ANALYSIS

Section 1. The replacement of a commissioner by a public
member in the composition of the Trustees has the dual effect
of giving the public members the working majority and requir—
ing that majority to have special qualifications for their
office. In the discussion of this provision, it was felt that
the Commissioner of Revenue, as the State"s chief fiscal
officer, must be formally accorded the role that he will

always exercise 1in Administration decisions on the Fund. As
well, this insures the Administration will be directly
informed of the views of the Trustees. The provision to

eliminate one commissioner was to recognize the growing
demands placed upon the cabinet in recent years. While noting
the advantage of having three commissioners during the organi—
zational phase of the Fund, it was felt that it would be
difficult to expect that many to be able to devote the neces—
sary time indefinitely.

Sections 2 and 3 have the practical effect of staggering terms
so that a governor will only be able to select all of the
Trustees by the last year of his term. This gives ( greater
measure of independence to the board over existing law (where
the next governor would have chosen a majority within six
months of taking office), but also mitigates the deletion of
existing language (p- 2, lines 2-3) which, on the basis of a
decision of the Alaska Supreme Court, does not permit confir—
mation by the Legislature without constitutional amendment.

In like manner, section 4, requiring that a governor remove
only for good cause, 1is designed to replace the check 1in the
existing statute where the Legislature, by vote, can halt a
removal.

Section 5. A majority of the Trustees felt ttm an annual fee
for members of the board was justified on several grounds:

The management of a fund of this size will involve working

subcommittees and considerable travel to meet with outside

fund managers, with financial advisors, and with senior

officials in similar 1institutions. Assuming the likely
stature of the public members, it was thought just to compen—
sate them for the significant loss of income entailed by their
work, and wise to prevent appointees from stating that personal
circumstances limited the amount of time which they could

devote. The annual fee, here tied with the salaries of legis—
lators, 1is to be on the order of $20, 000 a year, which is the
sum typically paid by leading corporations to outside

directors. This figure was consciously set to be insufficient
to draw potential appointees for the sake of the fee alone.
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Section 6 adds to the list of permitted investments for the
Fund with the dual aims of improving long-term, vreal earnings
and giving needed diversity. At present, the Fund is essen—
tially a large "money market™ account of the kind now open to
many private individuals. However, a number of financial

specialists have pointed out that, on average over the

decades, these securities have orly matched inflation or have

been somewhat negative 1in terms of real earnings. The situa—
tion of the past two years, with as much es 6% return above
inflation, happened but once before in this century: 1931.
Interest rates were then at a bare 1% but price levels had
fallen 5%, thus giving a real income of 6%. Based on this
historical data, our existing investment list promises few
years in which earnings can exceed inflation. In contrast,

the investment areas proposed to be added (stocks, 1income

property, and foreign assets) have brought yields in line with
the long-term real growth of the United States, 2 to 4% beyond
inflation and, 1in some years, particularly 1in Japan and the
strongest economies of Europe, the gains have been more sub-—
stantial. To be sure, not all of these investment areas have
performed well 1in every period owing to economic cycles,

political and other events, and changes of 1investor

preference. Indeed, our advisors have stressed that no
guarantees against fluctuations can be offered for any class
of investments, not even the highest grade of U. 5. Government
securities. (Actually, 1in recent years, the latter have swung

more sharply and more often than other instruments). Hence,
the necessity of having, now, a wider selection of proven

investment options so that adjustments can be timely and of
enough size to win better returns while avoiding reverses -
both in a manner consistent with safety of principal.

It would be well to note here that section 7 places limits on
the e.:tent to which investments, other than fixed income

securities, can be made and the limits are more severe than

for the pension funds. The lack of a limit on fixed income
securities 1is not because they afford markedly greater safety;

in certain markets, they do not. Rather, the projected growth
of the Fund, even with declining revenues, 1is such that it
could, absent restraints, cause these markets to rise and fall

by the very fact that, it was buying and selling. Further, the
limits are proposed by the Trustees as part of their commit—
ment to gain experience 1in these new areas on a gradual,

deliberate basis.

Ironically, our present investment list is not truly "conserv—
ative, " in the sense of protecting either the current dollars
or real worth of the Fund®"s corpus and income. Our list, by
the standards of comparable institutions and court rulings, 1is
more accurately described as "traditional™". Most participants
in the drafting of this bill were stunned to learn that a $10
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billion fund, earning 15% a year, suffering 10% inflation, and
paying over all of its leturns, would shrink in 30 years to
less than $250 million m value. The goods and services that
could be purchased with the income of this fund would collapse
in the same ratio, from $1.5 billion, at today"s prices to $89
million in three decades. Or, more graphic still, a dividend
of $1,500 would then buy what $89 will buy today.
Accordingly, whether one believes that the Fund®s principal
should be conveyed intact to the next generation or the Fund®s
income should be conveyed equally to present and future
Alaskans, a portfolio that loses to inflation will serve us at
the expense of .nose who follow. (Please see Appendix A for a
more detailed analysis of the financial sections.)

Section 10, 11. Broadly, these sections provide that one-half
the net earnings of the Permanent Fund shall be retained 1in
principal and the balance 1is available for distribution on a
five-year average, with any excess to be used to raise pay-—
ments in a year they would fall below the average. The first
is to sustain the real earnings power of the Fund; the second
is to give the Legislature a stable income on which to plan.

More specifically, the Fund"s earnings can be expected to rise
steadily over the next decade as the result of regular contri—
butions and competent management. During this period, more
income will be made than is necessary to meet the five-year
average, and the excess and the interest on it will build up

in the "undistributed 1income account." In the Tfirst year if
that income were to fall below the average, the reserve would
be drawn upon. In the event that it was judged that reserves

were ample, a larger dividend could be declared or, perhaps,
the extra sums could be applied to other purposes by the
Legislature.

Section 12 simply provides that the Fund®s expenses will be
met from the Fund®s earnings (as "program receipts”™), however,
no money may be spent except ar provided by the budget.
Although the control of the Legislature is r.ot altered in any
way, this approach plainly shows what it has cost to make our
income, thus allowing the public and legislators to better
assess the worth of these expenses. This practice 1is
virtually universal 1in the accounting of similar private
institutions.

Section 13 is to allow the Legislative Budget and Audit
Committee to be selective as to which financial and
operational reports it prepares, or has prepared, 1in the light
of circumstances. For example, this language would permit the
Fund and the Committee to reach mutual agreement on a firm to
assess performance 1in different areas of investment and,
further, to reach mutual agreement on definitions of terms,
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the proper sample of statistics, and the like. This "ground
rules™ approach will aid fuller disclosure of the Fund"s
activities while at the same time reduce temptations for
either side to craft reports that are merely designed to
attack or defend the Fund.

Section 14 brings the Permanent Fund into conformity with the
law governing most other boards and commissions.

BUDGETARY NOTES

The Trustees ask that SB 684 be considered together with the
Governor®s budget request to achieve independent status for
the Permanent Fund, and with tne fiscal note which provides
for outside, specialized firms to carry out the new investment
authority under this bill.

Independence for the Permanent Fund has been the clear prefer—
ence of public and legislative sentiment to date. (Please see
the paper on the relevant legislative history prepared by
Trustee Peter B. McDowell.) The case for independence, in
brief, 1is that special 1interests pressing the Fund to win
concessions will be more visible in their attempts and that
your Trustees can be held to fuller account if they choose
their own servants. The last point is not meant to reflect on
the present Commissioner of Revenue or the staff of the
Treasury. On the contrary, their ready cooperation has been
frequently noted in the record of the Trustees. But it has
been the consistent advice of professional managers that "
those committed to investing must have their operations
separate from those committed to spending ...", especially
given the "™ ... great,, tempting size ..." of the Fund. In the
wealthiest state in the nation, California, where state and
local pension assets exceed $30 billion, such a separation has
always been maintained.

Still, after independence has been.attained, the Fund will
have less freedom that any independent board or commission in
present law. For the .Fund has the most definite charter 1in
state government, 1is not permitted to spend, d>es not lend
directly to any borrower, and is subject to all the oversight
that is applied to a line agency.

As for the fiscal note, the Trustees have agreed that outside
managers are best suited to execute the new investment
authority in this bill. In addition to our remoteness from
the markets involved, there are numbers of reputed firms that
can do this work more efficiently, and for less cost, than it
can be done 1internally.



APPENDIX A
ANALYSIS OF FINANCIAL SECTIONS
SSSB 684
Peter A. Bushre
Deputy Commissioner of Treasury

Department of Revenue

Current law provides the corporation with the authority
to place funds 1n direct obligations of the United States
Treasury, federal agency securities, certificates of deposit,
high-grade corporate bonds, quality short-term investments,
and federally guaranteed loans. Management 1s directed to
give preference to Alaska investments as long as they meet
the standards of quality set out in th*» bill. Specifically,
deposits can be made i1n Alaska banks, mutual savings banks,
savings and loan associations, and credit unions. Residential
real estate (owner-occupied single family dwelling, duplexes,
and condominiums) may also be purchased if the mortgage is

privately insured by a company doing business in Alaska.

The permanent fund statute has a minimum of investment
restrictions yet provides a very definite and certain frame—
work. It does not authorize investments in £;tock or bullion,
restricts the purchase of corporate bonds to 25% of the
Fund®s total 1investments, and limits the purchase of loans
and mortgages to 25% of the total. Purchases of residential
mortgages may be a further 15% of total assets. The statute

allows the Fund to use the futures market to protect investments



*

from severe declines in value that are being suffered today.
These futures contracts, however, may be used only to hedge
and not to speculate. The statute also prohibits the Fund
from either borrowing or guaranteeing the obligations of

others.

Section 6 of the bill would amend the present iInvest—
ment list by adding five categories currently authorized for
the State pension funds and by conforming other language to
the retirement system law. The additional investments are:

1. Commercial mortgages - loans secured by a first
lien on commercial properties such as shopping centers,
office buildings, etc. The corporation may purchase uninsured
loans i1f the originating financial institution retains at
least 25%, or insured loans which meet requirements currently
in effect for the pension funds.

2. The common stock of U. S. corporations which have
paid dividends in each of the immediately preceding three
years.

3. Stocks and bonds that are denominated in foreign
currencies or Eurodollars, provided that the)) are of the
same quality as their U. S. counterparts.

4. Eank deposits that are denominated in foreign
currencies or Eurodollars, provided that they are readily
negotiable or that the 1issuing bank has capital and surplus
of at least $500 million.

5. Equity interests in commingled pools of real

estate.



Section 7 of the bill reduces the limit on loans and
mortgages to 15% and restricts the investment in foreign
securities and bank deposits to the levels which currently
prevail in the retirement systems. Common stock and corporate
debt are together limited to 50%; both are more restrictive
than the pension fu. is. The bill further limits the permanent
fund to no more that 5% of the voting stock of any one
corporation, and domestic stocks, with the exception of
insurance companies and banks, must be listed on an exchange
registered with SEC. Both are identical to current limitations

on pension fund investments.

