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REPORT OBJECTIVES, SCOPE, AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a
special request of the Legislative Budget and Audit Commit—
tee, we reviewed the Public Employees®™ and Teachers" Retire—
ment Funds. The pxirpose was to review accounting procedures
used Tfor the retirement funds®™ foreign investment portfolio
and to ascertain the extent of 1investment oversight the
retirement funds are subject to.

The policy and audit approach utilized by the Division of
Legislative Audit for special and performance reports can
best be described as "audit by exception.” This methodology
focuses the audit effort on areas of an auditee®s operation
that have been identified by a preliminary survey as having
a high degree of probability for needing improvements.

Therefore, by design, finite audit resources are used to
identify where and how 1improvement can be made, and little
time 1is devoted to reviewing well-run operations or pro-—
grams. Consequently, this vreport highlights those areas
needing improvement and does not emphasize those operations
and programs that are properly functioning.

Discussion of the objectives, scope, and methodology of our
review follows.

OBJECTIVES

In response to public allegations about mismanagement of the
retirement funds and "deceptive accounting practices,”" the
Legislative Budget and Audit Committee requested a review r'p
certain management practices of the Public Employees®™ and
Teachers®™ Retirement Funds.

The first objective of our review was to determine the type
of management and investment oversight provided over the
operations of the retirement funds.

The second objective was to ascertain the management and
investment oversight styles applied to other similar funds.

Our third objective was to determine 1if proper accounting
practices were applied to the funds®™ foreign investments.

Finally, we 1identified the various rates of returns earned
by the retirement funds and the Permanent Fund, and we
reviewed the cost of managing and investing those funds.
SCOPE AND METHODOLOGY

We met with officials of the Department of Revenue, Treasury

Division, including the deputy commissioner, chief 1invest—
ment officer, other investment officers, and the state
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ORGANIZATION AND FUNCTION

The Department of Revenue, Division of Treasury (Treasury)
is responsible for, and has sole discretion over, the
prudent investment and management of the Public Employees”
Retirement Fund (PERS) and the Teachers®™ Retirement Fund
(TRS).

Chapter 1/il, SLA 1988 amended PERS and TRS statutes by
designating the funds as retirement trust funds and appoint—
ing the commissioner of Revenue as treasurer of the retire—
ment systems and fiduciary of the funds. Under the amending
legislation, the commissioner of Revenue shall:

1. Consider the status of the funds®™ 1investments and the
system®s liabilities on both a current and a probable
future basis.

2. Determine the appropriate investment objectives for the
funds.
3. Establish investment policies aimed at achieving the

objectives.

4. Act only 1in regard to the best financial interests of
the system®s beneficiaries.

The amendments also repealed the "legal list" of investments
the retirement funds were® restricted to and placed upon the
commissioner of Revenue, or his designee, the responsibility
of fund fiduciary. Treasury also employes external invest—
ment managers who manage a substantial portion of the
retirement funds.

Additionally, there are two boards which oversee the admin-—
istrative aspects of the. retirement systems. The Public
Employees®™ Retirement Board 1is composed of Ffive members,

three of whom are members of the Department of Administra-—
tion personnel board and two who are members of the systenm

and elected by the membership of the system. The Teachers™
Retirement Board consists of five members appointed by the
governor. Both boards are mostly administrative in nature,

being responsible for governing the regulatory aspects of
the retirement systems.

The Alaska Permanent Fund is managed by an executive direc—
tor, who reports to a six-member board of trustees appointed

by the governor.
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REPORT OBJECTIVES, SCOPE, AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a
special request of the Legislative Budget and Audit Commit—
tee, we reviewed the Public Employees®™ and Teachers®™ Retire—
ment Funds. The purpose was to review accounting procedures
used Tfor the retirement funds®™ foreign investment portfolio
and to ascertain the extent of 1investment oversight the
retirement funds are subject to.

The policy and audit approach utilized by the Division of
Legislative Audit for special and performance reports can
best be described as "audit by exception.”™ This methodology
focuses the audit effort on areas of an auditee®"s operation
that have been identified by a preliminary survey as having
a high degree of probability for needing improvements.

Therefore, by design, finite audit resources are used to
identify where and how improvement can be made, and little
time 1is devoted to reviewing well-run operations or pro-—
grams. Consequently, this report highlights those areas
needing 1improvement and does not emphasize those operations
and programs that are properly functioning.

Discussion of the objectives, scope, and methodology of our
review follows.

OBJECTIVES

In response to public allegations about mismanagement of the
retirement funds and "deceptive accounting practices,”" the
Legislative Budget and Audit Committee requested a review of
certain management practices of the Public Employees®™ and
Teachers®™ Retirement Funds.

The first objective of our review was to determine the type
of management and 1investment oversight provided over the
operations of the retirement funds.

The second objective was to ascertain the manage, lent and
investment oversight styles applied to other similar funds.

Our third objective was to determine if proper accounting
practices were applied to the funds®™ foreign investments.

Finally, we identified the various rates of returns earned
by the retirement funds and the Permanent Fund, and we
reviewed the cost of managing and investing those funds.

SCOPE AND METHODOLOGY

We met with officials of the Department of Revenue, Treasury
Division, including the deputy commissioner, chief 1invest—
ment officer, other investment officers, and the state
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comptroller; the director of the Division of Risk Manage—
ment; officials of the Alaska Permanent Fund Corporation;
certified public accountants under contract with the Trea-—
sury Division; and a member of the brokerage, community.

We also reviewed various reference materials and publica—
tions; reports, and supporting documentation, prepared by
the Senate Advisory Council; fund performance evaluation
reports prepared for the retirement funds and the Alaska
Permanent Fund; and, various literature provided by other
states on their retirement funds.

Additionally, we prepared and distributed a questionnaire to
all other states inquiring about certain aspects of their
public employees retirement funds.

We also engaged a consultant, who as a former employee of
Merrill Lynch had past experience in evaluating the perfor—
mance of the Public Employees®™ and Teachers®™ Retirement
systems, to assist us 1in interpreting the externally pre—
pared performance reports on the retirement funds and the
Permanent Fund.
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ORGANIZATION AND FUNCTION

The Department of Revenue, Division of Treasury (Treasury)
is responsible for, and has sole discretion over, the
prudent 1investment and management of the Public Employees"®
Retirement Fund (PERS) and the Teachers®™ Retirement Fund
(TRS).

Chapter 141, SLA 1988 amended PERS and TRS statutes by
designating the funds as retirement trust funds and appoint—
ing the commissioner of Revenue as treasurer of the retire—
ment systems and fiduciary of the funds. Under the amending
legislation, the commissioner of Revenue shall:

1. Consider the status of the funds®™ investments and the
system®"s liabilities on both a current and a probable
future basis.

2. Determine the appropriate investment objectives for the
funds.
3. Establish investment policies aimed at achieving the

objectives.

4. Act only in regard to the best financial interests of
the system®"s beneficiaries.

The amendments also repealed the "legal list” of investments
the retirement funds were restricted to and placed upon the
commissioner of Revenue, or his designee, the responsibility
of fund fiduciary. Treasury also employes external invest—
ment managers who manage a substantial portion of the
retirement funds.

Additionally, there are two boards which oversee the admin-—
istrative aspects of the retirement systems. The Public
Employees®™ Retirement Board is composed of five members,

three of whom are members of the Department of Administra-—
tion personnel board and two who are members of the systen

and elected by the membership of the system. The Teachers”
Retirement Board consists of five members appointed by the
governor. Both boards are mostly administrative in nature,

being responsible for governing the regulatory aspects of
the retirement systems.

The Alaska Permanent Fund is managed by an executive direc—

tor, who reports to a six-member board of trustees appointed
by the governor.
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FUND COMPARISONS AND DISCUSSION:
PUBLIC EMPLOYEES ™'RETIREMENT FUND?” TEACHERS™
RETIREMENT FUND, and ALASKA PERMANENTTUnIT

BACKGROUND

There is no validity to the statement that "a fund 1is a
fund” as each fund has 1its own wunique characteristics.

Although funds such as those set up as trusts and endowments
may have few obvious differences, there are deeper, less
clearly defined differences such as fund objectives, philos—
ophy over fund management, and 1investment styles. A slight
difference in fund objectives and philosophy may, and
usually does, result in different 1investment styles and,

therefore, differing returns on investment. The varied fund
management styles and investment philosophies create a
danger 1in across-the-board rate of return comparisons and
forming conclusions drawn from those comparisons. There are
several ways of assessing 1investment results. It is not,

for example, appropriate to compare the results of funds
with very different objectives or constraints. Funds with
different types and mixes of investments are also difficult
to compare directly. To properly assess investment results,

comparisons must reflect similar objectives, constraints,

opportunities, and all things that go into the investment
process.

The Alaska Permanent Fund, while not legally defined as one,
is in all probability a trust fund Ilike the Public Employ—
ees” (PERS) and Teachers” (TRS) Retirement Funds. The
Alaska Permanent Fund Corporation (PFC) holds the Permanent
Fund out as a "Public Trust Investing for Alaska®s Future,"
has a Board of Trustees, and 1is intent on earning revenue

for beneficiaries while preserving principal. The obvious
similarities between PERS/TRS and the Permanent Fund end
here - at considering both funds as trusts.

PFC has chosen a more cautious, less risky approach towards
its 1investments. In an informational pamphlet dated May
1989, PFC stated:

The Fund 1invests 1its assets to earn 1income. To
minimize the risk that Fund assets could be
destroyed by bad investment decisions, the Fund is

invested very conservatively. Indeed, the primary
emphasis in all Fund decision-making 1is maintain—
ing the safety of principal. The maximizing re—

turn on investment is the secondary consideration.
This contrasts to the Department of Revenue, Division of

Treasury (Treasury) investment philosophy of the PERS/TRS
which has been stated as:
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The most important characteristic of the funds for
investment policy purposes is their perpetual

nature and, 1in the case of the Public Employees”

Retirement System, the long number of years before

it will encounter any net outflows (probably 15 to
20 years). A long time span accommodates invest—
ments which should enjoy higher returns over the
long-run, although they may be slow to material —
ize, or be erratic in the short-run, and it allows

greater use of investments which may have substan—
tial market valuation risks. This characteristic

expands the universe of investment possibilities

and 1increases the potential for achieving higher
returns on the investments.

The PERS/TRS has opted for more growth through a higher

asset allocation to equities. To achieve that end, PERS/TRS
follows an investment technique known as active management
versus a passive management investment style. Passive

management is a term used to describe an investment strategy
that attempts to follow a predefined market 1index, such as
the Standard and Poor"s (S&P) 500, and fashions the portfo—
lio to mirror the results of that index. Passive management
follows a process of rebalancing the portfolio to reflect
the index, not necessarily to enhance or maximize a return.

Active management, on the other hand, 1involves portfolio
management that is involved in the active investment process

of buying and selling in an attempt to enhance the portfo—
lio"s performance. The active management strategy can be
characterized as continually monitoring the market to
determine what is the best selection of 1investment to
produce the best returns within a predetermined set of risk
parameters.

PFC is legally limited in its investment diversification by
statute which defines a specific "list" of permitted invest—

ments. The Treasury did have 1investment limitations, but
the statutory restrictions were repealed by Chapter 41,
SLA 1988. This allows Treasury more investment flexibility.

With this flexibility, Treasury can assume additional risk,
and theoretically achieve higher returns for the PERS/TRS
Funds.

ASSET ALLOCATION
An informative way to examine the assumed risk is to analyze
the asset allocations of the various Tfunds. At March 31,

1989, the various Tfunds® holdings were (stated in percentage
of portfolio at market values):
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PERS TRS PFC

Equities (1) 32.8% 34.9% 12.9%
Fixed Income 54.7% 51.3% 77.6%
Real Estate 6.4% 6.0% 5.6%
Other (2) 6.1% 7.8% 3.9%

(1) includes domestic and foreign equity holdings of
the PERS and TRS. PFC does not yet 1invest 1in
foreign markets.

(2) includes mortgages, cash, and interest and divi—
dends receivable.

As can be seen, the PERS/TRS Funds hold 2.5-to-3 times more
equity than does PFC. Conversely, PFC holds 1.5 times more
fixed income investments than does the PERS/TRS Funds.

By their nature, equities have more risk than fixed 1income

(debt) 1investments. As mentioned earlier, theoretically the
riskier the investment, the higher the potential rate of
return. 4

FUND PERFORMANCE

This section and the following section ("Other Rate of
Return Data") present; statistical data which show various
rates of return earned not only by the PERS/TRS and Perma-—
nent Fund but other interest-bearing investments. As noted
above, and throughout the report, direct comparisons between
these funds and other investments are not practical for
assessing how one fund "performed or out performed" another
fund. This is mainly due to the differences 1in purpose,

goals, and philosophy of each particular fund. However, the
presentations provided here are done so for the benefit of
interested parties who can review the returns earned by the
funds and relate those to other commonly known investments.

It has been alleged that Treasury managed PERS/TRS Funds are
among the worst performers within the universe of funds used
for performance measurement and comparison (see Recommenda—
tion No. 2). While the allegations themselves are substan—
tially accurate in the <context they were submitted, the
facts must be kept 1in perspective in light of the long-ternm
nature of the retirement funds. The allegations were made
from looking at .just one, short period of time that the
PERS/TRS funds were evaluated. One must be careful about
the period of time wused for measurement as 1investment
results measured over short periods of time are veiy mis—
leading. The best results today may be the worst tomorrow.
What matters 1is consistent, long-term results.

With the above thoughts in mind, the PERS, TRS, and PFC

performance can be reviewed together with returns of other,
although non-comparable, commonly known investments.
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Total rate of return (time-weighted) 1is a useful technique
that 1is widely accepted for comparing 1investment results.
It combines current yield plus <changes 1in current market
values for determining a portfolio®s 1investment rate of
return.

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

TIME-WEIGHTED TOTAL RATES OF RETURN (%)
AS OF JUNE 30, 198» and DECEMBER 31, M ()
(unaudited)

PERS TRS PFC
Year ending 6/30/88 3.79 3.76 5.3
Two years 7.46 7.85 6.5
Three years 13.80 13.37 11.8
Four years 15.02 14.62 (D
Five years 2 2 13.1
Year ending 12/31/88 11.65 11.93 8.5
Two years 6.48 =~ 6.44 5.9
Three years 10.72 10.20 9.3
Four years 13.72 13.31 [€H)
Five years (2) 2 12.9

(a) source: PERS/TRS information obtained from De—

partment of Revenue, Treasury Division

internally calculated time-weighted

rates of return. PFC information

obtained from externally evaluated SEI

Large Plan Report. Percentages pre—

sented are annualized time-weighted
rates of return.

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

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

As can be seen, the PERS/TRS Funds time-weighted rate of
return generally exceeds that of the PFC. This 1is probably
a reflection of the additional risk the retirement funds
assume versus the more conservative approach taken by the
PFC in its 1investments and asset allocation.

Another performance measurement would be reviewing the
return of segments of the PERS/TRS and PFC portfolios; for
example, reviewing PERS/TRS and PFC domestic equity invest—
ments to the S&P 500 or the fixed income 1investments to the
Shearson Lehman Bond 1Index (SL-BONDS). Such an analysis
would show:
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PERS/TRS/PFC EQUITY AND FIXED INCOME TIME-WEIGHTED RETURNS

COMPARED' TO SPECIFTC- MARKET 'INDTCES

" ANNUAEI'Y- COMPOTIDEE KATES OF' RETURN

FOR YEARS ENDING DECEMBER 31, 1988 (a)
(unaudited)

DOMESTIC EQUITIES

1 year 2 years 3 _years 4 years 5 years
PERS wrrr 9. 75 T)iTW~ ~TT.38 16D
TRS 18.21 10.04 12.95 17.27 (¢H)
PFC 15.50 11.10 13.50 2 15.00
S&P 500 16.80 10.90 13.40 17.80 15.30

FIXED INCOME

1l year 2 years 3 years 4 years 5 years
PERS 8.73 5.14 9.37 12.33 €H)
TRS 9.10 5.01 8.58 11.71 [¢))
PFC 7.20 4.30 8.10 ) 12.10
SL-BONDS 7.60 4.90 8.40 11.50 12.20
(a) source: Dept, of Revenue, Division of Treasury
internally calculated time--weighted

rates of return; PFC externally evaluat—
ed SEI Large Plan Report; and, 1indepen—
dent sources of market indices.