Section 8 would standardize the collateral requirements
for deposits with all types of financial institutions, and
require them tspledge U. S. government securities, corporate
bonds, or mortgages if their certificates of deposit are not

freely negotiable.



financial institution rotains at least 25 percent of the mortgage until
maturity;

(18) preferred and common s":ock of corporations incorporated
In the United States, on which dividends have been paid in each of the
three years immediately preceding the investment;

(19) debt securities of foreign governments or corporations
and preferred and common stock of foreign corporations which are of sub—
stantially equivalent quality as those domestic securities permitted
urder this section;

(?0) certificates of deposit, term deposits, bankers® accept—
ances , or equivalent instruments, which are issued by a United States
or foreign bank or trust company located in a foreign country and are
denom®nated in either United States or foreign currency, if either (A)
they may be readily sold in a secondary market at prices reflecting fair
value, or (B) the issuing bank or truat company has capital and surplus
at the date of issue equalling at least $500,000,000; investments made
under this paragraph are not subject to the collateral requirements for

domestic certificates under (m) of this section;

morxftafpr pj2errttiig—>a flr&t— \eail jaxofiorty improved by completed
and subst~ntially_-rer”pd hull Hinn;s rffid-irrcfrfchd_-ija--thTriJnite<rstate” if
~these, investments are made
(D) in a oomnrat-ioart, partnership,

errtirfry in which, at the conclusion of each investment transaction,

at least 60 percent of the beneficial ownership interests are

held by other institutional investors, and which is organized and

operated for the purpose of making real, pstate investments by a

fanV. einsn-ranrp rnmmwiy , enc -e-manager of inctM=utlional funds

which has had at least five years of experience in the management

_7- SSSB 684



of real-cstatc iiwcjicigmtrs of institutional investors; or
(B) in conjunction with and on substantially the same
terms as an entity described in (A) of this paragraph.
* Sec. 7. AS 37.13.120(1) is repealed and reenacted to read:

(i) At the time of each investment, the aggregate investment of
the Alaska permanent fund in each stated category of investment maT, not
exceed the following stated percentage of the total investments of the .
fund®mo~tgages under (g) (16) of this section, 15%">ercent; real- *

eimmrt-mntw-Q under (g) (21) of this section, £3* percent; foreign

securities under (g)(19) of this section, 10 percent; foreign cer—
tificates of deposit or the equivaltit under (g)(20) of this section,
20 percent; corporate stocks and debt securities under (g)(8), (9), and
(18) of this section, 50 percent. The fund may at no time rwn more
than five percent of the voting stock of any corporation. Domestic
stocks, except for bank and insurance company stocks, must be listed at
the date of purchase on an exchange registered with the Securities and
Exchange Commission.

* Sec. 8. AS 37.13.120 is amended by adding a new subsection to read:

(m) Certificates of deposit or the equivalent instruments which
are not of a quality which may be readily sold in a secondary market at
Prices reflecting fair value must be secured by a pledge as collateral
of investments authorized for the permanent fund under (g)(1), (2, (®)
or (12) - (17) of this section, which hive value at least equal to the
face value of the certificate of deposit. The board may require
substitution of collateral in order to ensure continued satisfaction of
these requirements.

* Sec. 9. AS 37.13.130 1is repealed.

$ Sec. 10. AS 37.13.140 is repealed and reenacted to X2ad:
Sec. 37.13.140. INCOME. Net income must be computed annually as

8 SSSB 684



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE
I. REQUEST

Bill/Resolution No. 770
Title An Act relating to the Alaska permanent fund.

Requested by Date

1. FISCAL DETAIL
Agency Affected Department of Commerce & Economic Development

Program Category Affected Economic Development

BRU, Program, Or Subprogram(s) Affected Pivision of Loans and Veterans' Affairs

(Note: If more than one budget component is affected, separate line-itenm
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

Fy 82 FY 83 FY 84 FY 85 FY 86 Fy 87

100 PERSONAL SERVICES 549.5 582.5 617.4 654.5 693.8.
200 TRAVEL .0 .0 .0 .0 . .0 .
300 CONTRACTUAL 39.8 42.2 44 7 47.4
400 COMMODITIES &7i . 4.0 4.3 4.5 4.8
500 EQUIPMENT 2.0 .0 .0 .0 .0
600 LAND & STRUCTURES an 6 42.9 45.5 48.2 64 9

700 GRANTS,CLAIMS,ETC.
TOTAL
637.7 669.2 709.4 751.9 800.2

FUNDING (Thousands of Dollars)

GENERAL FUND 637.7 669.2 709.4 751.9 800.2.
FEDERAL FUNDS
OTHER (Specify Source)

.JSITIONS
FULL TIME 15 15 15 15
PART TIME
TEMPORARY
1. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

Figures in the fiscal note are based on the following:

$1,300,000,000 in mortgages (per Department of Revenue)
* 100,000 average loan amount = an estimated 13,000 loans per year.

One loan examiner reviews five (5) loans per day
= 2,600 workdays
t 220 workdays per year = 12 Loan Examiners
+ 1 Supervisor
+

2 Clerk Typists

Figures for FY84-87 are based on the FY 83 budgeted costs plus &% inflation per year.

IV. date March 15, 1982 prepared by Don Hostak, Director

agency Department of Commerce & Economic Development
Original: Legislative Finance PHONE 466-2555 Division of Loans and
cc: Budget and Management Or 465-2510 Veteransl Affairs

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)



HB 770
An Act relating to the Alaska permanent fund.

PERSONAL SERVICES:

Extended
Positions Monthly Salary* Yearly Salary Total
12 Loan Examiner I1's $ 2,455 $ 353,520
1 Loan Manager 3,095 ‘37,140
2 Clerk Typists 1,393 33,432
$ 424,092
Benefits SBS benefits (.0613) $ 25,997
Variable benefits (.1568) 66,498
Monthly benefits ($183) 32,940
N25NE5! $ 549,527
TRAVEL - No Travel -0-
CONTRACTUAL
Telephone $1,200 per examining position $ 15,600
Postage (13,000 times $1.59) 20,670
Xerox * 300 37,570
COMMODITIES
Calculators (15 X $230) 3,450
Setup Costs ($40 per positioni) 600
Yearly costs ($200 per position) 3,000
Letterhead, Envelopes, etc 1,043 8,093
EQUIPMENT **
Correcting Selectric IT typewriters (2 0 $1,000) 2,000 2,000
ASHA
Space Rental = 15 positions 0 $2,700 40,500
Total estimated expenditures ’ $ 637,690

*Calendar year 1981 Salary Schedule used.

**The State Office Building is undergoing space evaluation and reallocation

with new office furnature to be provided. It

is assumed that if the 15

positions will not fit on the 9th floor with the rest of the division,

furnature will

be required.

No furnature was budgeted at this time because

used furnature should be available when the new office furnature is installed.

RCQ MAR 16192



THE LEGISLATURE OF THE STATE OF ALASKA

TWELFTH LEGISLATURE HB 77C
FISCAL NOTE
. REQUEST
Bill/Resolution No, HB 770 (2/12/82)
Title Relating to the Alaska Permanent: Find
Requested by House State Affairs Committee Date 3/15/82

1. FISCAL DETAIL
Agency Affected Department of Revenue
Program Category Affected Permanent Fund Corp.
BRU, Program, Or Subprcjram(s) Affected Permanent Fund Corp.
(Note: |If more than one budget component is affected, separate line-itenm
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

FY 82 Fy 83 FY 84 FY 85 FY 86 FYy 87
100 PERSONAL SERVICES 30ifé 335.6 369.2 406.1 446.1
200 TRAVEL . 8.3 9.1 10.0 11.0
300 CONTRACTUAL 1.988.0 2.250.2 2.771.8 3,13L7.6 3.49".5
400 COMMODITIES io.o 15.% 1i.i L3.3 5 L
500 EQUIPMENT - o . 4.9
600 LAND & STRUCTURE"S §5Q 42 .2 46.5 51.1 56.2

700 GRANTS,CLAIMS,ETC.

TOTAL 2 387.0 2.651.3 3,213.1 3,603.0 4,029.5

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

Permanent Fund Inccme 2.387.0 2.651.3 3.213.1 3.603.0 4.029.5
POSITIONS

FULL TINE 9.0 9.0 9.0 9.0 g-o

PART TIME

TEMPORARY

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section 111)

SEE A"rTACHED PAGES TOR DETAIL INFORMATION.
Above analysis and costs indicated DO NOT INCLUDE the following:

1. Costs of loan approval by Dept, of Commerce Economic Development.

2. Direct charge against fund income for loan servicing fee on loans and
mortgages by originating financial institutions; eciuivalent to about
1/2 of which includes "lost™ inccme on escrow reserves.

In Thousands: FY 83 - $6,667.0, FY 84 - $8,745.0, FY 85 - $10,095.0,
FY 86 - $11,545.0, FY 87 - $13,135.0.

Based on one-third fund investment in loans & mortgages and proiected

fund balances for FY 83 thru FY 87.

IV. DATE Match 15, 1982 PREPARED BY Anselm C. Staack, Treasury Co.Tlptroller
AGENCY Dept, of Revenue. Treasury Division
Original: Legislative Finance PHONE —465-2350
cc: Budget and Management
Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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HB 770 modifies the investment language of the Alaska Permanent Fund to
basically allow three types of investments. They include (1) obligations
of the United States or agencies; marketable securities of the Federal
government, (2) common stocks and corporate bonds; not to exceed 30% of
total fund assets, (3) FHA, VA and conventional residential mortgages at
a 75% participation level within Alaska; Department of Commerce and
Economic Development must approve all loan purchases.

Assumptions:

One-third of fund balance directed to loans and mortgages; about $1.3
billion, at 75% participation, approx. $100,000 investment per loan.
About 13,000 loans.

?0% of fund balance invested in common stocks and bonds.

Loans and Mortgages: Account for all loans disbursements, maintain full
record keeping general/subsidary ledger accounting, continuous routine
loan maintenance/file maintenance. Approvals done by Commerce & Economic
Development; after approval, further accounting and maintenance of asset
by Corp.

Peisonnl Services:

2 PFT Accounting Tech. 1 (R12,X)

@$1,761/mo. plus Benefits $ 55.8
2 PFT Accounting Tech. 11 (RI14,X)

©%$1,995/mo. plus Benefits 63.2
2 PFT Clerk Typist 111 (P.8,X)

©%$1,393/mo. plus Benefits 44 .1
1 PFT Accounting Supervisor 111 (R18,X)

©%$2,640/mo. plus Benefits 41.8
1 PFT Loan Examiner 111 (R19,X)

©%2,837/mo. plus Benefits 44.9
1 PFT Investment Officer 11 (R22,X)

®%$3,494/mo. plus Benefits 55.3

$305.1

Travel:

Meet with financial institutions on a regular basis to solve
accounting/reporting problems. Current update and review. Approx. 12
financial institutions, meet semi-annual, two persons. $7.5
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Contractual:

Communications $ 20.0
Printing and Advertising 15.0
Repair & Maintenance 2.0
Equipment Rental; word processing equip. 15.0
Safekeeping/reporting/accounting maintenance 50.0
Audit Costs 50.0
Legal 50.0
Other (insurance, risk management, etc.) 15.0

$217.0

Commodities:
All commodities (office supplies)

to maintain loan & mortgage files $20JD
Equipment:

25 file cabinets, FIREPROOF, to

accomodate 13,000 loans, 4 drawer legal $20.0

(additional about 5 per year as new loans

made)

9 new positions @$3,000 per position $18.0

(all inclusive including calculators)

$38.0

Lands and Buildings:
For new positions plus common work
area, 700 Sg. Ft. @%$2/sq. ft/mo. $16.8
For file storage, special stress area due
to cabinet weight, temp, control, security,
future expansion, work area.
600 Sg. Ft. @$3/sq. ft./r.o. 21.6

$38.4

Common Stock and Bonds: Would probably be handled by contract manage
Below computation assumes fund balances projected thru FY 87 at a 30%

level. Includes management cost plus safekeeping. (In Thousands)
FY 83 - $1,771.0
84 - 2,011.5
85 - 2,509.2
86 - 2,828.7
87 - 3,177.7
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THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution Number: HB 770
Title: An Act relating to the Alaska Permanent Fund.
Requested by: House State Affairs Committee Date: 03/16/82

I1. FISCAL DETAIL
Agency Effected: Department of Revenue
Program Category Effected:
BRU, Program, or Subprogram”) Effected:
(Note: If more then one budget component is effected, separate line-item
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)
11 FY 82 FY 83 FY 84 FY 85 ( 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL

300 CONTRACTUAL

400 COMMODITIES

500 EQUIPMENT

600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC
800 MISCELLANEOUS

hl
—_———_—RkRrRPRr -
1
I
I
[}

TOTAL

FUNDING (Thousands of Dollars)

GENERAL FUND | - - m -
FEDERAL FUNDS ! - - - I | -
OTHER (Specify Source)l 1 1

Permanent Fund | - (525) (675) (800) | -

POSITIONS
FULL TIME 1 1
PART TIME 1 -1 I I I l -
TEMPORARY 1 1
I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section 111)

The above figures represent the projected decrease in mineral revenues, based on
existing leases, by repeal;ng the 50 percent rate (Aj 37.13.010(a)(2)) to the 25
percent rate as reenacted in HB 770.