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

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

The above analysis shows that for the most part PERS/TRS and
PFC achieved a competitive return on its domestic eouity
investments compared to the S&P 500 index. PERS/TRS fixed
income 1investments outperformed the Shearson Lehman Bond
Index in each of the four years compared above. PFC also
achieved a competitive return on its Tfixed income holdings
when compared to the bond index.

Another informative comparison 1is reviewing the annual (each
year standing on its own, unlike the cumulative returns used
in the previous comparisons) rate of return and how that
return fits 1into the universe of funds used for comparative
purposes.
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PERS/TRS/PFC
ANNUAL RATES OF RETURN AT MARKET VALUES
AND PERCENT RANKING IN COMPARATIVE UNIVERSE (@)

1984 1985 1986 1987 1988

% Rank % Rank % TTank n~" Rank % Rani
Equities
PERS -15.1 100 28.8 63 37.5 38 17.7 96 -5.4 23
TRS -15.1 100 28.8 63 37.5 38 18.5 90 -5.2 22
PFC - 9.6 28 30.6 46 37.2 59 24.8 27 -6.4 55
Fixed Income
PERS 1.1 55 27.9 05 22.9 3 5.0 59 7.6 51
TRS 0.8 57 28.2 61 23.4 1 4.3 79 8.8 3
PFC 4.4 56 27.2 12 20.5 25 4.3 91 7.0 71

(a) source: PERS/TRS data from SEI report for

quarter ending 6/30/88. PFC data from
SElI large plan report for period ending
6/30/88.

The rates of return above are based on the market value of
the equity and fixed 1income portfolios and includes unreal —
ized gains. PERS/TRS rankings are based on a comparison
with a universe of approximately 30 large state retirement
funds. PFC rankings are based on a universe comparison of
63 funds. The "rank"™ describes (using percentages) how the
fund performed in relation to the other funds of the uni—
verse. For example, a rank of 100 indicates the fund had
the lowest performance and 99% of the universe performed
better. Conversely, a rank of 1 indicates the fund per—
formed the best and 99% of the wuniverse achieved lower
returns. A rank of 55 indicates the fund performed near the
median (50%), and that 45% of the universe performed worse
while 54% achieved better returns.
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OTHER RATE OF RETURN DATA

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

PERS/TRS/PFC ANNUAL REALIZED (NOMINAL) RATES OF RETURN
————————— COMPARED TO OTHER FIXED~"RATe~RETTJRNITTal
(unaudited)

Realized Rate of Recurn(%) Fixed Rates of Return(%)

YEAR Fers TRS PFC mh "SB3TLT" DCPTTT CDTiy
1980 9.54 10.41 TT727? T0740 n/a 12.91
1981 10.73 11.02 16.00 10.75 n/a 15.91
1982 8.52 6.98 15.10 12.35 n/a 12.04
1983 11.09 11.32 12.76 12.55 n/a 8.96
1984 10.66 9.47 10.89 12.00 n/a 10.17
1985 9.96 9.84 11.61 11.80 n/a 7.97
1986 13.16 13.12 14_36 11.87 9.30 6.62
1987 13.98 13.94 13.37 11.54 9.08 6.74
1988 8.20 8.20 9.01 11.00 9.93 7.58
(a) source: Division of Legislative Finance; De—
partment of Administration, Division

of Retirement and Benefits.

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

n/a - not available 1

The comparisons above are not an accurate measurement of
determining how PERS/TRS or PFC 1is performing in comparison
to other funds or instruments. While it does demonstrate
differing returns by different investing funds or instru—
ments, it does not indicate nor provide a basis for com—
paring how similarly designed funds 1invested 1in similar
securities are performing. Each of these funds or instru—
ments, with the exception of PERS/TRS, have different
objectives and goals and, therefore, have varying investment
strategies and policies.

Also., the schedule above presents a different picture than
the prior example. Here, annual realized (nominal) rates of
return are presented. Realized rates of return do not
include changes in market value and, therefore, are not
usually used for comparing performance. In this schedule,
PFC outperforms PERS/TRS in all but one annual period
presented. This compares to the previous time weighted
presentation that shows PERS/TRS outperforming PFC 1in all
but one period presented. This exemplifies how, depending
on a desired outcome, rate of returns can be used to make a
point. Since PERS/TRS are pensions funds, their return
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analyses should be based on a long-term view, not just how
the funds performed in any one annual period.

Another review of returns can be made between the retirement
funds and other market indices. Like the above, the returns
are not truly comparable. These market indices reflect
returns for <certain investments, whereas the PERS/TRS and
PFC Funds results reflect a total return on a balanced
portfolio of many types of 1investments. For example, the
Standard and Poor®"s 500 (S&P 500) index reflects returns on
equities only; the 91 day Treasury Bill index (T-BILL)
reflects short-term fixed income investments; and, the
Shearson Lehman bond 1index (SL-BONDS) reflects returns on
bond investments.

PERS/TRS/PFC TIME-WEIGHTED TOTAL RATES OF RETURN

compared to market Indices aN 11Y-cOMpounded
RATES OF RETURN
t3

AS OF DECEMBER 31, 8 (a)
(unaudited)

1 Year 2 Years 3 Years 4 Years 5 Years
PERS 11.6 " 6.3 ~1"0T7 "T37T < (1)
TRS 11.9 6.4 10.2 13.3 1)
PFC 8.5 5.9 9.3 (2) 12.9
S&P 500 16.8 10.9 13.4 17.8 15.3
T-BILL 6.7 6.0 6.0 6.5 7.1
SL-BONDS 7.6 4.9 8.4 11.5 12.2

(a) source: Department of b.evenue, Division of

Treasury, and independent sources of
market 1indices. PFC data from 12/31/88
Large Plan Report.

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

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

The misleading nature of drawing conclusions solely fronm
this analysis must be emphasized. For example, for the
three years ending December 31, 1988 the S&P 500 had
achieved an annualized return of 13.4%; contrasted to PERS,

TRS, and PFC returns of 10.7%, 10.2%, and 9.3% respectively.

The S&P 500 1is an index that measures only equities traded
on the exchanges. The PERS/TRS and PFC portfolios not only
contain stocks but also bonds, other fixed 1income securi—
ties, and real estate. Additionally, PERS/TRS holds invest—
ments in foreign equities, whereas the S&P 500 reflects only
domestic equity.

PERS/TRS and PFC may have achieved a return on 1its equity

portfolio competitive to that of the S&P 500. However,
fluctuations 1in bond, other fixed 1income, and real estate

STATE OF ALASKA -12- division OF LEGISLATIVE AWOIT



investments may have affected the overall e¢"otal portfolio
rate of return. Therein lies the danger of relying solely
on a comparison of fund performance to any one market xndex.

COST OF MANAGING AND INVESTING PERS/TRS AND PFC FUNDS

Il has been alleged that the <cost of administering the
PERS/TRS Funds are "out of control"™ compared to the PFC. In
reviewing the <cost of administering the retirement funds
versus the Permanent Fund the facts must again be kept in
perspective and require closer scrutiny before drawing
conclusions, similar to the ~closer analysis needed when
comparing PERS/TRS and PFC rates of return.

The Department of Revenue, Treasury Division is responsible
for, among other functions, the investment and management of
the State of Alaska general investment fund; AHFC pledged
fund; international airports construction fund; inter —
national airports revenue fund; state mortgage insurance
fund; public employees®™ retirement trust fund; teachers"®

retirement trust fund; judicial retirement trust fund;

military retirement trust fund; public school trust fund;

and the University of Alaska trust fund. Also, the division
is responsible for state cash management, debt management,

and investment accounting.

By far the largest cost centers in the management of the
PERS/TRS Funds are personal services (salaries) and contrac—
tual fees.

It has been alleged that it takes between 25-to-27 positions
to manage the PERS/TRS Funds as compared to the PFC requir—
ing 16 positions to manage their portfolio.

The 25-to-27 positions referred to above represents the
total staffing of the Treasury Division. These positions do
many tasks, as discussed above. Not all of those positions
have duties related to the PERS/TRS Funds. We examined the
job descriptions of employees in the Treasury Division and
verified those descriptions with some employees tnrough
personal interviews. We also identified salary and benefits
costs for each of the Treasury Division employees and for
the division in total.

We have ~calculated that Treasury utilizes a full-time
equivalent (FTE) staffing of 11.3 positions to manage,
in" est, and account for the PERS/TRS Funds 1in fiscal year

1988 at a cost of $655,273. These >itions are responsible
for executive management, asset accounting, portfolio
management, real estate investments, and cash management as
it relates to the PERS/TRS Funds. This compares to the

fiscal year 1988 PFC staffing of 16 positions at a cost of
$863,000.
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Contractual fees comprise the largest cost of managing the
PERS/TRS and PFC Funds. These <costs consist of payments

made for the services <c¢cf professional morey managers,

external performance analysis, external auditors, consul—
tants, and custody and safekeeping fees.

PERS/TRS fiscal year 1988 contractual payments amounted to
$4,841,564 compared to PFC expenditures of $3,428,000.

PERS/TRS incurs expenses that the PFC does not. PERS/TRS,

being two separate Tfunds, has increased costs for services

such as investment processing, external auditors, and the
external performance analysis. The retirement funds also
incur additional costs due to PERS/TRS higher asset alloca—
tion to equities which, under an active investment strategy,

necessitates additional trade costs and because PERS/TRS
invests 1in foreign equities which require higher fees than
does a domestic equity. PFC does not invest in the foreign
markets, has a smaller asset allocation to domestic equity,

and utilizes an 1index equity portfolio resulting in reduced
management fees. As the PFC moves 1into the foreign markets

and reevaluates asset allocation, one would expect to see an
increase in their management fees.

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

PERS/TRS PFC
Personal Services 1.90 .88
Travel .05 .15
Contractual 14.02 3.48
Other (capital outlay,
communications, rent,
depreciation) .08 .67
Total "Basis Point"
cost per $1,000 16.05 5.18
As can be seen, the cost of PERS/TRS cohtractual 1is approxi—
mately four times that of the PFC. This reflects the
additional costs PERS/TRS incurs due to its higher
allocation to domestic equities, investment in foreign

equities, the increased costs for identical services since
these are two separate funds, and the economies of scale
inherent in a large fund such as the PFC.

We do not feel a simple analysis with an allegation that
PERS/TRS <costs three times more to manage than the PFC is
justified. A closer review shows valid reasons why PERS/TRS
Funds are more expensive to manage than the PFC fund.
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FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

A Board of Trustees concept or structure should be estab-—
lished that has broad powers and can exercise an active role
in the management and investment oversight of the PERS and

TRS Funds.

At present, the PERS and TRS boards (nor any other body)
have minimal, 1if any, 1investment and management oversight
responsibility over the nearly $3.5 billion of retirement
fund assets invested and managed by Treasury. What little
investment oversight authority the boards may have had was
eliminated by amending legislation <n 1987/1988.

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

We believe the State and other governmental employers, fund
beneficiaries, and active participants would be better
served by a restructuring of the current PERS and TRS boards
and the process of reporting to those boards.

We conducted a survey of all states®" public employees® and
teachers” retirement systems and discovered that Alaska PERS
and TRS Funds investment management oversight 1is severely
lacking when compared to other larger, older, more experi—
enced funds.

An overwhelming number of respondents to our survey have an
investment oversight function that rests with an independent
body apart from the investment activity itself. This
oversight authority 1is vested in authoritative retirement
boards, boards of trustees (ranging from 3 to 4 and up to 16
members), investment committees and councils (usually a
subcommittee of a board of trustees), or a statewide invest—
ment commission or board. We believe a similar structure 1is
warranted for the PERS and TRS Funds.

The PERS and TRS statutes should be rewritten to allow, and
the boards should be restructured to accept, a new, stronger

investment management oversight vresponsibility. We recom—
mend that:
1. The current PERS and TRS boards be consolidated into

one overall board of trustees. The board of trustees
should be structured so that individuals with the
necessary and appropriate expertise are appointed, as
well as PERS and TRS beneficiaries and active partici—
pants. Additionally, Treasury officials and, barring
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constitutional prohibitions, members of the legislature
should be active participants on the board.

2. Subcommittees of the board of trustees could be estab-—
lished to handle the respective administrative duties
of the PERS and TRS Funds.

3. The board of trustees should be vested with the author—
ity to employ outside 1investment advisors to review
investment policies and make recommendations; to
establish investment policies; to engage the indepen—
dent certified public accountants for the funds® audits
and have results reported directly to the board; to
contract with external performance evaluators who would
report directly co the board; and to review Treasury
investment and asset allocation decisions.

A. Board of Trustees with overlapping and staggering appoint—
ments will also provide continuity from one administration
to another. Retirement funds such as the PERS and TRS are
perpetual in nature. They are considered to exist forever.

As such, a continuity 1in management 1is required, one that
can provide the historical perspective of past actions and

effects. The nature of the political environment 1is quite
opposite. Administrations come and go, as do the political
appointees that make the decisions that affect the retire—
ment funds. Presently, the commissioner of Revenue, an
appointed position, is the Ffiduciary of the retirement
funds. A political appointment of two or four years pales
in comparison to the longevity of the retirement funds. A
"changing of the guard" every two-to-four years does not
provide the needed continuity in fund administration. An

independent board of trustees, with oversight authority,
would provide the needed oversight and continuity over these
funds.

It has been argued that since the PERS and TRS Funds are
designated as trusts and the commissioner of Revenue is
designated fiduciary of the funds, that the boards cannot
and will not accept the fiduciary responsibility of managing
the funds.

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

It has also beer, stated that the boards would not accept
the liability associated with acting as a fund fiduciary.

According to the Division of Risk Management of the Depart—
ment of Administration, the PERS and TRS boards are current—
ly covered by the Directors and Officials liability protec—
tion policy. This coverage, in the amount of $100 million

(with a $5 million self-insured clause), covers any board or
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commission that 1is <created by law and that the policy
coverage would extend to any actions taken by the boards or
commissions that are within its official duties. At
present, the commissioner of Revenue, as fiduciary, is
similarly covered by this policy. Additionally, the direc—
tor of Risk Management stated that if the funds incur a loss
due to a breach of fiduciary duty, the Directors and Offi—
cers liability insurance policy may make funds whole,

depending on the circumstances, if the payments are a legal

liability. Based on the above, it 1is our opinion that the
insurance coverage presently available to the commissioner
of Revenue 1is likewise available to the current PERS and TRS
boards and would be available to a duly created board of
trustees acting in the capacity of fund fiduciary.

Therefore, we vrecommend that the administration and the
legislature establish a board of trustees concept or struc-—
ture to provide investment oversight on the Treasury invest—

ment operations, particularly the PERS and TRS Funds. Some
members of the board of trustees should have the necessary
professional skills. Other members should represent fund
beneficiaries, active fund members, the Treasury, and,
barring constitutional prohibitions, <“the legislature. The

board of trustees should have the authority to contract for
audits, external performance evaluations, and professional
advice. Additionally, the board of trustees should review
on an ongoing basis Treasury®"s implementation of investment
policy and asset allocations.

Recommendation No. 2

The entire portfolio of the PERS and TRS Funds should be
subjected to an external performance review. Also, the
external performance~~reports should be presented directly to
the boards and should be in a complete, understandable, and
acceptable format according to industry patterns and
customs.

Presently, the PEV.S and TRS performance evaluation analyses
conducted by an independent evaluation service do not review
the entire retirement funds portfolios; are not in the usual
and customary format; do not contain the usual and customary
presentations; and do not compare the PERS and TRS Funds
with an acceptably large enough universe of other funds.

We found it difficult to glean information on the PERS and
TRS Funds operating results from the performance evaluation
reports prepared by the external fund performance contrac—
tors. To aslist wus in wunderstanding those performance
reports, we contracted with the individual who had analyzed
PERS and TRS Fund performance in the past.

Our contractor had similar difficulty in understanding the

performance reports as presented. We subsequently discov—
ered that the difficulty in understanding the reports and
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determining fund performance lied not with the reader, but
with the unconventional format that the PERS and TRS Funds
results were presented.

According to representatives of SEl (Treasury®"s performance
reporting contractor) the State®"s chief 1investment officer
had instructed SElI to prepare the performance reports
according to his own design. This format per our contractor
causes confusion and difficulty 1in analyzing fund results.
It is interesting that even SEI, the firm who prepared the
reports according to Treasury®"s custom design, finds thenm
difficult to understand. If people knowledgeable 1in this
area find the performance reports difficult to read and
analyze, we wonder how members of the PERS and TRS boards
and 1interested beneficiaries and active participants can
determine how their funds are performing.

Another area that our contractor found wunique was the

abbreviated form of the performance reports. The reports do
not include a number of standard comparisons, analyses, and
graphic presentations. These presentations assist in
understanding the fund performance and how they compare to
other funds. For example, the performance reports have no

presentations of asset growth summaries; total plan rates
of return; cumulative rates of return for market cycles
(falling markets and rising markets); reward versus risk
analysis; equity and bond purchases and sales turnover
analysis; equity portfolio profiles (showing capitalization
of 1investees, dividend yields, price/earning ratios, return
on net worth, earnings growth rates, market/book ratios);
diversification and rate of return by industry sectors; and

other graphic and numerical presentations. It is argued
that this type of information is of little value in estab—
lishing investment policy and asset allocation. However,

all these analyses combined assist in formulating an
informed judgement as to how the retirement funds are
performing by interested parties other than those
responsible for investment policy and asset allocation.
These analyses, and many others, are used by the Permanent
Fund Corporation Board of Trustees to review the performance

of the Permanent Fund. These types of analyses are net
report cards on a fund, but rather a presentation of how one
particular fund is performing compared to other funds

competing for a return on investment.

Other areas of the PERS and TRS performance reports identi—
fied as lacking are that a total plan analysis is not
performed on the entire portfolio and that the universe of
funds used for performance comparison is too limited.

The major benefit of an external performance evaluation 1is
the identification of how one particular fund 1is performing
and how it compares to other funds (known as the "fund
universe"). To have a thorough evaluation/comparison, the
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entire portfolio must be externally evaluated. Presently,
the PERS and TRS portfolio does not have an externally
generated total plan rate of return analysis because the
funds® real estate investments and foreign investments are

not taken into consideration. Most respondents to our
survey indicate their entire portfolios are externally
evaluated. Most of those funds also have investments 1in

equities, fixed income, some foreign investments, real
estate, mortgages, leveraged buyouts, and venture capital.

The PERS and TRS Funds are compared to a fund wuniverse
consisting of only 28 other funds. This contrasts to the
Permanent Fund"s evaluation which compares itself to a
balanced fund population (where the funds have at least 5%
invested in equities and 51 1in bonds) of 910 funds and a
Large Plan Report of 63 funds. We believe the PERS and TRS
Funds comparison is too restrictive and should be enlarged.

Comparing fund performance to a larger fund universe would
provide a better indication of how the PERS and TRS Retire—
ment Funds are performing compared to other funds.

We recommend that the entire PERS and TRS Funds Dbe
externally evaluated thereby generating a total plan rate of
return; that the evaluations be performed and reported in
the standard informative formats with all appropriate
graphic and numerical presentations; that these reports
should be presented directly to the boards; and that the
PERS and TRS Funds be compared against an acceptable fund
universe.

The boards and/or Treasury should provide as much informa—

tion as possible to the beneficiaries, active members,
executive and Legislative branches, and the public that is
clear and direct. By doing so, it would enhance public

accountability.
Recommendation No. 3

The Department of Revenue, Treasury Division (Treasury)
should follow generally accepted, accounting principles in
its accounting of investments for the Public Emplo~yees”
Retirement System (PERS) and the Teachers®™ Retirement System
(TRS) Funds.

Treasury does not account for PERS and TRS foreign equity
investments in accordance with 1industry generally accepted
accounting principles.

The term "generally accepted accounting principles”™ (GAAP)
as used in reporting results of operations on the financial
statements refers to a body of theory and practice developed
by the accounting profession 1in association with 1industry
and other organizations that may be impacted by the adoption
of standards which include not only accounting principles
and practices but also the methods of applying them. GAAP
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is a technical accounting term encompassing a common set of
accounting concepts, standards, and procedures necessary 1in
order to render financial statements comparable between
enterprises and between accounting periods. Without adher —
ence to GAAP, wusers of financial statements would have no
uniform standard for jJudging the presentation of Tfinancial
position, results of operations, and changes 1in financial
position in those financial statements.

A user of financial statements expects those statements to
present fairly, clearly, and completely the economic facts
of the existence and operation of an enterprise on a consis—
tent and comparable basis. A departure from GAAP results in
financial statements that may not meet the user"s criteria
and will generally result in a qualified auditor®s opinion
disclosing the departure and what effect that departure has
on the financial statements. Treasury realizes the impor—
tance of an unqualified audit opinion. Treasury, 1in Appen—
dix J of its General Investment Policies, requires an
applicant for commercial real estate loans to submit audited
financial statements that contain unqualified audit opin-—
ions. The presentation of PERS and TRS financial statements
by Treasury are departures from GAAP.

Treasury does not properly account for and report investment

transactions occurring in the PERS and TRS foreign 1invest—
ment portfolio. Trrasury did properly account for and

report on 1its Tforeign portfolio activities through fiscal

year 1987; however, in fiscal year 1988, a departure from
GAAP was made, with which we do not agree 1is appropriate or

justifiable.

An important element of a financial statement, and a frame—
work of modern accounting, is the presentation of the
historical cost of assets, including investments.

Treasury forwards funds to its London-based foreign manag—
ers. These managers then invest in foreign equities. The
amount of the funds transferred to the foreign managers 1is
recorded as the cost of the PERS and TRS investment in
foreign equities. When the foreign equities are subsequent—
ly sold by the foreign managers, the amount received from
the sale, which may include a gain on tr - sale, is usually
reinvested in foreign equities. Contir.ry to GAAP, the
reinvestment of proceeds from the sale of the equities are
not recorded in the accounting records and the cost basis of
the foreign portfolio 1is not adjusted to properly reflect
the new cost basis of the retirement funds® investments.

This accounting treatment was 1implemented over the initial

written objections of the state comptroller. The sale,

gain, and reinvestment of funds should be accrued and
recorded in the accounting records at the date of the
transaction in accordance with generally accepted accounting
principles.

STATE OF ALASKA -20- OIVISION OF LEGISLATIVE AUDIT



This irregular accounting treatment causes a material
understatement of the cost basis that PERS and TRS has
invested in Tforeign equity holdings. The understated cost
as presented in the PERS and TRS financial statements is
misleading to the average reader who 1is not aware of the
non-GAAP accounting treatment accorded these transactions by
Treasury.

In their June 30, 1988 balance sheet, Treasury shows the
cost and market value of PERS and TRS foreign portfolio as
follows:

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

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

However, had GAAP been applied to the accounting of the
foreign portfolio, <cost and market value would have been
presented as follows:

Cost Market Value
PERS $134,626,000 $138,421,000
TRS 88,711,000 91,246,000

Under GAAP, foreign portfolio market gains for the PERS and
TRS Funds would have been $3,795,000 and $2,535,000, respec—
tively. As reflected in the financial statements, PERS and
TRS market gains are overstated by approximately 1,500
percent.

The Treasury Division, chief investment officer has stated
that this accounting treatment is necessary because of
"investment accounting principles,” "fiduciary law,”™ and
"the IRS code." None of those references, even if they do
address this 1issue, override GAAP and Alaska state law in
these circumstances.

Alaska Statute 37.05.150 states, in part, "The accounting
system must be in accordance with accepted principles of
governmental (fund) accounting . . . ." Generally accepted

governmental accounting principles are embodied in the
Governmental Accounting, Auditing, and Financial Reporting
publication prepared by the Government Finance Officers
Association. In this handbook of governmental accounting,
the jurisdiction of the Governmental Accounting Standards
Board (GASB) 1is defined as "The GASB will establish stan—
dards for activities and transactions of state and local
governmental entities . . . ." The handbook further defines
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the hierarchy of GAAP for financial statements 1issued by

state and local governmental units. This hierarchy is;

1. Pronouncements of the GASB are to be followed for
accounting and reporting by state and local governmen—
tal units.

2. In the absence of a GASB pronouncement regarding

accounting treatment, pronouncements of the Financial
Accounting Standards Board (FASB) are to be followed.

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

4. Practices or pronouncements that are widely recognized
as being generally accepted because they represent
prevalent practice 1in a particular industry or the
knowledgeable application of pronouncements to specific
circumstances.

Since GASB 1is silent regarding the treatment of foreign
investments, pronouncements of the FASB must be followed.

In this case, generally accepted accounting principles

established by the FASB, and its predecessor the Accounting
Principles Board, should be followed by the Treasury Divi—
sion.

We recommend that Treasury account for and report on the
PERS and TRS Funds, including its foreign portfolio
activity, 1in accordance with generally accepted accounting
principles.
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Randy S. Welker, CPA
Legislative Auditor
Division of Legislative Audit ALG3 198
P.0. Box W
Juneau, Alaska 99811-3300 LEGISLVIV'S

Dear Mr. Welker: AUDIT

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

At your request, I offer the following comments:

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

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

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

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

-23-



Randy S. Welker, CPA
August 22, 1989

Page 2

On page 12, as your report points out, there are difficulties in comparing total
fund returns to market indices for individual classes of investments. The most
appropriate comparison would be to an average of the relevant indices weighted
by the asset allocations of a fund. This would be similar to the approach
prescribed by the Financial Analysts Federation in section V.1.G.a. of their
"Performance Presentation Standards" (enclosed) for comparing results of
balanced accounts managed by investment advisors.

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

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

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

& Gallagher.

There is one issue addressed in your report to which I should respond. The
discussion of liability for fiduciary acts on page 17 does not take account of AS
37.10.071(d) and (e) which make fiduciaries personally liable and extends state
indemnification of their liability only insofar as their actions are prudent, even
though insurance would cover all fidu  .J acts whether prudent or not. These
statutory provisions were adopted to assure the most careful adherence by
fiduciaries to the dictates of prudence. 1 do not concur with the suggestion that
board members be allowed to avail themselves of the State’s insurance coverage
of liability for fiduciary acts when those acts fail to meet the statutory standard of
professional prudence contained in AS 37.10.071(c).

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

a. | agree that performance reports should cover the total fund and include
emulative rates-of-retum, a reward versus risk analysis, and relevant
graphics. The Department has awarded a new contract for outside
performance measurement services that includes such information. The
first reports under the new contract will be available following the end of
the first quarter of fiscal year 1990.
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b.  1do not feel that other detailed analyses, mostly of individual manager
portfolios, recommended in your report rue useful either in establishing
investment policy and asset allocations or evaluating manager or fund
performance. Performance measurement data needs to be confined to
comparative infonnation that focuses on the bottom line —rates-of-return
—and the critical policy variables —asset allocation, bond maturity, and
bond quality - that contribute to it. The worst thing to do, if trying to
ensure accountability, is to inundate fiduciaries  *hso much data that they
can’t see the forest for the trees or have time tc . 'lately review the

critical infonnation.

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

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

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

5. The Department will comply with Recommendation 3, be?inr]ing with its audited
financial statements for fiscal year 1989. However, | would like to make three
comments:

a.

b.

C.

HM/MBB/ph

encls.

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

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

The departure from GAAP was based on consideration of a number of
issues. These issues were fully discussed by Treasury staff and its
independent auditors. The decision was personally reviewed by me. The
issues are summarized in the enclosed memo of November 1,1988. The
report’s failure to address the issues contained in the memo, which was
provided to Legislative Audit, and its failure to acknowledge the
Department’s review of the issue ma?/ leave the reader with the impression
that the departure was made arbitrarily or capriciously. In fact, the issues
involved are very "close™ as to what is the best accounting treatment. This
is reflected in the fact that FASB-52, which is the accounting principle at
issue here, was highly controversial and was adopted by the Financial
Accounting Standards Board only by a 4-3 vote.
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l. The FAF Ms endorsed tix following
standards for investment management per-
formance presentation. Up to now, this all-
important subject M s been given insufficient
attention; as a result, investment advisers
(despite registration with the SEC) have beat
left tofollow their own standards, which have
been varied, uneven, and, in some instances,
outright irresponsible and dishonest. If the
investing public is to be treatedfairly, and if
the investment management industry is to
represent the highest ethical and moral stan-
dards, afair and understandable policy should
befollowed. The standards recommended ear-
lier have been endorsed by the FAF Board of
Directors after consideration of comments
from its membership (which includes invest-
ment advisers, brokers, consultants, academi-
cians and other interested parties).

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

HI.  Parties affected by these standards.
These standards are directed to "invest-

ment managers,” which obviously includes
all registered investment advisers, but the
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standards also apply to other organizations
and individuals, such as:

A.  Stockbrokersacting as “portfolio
managers"forclients, particularly those
who charge separate (from normal com-
missions) fees for their management
services.

B. Mutualfunds, wherecertain regu-
latory presentation practices can be de-
ceptive (but which exist under different
jurisdictions).

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

IV. While clients and client prospects are
encouraged to make extensive qualitativejudg-
ments of investment managers, these FAF
guidelines concentrate on the quantitative—
cn a complete, accurate andfair preservation
of investment performance data.

V. Performance Calculation.

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

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

tory.

PPS -page 1



Performance Calculation (Continued)

c. Toallowfor the most efficient
judgment of manager efficiency and
clientinvestment returms, resultsshould
e presented beforefees so long as the
manager's fee schedule is included with
performance presentation.

D.  Managersand newclientsshould
agreeinadvance on thestarting detefor
performance calculation.

L This starting date should be
part of the

ment and calculations should
conform to such agreecHo cite

2 Since the prw&gestartir;gl;cbte
for managed funds is not alnays
definite (due to legal problen,
delay of receipt offunds, etca it
IS recommended that a Secified
period (1.e, SO days after funds
hav’ becone availablefor invest-
ment) e set as inception for per-
formance calculation. Again, the
time period will vary from man-
ager to manager, depencent o
manager style or client  prefer-
ence; hut agreement in acvance
between manager and new client
eliminates potential confusionand
Sets a consistent standard.

-29-

E Computational Stancarck,

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

2. A time-weighted return for-
mula which minimizes the effect
of contributions and withdraw-
als must ke utilized  Deily ac-
counting for contributions and
withdrawals is the preferred
method.

3. Whenacontribution (orwith-
draval) is significant (g, over
10%) in relation tothe latest cal-
culation of merket value, a port-
folioisbest revaluedon the dateof
the contribution (orwithdrawel)
in order to recuie possible distor-
tion,

4. Investrrent incoe should be
included on afull accrual besis

(s opposed to cash besis).

. Performance results for any one
asset class (such as eqities) shaiild in-
clude cash equivalents and any other
securities (e.g, convertible securities
inan equity portfolio) held by the man-
ager in place of that asset

PPS-page 2



V. Performance Calculation, Paragraph F.

(Continued)

G

2. |f managers present perform:
ance results for any particular
asset classexcluding cashor other
securities used by the manager in
place of the asset class, perform:
ancewith cashand the other secur
rities should likewise e preserUsd
along with a statement that re-
sults sopresentedconformto FAF
stancards.

Compound annualized perform:

ance returns should be presentectfor all
periods covered in presentation.

H

Exclusionsfromaccourt perform:

ancecalculationsandpresentationshould
e clearly stated.

2 Conplete infonnation on in-

clusions and exclusions of deta
should be presented, as per at-
tached Tables 1and II.

a Managers should pro-
Vice thepercentages oftheir
inclusions and exclusions
to prospects.  Thus, if the
presented data constitutes
850 Oftheasset class (g,
equities) managed, with
1570 excluded, this should
beso stated If the pre-
sented oéta constituteSso7o
of a particular type of in-

-30-

vesting within that asset
class (eg, small-to-me-
dium capitalization equi-
ties), this should also ke
stated.

b Bxanples of such ex-
clusions might incluck;

Special category invest-
Ments, Such as assets not
carryingfull discretionary
povier within a manager's
business inwhichotherac-
counts are nomally dis-

cretionary.