Mineral lease bonuses were not included in the fiscal impact, though thecontribution
rate was increased to one hundred percent, since bids are impossible to anticipate

prior to sales. It was assumed the bill would become effective July 1, 1982.
<BEZX
IV. DATE: 03/16/82 PREPARED) BY::'Robert W
ACENCY: Department of Revenue
Original: Legislative Finance PHONE: 465-2173
cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-00" (Rev- 12/811 . £« MAH 10 1SBZ



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE
I . REQUEST
Bill/Resolution Number: CSHB 770 (SA) (4/14/82)
Title: Relating to Investment & Management of the Alaska Permanent Fund
Requested by: House State Affairs Committee Date: 4/15/82
1. FISCAL DETAIL
Agency Affected: Department of Revenue
Program Category Affected: Permanent Fund Corp.
BRU, Program, or Subprogram(s) Affected: Permanent Fund Corp.
(Note: |If more than one budget component is affected, separate line-item

amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)
f FY 82 : FY S3 " FY 84 FY 85 | FY 8 | FY 87

100 PERSONAL SERVICES | - 1

200 TRAVEL - 1

300 CONTRACTUAL |
400 COMMODITIES 1 -
500 EQUIPMENT - 1 -

1

1

1

I

1

- 1 - -
(28.8)1 - |
4,145.0 | 9,210.0  11,078.01 12,567.0

700 GRANTS,CLAIMS,ETC -
800 MISCELLANEOUS

I |
! 1 |
1 1 |
600 LAND & STRUCTURES j - -1 - - -
I 1 I
I 1

1 1 I
4,116.2 | 9,210.0  11,078.01 12,567.0] 14,132.

TOTAL 1 -

FUNDING (Thousands of Dollars)

GENERAL FUND 1 -1
FEDERAL FUNDS ! - 1
OTHER (Specify Souive)] 1 1 1 i
PERMANENT FUND INCOME |1 - | 4,116.2 9,210.0 | 11,078.01 12,567.01 14,132.
- 1 I 1 1 1
POSITIONS
! ! ! = : :
FULL TIME - 1
PAP.T TIME -1 -
TEMPORARY I - 1

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section 1I1I)

Compensation level of Public Meml.rs of Board of Trustees to be determined by Board.
Reduction in Travel for deletion of $400/meeting day honorarium budgeted for present
public members.

Contractual Services is for associated outside management and safekeeping costs of new
allowable investments were applicable. Assumes, based on average fund balance for a
fiscal year; 25% in preferred and common stock, 5% real estate equity, 5% foreign
securities and certificates of deposit, 5% venture capital. Stock is at one-half of
maximum allowed, others at one-third of maximum allowed. Fee rate level for FY 83 and
FY 84; 10% fee increase assumed starting FY 85 and after (.not per year). Brokerage
fee on preferred and common stock not included as it is part of base securities cost.

FY 83 assumes above percentages for one-half year only as transition time to new

investment categories. Net effect of above scenerio places 40% of all corporate
assets with outside managers, the balance 60% remains for internal management.

IV. DATE: April 15, 1982 PREPARED BY: Anselm C. Staack, Treasury Comptroller
AGENCY: Dept, of Revenue/Treasury Division

Original: Legislative Finance PHONE: 465-2350

cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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1.0 Introduction

The current session of the Alaska legislature is preparing to
address an issue of critical importance to the state: amendments to the
current policies that guide the investment and management of the Alaska
Permanent Fund. Amendments under consideration include changes in the
list of permissible investments, changes in the composition of the
trustee: and management of the Fund, and changes in the uses of revenues
gener Tee'd by investment of the Fund.

The Alaska Permanent Fund holds great promise for the citizens
of Alaska. The Fund can be an important factor in saving a substantial
proportion of the revenues from the exploitation of non-renewable resources
for the day when those non-renewable resources are depleted. It can also
invest a prudent portion of those trust savings in the development of a
strong, sound, diversified economy that will thrive beyond the depletion
of the natural resources that currently "fuel™ the Fund. The critical
role of the Permanent Fund in Alaska®"s "uture requires that policies which
gcvern its investment and management be developed in a particularly thoughtful
way. Thus, to further the current legislative debate, we present a brief
cxaminn* Lon of some of the critical issues that face the Permanent Fund.

A central standard governing the Permanent Fund is that "the
prudent man rule shall be applied by the board to the management and
investment of Alaska permanent fund assets."” (Sec. 37.13.120) T s
historic rule circumscribes in a number of ways the amount, kind,

term and nature of assets that the managers of the Permanent Fund
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can prudently invest in Alaska. You have properly directed us to make
our analyses and recommendations within the constraints of that rule.
Recently the law firm of Debevoise £ Plimpton prepared a thoughtful
report* f t the Legislative Budget and Audit Committee on the
implications for Alaska®s various fiduciary funds oi" the "prudent man
rule.” We use that report as the basis for our following analysis.
After a brief overview of the Fund"s current status we will
examine the following issues: inflation and its effect on the fund;
venture capital as a permissible investment; requirements for in-state
investment; a model list of permissible investments; and standards with

regard to the management of a world class trust fund.

2.0 A Brief Overview
The Alaska Permanent Fund was created by constitutional amendment
in 1976. The Permanent Fund Corporation was established by legislation

in 1980:

m to provide a means of conserving a portion of the state ™
revenues from mineral resources to benefit all generations of
Alaskans;

e to insure the safety of the corpus of the fund while maximizing
total return; and

e to be used as a savings device managed to allow the maximum
use of disposable income from the corporation for purposes
designated by law.

The Permanent Fund constitutionally receives no less than 25% of mineral

lea.ie rentals, royalties, and other mineral income collected by the

state. This amounts to about 11% of total oil receipts. The legislature
can authorize and appropriate la.jer amounts. The fund can constitutionally
*"The Prudent Investor Rule,"™ Debevoise £ Plimpton, prepared for the

Legislative Budget £ Audit Committee, State of Alaska, December 1, 1981.
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be invested only in income producing investments. This provision

procludes investments in tangible assets such as gold, art, or

antiques. Income generated by investment of the Fund is directed to

the state®s general fund for appropriation by the legislature.

As of November 30, 1981, the total assets of the Permanent Fund

were $2,802,772,757. The Fund held the following investments 1in its

portfolio:

e 1% 1in repurchase agreements;

e 89% in short-term investments including certificates of
deposit in US banks, commercial paper, bankers acceptances,
US Treasury bills, and US Treasury notes and bonds;

e 8% in intermediate- and long-term investments including
US Treasury notes and bonds for terms of one year or longer,
federal agency securities for tQrms of two years or longer,
and corporate bonds; and

e 2% 1in certificates of deposit in Alaska @mmercial banks,
savings and loan associations and mut. savings banks.

The average yield on marketable securities (i.e., excluding CDs 1in Alaska

institutions) was 13.44% for the 12 months prior to November, 1S81.

Given the extreme volatility in the financial and capital markets

over the last year, the Permanent Func® has followed a fairly conservative

investment strategy, emphasizing short-term money market instruments

in

its portfolio. On June 30, 1981 the average weighted life o°

marketable securities was one year, one month as compared to three years,

one month on June 30, 1980. Since June 30, 1981, alx marketable securities

in the Fund have been limited to maturities of three months or less.
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The Permanent Fund Act of 1980 provided that the Fund be

managed by six governor-appointed trustees: three from the populace,
the Commissioner of Revenue and two other commissioners. Appointments
are subject to legislative approval- Trustees must have competence

and wide experience in finance, 1investments or other business management
and related fields. The Fund has the authority to hire staff or retain
advisors outside of the normal limitations imposed by civil service
requirements. This aut.. .ity allows the Fund the flexibility to pay
private market salaries to hire expert money managers to invp«t its
enormous corpus. Finally the Fund is subject to strict disclosure and
oversight requirements.

Although the Permanent Fund is predicted to grow tremendously
over the next twenty years, how tremendous that growth will be is
uncertain. The 1981 Annual Report oi the Permanent Fund estimates that
by the end of the current fiscal year (June 30, 1982), tlie Fund will
have total assets of $4,273,900,000. Longer-range estimates project
that the Fund will reach over $10 billion i1 assets by 1990 and over
$20 billion by the year 2000. Based on current rates of return the
Fund is projected to generate $1.35 billion in investment income alone
by 1990. (Alaska®"s Rainbow of Opportunities, 1982).

However, recent international events throw these projections

into quo.” Tion. The demise of the Organization of Petroleum Exporting
Countries (OPEC) cartel and the recent oversupply of oil have both

depressed the price of oil and decreased the level of product.itn. Lower
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prices and production translate into fewer revenues for the state of
Alaska and smaller allocations into the Permanent Fund. The Alaska
Department of Revenue forecasts that $3.5 billion will be available for
appropriation in the 1982 legislative session - down from the
$6.1 bill jn available in 1981 (Alaska Legislative Reporter, 1/8/82).
Ai._,iy.-sr j have estimated that if U.F oil prices fall as low as $20
a barrel, Alaska would receive as little as $1.45 billion in oil
royalties and taxes in fiscal year 1983. (Anchorage Daily News, 3/9/82).
The inability to control world events and the uncertainty of future
revenue flows emphasizes the critical importance to Alaska of savings
in “ernanent Fund.

In this time of fiscal anxiety for most state governments, the
Permanent Fund is a much envied resource. The relatively enormous
level of asset.s held by the Fund hold great potentiaj. for financial
and economic stability in Alaska and underscore the crucial role in the
stato"s future of the Fuad®"s management and investment policies.

As we proceed with this analysis, it is important to keep in
mind the following facts.

e The Permanent Fund is a constitutional creation.

e The Permanent Fund is a fiduciary trust fund subject
to Hie "prudent tr™n rule.”

e The Permanent Fund Act is the product of a rigorous legislative
history forged with great care over the last six years.

e The Permanent Fund Act of 1980 is considered by judicious
observers of the legislative process as a remarkably "clean
act" subject to clear interpretation by the executive, the
legislature, the courts, the managers and the citizens of
Alaska.