Client assets not being
chargedafes, withinaman-
ager's business which is
normally feeesed  As
indicated throughouit Sect-
ion Vill, the Performance
of all fee-hased accounts
should beaccountedfor in
manager measurenent and
presentation.

Balanced acoounts.

1 Balanced acoounts, with bath
equity and fixed incone assets,
should be separated into two diis-
tinct equityancifixed incomecate-
gories. Eachsuch categoryshould
heassigned its own cash balances
50 that the performance of each

PPS - p.ige 3



Performance Calculation, Paragraph 1
Number 1. (Continued)

investment class will incluce re-
turns specifically reflecting the
use of cash equivalents and other
substitutions.  While

may be able to supply sufficient
riskand volatility information an
each investment class to allow
clients to mekea ressonablejudg-
ment of results as ifcash had bean
incluckd, the information cortert
from the separation of balanced
portfolios intodiistinctasset “pots™
(each with its own cash equive:
lent or substitute holdings) is too
valuahletoleaveto:nanager doice

2. Assuming that the balanced
account manager's assignment
from the client is to periodically
change the asset mix, managers
altering the ratios between equi-
tiesandifixed incomeshould nele
hookkeepingtransfers ofcashfrom
ore categary to the other. Ac-
countingfor suchtransfersshould
of course, e based on the oeaific
cash transfer cites.

3. Performance resultsfrom bal-
anced accounts should, therefore,
include the following;

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

-31-

b FAxedincone, including
cash or sulbstitute securities
designated for potential in-
vestment infixed incone.

c. Total acoourt.

4. 3a. and3D. results should be

against their respec-
tive, comparadle indexes, as if
they Were separate equity and
fixed income acoounts.

5. While separating the pads of
a balanced account as recom
mended provides valuable in-
sights into the capabilities of
managers in each dlistinct asset
class, the most significant per-
formancecriterion sstill thecom:
bined, total account resuts.

6. Resultsfor the total account
are best comparedagainst equity
andifixed income proportions tluit
reflect clieitt objectives/gidde-
lines; these proportions should
beagreed to in advance by client
and managgy.

a  Comparative perform:
ance should then e calaw
|ated by apportioning the re-
turns from each of the in-
dexeschosentorgoresenteach
asset class to the agroecHo

PPS -page 4



V.

Performance Calculation, Paragraph |.

Number 6. (Continued)

M.
s,

percentage bageyfor that as-
et dlass. Assune, therefore,

that clientand menagerheve
agreed toa balanced account
risk pasture of 60% equities
and 40%fixed incoe. The
conarative indexes usedfor
eqities (assuethe S&PS00)
should be weighted at 6074
while the appropriate fixec-
Incoe indexes (assurme the
Shearsor/Lenman Corporate/
Govt. Index) should ke
weighted at 40% producing
a number against which the
total account performance
return should be conpered

J. Inaddition toactual results, per-
formance for accounts utilizing lever-
age should be calculated and presented
as ifthey had beer: medefor all-cash (o

leverage).
Indexes usedfor performance conpari-

A hinnagers should explain in ad-
vanceany indexes usedfor perfomance
conparisons to clients and prospedts.
These indexes should parallel the risk or
investment styles the client account is
exected to track

-32-

M.

B Conmparisons with specific mees-
ures (eg, real returns adjustedfor in-
flation, riskless retuns from T-Blills,
efc.) may be used o longas FAF stan-
dards on other factors, as presented
herein, arefolloived

Treatment of convertible securities.

A Convertiblesecuritiesshouldnor-
mally ke included in equity perform:
ance, Unless manager and client agree
i advance to their inclusion in fixed
incore. Ifoonvertiblesare subsequently
shifted from equity segments to fixed
Income, or vice versa, clients should ke
notified at the time of such shifting,

MII. Forrretion and presentation of com
posite performance results by meanagers.

A All managers should construct
and present accurate composites of in-
vestment performance. Rulesfor such
conposites. incluck:

1 Managers should conpileand
presentt such resultsfor asJonga

period of time as accurate ac-
counting can ke ished,
no less than 10 years if possible
and up to 20 if practical.

2. Management organizations in
business for less than 20 years
should include results from the
veryfirstfull calendaryear since
their inception.

PPS -page 5
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C Ml Formation and presentation of composite 8 Managers are encouraged to
performance results by managers, Paragraph A construct separate composites
(Continued) wherevalidressonsexistfor doing

0 A differentiation between
3. Each and every year of such taxable versus nontaxable ac-
results should bepresented topro- counts; fully discretionary ver-
spective clients, unless specific sus not-fully-discretionary; and
requests arefor cifferent periocs, other categories which entail

varied investment styles, con-
4. Resultspresentedtodlient pros- trols, or risks constitute valid
pects should beslioion bothfor in- reasons for separate conmosites.
dividual yearsand cumulative pe- As indicated In Paragraph 9d
riods, as indicated in attached belowy honever, managersshould

Table .

5. Al client acoournts should ke
includedfor whatever periodsuch
aCoOUNS Wereuncer menagement;
portions of periods under man-
agement (i.e, managers choosing
irécollusion of partions) is prohib-
Ited.

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

7. Changes in a manager firm's
organizationshould nat leadtoan
altering of compasite results.
Results achieved by an organiza-
tion are the organization's repon-
Sihility; changes in personnel do
not constitute ajustifiable reason

toalter conposite performance re-
sults.

-33-

list all of their composites; with
performance figures and other
pertinent infortion on each
whenever performanceresuiltsare
presented.  Any and all exclu-
sions from any presentation of
performance results should be
Clearly stated

9. Conosite performance cal-
culation and presentation should
ke weighted by acoourt sizes. A
median ofurmeightedresults mey
also ke presertted, but this should
be accompanied by results
weighted by account size, along
with the statement that the latter
is the reconmenced procedure as
st by the FAF.

PPS -page 6



dliscretion over changesfrom one
asset toanother.  Ifthe client hes
set balanced limits from which

VIl Formation and presentation of composite
performance results by managers, Paragraph A
Number 9. (Continued)

the manager should nat deviate,
Managers should also clearly the seqregated assets (with their
elineate thefolloning respective cash positions) should
Thenumber of diert re be included only with their like
ltionshisinclucedineach @m\gmwhmge' W‘%émfb%
and all) conosite(s); o
( management and $4 million for
: stock management, with no
b Thetotalsizeofthecom: N
posite for the beginning Wl‘ 1 r.mﬂng)gr)ritlﬁ %ﬁ’}d’
(Ja“F‘aW T)andaid ofeech e adoed to the Manager's bond
YR, composite and $4 million acced
: to Manage-'s stock conyosite—
¢ The eight averoge ot ot i n Ve
: : - r's aooount
ing the conposite ?t%e) (TP
d As indicated dowe, in-
fomtion on all excluded 12" Mhce perfonence resuits
ag*ﬁsfn]T]any(]]1¥xB“e Vw be ﬁ*]]Ted U)(ﬂKHISEﬂong
presentation should be With eft. ¢ actual or average fee
infonnation (SeeSection \V, Para-

presaited.

10 Fixed income and ogjuity
portions of balanced accounts
should be incluced in their re-
spective equity and fixed incoe

ites, proviced they con+
form to Section \V, Paragraph |,
above on balanced acoount calcu-
|atiors.

11 Balanced acoount conpos-
ites should include only those ac-
counts ‘where the manager hes

-34-

graph C.), composite figures
should likewise contain sufficient
informetion to enable clients and

prospects tocomputeperfonnance
on botha pre- and post-fee besis,

13 Managers should indicate
typical indexesagainst whichany
and all conosites arc nomally
judgedby respectivedlients. This,
a manager's equity compasite
whichincludesaccounts withbath
largeandsimall capitalization equi-
ties of comparable weigted size

PPS -page



Formation and presentation of composite

performance results by managers, Paragraph A
Number 13. (Continued)

to the S& 500 should be com-
paredagainst the S&P500, while
a small-to-medium capitalization
stock conposite should ke com:
paredagainst NASDAQ, Russell
3000, etc.  An acoount with, for
exanple s0% ofitstotal insall-
to-meciium capitalization stocks
and 50% in large capitalization
stocksshould beconpearedagainst
similar-weightedseparate indees,
rather than against elther ore of
the two

14, Composites should fallono
thesaetreatment of retums with
and without cash as indlicated in
Saction V, Paragraph F

15, Presentation of risk meas-
urementssuchas Alphe, Btaand
Standard deviation for indivic-
ual account returns within any

conpasite s encouraged

16 Other pertinent informe-
tionfor usein perfomenceanaly-
sis shouldl e aotdked to conposite
presentations. Forexanple, man-
agers are enoouraged to include
(for cch i) aerge e
capitalization of stodks held, aver-
age quality and duration of bond
holdings, c.

B Table Il provicks a sanple rec-
omrenced fonmt for conyoosite per-
fomance presentation to client pros-
pects and consultants.  Table 11 should
accopany the specific performence re-
sults as presented in Table I.

\rification of conyoosites.

A Audited conpasiteand other per-
formance figures are encouraged. At
the very lesst, managers presmiting
performance ta should ke a (oS-
tive written statement that full disclo-
sure of assets included and excluckd
hes been mece and that calculations
conformto FAFstandards. Any devia-
tionsfrom these FAF standards should
be specifically stated.

B Theprinciples of these FAF per-
formance presentation standards should
apply toall individuals and organiza-
tions serving investment

functions.  Consultants are likawise
encouraged to adopt similar standards
and principles in reporting perform:
ance Chta.

X, Teble llisachecistfor managersand
clients—to assure pr%recnﬁmmme to the
standards presented
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TABLE 1

XYZ Capital Management: Actual and Annuulized Equity Performance Versus S&P 500
Category of Accounts: Tax-Exempt Client Portfolios
Annualized Percentage Returns for N Years Through Year X

Actual
2 3 4 5 6 7 8 9 10 1 12 13 14 15 16 17
ear 353?33%%’1”1 Ho(%rn Yrs. Yrs. Yrs. Yrs. Yrs. Yrs. Yis. Yrs. Yrs. Yrs. Yrs. Yrs. Yrs. Yrs. Yrs.  Yrs.
>87 1.2% 10.72  14.30 19.80 15.51 16.07  17.47 14.28  17.58 18.19 17.39 15.06  15.08 1544 12,75 10.78 13.25 12.25

5.24 11.75 18.05 15.0¢ 16.47 17.30 13.82 16K 16.29  15.28 13.03 13.90 15.55 11.88 9.88 10.42 10.65
3.0% 17.99 24.62 17.15 17.44 18.87 14.89 18.59  19.16 18.15 15.51 15.48 15.84 12.91 10.79 11.84 12.35

8 18.67 25.04 18.45 19.46  19.87  15.33 17.62  17.75 16.45 13.84 34.73 16.45 1241  10.21 10.78 11.00
. ) 31.61 16.73 17.26  19.09  14.28  18.70 19.32  18.17 15.23 15.24 15.64 12,50 10.25 11.41  11.9
& L9 31.75 18.34  19.72 20.18  14.66  17.45 17.61  16.18 13.32 143 16.25  11.90 9.59  10.24 10.50
. 3.0% 3.54 10.68 15.18  10.31  16.27  17.40 16.36  13.34 13.55 14.17  10.91 8.64 9.99  10.70
8 0 6.9 14.13 16.55 10.75  14.78  15.42 14.11 12 1255 1431  10.25 7.92 8.73 9.12
. ) 18.32 21.49 12.67 19.69  20.38  18.66 14.80 14.86 15.40  11.67 9.11  10.55  11.27
8 2-8% 2”55 22.05 12.28 17.01  17.34  15.48 11.92 13.36 15.79  10.66 8.07 8.94 9.34
. 6.8% 24.75 9.94 20.15 20.90 18.72  14.24 14.27 15.04 10.95  8.23 9.87  10.70
& 0 21.54 7.47 1521  16.07 14.11  10.25 12.10 14.98 9.41  6.72 7.78 8.31
. 3. 594 -3.10 17.92 19.65 17.26 12.24  12.74 13.72 9.4 6.54  8.48 9.51
il " i9r 1218 1429 1R 8.12  10.61 14.06  7.98 5.19  6.49 7.18
. 4. 4% 43.50 32.96 24.95 16.44 16.20  16.80 11.24  7.81 9.85 10.86
& '3 2535 1875 11.66  14.02  17.60 9.96 6.53 7.85  8.48
R .19 23.19  16.60 8.61 10.23  12.08 6.63 3.49  6.24 7.72
7 3.1 18.65  12.46 5.29 9.83  14.83 6.61 3.27 5.12 6.10
* 2. 4Y% 10.37 1.98 6.22 9.47 3.59 0.53 4.02  5.93
8 0 6.59 - 0.53 7.04  13.90 4.36 0.91 3.31 4.63 - -
"7 2.4% -577 421 .17 1% -1.33 2.9 5.31 XYZ CAPITAL MANAGEMENT COMPOSITE
- 7.17 7.26 16.44 3.80 -0.19 2.78 4.35 0K ALL CLIENTS (HOLD)
76 2.5% 15.24  17.51 4.67 -0.19 4.84 7.29
23.94  30.42 7.74 1.64 4.89 6.40 S&P 500 INDEX
. 9 ) -0.24 -4.85 2.39 5.76 o
» 2-9% %?3% 0.46 -4.87 0.60 3.21 Characteristic Line”
74 3.0% -16.94 -15.21  -2.83 2.51 Beta = .89
-26.46 -20.80 -9.28 -3.89 Annual Alpha = +2.6%
2.7%  -13.45 5.10 9.9 _ 0
& " Tialeo 0.75 5.08 R2=90.3%
72 3.2%  27.62 23.94
19.00 16.62
3. 1Y% 20.37
& B

Ulii merfirmance preicnuticn of XY Z Capital Management conform! to the ilaitdaidi tel by the Financial Analyst* Federation (standard* dated ,19)

In aJJilion to the infomulion prefcented herein, ludi itunujnJi incluJe; , N , , ]
Ketumi from all cash rciervei and equivalent! and/or bondi used by the manager in place of equities are included in performance calculations,

2) Figure* include aceouru under outmanagement fron: their reipeclive inception dalea, including those client! no longer with tire firm. ) o ]
No eelective period! of performance have been utilized. Rejuli! hum all accounUhave been continuuui from their inception to lllepment or to the ce*sat;on of he client retaliomhip with the firm.

4) the companic calculation hai been appropriately weighted for the lize of each account. B

5) Result! arc prtienlcd before management and refated ciatodial feei. X'YZ Capital fee ichedulc ii aPached.

6) Convertible securities luve been included in these equity reiulu. , ,
Noalteration! of compnilct aa prciented here have occulted due to change! in personnel or other reason! at any time,

8) Hie/—f ) luve been audited ai of 3/3/8B( lalement allaclied) , )
A[/ 1 jtely twodhirda of all ponfulioi had returns equal to The composite "actual return” */eone Uand.ird devf
lire [.cteriitic lane n a regression of manager cimpoiile petfumHACc versus S i 125000ver lire full pertirm.a. — dory (17 years).



Formation and presentation of composite

performance results by managers, Paragraph A
Number 13. (Continued)

to the S&P 500 should be com-
paredagainst the S&P 500, while
. Small-to-medium capitalization
stock conposite should ke com:
paredagainst NASDAQ, Russell
3000, etc. An acoount with, for
exanle, S0%ofits total insall-
to-medium capitalization stocks
and 5070 in large capitalization
stacksshould beconparedagainst
similar-weightedseparate Inoexes,
rather than against either one of
the two.