It is in this light that we now turn to a brief examination of issues that

may be faced by the Fund in the near future.
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3.0 Inflation and Its Effect on
the Permanent Fund

The American econonv has experienced record levels of inflation
over the past five years. Table 1 indicates the consumer price index
(CPI- as a proxy for inflation) for the US as a whole and for Anchorage
from 1976 to 1981. The 1981 national CPI of 10.4% posed particularly
severe problems for all savings funds as they struggled to find invest—
ments that would yield returns that "beat"™ inflation. A savings or
endowment fund that receives a .10% return on investment during a period
of 12% inflation actually loses 2% of its real value. Long periodn
of time with a lower return on investment than inflation will erode
the principal of r.he fund, leaving it with far less buying power even
if the nominal amount of total assets has increased.

A recent survey confirmed that this precise problem was
faced by many smaller foundations and endowment funds over the ten-year
period from 1965 tc 1975. While the nominal value of these funds doubled
from $18.6 billion to $38.4 billion over the period, the real value
or purchasing power of the funds declined to $16.7 billion. It is
important to note that tl.is decline in real value took place during a
ten-year period with relatively low ratos of inflation as compared to
the inflation experienced rorm 1975 on. Thus, it is .likely that the
problem has only been compounded over the last six years.

Inflation poses as real a throat to the Alaska Permanent Fund
as it does to other funds. While the Permanent Fund is experiencing
dramatic growth, with the inflow of mineral-related revenues, the

value of that inflow is immediately decreased if the funds do not



Alaska Permanent Fund Final Report

2/17/82
page 6a
Table 1
Cor-Zumer Price Index 1975-1981
Uu.s. Anchorage Alaska Permanent Fund
Year CPI CPI Realized Rates of Return*

1975 9.1 13.7 -
1976 5.8 Y -
1977 6.5 6.6 -
1978 7.7 7.1 7.53
1979 11.3 10.4 8.24
1980 13.5 10.2 11.29
1901 10.4 0.0 16.0

*Based on accrued 1income

SOURCE: Huro.u of Labor Statistics, U.S. Department of Labor,
Washington, D.C., 1902
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immediately and consistently earn a return on investment that is greafer
than the inflation rate.

As Table 1 indicates, the Permanent Fund has had mixed success
in beating inflation. In 1978, 1979 and 1980 the reelized rate of
return on Fund investment was below the national inflation rate. Only
in 1981 did the Permanent Fund®s return "beat"™ inflation by a significant
amount; consequently, only in 1981 did the Fund experience real growth
from its investments on the basis of national inflation.

Although the CPl represents a sound, average measure of inflation
in all sectors of the economy, inflation in many specific economic sectors
has been much higher. For example, a recent: analysis conducted by the
Alaska Department of Transportation and Government Facilities ft >1 that
highway construction costs in the state escalated 37% from 1980 to 1981.
Overall, public facilities construction costs are expected to inflate
24% over the next year. Thus, even In 1981 with its 16% realized rate
of return, ti.o Permanent Fund lost purchasing pawer 1in these specific
sectors.

It is critical for the Permam at Fund to obtain yields equal
to or greater than inflation in those economic sectors that are traditionally
thought of as public commodities. Many would argue that it is even more
critical for the Fund to keep pace witn industry-specific inflation than
with national inflation averages. IT the state ever needs to call upon
the Permanent Fund it will probably be to finance speciilc public
commodities not the bundle of private goods represented by the national

CPI. The most obvious way to address the problem of inflation is to
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increase investment returns to the Fund. In order to do this, the

Permanent Fund must have the flexibility to invest in securities and
investment instruments that result in high returns as a hedge against
inflation while maintaining prudent levels of risk. To this end fund
trustees and managers should consider establishing a target return on
investment as a portfolio management objective. Several targets could
be established as Permanent Fund goals including national inflation
figures along with inflation figures for specific industries such as
education, transportation and construction.

Further, consideration should be given to the uses of investment
income generated by the Fund. If all investment income 1is taken out of
the Permanent Fund and directed to other state uses, the real return
on investment to the Fund itself will be zero. In this case the Fund
will have lost purchasing power (or vaiue) vis-a-vis inflation. Possible
solutions to this problem include allowing the Fund to retain a part of
its investment income, or shifting to other state funds only that

portion of investment income that exceeds the chosen inflation rate.

4.0 Venture Capital as a Permissible Investment

A bill recently presented to the legislature by Governor Hammond
proposes a greatly expanded list of permissable investments for the
Permanent Fund. The proposed legislation does not, however, include
venture capital investments. Yet, the investment of funds in venture
capital limited partnerships is being turned to with increasing frequency
by all world-class institutional j"-estors. Public pension, savings

and endowment funds view .investments in venture capital as a means to
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obtain extremely high returns while satisfying their fiduciary obligations.
Further, the risk-shield offered by the limited partnership mechanism and
the opportunity to direct capital to business development have contributed
to additional interest in this category of investment.

It is our professional judgment that the Alaska Permanent Fund
should have the ability to invest a small portion of its portfolio in
venture capital limited partnerships. While we will review the place
of venture capital investments in an overall portfolio design in Section 6.0
at this time we would like to review the venture capital experience of
several fiduciary funds. The following are a few public and private
examples of such investments.

e The Ohio State Teachers®™ Retirement System (OSTRS) was
granted authority in 1971 to invest 5 percent of its total assets in
"non-traditional"” investments. OSTRS invested 2 percent of its assets
in seven venture capital limited partnerships. Although in 1978 the
legislature ended 0STRS"s authority for venture capital investments citing
"poor returns,"™ by the end of 1978 the venture investments were providing
returns far in excess of any of O0STRS"s other holdings. Renuthorization
is now being sought.

e Endowments, private pension funds, and foundations have made
increasing investments in venture capital. In 1981 $350 million was
invested by these groups in venture capital. For example, the University
of Rochester had $60 million in venture capitrl; 17 percent of Duke
University endowment is invested in venture capital partnerships.
Washington University, Harvard University, Stanford University, the

University of California and Princeton have similarly invested in
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venture capital. The private pension funds of the Grumman Corporation,
Deere and Company, Inland Steel, TRW, Chrysler Corporation, Montgomery
Ward, Manufacturers Hanover, NL Industries, and Conoco are just a few of
the increasing number of private pension funds to invest in venture
capital. Finally, the Ford Foundation has $30 million, or 2 percent

of its portfolio, invested in 15 venture capital pools. It is important
to note that all of these world class trust funds are fiduciary funds
subject to the "prudent man rule.”

The experience of these groups and venture capital investments
in general provide conclusive evidence that venture capital investments,
although higher risk, yield significantly higher returns than other
investments. The Ford Foundation has had a 25 percent internal rate of
return on its venture capital investment through 1980. Table 2 illustrates
that this return was representative of venture capital funds in general.
Interviews with the former director of Citibank®s venture capital
investments for pension fund| clients and the director of Venture
Economics confirmed that professionally managed venture capital funds
with assets of $5 million or more have averaged returns of 20 percent
to 45 percent. Doth of these individuals assert that they know of no
venture capital fund that has not earned positive returns (Coy, 1981).
Thus, on the grounds of the risk-reward trade-off, investing a small
proportion of assets (2% to 51) 1in venture capital makes good financiax
and fiduciary sense, especially in light of continued high inflation.

In addition, the high risk that characterizes venture capital

investments can be decreased through the use of a limited partnership.
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With a limited partnership venture cacit?"i fund, each contributor is

a limited partner while the investment manager acts as general partner.
Limited partners share in the return to the partnership and are
financially liable only to the extent of their cxpital contribution.

They do not take any active management responsibility. The managing
partner 1is responsible for locating and screening investment opportunities
and monitoring investments.

Venture capital investment is a sound strategy for a small
portion of the Alaska Permanent Fund. Such investments can fulfill the
prudential obligations of the Fund while providing it with extremely
high returns. As one venture tapitalist recently noted, "Venture capital
investment programs offer the potential for highly attractive returns,

a window on new technologies, and the opportunity for institutional
investors to contribute to solving one of aur country®"s most critical

resource needs- capital formation."

5.0 Requirements for In-State Investing

The tremendous growth of pension and permanent fund assets over
the last five years has spurred the realization that those large public
trust funds can be a valuable source of financing for economic development.
In particular these public funds, which are defined by geographic boundaries,

are increasingly looked to as potential in-stato investors with a public

conscience. Such investment strategics go by many namos- "social investing,"”
"targeted investing"” and "divergent investing” are the most common. All
are terms that raise strong reactions from investment managers. Many view

such "socially responsible” investment strategies as a guarantee of both
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RETURN ON [INVESTMENT ANALYSIS FOR ALL TYPES OF VENTURE

CAPITAL FUNDS*1 *
Iniciul Year
of Fund or Numbcr Average Med ian Mean Standard
Initial Calculation of
of Return Funds Duration Return Re turn Deviat ion High Low
1960 - 1969 11 11.1 years 23. 5% 25.N 15.8 56.0% 7.0%
1970 - 1976 20 7.2 years 22. 1% 23.6% 13.6 67.0% 1.3%
1975 - 1980 7 2.6 years 33.9% 32.5% 13.9 66.0% 10.0%
1960 - 1980 38 7.3 years 26. 1%. 25. 7% 16.2 57.0% 1.3%
SOURCE: Ca "ifornia Depur Lment of Economic aiui business Dcve lopment, Office of Economic Planning
and Research. Final Hop- rt: Venture Capital 1nv<;atment Analysis, by Venture Economics, a

division of the Capital P .blisliLug Company. San Francisco, CA: Department of Economic and business
Development, December, 1980.

31Inc ludcs: 1) private partnerships
2/ publicly - held venture capital funds
3) corporate venture capital investment programs
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adequate financial return with acceptable levels of risk and social and
economic returns to the beneficiaries and the populace at large.

The stated objective of these targeted investment programs 1is
typically to increase the availability of capital for financing in-state
development of business and housing. Unfortunately, many programs fall
short of this objective. A program that truly increases the supply of
capital for housing or business finance while stiil maintaining the
fund®"s primary responsibilities to beneficiaries is difficult to design.
The most common problem encountered is substitution, where investments
by the fund replace traditional and more readily available sources of
capital.

Substitution occurs when a fund targets typos of investments
already well served by traditional capital market investors. In such
cases the pension fund only competes with private investors rather than
actually increasing the supply of capital (Litvak, 1901). Thus, capital
from the pension or permanent fund is merely substituted for other
capital that would be readily available through existing private financial
markets.

The most common example of substitution 1is found in the purchase
of Government National Mortgage Association (GNMA) guaranteed pass-through
securities. GNMA pass-throughs have become a favorite investment of
pension and permanent funds. With their full faith and credit guaranteed
from the federal government and relatively high return they are an ideal
investment for funds with fiduciary responsibilities. However, GNMA

pass-throughs are also ideal investments for all other investors with
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fairly conservative risk preferences; most investors consider GNMA
pass-through to be equivalent to all other direct federal securities.
Consequently, the securities are in high demand from many different
investment sectors. Thus, pension and permanent fund purchases of
GNMA pass-throughs simply compete with other investors who would be
just as willing to purchase those securities.

Even in the case of GNMA securities comprised solely of in-state
Alaska mortgages, public funds are not increasing the supply of capital
for housing finance; they are merely holding in-state securities that
would be bought by others out-of-state. While such policies may be
politically advantageous, they have little real impact on a state’s
housing market. These arguments apply equally to purchases of the
guaranteed portions of U.S. Small Business Administration loans.

Several analysts have argued that substitution may also occur
in the non-guaranteed mortgage pass-through market. Larry Litvak, in
liis recently released book Pension Funds and Economic Renewal, describes
the following scenario. In a properly functioning capital market,
increased purchases of in-state conventional mortgages on the secondary
market will bid up the price of mortgage loans as an investment and
correspondingly reduce their yield. Concurrently, the public fund
will be selling off (or buying less of) other securities to make room
for the mortgage securities. The resulting increased supply (or
decreased demand) for these other securities will decrease their price
and increase their yield. These changes in the capital markets will

encourage other investors to purchase fewer low-yielding mortgage securities
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and more higher-yielding ether securities. When the shifting of
investors has run its course and public funds and other investors
stabilize their investment patterns, the supply and price of mortgage
credit will be where it was to start. The only change will be that
public funds will now hold more of the mortgage securities and other
investors will hold more of the other securities. Many empirical studies
support this view of how the capital markets operate. In particular,
examinations of federally sponsored mortgage credit agencies have
concluded that most of the mortgages purchased by these agencies have
merely displaced other mortgage investors including insurance companies.

In-state investment requirements present additional problems 1in
attempts to achieve proper diversification of a fund®"s portfolio.
Modern portfolio theory tells us that investment funds should be properly
diversified to protect against risk and.to increase yield. Adequate
diversification results from an assortment of investments made in five
categories: industry type, geographic location, type of management
personnel, financial type (equities or tangible items vs. debt), and
length of maturity. IT this is accomplished, losses due to the decline
of any company or industry, to disaster in any geographic region, to
error by any management group, to changes in the price level, and to
changes 1in interest rates will all be minimized.

Interest has been expressed in designing a mechanism to allow
states to "swap" their in-state trust fund investments with other states
as a moans to eliminate any fiduciarily unsound dependence on in-state

investment. The Western Governors of Arizona, Colorado, Nevada,
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New Mexico and Utah recently asked this firm to explore such potential

"swaps." Our study concluded that the concept faced several operational
problems: constitutional and legislative rules vary widely from state
to state, as does management sophistication. Furthere most funds are
well below the threshold of in-state fiduciary unsoundness. Secondary

markets already operating (or developing) for commercial, industrial
and residential mortgages eliminate the need for "swaps"™ which in many
ways are just informal secondary market arrangements.

Alaska faces particular problems with in-state investment
requirements. The small size of the state®s economy poses a unique problem
for Alaska. Alaska®"s econo-iy with its $4.5 billion in personal income is
simply not large enough to be able to absorb significant in-state investments by
the $4 billion Permanent Fund. Further, opportunities for making sound
investments are relatively narrow. There are real limits on the ability
of public fund investments to "force feed" sound, new economic activity
in Alasxa. Alaska has a small internal market which is extremely expensive
to service; very high costs of production which limit exports; and a
shortage of skilled management. The heavy impact of federal tax,
expenditure and regulatory policies further constrain initiatives limited
to state loundaries. Capital by itself cannot overcome these market,
management, production or policy constraints.

Alaska®s second unique problem arises form its relatively small
capital market. Table 3 lists the total assets of the major financial
sources in the state. The Permanent Fund currently towers over all other

financial sources in Alaska. If even 25% of the Permanent Fund was
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Table 3

Total Assets of Major Alaska Financial

Alaska Permanent Fund

Commercial Bank Industry

Alaska Housing Finance Corporation
General and Segregated StateProgram Funds
Native Corporations

Public Employee RetirementSystems
Credit Union Industry

Teachers®™ Retirement Funds

Saving and Loan Association Industry
Mutual Savings Banks Industry

Alaska Industrial DevelopmentAuthority
Alaska Renewable Resource Corporation

Insurance Industry

"Assets as of 11/30/81.

2As of 6/30/01.
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Sources
Assets
(in millions)
$2,802.8"""
2,459.0
1,897.9
INSS.S1
801.7
567.6"""
539.1
41pb .71
410.8
288.6
217.6

43.4

5.4

3., - , - - s -
This includes the total assets of 13 native corporations- including

the vast land holdings.

~"Total deposits in domestic insurance companies 12/31/00.
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invested exclusively within the state, that portion of the Fund would
be the fifth largest financial source in Alaska. It would be extremely
difficult (if not impossible) to restrict all such in-state investments
exclusively to providing financing to deals ignored by the existing
financial sources while still fulfilling the Fund®s prudential responsi—
bilities. If in-state investment of the Permanent Fund merely resulted
in the Fund substituting its capital for that available from existing
sources, no cain 1in available financing would occur. As of November 30,
1981, only 2k of the Permanent Fund was invested directly in in-state
investments, <«h'% 2t (or $53 million) is invested in certificates
of deposit in Alaska commercial banks, savings and loan associations
and mutual savings banks. In 1980 state and local funds comprised 20%
of all deposits in Alaska commoicia.l banks. The large part that public
deposits play in the asset structure of Alaska deposit institutions
indicate that the state should exercise extreme care before increasing
this percentage even higher through increased Permanent Fund deposits.

Further, it is questionable whether sucli deposits result in
increased economic activity in the state: recent studios conducted by
this firm in both Alaska and Mew Mexico cast doubt on the existence
of any significant relationship betwoon bank lending and the level of
public doposits.

Opportunities for the Permanent lund to invest prudentinlly within
Alaska are tr> »y quite limited. In-state investment requirements would
probably not compromise the Permanent Fund®"s ability to diversify its
portfolio. Duo to the smell size of the state"s economy and capital

market, the ability of the economy to absorb in-state investments would
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probably be reached before diversification requirements would dictate
that the Fund held too many in-state investments.
In light of all of these concerns, we present the following model

list of investments for the Alaska Permanent Fund.

6.0 A Model List of Permissible Investments

The Alaska Permanent Fund currently has a fairly narrow range of
permissible investments, emphasizing US government securities, money
market paper, bank certificates of deposit, mortgages and other fixed
income paper. The Fund 1is currently prohibited from investing in stock,
income propertv and foreign securities. The list is limiting from the
standpoint of opportunities for both diversification (by term of maturity,
location, industry, etc.) and generation of investment income. Although
these constraints may well have been initially sound from a p. litical,
financial and management standpoint, the growth and maturing of the
Permanent Fund corpus and management, as well as the urgencies of
continuing high rates of inflation, require a rev.ew at this time.

It is, therefore, now our professional judgmi nt that the list of
permissible investments for the Alaska Permanent Fundshould becautiously
expanded to include the many financial instruments andsecurities 1in
which all world class institutional investors (such as the Permanent
Fund) dc now invest.

As wo mentioned earlier, Governor Hammond has proposed many
sound changes that would accomplish the goal of expanding permissible
investments in a cautious, efficient manner. To further discussion

of the issue, we present here a model list of permissible investments.
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All of these investments would be appropriate for the Alaska Permanent
Fund, fulfilling both its prudential responsibilities and its more
general responsibilities to the future health of the state.

Before proceeding to a description of that list, one further
point must be made. As we have emphasized, fiduciary concerns must
override all other goals in the investment of public funds. In most
cases, 1investment officers act far too conservatively in their zeal
to fulfill their fiduciary and prudential responsibilities. These
responsibilities do not imply a requirement for risk-free investment;
rather, they imply a requirement for responsible investment activity
that balances risks against potential return. This is precisely the
standard which is written into the legislative findings with regard to
the Alaska Permanent Fund Corporation: "The Corporation®s goal should
be to maintain safety of principal while maximizing total return™

(emphasis added).

Venture capital. As we noted earlier, many world class institutional

ii sstors- including Harvard, most other major universities, the Ford
Four lation, and other major foundations, as well as most private pension
funds- have placed snail portions (perhaps 5%) of their portfolio in
venture «npital limited partnerships. In fact, the recent enormous
growth in the national pool of available venture capital funds can bo
atv. ibutod almost exclusively to an influx of funds from such world
class institutional investors. Such investments can produce extremely
high returns- 25 to 40 percent. After an initial investment, Alaska
could make subsequent investments contingent on the agreement of the

venture fund®"s managers to give consideration to venture opportunities
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in Alaska. Such a system would allow the state to maintain high financial
returns while indirectly directing venture capital toward Alaska“s
entrepreneurs. This "best efforts" requirement will be tricky, however,
due to the small economy and relatively limited venture opportunities 1in
the state While Alaska investments should not be required, the state
should encourage venture funds in which it has investments to be open
to opportunities within her boundaries. This should be one of the
issues for review before reinvestment in a venture capital partnership.

Fruity. Increased equity investments should be diversified by
location, industry, size of business and risk. A truly diversified
equity portfolio will eliminate the unsystematic risk; that is, the
risk associated with investment in each individual stock. With a truly
diversified portfolio, risk will be a factor of general economic
trends only, trends to which any fo;:m of investment is susceptible.

Commercial paper, banker®s acceptance, repurchase agreements,
and negotiable certificates of deposit. These are standard, high-yield,
low-risk investments ich are a major component of any world class
portfolio. The Permanent Fund currently invests in these instruments
and should continue to do so.

r~eign securities. The ability to invest in foreign securities
would allow the Permanent Fund to take advantage of economic growth
overseas during hard economic times at home. Analyses of nine major-
world stock and bond markets over the period 1370-1979 indicated that a
portfolio which holds investments from several countries 1in rough proixur-

tion to the country®"s “i”e provides a better return than one concentrated
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in any individual market. The returns of international markets exhibit
fairly low correlation with each other and with this country, allowing
a further reduction of risk. While financial return to the fund from
this type of investment will be quite high, the economxc social

benefits that will be generated in-state will be minimal.

Long-term debt. Many sophisticated oebt investments have emerged
over the last three years. Recent moves to variable rate mortgages
allow investors to capture changes in interest rates. Debt instruments

are also offering shares in equity profits, shares in real estate
appreciation and convertible options that permit investors to convert
debt to equity. These last options allow investors to have many of the
financial benefits of equity investment without the accompanying risk.

Home mortgages. Several states operate programs 1in which
commercial, industrial, and home conventional mortgages are packaged
and sold to the stale®s pension fund. Colorado for instance has a very
active program in which conventional residential mortgages of numerous
state SSLs are packaged and sold to the state®s Public Employees™
Retirement Association (PERA). For commercial mortgages of less than
$1 million, PERA purchases the mortgage from Empire Savings and Loan of
Denver, which handles the pooling of smaller mortgages from assorted
originators for. the system.

Several other states, including New York and North Carolina, have

been active in packaging in-state residential mortgages from many ienders
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and placing them with the state public employee pension fund. In the
case of New York, the pension fund is the direct placement purchaser of
three separate pass-through certificates totalling $85 million. The
securities were issues by a commercial bank, a thrift, and a group of
savings institutions. As a variation, the North Carolina pension fund
recently purchased $50 million of "conduit pay-through bonds,™ v/hich
represent residential mortgages originated by multiple lenders throughout
the state. Because of the North Carolina pension fund"s requirement
that all investments be made in rated corporate debt securities, the
state set up a special purpose corporation organized and managed by the
state®"s banks and thrifts to issue the bonds, which received an
rating from Standard and Poor®*s Corporation.
I

In another variation, the Connecticut State Employee®s Pension
fund committed to purchase $40 million in conduic pass-through securities
originated by the state".., lending institutions and packaged by its
largest savings and loan. This forward commitment enables the
Fund to establish condi tions whic! mortgages must meet to qualify for
purchase. Beyond merely describing length and loan-to-value ratios,
it has influenced targeting of mortgages by expressing a preference
to purchase mortgages of homeowners who are also Pension Fund part.® oants.