14, Conposites should follow
thesametreatment of returms with
and without cash as indlicated in
Saction V, Paragraph

15 Presentation of risk meas-
urements suchas Alpha, Baand
Standard deviation for indivic-
ual acoount retums within any

conasite s encouraged

16, Other pertinent infonna-
tionfor use in perfonnanceanaly-
sis should e aoded to conpasite
presaitations. Forexanple, man-
agers are enoouraged to include
(for each period) average market
capitalization ofstocks heldl, aver-
age quality and duration of bond
holdiings, etc.

-35-

B Tale Il provides a sanple rec-
ommrenced formet for conpasite per-
fonnance presentation to cliait pros-
pects and consultants.  Table 11 should

the specific performance re-
sults as presented in Teble I

\rification of conosites,

A Audited compositeand other per-
fonnance figures are encouraged. At
the very lesst, managers presenting

data should meke a posi-
tive written staterment that full disclo-
sure of assets incluced and excluded
has been mack and that calculations
conformto FAFstandards. Any devia-
tions from these FAF standards should
e specifically stated.

B Theprinciples of these FAF per-

fonnance presentation stancards should
apply toall individuals and organiza-
tions serving investment managenent
functions. Consultants are likewise
encouraged to adopt similar standards
and principles in reporting perfonn-
ance ceta

X TablelllisachecKlistfor managersand
clients—toassure p ggrﬂcorﬁonname tothe

standards

present
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I
TABLE Il
XYZ Capital Management Equity Account Summary
Category: Tax-Exempt Client Portfolios
% Equiv.  %XYZ’s Total Average Median
Composite Assets ($000) Equity Equities « Of Account Account
Year Beg. Yr. Yr. End Assets 1-  Managed Clients Size ($000) Size ($000))
i 5,506,550 5,881,173 100% 96% 65 80,580 40,813
1986 4,456,012 5,506,550 100 90 62 77,557 28,726
1985 3,463,639 4,464,521 100 92 57 65,655 38,975
1984 3,253,627 3,439,790 100 93 55 52,118 25,926
1983 2,486,902 3,253,627 100 91 56 48,562 20,608
1982 1,840,726 2,480,485 100 89 52 42,042 20,933
1981 1,749,541 1,840,726 100 90 , 51 31,737 19,262
1980 1,133,875 1,749,541 1% 91 45 35,705 26,285
1979 850,993 1,133,875 1) 92 42 23,622 12,882
1978 645,561 850,993 1% 90 41 18,500 11,268
1977 677,257 e 645,561 100 85 42 14,345 7,510
1976 540,736 677,257 100 87 44 13,822 7,588
1975 343,959 540,736 I 88 43 11,265 6,058
1974 317,764 343,959 100 90 40 8,000 4,801
1973 179,007 317,764 100 98 33 8,362 6,795
1972 78,626 179,007 100 98 21 7,459 1,997
1971 28,205 78,626 100 98 14 4,914 927
Thil TcpenEonofXYZ Go anfom! lertathd ety FeFracH Avlyiu Felatin(taddiciedl 9}

In addition to the information prcrented herein, inch itandanii include:
1) All caih reiervei and equivalent* and/or bund* need by the manager in place of equiliei are included in compotile presentaliom.
2) Figure* include account! unJer ocr management from lifcirrcipeclive inception datei, mcMmgllhmechenh no_lunger with llie firm._ _ ) L
3) No il : faetenuliz Daia from diacnntrae teatiinueim BamigHoo(epastr ttec atindfrediertidatintiputhtefam
4) The cooipontc calculation hai bcenap|yu||r|alelywe|g||led for llie tizc of each account. _ . o
Reiulu arc preienled before management and related curtodia! fee*. The average fee charged for each period appear* in the prcientalion.
6) Conveniblc sceuriiici have been included in theie equity coinpoiilci. N o .
Noallcralioniofcom | *>iitei a rmenled,l,rre have occurred due to cKmgei in peoonncl or oilier reaiuns at anytime.
8) The data have been audited ai of 3//B(rijlemcul ullaclxdj. . o o o )
9) I'crventjgc of "equivalent* equity auel* nieaiu the uinounl {¥6) of account* repreienicd which ili.irc very comparable invcitmenl guideline* anJ riika.

DI



Table 111 o E Al exclusions from per-

formance calculations and presentation
FAF Investrent Manager Performance :
Presatation St Creckit by menager heve been dsclosed
Following is a checKlistfor investrment men- o F Themethod of linking in-
ap ! mlrlghaesnstaraend Jdcts,randforcm terim performance results (daily;

monthly, quarterly) has beenexplained

yiomene to
the Financial Analyst Feckration *Perform (FAFstandard isfor monthly linking,)

ance Presentation 0s of Jan
1989H ay

Performance calculations.

o A Performance results have
beencalculatedonatime-weightedbesis.

o B Retuns combine income
and current market valuations (thus,
presenting so-called total returms).

o G Manager fee levels have
leen disclosed along with performance
recorck so that after-fee results can be
measured.

o D Performance results of
broad security classes such as eqities
or fixed incore have been calculated
with cash or substitute securities in-
Cluckd. Ifcashhasheenexcludedin the
calculations,returnswith cash havealso
been presented, along with the state-
ment that FAF standards consider
performance with cash as most repre-
sentativeof managerial resultsand most
representativefor conparisons withother
WBNagers.

-38-

o C  Balancedaccount perform:
ance,

o 1 Manager has as-
signed cash and sulbstitute seou-
rities to the specific asset cate-
gory towhich it belongs, thereby
alloning a clear division of the
performance recordifor each asset

managed.

o2 If cash and sulsti-
tute securitiesare not assigned to
a Separate asset, comparisons
should nat e meck against other
managers performance figures
forassetswherecash returns have
been incluced

o 3. Manager has sup-
plied information on risk, volatil-
ity ancllor other measures which
allowfor ressoneble performance
evaluation,

Table 111 - page 1



o H  Conertiblesecuritieshave
been consistentlyassignedtoeither eui-
ties orfixed incone, and have not beat
shifted without notice being given to
clients concurrent or prior tosuch shift.

1) Managershaveprovickdthe
Incexes against which their submitted
perfonmmereoordshavermmllymm

conared.

o K If managers' assets have
been leveraged, and performence re-
tumns calculated on this besis, results
onan all-cash (Unleveraged) besis have
been provickd,

Investment manager composites of

performance results.

o A Manager hes submitted a
conpasite of all accounts maneged for
each period submitted; the conyosite
includes results from any and all ac-
counts no longer clients of thefirm

o B Ifa manager has separate
conosites, all have been subomitted. A
prospect should be able to account for
the performance of all of the menager's

assets managed.

o ¢ Conposites are ot "sur-
vivors only™ compilations; they include
results of ail accounts ever managed,
including those of clients no longer
with thefirm

-30-

o D Alperformanceresultscm:
tained in the composite include cash
and substitutable securities, as per 1.D.
e,

o E Al indivicual years and

cumulative performance results for all
periods have been supplied.  The com
posite covers every year of the past
10 years, along with longer term re-
sults if the manager hes been in busi-
ness this loang

0 Compound annualized re-
tums havealsomen provicedifor all pe-
riocs. -

0 G Aclearstatementfromman-
ager indlicates that no selectivity of ac-

count resultsfor partial periods exists.

o H  Conositeorothercetahave

not been alterectfor reasons ofpersonnel

changes or any other reasars,

o | Conposite results are;
o1 eightedfor theddl-
lars under menagement (the FAF
standard). "

o 2 Presented ona me
dian (unveighted) hesis (recom
menced only as additional infor-
etion, nat as the primary disclo-
sure).

Table HI - page 2



5] Deaindudes

o 1 Numberofclient re-
|ationships in the conosite.

o2 Assets under man-
agement for each period.

O 3-  Averageand median
size of accounts in the conosite
Imve been presented.

o 4 Assasincludedinthe
conosite presented are shown as
apercentagecfthe manager'stotal
acoournts hich share very com
parableinvestment quicklinesand
risks; and as a percentage of the
manager’s totalfunds under man-
agement. All clients and related
performance cata for this asset
. type can be accountedfor.

o K Feeinformetion is clear, 0
that pre- and post-fee results can be de-
termined.

o L comosies incluce typical
Incexesagainst which manager has ben
judged

oM Alpha, Beta, Standard
Deviation of Returns and other mess-
ures of sk quality, variability, ec.
within the conpositefor each year have
been indlicated.

o N Other information pro-
Mickdt

Verification of performance data.

o A Results have besti audited
by reputable auditors,

o B Resultsarcnot audited, but
inclucestatements that calculationsand
presentation ofindivicual accountsand
composites conform to FAF perform:
ance presentation standarcs.

1 C Neitherof A or B dowe

Table Il - page 3
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WILLIAM M.
MERCER MEIDINGER HANSEN

INCORPORATED

February 21, 1989

Mr. James R. Wilson
Statement Investment Officer
State of Alaska

Department of Revenue
Treasury Division

P.0. Box SB

Juneau, AK 99811

Re: PERS and TRS Financial Projections
Dear Jim:

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

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

For both PERS and TRS, there were actuarial losses during FY88.

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

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

—44-
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February 21, 1989
Page Two

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

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

Summary

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

are projected to remain so in the ensuring years.

Sincerely,

Robert F. Richardson, ASA, EA, MAAA
Principal

RFR:js
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Table 1

. ~Gtalr tit Al«uln 1K5 .
eFinancial lio tactions (*ovO0 omitted)

Investment Return 9.007. (nominal) Sularv Increases 6.04% <6.5/5.3 assumed)

—Valuation Amounts on July 1— Amounts Durinu Follouino 12 Months------ Endinn

As of Total Accrued SurFIus* Total r.iiiolover Emplovee Total  bi/nefit Net Investment Asset
June 30 Assets Llability (D eficit) Sularieo ContrlUs Contiibs Contrib-i Payments Ccintriba Earriinm  Valuation
1980  1,331.905 1e.ft /j7/  (16,7/2 413556 59,004 37,883 96,839 70902 1748/ 196,U73 1,475,967
1909  1:475.967 1,482,362 (6,395 410535 :-V)519 39,723 99,242 83548 15694 139521 1,631,182
1990 1.651,182 1628457 2,725 465.022  57.897 38,667 96.564 81.1.385 8,179 153701 1,793,142
1991 1,793,142 1784918 8224 493110 57.715 3/,723 95,438 93,429 2,009 168,735 1,963,007
1992 1963887 1,932.792 11.094 522,893 60979 V/,897  1008/6 98.692 2,183 184802 2,150,072
1993  2*150,872 2,136.494 14,3/8 5544/6 64410 4:-.196 106,614 104,192 2421 202,398 2,3556V>
1994 2,335,692 2,337.571 18121 587.967 68,040 4462/ 112667 109,945 2722 271675 2.580.089
1995 2,580,089 2,557,711 22,370 623,480 71855 «17197 119052 114812 4240 242,048 2.827,1/7
1996 2,827,177 2,799,971 27,206 661,138 75870 49916 125,786 125013 773 265931 3,093,080
1997 2,093,880 3,061,206 32,675 701071 80,095 52,791 132,886 129,756 3,130 291120 3,388,130
1998 3,383,130 3,349,291 38.839 743415 04,542 55.830 140,372 138434 1938 318,741 3,708,810
1999 3,708.B10 3,663,024 45,786 788,318 89,218 59,124 148342 146,321 2,021 348904 4,059,735
2000 4,039,735 4,006,144 53,591 835932 94136 62.695 156,831  151.330 3501 382,066 4447302
2001 4447302 4,384.959 62,343 8E6.422 99,307 66482 165789 153,844 9944 418716 4,875,962
2002 4875962 4,£03,804 72,150 939962 104,740 70497 175237 165218 10019 459,033 5,345,017
2003 5343017 5,261,848 83,169 996,736 110,445 74,755 1BS,200 172B35 12366 503,255 5,860,638

Co * SurFIuses reduce amplover contributions over 3 years
* D efticits Increase- emplovpr contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF AD8VE DATA

. Ao V. of Salaries------=--=-----= — As % of Assets—

As of Fundinci Emplover Employee Total  Beneiit. Net Investment
June 30 Ratio Contrlbs Contrjbs Contriba Payments Contribs Earnings
1988 98.8 14.277. 9. 167. 23437. 19.087. 1.28% 9.007.
1989 99.6 13.577. 9.067. 22.637. 19.03% 1.01% 9.00%
1990 1002 12.457. 8.327. 20.777. 19.01% 0.487. 9.007.
1991 1005 11.707. 7.657. 19.357. 18.957. 0.117, 9.007.
1992 100.6 11.667. " 637. 19.297. 10.077. 0. 11% 9.007.
1993 100.7 11.627. 7.617. 19.237. 18.797. 0.117. 9.007.
1994 100.8 11.377. 7.597. 19.167. 18.707. 0.117. 9.00%
1995 100.9 11.527. 7.577. 19.097. 18.417. 0.167. 9.007.
1996 101.0 11.487. 7.557. 19.037. 18.917. 0.037. 9.00%
1997 101.1 1.1.427. 7.53% 10.957. 18.517. 0. 107. 9.007.
1998 1012 11.377. 7.517. 18.887. 18.627. 0.057. 9.007.
1999 101.2 11.327. 7.507. |B .82% 18.567. 0.05% 9.007.
2000 101.3 11.267. 7.507. 18.767. 18.107. 0.137. 9.00%
2001 1014 11.20% 7.307. 18.70% 17.587. 0.217. 9.007.
2002 1015 11.147. 7.507. 18.647. 17.587. 0. 207. 9.007.
2003 1016 11.087. 7.507. 18.58% 17.34% 0.227. 9.00%



Table 2

, CSLLL of A) mu
Financial Pri*xiectioris < i'hmi omitted)
Investment Return 10.007. (no.tiiHal) Val*rv liiLrpasuti 6.04V. (6.5/5.5 assumed)
—Valuation Amounts on July |—  ==mm=mmmmmmmmm- -—-Flow Amounts Durinn Follouino 12 Months— --=—===—====— Cridinq9
As o-f Total Accrued SurP_Iu.s* Total Eniployer Employtje Total  Bene-fit Net Investment Asset
lune 30 Assets Liability (Deficit) Salanes Cnntrilts Cuntribs Contribs Payments Contribs Earninos Valuation
1980 1,331.90S 1340677 (16.772) 413556 59,004 37,805 96,009 78,902 17987 140,749 1490641
1909 17490641 1,402,362 0,279 430535 57,237 39,723 96.960 83,548 13413 157,188 1.661,242
1990 1661242 1,628457 32,785 465,022 55,090 33,667 93,757 08,385 5372 174699 1841313
1991 1,041,313 1,704918 56.394 493110 53,216 37,723 90,939 93,429 2490) 193213 2,032,036
1992 2,032,036 1,952,792 79,244 522,893 54,614 39,097 94511 98,692 4181) 213155 2,241,009
1993 2,241,009 2,136.e94 104515 554476 56,000 42,196 98.195 104,192 5997) 235006 2470010
1994 2470010 2,337.5/1 132,448 587967 57,363 4¢t,627 101,989  109.945 7,956) 258954 2,721.016
1995 2,721,016 2,557.711 163,306 623480 $B,692 4719/ 105090 114,012 8.922) 285261 2,997,355
1996, 2,997,355 2,799,771 197,384 661,138 59,976 49916 109,092 125013 (15122) 313966 3,296,199
1997 3,296,199 3061206 234994 701,071 61,199 52,791 113,990 129,756 (15,766) 345313 3,625,746
1998 3,625,746 3,349.791  276.455 743415  62.349 55,830  118.180 138,434 (20,254) 379.691 3,985,182
1999 3905102 3663.074 322159 706.318 63,406 59,124 122530 146,321 (23,791) 417,255 4,370,646
2000 4.370,646 4,006.144 372501 835932 64,351 62,695 127,046 151330 (24,284) 458544 4,017,905
2001 4,012,905 4,384.959 427946 886,422 65161 66,482 131643 155844 (24,202) 504,145 5,792.048
2002 5,292,040 4,003,004 489,044 939962 65804 70497 136,302 165218 (28917) 554303 5,818,235
2003 5818235 5261848 556,386 996,736 66,248 74755 141,003 172,835 (31,831) 609,323 6,395,726
*Surpluses reduce empIoYer- contributions over 3 vears
* De-ficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