Permanent Fund investment in conventional mortgage securities
from Alaska .is particularly appropriate given the clear need for additional
adequate housing for residents of the state. No new pooling mechanism
would need to be developed to package the mortgages: both AIDA and AMFC
have the capability to perform this function. It is important to note

that mortgages have been sound investments for institutional funds;
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residential mortgages have been yielding 40 to 50 basis points higher
than similar quality bonds. Like all portfolio options, these
investments should be subject to prudent limits- in this case probably
about 15 percent to 25 percent of the Permanent Fund®s total assets.
Bonds, notes and other obligations of the United States.
These essentially risk-free investments are a standard component of
any public fund portfolio. U.S. debt obligations are highly liquid
and are fully guaranteed by the federal government. They are currently
a significant part of the Permanent Fund®"s portfolio.
Equity investments in real estate. Institutional 1investors
have recently turned to equity investments in real estate as a means
to capture a high, constant revenue flow from a tangible assets. \While
such investments can be fairly risky, they can result in great benefits
when lone by a competent professional manager.
Certificates of deposit. Finally, it seems prudent, in our
professional judgment, to devote a very small percentage of the fund
to long-term CDs of no less than two and no more than eight years.
Recently CCD conducted detailed analyses of the banking systems in
both New Mexico (number one in the country in the percentage of state
and local public funds in the banking system, with 22.5%) and Alaska
(number two, 20.1%). Our analysis suggests that there is no clear
relationship between .increased state and local deposits in the banking
system and increased bank lending. This appears to be especially
likely with the most typical form of state deposits, the short-term
CD. It can be argued, however, that longer-term deposits may be more

likely to .end to increased bank lending activity, which in turn
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may result in greater in-state lending. It is important to note,
however, that the state has limited control over the bank"s use of public
deposits. In-state lending, out-of-state lending and arbitraging of
funds in national capital markets are all possible uses for the funds.
The choice will be determined by the demand for loans and the bank®"s

own risk-reward preferences.

State deposits in CDs can be 100 percent insured by the FDIC
through a multiple trusteeship system such as that used by other states
and private money managers. For example, Colorado, borrowing from
the private market experience of Merrill Lynch and others, utilizes

a system of trustees for administration and deposit of its publLC

funds. Under this system, available funds are placed under the
administration of several trustees. The trustees, in turn, can each
deposit up to $100,000 in each instituion. As a result, while a given

bank may hold well over the insured limit of state funds in total,
each separate account is Tfully insured. The advantage of such a systenm
is that it avoids complex and onerous pledging or collateral require—
ments by allowino all state deposits to qualify for FDIC insurance.
Hanks are able to utilize public funds more efficiently, and the
administrative burden on the state for monitoring the security of its
deposits is reduced. The Colorado system is appropriate for botli
the investment of short- -e'id long-term public funds; FDIC insurance
places no limit on CD maturities.

Conclusion. With each of these investment options, the
Permanent Fund managers have the opportunity to incoporatc higher

races of return at levels of risk that meet the fiduciary and
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prudential requirements of the Fund. It is our professinal judgment
that all of these options are appropriate for investment by the Alaska
Permanent Fund.
7.0 Managing a World Class Trust Fund

Such As the Permanent Fund

In the end, the wisdom of adopting these portfolio recom—
mendations depends on the capability of the management to carry them
out with the highest standards of professionalism and prudence. The
independent strength and authority of the Permanent Fund Corp. ration®s
Board of Trustees provides a basis for confidence that such changes
in portfolio power will be handled with the appropriate high trust
and discretion. If these new powers are to be soundly administered,
there 1is, however, one area of management which deserves more considera—
tion by the board of trustees and the legislature- that is, the willing—
ness to engage more professional full-time staff and to hire more
external portfolio managers.

The Board currently has the authority to hire staff and invest—

ment management and counseling firms to advise the corporation of

appropriate investments for the. Fund. This authority should be used
fully. The expertise of professional advisors will greatly improve
the benefits accruing to the Fund from its expanded powers. The

ability to hire multiple advisors allows the Council to obtain advice
from experts in specific technical fields and to establish competi—

tive relationships among advisors rewarding them for improved return

on investment. Moreover, highly specialized areas of investment,

such as venture capital, foreign investments, or equity investments in
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real estate, tend to be contracted out to specialized professionals

by world class trust funds. Consultants can also be hired whose

specialty is evaluating the performance of both inside and outside

money managers. Virtually all Fortune 500 pension funds and the other

Jarge funds we have mentioned as models use such a service. In keeping

with its relative size and st-cus, the Permanent Fund should do likewise.
The Permanent Fund Corporation policy budget for fiscal year

1982 1is currently under consideration by the Alaska legislature.

In a proposal submitted by the Permanent Fund Corporation itself,

corporate operations would have a budget of $1.3 million or .0005%

of total Fund assets. Staffing under this budget would include

the following:

e Administrative Staff; Director, Administrative Assistant,
and Secretary

0 Investment Staff: at least three investment officers-
one for marketable securities; one for loans and mortgages,

and one for additional types of investment

e Financial Control Staff: Comptroller, Secretary Accounting
Technician and Clerk

e Board/General Staff: one to two assistants to do general
legislative liaison, reports to Board, and staff coordina—
tion and assistance, etc.

Additional funds are proposed for travel, contractual services, supplies
and equipment.

This proposal will allow the Permanent Fund to acquire in-

house and out-house professional investment and management: assistance.
The total budget is only .0005% of total asserts which is quite modest.

It is not uncommon for world class institutional 1investment funds to

have operational expenses as high as .5% of total assets. Yet, this
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budget will greatly improve the expertise with which the Permanent
Fund 1is invested and allow it to fully capitalize on its powers.
We strongly support its passage.

With these internal management modifications the Permanent

Fund will be well equipped to undertake these portfolio changes.
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TWELFTH LEGISLATURE HB 770
FISCAL NOTE
REQUEST
Bill/Resolution No. HB 770 (2/12/82)
Title Relating to the Alaska-Permanent Fund-
Requested by House State Affairs.torrmittee -Date 3/.15/.82.

FISCAL DETAIL

Agency Affected Department of Revenue

Program Category Affected Permanent Fund Corp*®

BRU, Program, Or Subprogram(s) Affected Permanent Fund Corp

(Note: If more than one budget component is affected, separate line-item
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

FY 82 FY 83 FY 84 FY 85 FY 86 | FY 87
100 PERSONAL SERVICES SOi:é 335.6 369.2 406.1i 446.7
200 TRAVEL . 8.3 9.1 10.0 11.0
300 CONTRACTUAL 1.988.0 2.250.2 2.771.8 3.117.6 3.48?-5
400 COMMODITIES 10 0 11.0 12.1 13.3 g
500 EQUIPMENT : 38.0 4.0 4.4 4.9 5.4
600 LAND & STRUCTURES 38.4 42 .2 46.5 " 3T71 56.2
700 GRANTS,CLAIMS,ETC.
TOTAL 2.387.0 2,651.3 3,213.1 3,603.0 4,029.5
FUNDING (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)
Permanent Fund Income 2.387.0 2.651.3 3.213.1 3.603.u 4.0M9.5
POSITIONS
FULL TIME 9.0 9.0 9.0 9.0 9.0
PART TIME
TEMPORARY
I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section II11)

SEE ATTACHED PAGES FOR DETAIL INFORMATION.
Above analysis and costs indicated DO NOT INCLUDE the following:

1. Costs of loan approvil by Dept, of Comnerce Economic Development.

2. Direct charge against fund income for loan servicing fee on loans and

V.

mortgages by originating financial institutions; equivalent to about

1/2 of 1% which includes "lost™ inccme on escrow reserves.

In Thousands: FY 83 - $6,667.0, FY 84 - $8,745.0, FY 85 - $10,095.0,
FY 86 - $11,545.0, FY 87 - $13,135.0.

Based on one-third fund investment in loans & mortgages and proiected

fund balances for ¥ 83 thru FY 87.

DATE March 15, 1982 prepared by Anselm C. Staack, Treasury Comptroller
AGENCY Dept, of Revenue. Treasury Division

Original: Legislative Finance PHONE ~ 465-2350

CC:

Budget and Management
Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/81)

MR 161962



House Bill 770 (2/12/82)
Fiscal Note, Add"l Data, Base Year

HB 770 modifies the investment language of the Alaska Permanent Fund to
basically allow three types of investments. They include (1) obligations
of the United States or agencies; marketable securities of the Federal
government, (2) common stocks and corporate bonds; not to exceed 30% of
total fund assets, (3) FHA, VA and conventional residential mortgages at
a 75% participation level within Alaska; Department of Commerce and
Economic Development must approve all loan purchases.

Assumptions:

One-third of fund balance directed to loans and mortgages; about $1.3
billion, at 75% participation, approx. $100,000 investment per loan.
About 13,000 loans.

30% of fund balance invested in common stocks and bonds.

Loans and Mortgages: Account for all loans disbursements, maintain full
record keeping general/subsidary ledger accounting, continuous routine
loan maintenance/file maintenance. Approvals done by Commerce & Economic
Development; after approval, further accounting and maintenance of asset
by Corp.

Personal Services:

2 PFT Accounting Tech. 1 (R12,X)

@$1,761/mo. plus Benefits $ 55.8
2 PFT Accounting Tech. 11 (R14,X)

©$1,995/mo. plus Benefits 63.2
2 PFT Clerk Typist 111 (R8,X)

0$1,393/mo. plus Benefits 44 .1
1 PFT Accounting Supervisor 111 (R18,X)

0$2,640/mo. plus Benefits 41.8
1 PFT Loan Examiner 11l (R19,X)

®%$2,837/mo. plus Benefits 44 .9
1 PFT Investment Officer 11 (R22,X)

©%$3,494/mo. plus Benefits 55.3

$305.1

Travel:

Meet with financial institutions on a regular basis to solve
accounting/reporting problems. Current update and review. Approx. 12
financial institutions, meet semi-annual, two persons. $7.5

3/15/82



Contractual:

Communications $ 20.0
Printing and Advertising 15.0
Repair & Maintenance 2.0
Equipment Rental; word processing equip. 15.0
Safekeeping/reporting/accounting maintenance 50.0
Audit Costs 50.0
Legal 50.0
Other (insurance, risk management, etc.) 15.0

$217.0

Commodities:
All commodities (office supplies)

to maintain loan & mortgage files $10.0
Equipment:

25 file cabinets, FIREPROOF, to

accomodate 13,000 loans, 4 drawer legal $20.0

(additional about 5 per year as new loans

made)

9 new positions @$3,000 per position $18.0

(all inclusive including calculators)

$38.0

Lands and Buildings:
For new positions plus common work
area, 700 Sq. Ft. @$2/sq. ft/mo. $16.8
For file storage, special stress area due
to cabinft weight, temp, control, security,
future expansion, work area.
600 Sq. Ft. @$3/sq. ft./mo. 21.6

Common Stock and Bonds: Would probably be handled by contract managers.
Below computation assumes fund balances projected thru FY 87 at a 30%

level. Includes management cost plus safekeeping. (In Thousands)
Fy 83 - $1,771.0
84 - 2,011.5
85 - 2,509.2
86 - 2,828.7
87 - 3,177.7

3/15/82



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution Number: HB 770
Title: An Act relating to the Alaska Permanent Fund.
Requested by: House State Affairs Committee Date: 03716/82

I1. FISCAL DETAIL
Agency Effected: Department of Revenue
Program Category Effected:
BRU, Program, or Subprogram(s) Effected:
(Note: If more than one budget component is effected, separate line-item
amounts and funding for each component in the analysis section.)

EXPENDITURES  (Thousands of Dollars)
H Fy 82 FYy 83 Fy 84 Fy 85 Fy 86 Fy 87

100 PERSONAL SERVICES |
200 TRAVEL I
300 CONTRACTUAL |
400 COMMODITIES |
500 EQUIPMENT |
600 LAND & STRUCTURES I
700 GRANTS,CLAIMS,ETC |
800 MISCELLANEOUS jl
TOTAL 1 ] -

FUNDING (Thousands of Dollars)

GENERAL FUND | - :
FEDERAL FUNDS 1 - - I I

OTHER (Specify Source)l 1
Permanent Fund ] (625) (675) (800) | -
POSITIONS
FULL TIME 1 -1 _
PART TIME i -1 I -
TEMPORARY 1 -1 -
- 1........ I~-- ..... 1- e . .... 1- ... I~- ... -1-

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section I1II)

The above figures represent the projected decrease in mineral revenues, based on
existing leases, by repealing the 50 percent rate (As 37.13.010(a)(2)) to the 25
oercent rate as reenacted in HB 770.

Mineral lease bonuses were not included in the fiscal impact, though thecontribution
rate was increased to one hundred percent, since bids are impossible to anticipate

prior to sales. It v/as assumed the bill would become effective July 1, 1982.
IV. DATE: 03/16/8? PREFARED BY: Robert W. ElliofT
AGENCY: Department of Revenue
Original: Legislative Finance PHONE: 465-2173
cc: Budget and Management
Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81) 1
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POSITION TITLE
Loan Examiner 1l
TYPE Or POSITION STAFF MONTHS, RP No.

Permanent 12

TYPE OF EXPENDITURE

1
PERSONAL SERVICES:
SALARY 29,460
BENEFITS
SBS 1,80F
FIXED BENEFITS V 2.JS|[
TOTAL PERSONAL SERVICES a
TRAVEL 02
10 CONTRACTUAL 0
11 COMMODITIES 01
12 EQUIPMENT on
13 OTHER
14 VOTALCOST
RECEIPT CODE FUNDING SOURCE
15 FEDRCPTS. ,nb?
16 GF MATCH. 1bO.l
17 GEN. FUND 100.1
JIL 1-A RCET5. . . JI212-L
19 PGM RCPTS 1028
20 OTHER
agency Commerce and Economic Development

10 REQUEST FOR NEW

POSITION*

Q- @)

v

o\
RANGE/STEP  BARG. UNIT. LOCATION mBAPP
17 A GGU AWA
PCN No. PRIORITY FORM 12 PAGE/LINE
1 0f 15
AMOUNT JUSTIFICATION:
HB 770 - This bill would require that approximately 13,000
loan packages be reviewed by Commerce during the
year. At 5 loans per day it would require 12
loan examiners, a supervisor and clerical staff
38.081 to review these loans.
JU200.
470
2,700
42.451
progran Economic Development
gry  Loan Administration
FY 83
COMPONENT.
s SR
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POSITION TITLE
Loan Examiner 1l

TYPE Or POSITION STAFF MONTHS, RP No. PCN No.
Permanent 12 [t
TYPE OF EXPENDITURE AMOUNT
1
PERSONAL SERVICES
SALARY 29,460

agency Commerce and Economic Development

1 REQUEST FOR NEVIf
POSITION.
Q113 N8|

program

COMPONENT _

RANGE/STEP  BARG.UNIT.  LOCATION tyrifffii  pO/APP
17 A GGU AVA
PRIORITY FORM 12 PAGE/LINE Y
2 of 15 T

JUSTIFICATION:

HB 770 - This bill would require that approximately 13,000
loan packages be reviewed by Commerce during the
year. At 5 loans per day it would require 12
loan examiners, a supervisor and clerical staff
to review these loans.

Economic Development

Loan Administration

FY 83

15 REVISED

Pago.. -0f. DATE



RANGE/STEP BARG. UNIT. LOCATION 0/

17 A GGU AWA
PRIORITY FORM 12 PAGE/LINE
3 0f 15

JUSTIFICATION:
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JAY S. HAMMOND. GOVERNOR

DEPARTMENT OF REVENUE
OFACE OF THE COMHSSIOKER

March 16, 1982

The Honorable Ray H. Metcalfe
Chairman

House State Affairs Committee
Room 102 - Capitol Building
Juneau, Alaska

Dear Mr. Metcalfe:
Re: House Bill No. 770

House Bill No. 770, an Act relating to the Alaska permanent fund, was
introduced in the House on February 12, 1982 and was referred to the
House State Affairs and Finance Committees.

For the consideration of the House State Affairs Committee, 1 am
enclosing copies of Fiscal Notes prepared by Mr. Anselm Staack, Treasury
Comptroller and Mr. Robert W. Elliott, Research Analyst, Research Section
of the Department of Revenue concerning the proposed legislation.

For the further consideration of the House State Affairs Committee, at
the request of the Department of Commerce, | am also enclosing a copy of
a Fiscal Note prepared by Mr. Don Hostak, Director, Division of Loans and
Veterans®™ Affairs, of the Department of Commerce.

Sincerely,

R. D. Stevenson
Special Assistant

Enclosures

cc: The Honorable Albert P. Adams Robert W. Elliott
Chairman Research Analyst
House Finance Committee Reseach Section

Department of Revenue

Joseph K. Donohue Don llostak. Director
Deputy Commissioner Division of Loans and
Department of Revenue Veterans®™ Affairs

Department of Commerce

Anselm Staack
Treasury Comptroller

Department of Revenue REB MAR 161982
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION
Pouch SB
Juneau, Alaska 99811
(907) 465-2350

GENERAL ANU SEGREGATED STATE PROGRAM FUNDS

MONTHLY -INVESTMENT REPORT

January 31, 1982
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M ‘ ‘ F I I ' | I ' JAY | HAMMOND, covexxolf

ELEVENTH FLOOR
DEPAKTMENT OF HEVEN HE SIATE QEFICE BUILDING
TREASURY DIVISION PYCRY- ALASKA 99811

To the Reader:

We present herein the Investment report of the General and Segregated
State Program Funds for January 31, 1982, with year-to-date figures for the
Fiscal Year 1982. Accounting procedures used In preparation Include:

1. All transactions are recorded on a cash basis, l.e. when cash
Is received or disbursed.

2. Accrued interest purchased with marketable securities |Is
recorded as an asset that Is subsequently charged to Income
on the first coupon date. Accrued Interest purchased with

other holdings has not been material and is charged against
Income at the time of acquisition.

3. Other holdings will be held until repayment at or prior
to maturity.

The cost of Investments represents the amount paid for
securities and other holdings.

5. Safekeeping charges are billed to the State and not deducted
from operating lIncome. Transaction charges are deducted from
operating income at the time securities mature or are sold.

Amounts identified as net contributions from or to the retirement funds
represent the excess of retirement fund payments over contributions or
contributions over payments, respectively, during the month as adjusted for
investment activity in loans and mortgages. Cash revenues of the State and
warrants redeemed are indicated by State contributions from taxes and other
receipts and State expenditures, respectively.

For purposes of source and use of funds analysis, we have defined the term
"funds" to Include demand deposits, clearing cash, savings deposits, purchased
interest receivable and repurchase agreements. Funds provided by the loan and
mortgage programs, separately invested funds and Alaska deposits arc assumed
to increase the operating account prior to Investment unless specifically
identified otherwise. Funds used for loan and mortgage programs, separately
Invested funds and Alaska deposits are assumed to be withdrawn from the
operating account unless specifically identified otherwise.

Sincerely,

Anselm C. Staack
Treasury Comptroller

04*0121.H



STATE OF ALASKA
GENERAL AND SEGREGATED STATE PROGRAM FUNDS
INVESTMENT ACTIVITY

January 31, 1982

At the end of January 1982, the General and Segregated State Program Funds
totaled $2,164,986,215.91 up from $2,051,428,445.23 at the close of the
previous month. The operating and marketable securities accounts were
increased by $91,187,905.03 during January. In this period $311,864,127.55
was received from taxes and other State revenues, while $199,328,708.13 was
used for the payment of State expenditures. Cash and repurchase agreements,
including purchased interest receivable, were decreased by $17,346,531.60.

Holdings of short term issues (securities of less than one year maturity)
Increased by $134,231,367.08 during January, while holding of intermediate/
long term Issues (securities of one year or more maturities) remained the same
after netting purchases, sales and maturities. Activity included the
marketable securities account and separately invested funds.

During January, $27,500,000.00 was deposited with Alaska financial
institutions in 140 to 181 day certificates of deposit which yield 14.002 to
14.3752. The commitment to loan and mortgage programs amounted to
$293,109,631.09 at month end, of which State loan programs accounted for
$198,864,979.79. The commitment to Loar. and Mortgage programs decreased

$2,327,064.80 during January.



STATE OF ALASKA
GENERAL AND SEGREGATED STATE PROGRAM FUNDS
STATEMENT OF PORTFOLIO ASSETS

January 31, 1982

Cash

Purchased Interest Receivable

Marketable Securities, at Cost:

Repurchase Agreements 2
Short Term Issues 76
Intermediate and Long Term Issues 1

Total Marketable Securities 79
;r Holdings, at Cost:
Commercial Fishing & Agriculture Bank 1
Certificates of Deposit 3
Debt Certificates 2
Bank Loans and Mortgages 1
Rural Mortgage Program Bonds 1
Obligations of State Corporations 3
State of Alaska Loan Programs 9
Loans to Alaska Municipalities

Total Other Holdings 20
il Assets 499

STATEMENT OF OPERATIONS/CHANGE

Portfolio Operations:

Interest Income
Net Cain (Loss) on Sale/Maturity of
Securities

Total Operating Income

Beginning of Month Cash and Invented Funds

State Contrlhutlons from Taxes and Other
Receipts

Net Contribution from Permanent Fund

State Expenditures

Net Contribution to Retirement Funds

End of Month Cash and Invented Funds

b

Current Month
Cost

1,332.

35,900,000.
1,649,757,330.
32,808,538.

1,718.465,869.

3i,800,000.
72,960,000.
45,179,000.
17,250,049.
10,000,000.
54,694,601.
198,864,979.
300,000.

431,048,631

&3 1rb Eig BB Py AL

Current Month

$ 9,407,457.

-0-

9,407 ,457.

2,051,428,445.

311,864,127.

-0-

(199,328,708.
( 8,385,106.

$15,470,382.