. —As '/ of Balaries--—- — Ae V. of Assets—

As of Fundlrig Employer Emplovee Total Benefst Net Investment
June 30 Ratio Contribs Contribs Contribs Payments Contribs Earnings
1988 98.8 14.27V. 9.16'/. 2343*/. 19.087. 12871 10.00%
1989 100.6 13.05V. 9.06'/. 22. XIV. 19.05*/. 0.85V. 10.00%
1990 102.0 11.85V. 8.32'/. 20. 16V. 19.01'/. 0.31V. 10.00%
1991 103.2 10.79V. 1.65V. 18.44'/. 18957.  -0. 13v. 10.00%
1992 104.1 10.44'/. 7.63V, 18.07V. 1887'/.  -0.20% 10.00%
1993 104.9 10. 10/. 7.61*/. 17.71'/. 1879'/.  -0.26% 10.00%
1994 105.7 9.76'/. 7.59V. 17.35'/. 18.70*/.  -0.31% 10.007.
1995 106.4 9.41V. 157"/ 16.93'/. 1841/,  -0.31% 10.00%
1996 107.0 9.07V. 7.55V. 16.62% 1091*/.  -0.48V. 10.00%
1997 107.7 8 .73V 7.53'/. 16.26'/. 1851'/.  "0.46% 10.00%
199B 108.3 8.79V. 7.51V. 15.90'/. 18.62'/.  -0.53% 10.00%
1999 108.8 8.04'/. 7.50'. 1554/, 1056/,  -057% 10.00%
2000 109.3 7.70'7. 7.50'/. 15.20V. 18.10/.  -053% 10.00%
2001 109.8 7.35V 7.50V. 14.85'/. 1758'/.  -040% 10.00%
2002 110.2 7.00'/. 750'/. 14.50'/. 17507. -052% 10.00%
2003 1106 6. 657/ 7.50V. 14. 15/, 17.34V.  -052% 10.00%
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Table 4

, ~State of A l.jla_TRS .
Financial Frajactiuiin CO00 omitted)

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

—Valuation Amounts on Julv 1—  ——----m-mmm - Flow Amounts Duringr Following 12 Month§----- ============- Ending
As of Total  Accrued Surplus* Total rmoloyei Employee otal  Benefit Net  Investment. Astet
June 30 Assets Liability (Deficit? Salaries Contribi, Contribs Contribs Pavinents Contribs Earnings Valuation

1988 i,331,905 1348677 (16,772) 409656 58,541 37,584 96,126 78590 17,536 140,727 1490,167
1989 1,490.167 1,476,121 14,046 430,303 55,722 39,090 94,812 82889 11923  157,0n4 1,659,155
1990 1,659,155 1614564 44,590 451990 52441 37,668 90.109 87,343 2,766 174350 1,836,270
1991 1836,270 1,761,762 74508 474770 49,349 36,320 85,669 91961 6,293) 192494 2022472
1992 2,022,472 1918539 103933 '498,699 49439 38,051 87,489 96,757 9,267) 211896 2225101
1993 2,225,101 2,009,059 136,042 523.033 49421 39,864 89.284  101.741 (12.456) 233013 2445657
1994 2445657 2,274,591 171,066 550234 49281 41763 91,044 106927 (15883) 256,000 2.685.773
1995 2.605,773 2476514 209,259 537966 49,003 43,752 92,755 111,171 (18,417) 281,085 2,940,442
1996 2,948,442 269 541 250,901 607,096  4B,560 45836 94,404 120690 (26,286) 308272 3,230,428
1997 3,230,420 2,934,142 296,286 637,693 47,950 48,018 95976 124,686 (28,709) 337,760 3,539479
1990 3,539479 3,193,767 34571 669,833 47,154 50.304 97,458 132547 (35,089) 369891 3,874.781
1999 3,074,281 3,474,741 399,540 703592 46,13»> 527769 98,900 139543 (40,643) 404,767 4,238,405
2000 4.238,405 3,700,270 4S5B.135 739053  4486* 55429  100.292 143580 (43,288) 442868 4,637,985
2001 46379B5 4,116,064 521921 776,302 43,324 58,223 101,546 147,035 (45,ABB) 484714 5077211
2002 5077211 4485009 591,402 815427 41475 61,157 102632 155255 (52,624) 530476 S ,555063
2003 5,555,063 4,007,949 667,114 856,525 59,277 64239 103517 161618 (58,101) 580377 6,077,339
» Surpluses reduce employer contributions over 5 £y}ears
» D eficits increase employer contributions over 25 years
PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA
, As V. of Salaries- - —As 7 0f Assets—
Ac of Funding Employer Emplovee Total  Denefit Net  Investment
Juno 30 Ratio Contrihs Contribs Contribs Payments Contribs Earnings
1988 98.8 14.297. 9. 177. 23467, 19.107. 1.257. 10.007.
1989 101.0 12.957. 9.087. 22.037. 19.267. 0.767. 10.00%
1990 102.8 11.607. 8.337. 19.947. 19.327. 0 .16% 10.00%
1991 104.2 10.397. *7.657. IB . 04;4 19.377.  -0.337. 10.007.
1992 . 1054 9.917. 7.637. 17.547. 19.407.  -0.447. 10.007.
1993 106.5 9.437. 7.617. 17.047. 19.427. -0.537. 10.007.
1994 107.5 8.967. 7.597. 16.557. 19.437. -062% 10.007.
1995 1084 B. 487 7577. 16.057. 19.237.  -0.667. 10.00%
1996 109.3 8.007. 7.557. 15.557. 19.007.  -0.B57. 10.007
1997 110.1 7.527. 7.537. 15.057. 19557. -0.857. 10.00%
1998 110.8 7.047. 7.517. 14,557, 19.797.  -0.95% 10.007
1999 1115 6.567. 7.507. 14.067. 19.037. -1.007. 10.007
2000 112.1 6.077. 7.507. 13577. 19.437. -0.987. 10.007
2001 112.7 5.587. 7.507. 13.007. 10947. -0.947 10.007
2002 113.2 5.097. 7.507. 12.577. 19.047. -0.997 JO. 007
2003 1136 4597. 7.507. 12.097. 10077. -1.007 10.007



Table 5

_ ~Stale of Alaska fERS
Financial Projections ('000 omitted)

Investment Return 9.00'/. (nominal) Salary Increases 6.04V. (6.5/S.5 assumed)

------- Flow Amounts During Following 12 Months--------------—  Ending

As of Accrued SurP.Iu.s* Total Employer Employee Total Benefit Net  Invwstment Asset
June 30 Assets Liability (Deficit) Salaries Contribs Contribs Contribs Payments Contribs Earnings Valuation
19BB 2,088,428 2,246,583 (158,155 945136 128539 64553 193,092 97,859 95233 200,702 2,384,364
1989 2,3B4364 2511963 (127599) 1,002,222 126601 68452 195053 106870 88,183 22B218 2,700,764
1990 2,700,764 2 ,B0I1804 (101,039) 1,062,756 123924 72586 196310 116504 B0O,006 257,607 3038378
1991 3,03B37B 3,118,259 (79,8B1> 1,126,946 122,838 76970 199829 125883 73946  2B9,0B7 3401411
1992 3401411 3464631 63,221 1,195,014 125211 81619 206831 135955 70875 323,092 3,795378
1993 3,795378 3,843,567 48 1B9) 1,267,193 128328 86,549 214877 14B,046 66,832 359963 4222172
1994 4,222,172 4,256,607 34,435 1,343,731 132,148 91,777 223,925 160,809 63,116 399,936 4,685,224
1995 4,605224 4706881 21658) 1424893 136626 97,320 233946 175544 58,402 443273 5,186,899
1996 5,186,899 5,196,490 (9,591 1,310,956 141,724 103,198 244922 191787 53,135 490,219 5,730,253
1997 5,730,253 5,728,256 1,997 1,602,218 147698 109431 257,130 209,342 47,788 541081 6,319,122
1998 6,319,122 6,305512 13610  1,6913992 153546 116,041 271587 22BB44 42,743 596,237 6,938,102
1999 6,958,102 6,931,281 26,820 1,801,611 163,784 123030 286,834 247363 39471 636,186 7,633,738
2000 7,653,758 7,611,981 41776 1,910,428 172431 130482 302913 269379 33534 721,345 8,408,636
2001 8,408,636 8,349,906 58,650 2,025810 181,505 138,363 319,869 293,243 26,625 792,030 9,227,292
2002 9,227,292 9,149,673 77,619 2,148,178 191,027 146,721 337,748 318446 19,302 868,695 10,115290
2003 10,115,290 10,016,415 98,874 2,277,928 201,018 155582 356,601 344013 12,587 951909 11,079,787

* Surf)_lu_ses.reduce employer contributions over 5 years
# D eticits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS QF ABOVE DATA

1 As ¥ of Salaries- ~ ——-As ¥ of Assets—

As of Funding Employer Employee Total Benefit Net Investment
June 30 Ratio Contribs Contribs Contribs Rayments Contribs Earnings
1988 93.0 13.607. 6.83V. 20.43V.  10.35*. AL 277 9.00V.
1989 949 | 12.63V. 6.83V.  19.46V.  10.66*/. 3. aq7. 9.00%/.
1990 96.4 11.66*/. 6.83V. 1849V 10.96V. 2.807. 9.00V.
1991 97.4 10.90V. 6.H3vV. 17.73V. 11.1s. 2.30V. 9.00V.
1992 98.2 10.40v. 6.83v.  17.31*/.  11.30V. 1.97V. 9.00V.
1993 98.7 10. 13V, 6.83vV.  1696*/. 11.68/ 1 .677. 9.00%/.
1994 99.2 9.83V. 6.83V.  1666*/. 1197V i 42V 9.00V.
1995 99.5 9.59V. 6.83%  1642*/. 1232/ 1.197. 9.00%/.
1996 99.8 9.38V. 6.83v.  1621*/.  12.69*/. 098V 9.00*/
1997 100.0 922V 6.83V.  16.05*/.  13.07*/. 0.79'/. 9.00*/.
1998 100.2 9. 16V. 683/ 1599V.  13/47: 0.65V. 9.007
1999 1004 9.09V. 6.83/  1592*/.  13.73*/. 0. 50V. 9.00*/.
2000 1005 9.03V. 6.83'/. 1586*/.  14.107. 042/ 9.00*/
2001 100.7 8.96V. 6.83'/. 15.79V.  1448*/. 0.30%/. 9.0uwv
2002 100.8 8.09V. 6.83'/. 1572v. 14827 0.20*/. 9.00V.

-3°-.
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Tabic 6

. ~State of Alaska PERS
Financial Projectlono ( 000 emitted)

Investment Return 10.007. (nominal) Salnry Increases 6.047. (6.5/5.5 assumed)
— Valuation Awounts on July 1— ===~ R Flow Amounts; During Following 12 Months— — ----—-- Ending
As of Accrued Surp}(us# Total Employer Employee Total Beneflt Net  ‘Investment Asset
June 30 Assets Liability (Deficit) Salaries Contribs Contribs Contribo Payments Contribs (Efrningo Valuation
1968 2 ,0BB428 2246583 (158,155 945136 128539 64,553 193,092 97,859 95,233 224,047 2,407,708
1989 2,407,708 2,511,963 (100,255) 1,002,222 121,009: 68452 1B9,547 106,870 82,677 256943 2,747,320
1990 2,747,328 2,801,804 (54,475) 1,062,756 112941 72586 185527 116504 69,024 291921 3,108,273
1991 3,108,273 3,118,259 (9,987) 1,126,946 106373 76970 103343 125883 57,460 329242 3494974
1992 3494974 3464631 30343 1,195,014 107466 81619 1B9,085 135955 53,130 369,629 3,917,733
1993 3917,733 3843567 74,166 1267193 110,035 86,349 196584 148046 48539 413,789 4,380,060
1994  4380,060 4,256,607 123453 1,343,731 112496 91,777 204,273 160,809 43464 462,080 4,885,604
1995 4 BB5,604 4,706,881 17B,722  1,424893 114826 97,320 212146 175544 36602 514818 5437,024
1996 5,437,024 5,196,490 240533 1510956 116996 103,198 220,195 191787 28,408 572,308 6,037,739
1997 6,037,739 5,728,256 309,483 1602218 118980 109431 228411 209,342 19070 634916 6,691,723
1998 6,691,725 6,305512 386,215 1698992 120,746 116,041 236,787 22BB44 7943 703,028 7,402,696
1999 7402696 6,931,281 471415 1801611 122260 123050 245310 247,363 (2,053) 777,180 8,177,824
2000 8,177,824 7611981 565842 1910428 123485 130482 253967 269,379 15412) 857901 9,020,312
2001 9,020,312 8,349,986 670326 2,025818 124377 138363 262,740 293243 30,503) 945608 9,935417
2002 9,935417 9,149,673 785,743 2,148,178 124891 146,721 271611 318,446 46,034)1,040877 10,929,459
2003 10929459 10,016,415 913044 2277928 124977 155382 280,560 344,013 63,454)1,144,421 12,010,426
* Surpllu.ses.reduce employer contributions over 5 years |
* Derticits increase employer contributions aver 25 years e
|
PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA
-------------- As "/ of Salaries------------- As 7/ of Assets—
As of Funding Employer Employee Total Beneflt Net Investment
June 30 Ratio Contribs Contribs Contribs Rayments Cantriba Earnings
1988 93.0 13.607. 6.837. 20437.  10.357. 4. 257. 10.007.
1989 95.8 12.087. 6.837. 18917.  10.667. 3.227. 10.007.
1990 98.1 10.637. 6.837. 17.467. 10.967. 2.367. 10.007.
1991 99.7 9.447. 6.837. 16.277.  11.177. 1.757. 10.007.
1992 1009 8.997. 6.837. 15827, 11.387. 1.44y. 10.007.
1993 101.9 B.6B7. 6.837. 15517.  11.687. 1.177. 10.007.
1994 1029 8.377. 6.837. 15207. 11977 0.947. 10.007.
1995 103.8 8.067. 6.837. 14.897. 12 327 0.717. 10.007.
1996 104.6 1.747. 6.837. 14577  12.697. 0.507. 10.007.
1997 1034 71437, 6.837. 14267. 13.077. 0.307. 10.007.
1998 106. 1 7.117 6.837. 13.947.  13477. 0.117. 10.007.
1999 106.8 6.797. 6.837. 13.627. 13.737. -0.037. 10.007.
2000 1074 6.467. 6.837. 13297.  14.107. -0.187. 10.007.
2001 108.0 6. 147. 6.037. 12977.  14.407. -0.327. 10.007.
2002 108.6 5.817. 6.837. 12647. 14.B27. -0.457. 10.007.



As of
June 30

1980
1909
1990
1991
1992
1993
199a
1995
1996
1997
1998
1999
2000
2001
2002
2003

As of

June 30

1988
1989
1990
1991
1992
1993
1994
1993
1996
1997
1998
1999
2000
2001
2002

Table 7

. ~State of Alaska PERS
Financial Projections (‘000 omitted)

Investment Return 9.007. (nominal) Salary Increases

— Valuation Amounts on July t—

Accrued Suers* Total Employer Employee Total Benefit Net

Assets Liability (Deficit) Salaries Contrlbs Contribs Contribs Payments Contrlb*
2,08B,42B 2,246,583 (158,155 936,223 127,717 63944 191661 97,502 94,159
2383240 2497668 (114,428 983,40B 121,758 67,167 100,925 106,061 82,864
2693977 2,770,007 76,030) 1032972 115276 70552 185828 115134 70,694
3021221 3065357 44136) 1085034 110559 74,108 184,666 123,029 60,837
3,36B,942 3,386,586 17,645) 1139719 109358 77,843 187201 133.08B0 54,121
3,742,347 37735867 6,480 1,197,161 109893 81,766 191,659 144,194 47465
4143915 4114220 29696 1,257,498 113294 85887 199,181 155,808 43373
4378975 4524205 54770 1320876 116802 90,216 207,017 169,199 37,818
5049,148 4,967,303 81,845 1387448 120417 94,763 215180 183,882 31,298
5556,726 5445658 111,069 1457376 124,142 99,539 223,681 199,637 24,044
6104462 5961862 142600 1530,-827 127977 104556 232532 217,073 15,460
6694743 6518135 176,60B 1,607,981 131922 109,825 241747 233,228 8,519
7,333,285 7,120,015 213270 1,689,023 135978 115360 251338 252,553 (1,214
8021712 7760923 252,7B9 1,774,150 140144 121174 261319 273,361 12,043
8763570 8,468,197 295372 1863567 144420 127282 271,702 295,108 23,406
9563325 9,222,083 341,242 1957491 148806 133,697 2B2502 316,776 34,274

*Surpluses reduce employer contributions over- 5 years
* Do-ficlts increase employer contributions over 25 years

---------- Flow Amounts During Fallowing 12 Month*—

5.047. (5.5/4.5 asiiumed)

Investment
Earning*

200,654
227,873
256.550
2B6,B84
319,284
354,104
391,687
432,354
476,281
523,692
574,820

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

.............. As 7 of Salaries

Funding Employer Employee Total Benefit Net
Ratio Contribs Contribs Contribs Payment* Contrlb*
93.0 13.647. 6.837. 20477. 10417, 4.22X
95.4 12.387. 6.837. 19.217.  10.797. 327X
97.3 11. 167. 6.837. 17997. 11.137. ' 2.487.
9B.6 10. 197. 6.H37. 17.027.  11.417. 1.91X
99.5 9.607. 6.837. 16437,  11.687. 1.337
100.2 9. 187 6.837. 16.017.  12.047. 1.217.
100.7 9.017. 6.837. 15.847.  12.397. 1.007
101.2 8.847 6.837. 15.677. 12.817. 0.797.
101 .6 8.687 6.837. 15517.  13237. 0.397.
102.0 8577 6.837. 15357. 13707 0417
102.4 8.367 6.837. 15.197. 14, 187 0.247.
102.7 8.207 6.837. 15.037.  14507. 0.127.
103.0 8.057 6.837. 14.887. 14957, -0.027
103.3 7.907 6.837. 14,737, 15417. -0. 147,
1033 7.757 6.837. 14587.  15.847. -0.267

As 7. of Assets—

Investment
Earning*

9.007.
9.007.

[olololeleleleYeY:
oooo0oooo
\'

TN

[N

Ending

Asset
Valuation
2,383,240
2693977
3021221
3,368,942
3,742,347
4143915
4578975
5049148
5556,726
6,104,462
6,694,743
7,333,285
8,021,712
8,763,570
9,563,325
0,426,939

-52-



Table 8

_ ~State of Alaska PERS
Financial Projections (‘000 omitted)

Investment Return 10.00'/.  (nominal) Salary Increases 3.047. (5.5/4.5 assumed)
—Valuation Amounts on July 1—  ===========mom-mmmee- FIc3H Amount!s During Following 12 Month*---—-—-—-- Ending
As of Accrued Surplua* Total Employer Employee Total Benefit Net  Investment Asset
June 30 Assets Liability (D eficit) 3alaries Contribs Contribs Contrlb* Payments Contrlb* Earnings Valuation
1988 2,088,428 2,246583 <158,155 936,223 127,717 63944 191661 97,502 94,159 223993 2,406,579
1989 2406579 2,497,668 <91,089 983408 116,253 67,167 183420 106,061 77,359 236539 2,740,497
1990 2,740,497 2,770,007 (29,509 1,032,972 104304 70552 174856 115134 59,722 290,738 3,090,957
1991 3,090,957 3,065,357 25,601 1,085,034 97,758 74,108 171865 123,029 48,036 326,932 3465946
1992 3465946 3,386,586 79360 1,139,719 97,784 77843 175627 133,080 42547 366,052 3,874*544
1993 3874544 3735867 138,678 1,197,161 97546 81,766 179312 144194 35,118 408,583 4,318,246
1994 4,318,246 4,114220 204,026 1257498 97,012 85887 182899 155,008 27,091 454770 4,B00,107
1995 4,800,107 4,524,203 275902 1,320,876 96,149 90216 186364 169,199 17,165 504869 3,322,142
1996 5,322,142 4967,303 354838 1387448 94921 94763 189683 183,882 5801 559,115 5,887,058
1997 3,887,058 3,445658 441 400 1457376 93290 99539 192829 199,637 (6,808) 617,801 6,498,050
1998 6,498,050 5961862 536,1B8 1530,827 91217 104556 195773 217,073 21300) 681230 7,137,981
1999 7,157,981 6518135 639846 1607981 80657 109,025 198482 233228 34,746) 749851 7,873,085
2000 7B73,0B5 7,120,015 753,070 1689,023 85562 115360 200,923 252553 51,630) 824,092 8,645548
2001 8,645548 7,768923 876625 1,774,150 81880 121,174 203,035 273,361 70,307) 904,267 9,479,508
2002 9,479508 8,468,197 1011311 1863567 77554 127282 204836 295108 (90,272) 990,835 10,380,071
2003 10,380,071 9,222,0B3 1,157,988 1,957,491 72524 133697 206,221 316,7/6 (110556)1,084,380 11,353,895
* SurP,Iu_ses,redtfce employer contributions over 5 years
* Deficits increase employer contributions over 23 years
PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA
— - fig 7 0f Salaries------------  --—-As 7 of Assets—
As of.? Funding Employer Employee Total Etenefit NEt  Investment.-/1*""i
June 30 Ratio Contribs Cntribs Contribs Payments "f.Cuntribs  Earning*
—0 .. - - "y 1 o "T" V&T - * nnowny
1988 * 73-0 . . 13.64*/. §37. 20477. 10:11V17. 420*  ,10.007.
1989 " 96* 4 . 11.827. 6.037." 18.657.  10.797. ?.027. ' i0i00/f
1990 98.9 lo. 107 +6.037. ' 1693/  11.157. 05y, 10.007.
1991 100.B 9.017. 6.837. 15.847.  11417. 1477. 10.007.
1992 102.3 13.587. 6.1337.'f 15417. 11687 1. 167. 10.007.
1993 103.7 8. 157. 6.83/i *14987  12.047. 0.86'/. 10.007.
1994 105.0 * 7.717. 6.837." 14547.  12397. 0.607. 10.007.
1995 106. 1 7.287. 6..37..' 14117. 12817 0.347. 10.00'/.
1996 107.1 6.047. 6E132  13677.  13.237. 0. 107. 10.007.
1997 108.1 6. 407. 6.837. 13.237.  13.707. -0. 117. 10.007.
1998 109.0 5.967. 6.83*4y ,12.797.  14.187. -0.317. 10.007.
1999 1098 5517, 6.837.°\-J2.347.  14507. -0.467. 10.007.
2p00 S aep.xm. . .£837.-U907)0 J-4-95/ k. —0.63/m .,40007.
4627 6.837. 11457 15417. -0.787. 10.007.
2002 1119 4. 167. 6.837, 10.997.  15847. -0.917. 10.007.
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Q" TE OF BETOEN

UNDER $10 MLLION
$10 TO $50 ML'JON
OVER $50 MLLION

UNDER $10 MLLION
$10 TO 550 M8JJION
OVER $50 MLLION

AITTC8057TA16TM)

txi
(A)
©o1

11.7
12.9
125

1979-88

12.9
13.6
13.7

17.5
196
185

1950-BS

13 f
137
138

TOTAL FUM} RATES OF RETURN BY ASSET SIZE

1381-8a

12.5
130
133

FOR PERIODS ENDING DECEMBER 31

ANNUAL MEDIAN RETURNS

24.4 14.9 66 25.1 15.0
25.0 151 7.3 256 15.2
25.2 149 8.3 25.8 16.1

ANNUALIZED LINKED MEDIAN RETURNS

1982-88 1983-88  1984-88  1985-88 1986-88

14.0 12.3 11.8 13.2 9.4
147 131 12.7 141 105
14.8 13.2 129 14.0 10.4

EXHIBIT 7

3.2
4.6
3.7

1987-86

638
82

7.6

10.5
12.0
17

1988

10.5
120
117

=



MEMORANDUM STATE OF ALASKA

DEPARTMENT OF REVENUE

TO: The Honorable Much Malone DATE: November 1, 1988
Commissioner of Revenue
FROM: Milton B. Barker Fgg SUBJECT: Foreign Equity
Deputy Commissioner Investment

Accounting

End-of-period valuation reports in investment accounting are computed based on
reported market values for marketable securities. If the investments and the
domicile of the investor are in the same country (and, therefore, denominated
in the same currency), then the books of account are probably kept in the
country ® currency. However, if the investments arc located in another
country and are denominated and traded in a foreign currency, then the market
valuation at the end of a period is denominated in the foreign currency. In
order to provide a valuation report in terms of the investor®s domestic
currency and books of account, the foreign denominated value is converted to
domestic value by applying the momentary foreign exchange rate prevailing at
the end of the period between the domestic currency and the foreign currency.
This is an entirely appropriate methodology for valuation reports, but it is
not appropriate for reporting foreign investment activity or for recording
foreign investment transactions on the investor®"s domestic books of account.

If investments are made in different countries having different currencies,
then purchases, sales, gains, losses, and income transactions should not be
converted into U.S. dollar books of account. The value is not fixed in terms
of U.S. dollars and will not become fixed until the foreign currency is sold
and the proceeds are used to buy U.S. dollars which are repatriated. When the
U.S. dollars are repatriated, that is when events should be recognized on the
U.S. dollar books of account.

Over the last five years the retirement funds have been investing in foreign
markets through our two contract managers, Citibank and Morgan Guaranty, both
of London, England. The funds® domestic book values should reflect the amount
of U.S. dollars we advanced to the managers for investment purposes and not
foreign transactions which are arbitrarily valued at a presumably appropriate
exchange rate somewhere near that point in time. By attempting to convert all
foreign investment activity into recordable U.S. dollar equivalents, we arc
essentially marking up the funds "book values to market values (albeit on a
lagging basis). Such actions destroy the historical nature of book value in
keeping track of the net U.S. dollar amount which was invested in the
securities, creates a book value which is inconsistent with the other book
values on the domestic books of account, and misleads users of the data.

The foreign investing through managers is analogous to buying stock in a
single foreign company or a mutual fund. The book value is the U.S. dollars
used to acquire the stock. If the company or mutual fund buys or sells some

-55-



The Honorable Hugh Malone
Page 3
November 1, 1988

long-term nature, the exchange rate as of the balance sheet date is not
meaningful. Partial or complete liquidations of these foreign investments
are highly infrequent.

Perhaps the basic problem is that FASB-52 is oriented toward business
activities 1i;i foreign countries that generate liabilities in foreign
currencies. (The second model which FASB-52 addresses (page A), a business
which conducts operations in U.S. dollars, is certainly not relevant.) The
retirement systems are a misfit in that they operate in foreign currencies yet
all their liabilities are in U.S. dollars. Indeed, this would be true of any
foreign investment, as opposed to business, activity. The examples and
language of FASB-52 do not explicitly address investment activities.

MBB/gb

Attachments
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MEMORANDUWM STATE OF ALASKA

DEPARTMENT OF REVENUE

TO: The Honorable Hugh Malone DATE: November 1, 1988
Commissioner of Revenue
FROM: Milton B. Barker nyi; SUBJECT: Foreign Equity
Deputy Commissioner Investment

Accounting

End-of-period valuation reports in investment accounting are computed based on
reported market values for marketable securities. If the investments and the
domicile of the investor are in the same country (and, therefore, denominated
in the same currency), then the books of account are probably kept in the
country®s currency. However, if the investments are located in another
country and are denominated and traded in a foreign currency, then the market
valuation at the end of a period is denominated in the foreign currency. In
order to provide a valuation report in terms of the investor®s domestic
currency and beaks of account, the foreign denominated value is converted to
domestic value by applying the momentary foreign exchange rate prevailing at
the end of the period between the domestic currency and the foreign currency.
This is an entirely appropriate methodology for valuation reports, but it is
not appropriate for reporting foreign investment activity or for recording
foreign investment transactions on the investor®"s domestic books of account.

If investments are made in different countries having different currencies,
then purchases, sales, gains, losses, and income transactions should not be
converted into U.S. dollar books of account. The value is not fixed in terms
of U.S. dollars and will not become fixed until the foreign currency is sold
and the proceeds are used to buy U.S. dollars which are repatriated. When the
U.S. dollars are repatriated, that is when events should be recognized on the
U.S. dollar books of account.

Over the last five years the retirement funds have been investing in foreign
markets through our two contract managers, Citibank and Morgan Guaranty, both
of London, England. The funds®™ domestic book values should reflect the amount
of U.S. dollars we advanced to the managers for investment purposes and not
foreign transactions which are arbitrarily valued at a presumably appropriate
exchange rate somewhere near that point in time. By attempting to convert all
foreign investment activity into recordable U.S. dollar equivalents, we are
essentially marking up the funds® book values to market values (albeit on a
lagging basis). Such actions destroy the historical nature of book value in
keeping track of the net U.S. dollar amount which was invested in the
securities, creates a book value which is inconsistent with the other book
values on the domestic books of account, and misleads users of the data.

The foreign investing through managers is analogous to buying stock in a
single foreign company or a mutual fund. The book v->lue is the U.S. dollars
used to acquire the stock. If the company or mutu fund buys or sells some



The Honorable Hugh Malone
Page 2
November 1, 1988

of its assets, it does not affect book value. If the company or mutual fund
retains income for investment in the business or fund or uses it to buy other
assets, it does not change book value. The only things which could change
book value would be investing more U.S. dollars to buy more of the stock or
selling some of the stock for foreign currency and then exchanging the foreign
currency for U.S. dollars. The fact that the book value of the company®s
assets are increasing or decreasing does not change the book value of the
retirement funds®™ 1investment. It does, however, change the market values.

Even dividend or interest income earned in foreign currencies should not be
ascribed as U.S. dollar income. As long as the income remains in foreign
currency investments, its amount in U.S. dollar terms is not fixed and varies
with each transitory change in the exchange rates. If the income is remitted
in U.S. dollars, then its amount is fixed and then we can recognize it as U.S.
dollar income on accounting reports.

Attached is Chapter 16 of the Miller Comprehensive GAAP Guide 1988 which
discusses FASB-52, the statement of the Financial Accounting Standards Board
that establishes generally accepted accounting principles for foreign
operations and exchange. FASB-52 requires recognition in U.S. dollars of the
book value of the income, gains, and losses realized in foreign currencies but

not converted into U.S. dollars.

There are several aspects of FASB-52 that suggest this is aless than
satisfactory treatment of the accounting problen.

1. For one thing, FASB-52 was highly controversial and was adopted by only *»
4-3 vote.

2. Significantly, any foreign currency exchange gain or loss that results
from translating (but not converting) '“iccrne,gains, and losses realized
in foreign currencies into U.S. dollars is not recorded as incomeon the
U.S. dollar books of account, but is instead to be posted directly to a
separate component of shareholder equity and realized as income only on
partial or complete liquidation of the foreign investment. This seems
rather arbitrary since not only the gain or loss component but also the
original book value of the investment is just as much at risk to
fluctuations in foreign exchange rates.

3. Along these lines, it is interesting to note that on page 22 Miller
suggests that if it is not possible to compute meaningful exchange rates
(in his examples, owing to foreign strife or exchange restrictions), "it
is best to include earnings of a foreign operation only to the extent that
cash has been received in unrestricted funds," Similarly, on page 24
Miller states "disclosure of exchange rate changes. . .that occur
subsequent to the balance sheet date should be disclosed, if the effects
are material.™ Given that the retirement funds investments are of a
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long-term nature, the exchange rate as of the balance sheet date is not
meaningful. Partial or complete liquidations of these foreign investments
are highly infrequent.

Perhaps the basic problem is that FASB-52 is oriented toward business
activities in foreign countries that generate liabilities in foreign
currencies. (The second model which FASB-52 addresses (page A), a business
which conducts operations 1ii; U.S. dollars, 1is certainly not relevant.) The
retirement systems are a misfit in that they operate in foreign currencies yet
all their liabilities are in U.S. dollars. Indeed, this would be true of any
foreign investment, as opposed to business, activity. The examples and
language of FASB-52 do not explicitly address investment activities.