65

92

00
74
51

25

00
00
00
64
00
66
79
00

9

IN TOTAL ASSETS

94

94

23

13)
68)

$

Year-to-Date

157,565,052 .74
937.50
157,565,990.24
2,337,247,432.06
2,652,363,987.68
931 ,481 .21
(2,913,401,041.44)

(  69,721,633.84)

$2.164.986.215.91



STATE OF ALASKA
GENERAL AND SEGREGATED STATE PROGRAM FU"IS
STATEMENT OF CHANGES IN PORTFOLIO CONDITION

January 31, 1982

Current Month Year-to-Date
During the Month Funds were Provided by:
Porttolio Operations:
Interest Income i 9,407,457.94 $ 157,565,052.74
Net Gain (Loss) on Sale/Maturity of
Securities -0- 937.50
Total Provided by Operations 9,407,457.94 157,565,990.24
Sale/Maturi-.y of Marketable Securities:
Short Term Issues 161,905,382.63 3,255,900,536.44
Intermediate/Long Terra Issues -0- 1,159,736.02
Total Provided by Sales/Maturities 161,905,382.63 3.257,060,272.46
Collections of Loans and Mortgages:
State Loan Programs 2,049,835.94 23,208,731.14
Other Loons and Mortgages 277,228.86 10,998,653.5""
Total Provided by Collections 2,327,064.80 34,207,384.6/
Redemption of Deposit/Savings Certificates 29,500,000.00 107,037,244.86
Taxes and Other State Receipts 311,864,127.55 2,652,363,987.68
Permanent Fund Income Transferred
to General Fund -0- 931,481,21
TOTAL Funds Provided During the Morth 515,004,032.92 6,209,166,361.12
During the Month Funds were Used for:
Pur. Zhnoe of Marketable Securities:
Short Terra lIssues 297,136,749.71 3,086,660,700.77
Intcrmedlate/Ljng Term Issues -0- -0-
Total Marketable Securities Purchased 297,136,749.71 3,086,66 ,700.77
Purchase of Loans &tid Mortgages:
State Loan Programs =S -0-
Other Loans A Mortgages RO 1,166,058.00
Total Loans A Mortgages Purchased -0- 1,168,058.00
Purchase of Deposlt/Savlngs Certificates 27,500,000.00 10, ,538,910.69
Purchase of Debt Certificates -0°“ -0-
State Operating Expenditures 199,328,708.13 2,913,401,041.44
Net Contribution to Retirement Funds 8,385,106.68 69,721,633.84
TOTAL Funds Used During the Month 532.350,564.52 6,175,490,344.74
NET CHANGE IN FUNDS
Snamnry of Changes:
Increase (Decrease) In Clearing Accounts t (3,627,577.73) $ (2,569,777.09)
Increase (Decrease) In Demand Deposits -0- -0-
Increase (Decrease) In Savings Deposits 13,981,046.13 514,282.66
Increase (Decrease) In Compensating Balances -0- (150.000.00)
Increase (Decrease) In Repurchase Agreements (27,700,000.00) 35,90..7, >.760.00
Increase (Decrease) In Purchased Interest
Receivable -0- (18,489.19)
NET CHANG®": IN FUNDS $<17,346,531.60) $ 33,676,016.38



STATE OF ALASKA

GENERAL AND SEGREGATED STATE PROGRAM FUNDS
COMPOSITION OF INVESTMENT HOLDINGS

Asset Type

OPERATING ACCOUNT

Clearing Accounts
Compensating Balances

TOTAL

MARKETABLE SECURITIES ACCOUNT

Cash Deposits
Savings

Purchased Interest Receivable

Repurchase Agreements

Short Term Issues
Commercial Paper
U. S. Treasury Bills
Bankers Acceptances
Certificates of Deposit
U. S. Treasury Notes & Bonds
Federal Agency Securities
Corporate Bonds
Total Short Term Issues

Intermediate/Long Term Issues

U. S. Treasury Notes T, Bonds:
1 -2 Years
Federal Agency Securities:

Over 5 Years

Corporate Bonds:
Over 5 Yeara

Total Intermediate/
Long Ti.rm
TOTAL

LOAN AND MORTGAGE PROCRAMS

Stale of Alaska Loan Programs
Business Loans
Agriculture
Commercial Fishing
Fisheries Enhancement
Small Business
Tourism
Veterans
Childcare Facilities
Historical District

Total Loans

January 31, 1982
Current Month
X of Total
Cost Value Cost

5.32 i 73,396.24
94.7 1,315,000.00
100.02 1.388.3J96,24
1.02 J 14,049,154.55
1,332.92
2.4 35,000,000.00
3.9 57,185,799.72
37.6 549,945,259.92
25.7 375,953,686.82
24.9 365,004,740.96
3.7 54,748,555.00

-0

_0-
95.8 1,402,838,042.42

.0
.5 8,077,500.00
.3 3,945,101 .72
.8 12,022,601.72

ISMZ.

$ 4,422 .88
.4 1,241,127.18
16.2 47,514,307.55
2.4 6,886,338.00
10.5 30,909,395.15
1.1 3,332,063.07
i/.1 108,760,174.29
57,795.13
1 159,356.54
67.8 $ 198,864,979.79

Schedule, continued on following page

-4-

Yield

N/7A
N/A

N/A

13.13

12.67
12.33
12.83
11.65

8.17

12.14

10.10

5.44
7.74
7.96
B.37
8.02
6.97
6.04
6. 56



General and Segregated State Program Funds

COMPOSITION OF INVESTMENT HOLDINGS Continued
Current Month
X of Total
Asset Type Cost Value Cost Yield
LOAN AND MORTCA"-E PROGRAMS - Continued
Bank Loan Incentive Progran 1.351 $ 3,743,677.75 8.41
Mortgage Option Program
Mortgages 1.1 3,265,586.81 10.04
Business Loans 1.7 5,039,063.77 9.19
Mobile Home Loans 1.8 5.201.721.31 3.75
Total Mortgage Op. Programs 4.6 13,506,371.89 9.23
Obligations of State Corporations
ASHA Mortgages .4 1,223,979.30 7.50
AHFC Notes 10.4 30,346,814.07 7.35
ARRC Mortgages .6 1,639,241.49 10.66
ASHA Note3 5.2 15,125,566.80 7.00
ASDC Bonds .2 550,000.00 4.75
MICA Notes .9 3,000,000.00 7.00
U of A Notes 1.0 2,809,000.00 5.00
Total Obligations 18.7 54.694,601.66 7.19
Obligations Pledged to AHFC
Certificates of Deposit 4.1 12,000,000.00 13.56
Rural. Mortgage Program Bonds 3.4 10,000,000.00 7.50
Total Pledged 7.5 22,000,000.00 10.81
Loana to Alaska Municipalities 300,000.00 6.07

TOTAL

Jm M 7.73

SEPARATELY INVENTED FUNDS

AHFC Mortgage Insurance Fund
Savings Deposits
Demand Deposlto

cooo

Purchased Interest Receivable
Repurchase Agreements
Certificates of Deposit .4 1,001,314.64 14.10
Federal Agency Securities 4.8 12,207,756.40 13.06
U. S. Treasury Bills 1.1 2,880,93 1.79 14.07
U. S. Treasury Money Market .4 1,108,2a .54 N/A
U. S. Treasury Notes 2.9 7,347,125.00 11.45
Total 9.6 24 ,545,348.37 12.15
Public School Fund
Certificates of Deposit 5.7 14,700,000.00 17.66
U. S. Treasury Notes 6 Bonds 2.0 5,042,735.16 10.42
Federal Agency Securities 2.6 6,733,318.75 7.66
Total 10.3 26,476,053.91 13.74
U of A Permanent. Fund
Certificates of Deposit .9 2,400,000.00 17.75
U. S Treasury Notes & Bonds .4 1,006,863.62 8.49
Federal Agency Securities .9 2,177,375.00 7.69
Total 2.2 5,584,238.62 12.16

Schedule Continued on following page



General and Segregated State Program Funds

COMPOSITION OF

INVESTMENT HOLDINGS

Asset Type

SEPARATELY INVESTED FUNDS - Continued

Power Development Fund
Savings Account
Repurchase Agreement
Certificates of Deposit
Banker*s Acceptances
Commercial

U. S.

Paper

Treasury "ills

Total

TOTAL

DEBT CERTIFICATES

CERTIFICATES OF DEPOSIT

COMMERCIAL FISHING & AGRICULTURE BANK

SUMMARY OF COMPOSITION
Operating Account
Marketable Securities Account
Loan and Mortgage Programs
Invested Funds
Certificates of Deposits
Debt Certificates
Fishing & Agriculture

Separately

Commercial
Bank

TOTAL.

INVESTMENT HOLDINGS

-Continued

Current Month

X of Total
Cost Value

33.
26.

10.
77.

100.

100.

100.

67.
13.
11.

00juQ:.

LOOU'l(Ol—‘:Ik

P~ 0 00 & L

.02

02

02

Cost

* 32,831.86

900,000.00
85,000,000.00
69,041,879.53
19,283,680.56
25,774,024.12

200,032,416.07

$ 256.638.056.97

t 45.179.000.00

J 72.960.000.00

t 31.800.000.00

t 1,388,396.24
1,463,911,131.61
293,109,631.09
256,638,056.97
72,960,000.00
45,179,000.00

31,800,000.00

Yield

12

12.

12.

N/A

N/A

.39
13.
12.
12.
13.
.06
12.

00
96
28
22

63

69

.85

81

.08
.73
.69
.81
.85

U.34



GENERAL AND SEGREGATED STATE PROGRAM FUNDS

Institution

Commercial Banks
Alaska
Alaska
Alaska

Bank of Commerce
National Bank
Pacific Bank
Alaska Statebank
B. M. Behrends Bank
First National Bank - Anchorage
First National Bank - Fairbanks
First Bank - Ketchikan
National Bank, of Alaska
Peoples Bank & Trust
Security National Bank
United Bank Alaska
Total
Federal Credit Union
Alaska U. S. A. F.C.U.
Total
Mutual Savings Banks
Alaska Mutual
Mt.

Savings Bank
McKinley Mutual Savings Bank
Total
Lavings & Loan Institutions
Fred Meyer S 6 L
Peninsula S & L
Alaska Federal
First Federal S 6 L
Home Federal S & L
Total

Anchorage
Soldotna
S&L

TOTAL ALASKA DEPOSITS
Other Deposits

TOTAL Certificates or Deposit

Institution

Alaska National Bank
Alaska Pacific Bank
American Security & Trust Co.

B. M. Bchrcntls Bank
Pacific National Rnnk
TOTAL

STATE OF ALASKA

SUMMARY OF ALASKA UEFOSITS

January 31, 1982
General
Total Fund

4 A,50A,000 4 A,50A,000 i

1,572,000 1,572,000 -0-
-0- -0- -0-
2,920,000 2,920,000 -0-
-0- -0- -0-
5.58A.000 5,58A,000 -0-
-0- -0- -0-
556,000 556,000 -0-
6,680,000 6,680,000 -0-
200,000 200,000 -0-
-0- -0- -0-
A,550,000 1,550,000 3,000,000
26,566,000 23,566,000 3,000,000
12,000,000 -0- 12,000,000
12,000,000 -0- 12,000.000
1,3AA,000 1.3AA.000 -0-
-0- -0- -0-
1,3AA,U00 1,3AA,000 -0-
100,000 100,000 -0-
100,000 100,000 -0-
9,000,000 -0- 9,000,000
i,000,00cC 1,000,000 -0-
350,000 350,000 -0-
10,550,000 1,550,000 9,000,000
i50 .000 126.A60.000 ]ZAOOPGD
¢i22 k. 000 s -0
B 96OVIRR  JROIAGRLQRO 26,000,000
SUMMARY OF OPERATING ACCOUNT
Clearing
location Accounts
Fa Irhanks 473,396.2A
Anchorage -0-
Washington, D. -0
Juneau -0-
Seattle - 0-

Bond
Construction

-0-

International
Airport

-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-
-0-

-0-
-0-

-0-
-0-
-0-

-0-
-0-
-0-
-0-
-0-
-0-

0

422.500.000

-506G nQ0Q

Compensating
Balances

41,000,000.00
60,000.00
25.000.00
200,000.00
30.000.00