MBB/gb
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MANAGER AND INCEPTION DATE
R.E. Equity Managers:

Aetna (09-30-80)
Hancock (09-30-80)
Equitable (12-31-80)
Sentinel (03-05-81)
JMB (04-12-84)
Morgan (06-01-84)
Karsten (.12-26-84)

Group Average

Domestic Equity Managers:

Alger (06-14-84)
Invesco (06-14-84)
Lehman (06-14-84)
IDS (01-12-89)
Loomis, Sayles (01-12-89)
Miller Anderson (01-12-89)
United Capital (01-12-89)

Active Group Average*
State Street (07-13-88)
Treasury (11-02-87)

Domestic Group Average

International Equity Managers:

(11-01-83)
(11-01-83)

Citicorp
Morgan Guaranty
Group Average

ALL EQUITY MANAGER AVERAGE

ANNUAL RATES OF RETURN (&)

ON EXTERNALLY MANAGED EQUITIES

OF ALASKA RETIREMENT FUNDS

03-31-89
to
06-30-89

MANAGER

R of R

N/A

N/A
8.67

N/A
3.49
10.50

N/A

47 .58%
33.64
32.09
37.24
31.37
26.20
27.35
32.51%
29.21
11.22
32.24%

-18.59
-7.71
-13.27%

* - Not net of fees of approximately .31%.

- Pare internal rate of return weighted by amount and date of

a
b - Used 03-31-89 value because 06-30-89 was not available.

Portfolio Management, Treasury Division

August 16, 1989
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4.77%
-0.42
8.00
6.54
11.57
9.27
4.82
7.64%

10.12%

18.99
28.21
31.31
27.74
22.13
17.69%
17.40

17.59%
7.77
10.74

9.26%

14 _55%

deposits,

(b)
(b)

(b)

(b)

Inception
to

06-30-89

MANAGER

R of R
.19% (b)
.24 (b)
.39

.02 (b)
.92

.08

.74 (b)
.54%

[EnN
~No D oo N0 wWwo

10.81%
13.88
17.27
28.21
31.31
27.74
22.13
15.06%
17.40

15.15%

24.83

25.56

25.20%

15.08%



ANNUAL RATES OF RETURN (a)
ON INTERNALLY MANAGED FIXED INCOME INVESTMENTS
AND ON THE TOTAL FUNDS OF ALASKA RETIREMENT FUNDS
Fiscal Years 1985 through June 30, 1989

Fiscal Year 1985

Through

Fiscal Year 1989 Fiscal Year 1988 Fiscal Year 1987 Fiscal Year 1986 Fiscal Year 1985 June 30, 1989
Rates of Return at Rates of Return at Rates of Return at Rates of Return at Rates of Return at Rates of Return at

Cost iC) Market Cost (C) Market Cost (c) Market Cost (c) Market cost (c) Market cost (c) Market

R. E. Mortgages 9.08% 11.81% 10.63% 8.60% 13.38% 4.05% 11.74% 17.96% 13.05% 26.61% 12.07% 16.45%

Bonds and Reserves (b) 9.68 15.04 9.48 7.6? 10.43 4.87 11.61 23.24 9.75 29.65 10.14 15.10
Total Fixed income 9.62% 14.72% 9.63% 7.79% 10.98% 4.71% 11.64% 21.67% 10.83% 28.62% 10.55% 15.44%
Total Equities 14.55% 14.55% -5.12% -5.12% 20.39% 20.39% 37.80% 37.80% 21.54% 21.54% 15.08% 15.08%
TOTAL FUND 11.58% 14.65% 2.73% 1.93% 14.94% 10.90% 19.74%  26.59% 13.27% 26.84% 12.14% 15.31%

-39~

a - internal rates of return under simplifying assumption of mid-month flows for fixed income investments,
b - Net of gains, losses, and amortizations.
c - cost returns for fixed income investments; but market ri urns on equities. The returns for total fund approximate actuary's calculation of

returns.

Portfolio Management, Treasury Division
August 18, 1989



Introduced: 1/29/90 6-1875A
Referred: State Affairs and Finance

BY THE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET AND AUDIT
COMMITTEE

1 IN THE SENATE

2 SENATE BILL NO. 417

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 SIXTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act relating to management and investment of
7 certain state funds; and providing for an effective
8 date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 = Section 1. AS 14.25.035(d) is amended to read:

1 (d) The commissioner of administration shall report to the board
12 concerning the condition and administration of the system. The re-
13 ports shall be distributed to the members of the system. The State
14 Investment Board [COMMISSIONER OF REVENUE] shall provide reports to
15 the board on the condition and investment performance of the teachers'
16 retirement trust fund and an annual external performance review.  The
17 review must be complete, understandable, and presented in acceptable
18 forinat according to industry patterns and customs.

19 * Sec. 2. AS 14.25.180 is amended to read:

20 Sec. 14.25.180.  MANAGEMENT AND INVESTMENT OF FUND. (a) The
2 State Investment Board [COMMISSIONER OF REVENUE] is the [TREASURER OF
2 THE SYSTEM AND THE] fiduciary of the fund. In managing the fund, the
23 State Investment Board [COMMISSIONER OF REVENUE] shall

24 (1) consider the status of the fund's investments and the
25 s;stem's liabilities on both a current and a probable future basis;

26 (2) determine the appropriate investment objectives for the
27 fund;

28 (5) establish investment policies aimed at achieving the
29 objectives; and
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(4) act only in regard to the best financial interests of
the system's heneficiaries.

(b)  TheState Investment Board [COMMISSIONER OF REVENUE| may
invest the fund on the basis of probable total rate of return without
regard to thedistinction between principal andincome or to the
generation of income.

(c)In carrying out investment duties under this chapter, the
State Investment Board [COMMISSIONER OF REVENUE] has the same powers
and duties in regard to the teacher's retirement trust fund as are
provided in AS 37.10.071, except that the standard of prudence that
the board [COMMISSIONER] must obey under AS 37.10.071(c) shall be in
regard to the management of large trust investments rather than large
investments.

* Sec. 3. AS 14.40.400(b) is amended to read:

(b) The State Investment Board [COMMISSIONER OF REVENUE] is the
fiduciary of the trust fund and shall account for and invest the fund
as set out in AS 37.14.110(c), 37.14.160, and 37.14.170, except that
the board [COMMISSIONER] shall report the condition and investment
performance of che fund to the Board of Regents.

* Sec. 4. AS 18.56.095(a) is amended to read:

(a) There is a special fund of the state to hbe known as the
"state mortgage insurance funda" referred to in this section as
[(CALLED] the "mortgage insurance fund™" [)] which shall be completely
segregated and set apart from all other funds of the state, and which
is a trust fund for the uses and purposes of this section and into and
from which money shall be paid as provided in this section. The mort-
gage insurance fund shall be held by the State Investment Board [COM-
MISSIONER OF REVENUE], subject to the power of the commissioner of
commerce and economic development to enter into and perform agreements
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with respect to the use of money in the mortgage insurance fund and to
pledge, assign™ or grant interests in the mortgage insurance fund as
provided in this section. The commissioner of commerce and economic
development may enter into agreements with the ~corporation w”th re-
spect to the exercise of any power or approval relating to the mort-
gage insurance fund under this section, including, without limitation,
agreements as to the use of money in the mortgage insurance fund,
agreements with respect to the terms and conditions upon which pay-
ments from the mortgage insurance fund shall be made to the corpo-
ration with respect to mortgage loans insured under this section, and
agreements regarding the payment of and security for mortgage insur-
ance bonds, and in connection with these agreements the commissioner
of commerce and economic development may pledge, assign™ or grant
other interests in the mortgage insurance fund to the corporation as
may be necessary or appropriate in connection with the insurance of
mortgage loans and to provide for the payment of and security for
mortgage insurance bonds. An [ANY SUCH] agreement or [ANY OF] the
rightn nl the ourpornl ion under the agreement and payments received or
to be received under the agreement may be pledged or assigned by the
corporation for the benefit of the holders of mortgage insurance
bonds.
* Sec. 5. AS 18.56.095(b) is amended to read:

(b) In addition to any other fees and charges that the corpo-
ration may charge on mortgage loans, it may collect or cause to be
collected on all mortgage loans made or purchased with the proceeds of
the sale of mortgage insurance bonds, either - both a special mort-
gage loan insurance commitment fee or a mortgage loan insurance pre-
mium. The special mortgage loan insurance commitment fees and special
mortgage loan insurance premiums when received shall be deposited in
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41,

the mortgage insurance fund by the corporation,  orby any mortgage
loan servicer, trustee, or agent designated by the corporation to
receive them, and shall be held, invested and, together with all
investment income derived from them, reinvested by the State Invest-
ment Board [COMMISSIONER OF REVENUE] as set out in AS 37.10.071,
subject to any agreement with the corporation under (a) of this sec-
tion.

Sec. 6. AS 22.25.048(c) is amended to read:

(c) The State Investment Board [COMMISSIONER OF REVENUE] is  the
[TREASURER OF THE SYSTEM AND THE| fiduciary of the fund and has the
same powers and duties under this section in regard to the judicial
retirement trust fund as are provided in AS 14.25.180.

Sec. 7. AS 26.05.218(c) is “mended to read:

(c) The State Investment Board [COMMISSIONER OFREVENUE] is the
[TREASURER OF THE SYSTEM AND THE] fiduciary of the fund and has the
same powers and duties under this section in regard to the fund as are
provided under AS 14.25.180.

Sec. 8 AS 36.30.850(h) is amended to read:

(b) This chapter applies to every expenditure of state money by
the state, acting through an agency, under a contract, except that
this chapter does not rpply to

(1) grants;

(2) contracts for professional witnesses to provide for
professional services or testimony relating to existing or probable
lawsuits in which the state is or may become a party;

(3) contracts of the University of Alaska v, ere the work is
to be performed substantially by students enrolled in the university;
(4) contracts for medical doctors and dentists;

(5) acquisitions or disposals of real property orinterest
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11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

20

in real property, except as provided in AS 36.30.080;

(6) disposals under AS 38.05;

(7) contracts for the preparation of ballots under AS 15.-
15.030;

(8) acquisitions or disposals of property and other con-
tracts relating to airports under AS 02.15.070, 02.15.090, and 02.-
15.091;

(9) disposals of obsolete property under AS 19.05.060;

(10) disposals of obsolete material or -equipment under
AS 35.20.060;

(11) agreements with providers of services under AS 44.47.-
250; AS 47.07; AS 47.08; AS 47.10; AS 47.17; AS 47.24; AS 47.25.195,
and 47.25.310;

(12) contracts of the Department of Fish and Game for
flights that involve specialized flying and piloting skills and are
not point-to-point;

(13) purchases of income-producing assets for the state
treasury or a public corporation of the state;

(14) operation of the state boarding school established
under AS 14.16, if the State Board of Education or the commissioner of
education adopts regulations for use by the state boarding school in
procurement and contracting;

(15) a contract that is a delegation, in whole or in part,
of investment powers held by the State Investment Board [COMMISSIONER
OF REVENUE] under AS 14.25.180, AS 14.40.400, AS 14.42.200, 14.42.210,
AS 18.56.095, AS 22.25.048, AS 26.05.228, AS 37.10.070, 37.10.071,
AS 37.14, or AS 39.35.080;

(16) a contract that is a delegation, 1in whole or in part,

of investment powers of the Board of Trustees of the Alaska Permanent
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14
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25
26
27
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29
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for

Corporation under AS 37.13;

(17) the purchase of books, book binding services, newspa-
periodicals, audio-visual materials, network nformation ser-
access, approval plans, professional memberships, archival
ials, objects of art, and item* for museum or archival acquisi-
having cultural, historical, or archaeologial significance; in

paragraph

(A) "approval plans™ means book selection services in
which current book titles meeting an agency"s customized speci-
fications are provided to the agency subject to the right of tne
agency to return those books that do not meet with the agency"s
approval;

(B) "archival materials"™ means the noncurrent records
of an agency that are preserved after appraisal because of their
value;

(C) "audio-visual materials" means nonbook prerecorded
materials, including records, tapes, slides, transparencies,
films, filmstrips, cassettes, videos, compact discs, laser discs,
and items that require the use of equipment to render them us-
able;

(®) "network information services”™ means a group of
resources from which cataloging information, hoi lings records,
inter- library loans, acquisitions information, and other refer-
ence resources can be obtained;

(18) contracts for the purchase of standardized examinations
licensure under AS 08;

(19) contracts for home health care and adult residential

and foster care services provided u.ader regulations adopted by the

Department of Health and Social Services;

SB 417
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(20) contracts for supplies or services for research
projects funded by money received from the federal government or
private grants; or

(21) guest speakers or performers for an educational or
cultural activity.

* Sec. 9. AS 37.05.540(d) is amended to read:

(d) The State Investment Board [DEPARTMENT OF REVENUE] shall
manage and invest assets of the budget reserve fund in the manner set
out for the management and investment of the assets of the general
fund under AS 37.10.070. Income from investment of the budget reserve
fund may be appropriated to the fund each year by law.

* Sec. 10. AS 37.10.070 is amended to read:

Sec. 37.10.070. INVESTMENT OF RESIDUAL MONEY. () The board
[COMMISSIONER] shall invest, as set out in AS 37.10.071, the money in
the state treasury above an amount sufficient to meet immediate expen—
diture needs. In managing the invested assets, the board [COMMIS—
SIONER] shall

(1) consider the status of the assets and liabilities on
both a currentand a probable future basis;

(2) delenililie Ilw appropriate invotiliiicMd object Iv*N;

(3) establish investment policies to achieve the objec—
tives; and

(4) act only in regard to the best financial interests of
the state.

(b) The board [COMMISSIONER] may invest on the basis of probable
total rate of return witnout regard to the distinction between princi—
pal and income and without regard to the generation of income.

(c) In this section, "board”’means the State Investment Board

["COMMISSIONER"™ MEANS THE COMMISSIONER OF REVENUE].
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* Sec. 11. AS 37.10.071 is amended to read:

Pec. 37.10.071. INVESTMENT POWERS AND DUTIES. () In making
investments under this section, the board [COMMISSIONER OF REVENUE]
shall

(1) act as official custodian of cashand investments by
securing adequate and safe custodial facilities for them;

(2) receive all items of cash and investments;

(3) collect and deposit the principal of and income from
owned or acquired investments;

(4) invest and reinvest the assets in accordance with this
section;

(5) receive and spend appropriations to cover the cost of
the exercise of duties under this section;

(6) exercise the powers of an owner with respect to the
assets;

(7) perform all acts, not prohibited by this section,
whether or not expressly authorized, that the board [COMMISSIONER]
considers necessary or proper in administering the assets;

(8) maintain accounting records in accordance with gener-
ally accepted [INVESTMENT] accounting principles:

(9 engage an independent certified public accountant to
conduct an annual audit of the financial condition and investment
transactions;

(10) enter into and enforce contracts or agreements con—
sidered necessary, convenient, or desirable for the 1investment pur—
poses of this section; and

(11) when choosing to acquire or dispose of investments,
secure competitive national or in ernational market rates or prices,

or the equivalence of those rates or prices in the judgment of the
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board [COMMISSIONER].
(b) Under this section, the board or the board®"s [COMMISSIONER
OR THE COMMISSIONER"S] designee may

(1) delegate investment, custodial, or depository authority
on a discretionary or nondiscretionary basis to officers or employees
of the state or to independent firms, banks, or t~ust companies, by
designation through appointments, contracts, or letters or authority;

(2) acquire or dispose of investments either directly,
indirectly, or through investment pools or trusts, oy competitive or
negotiated agreements, contracts, or auctions, in public or private
markets;

(3) concentrate or diversify investments as the board
[COMMISSIONER] considers appropriate to increase the probable total
rate of return or to decrease the overall exposure to potentially
adverse market value risks;

(4) protect the market value or the rate of return of the
investments by entering into forward agreements to buy or sell assets
at a future date as a hedge against existing held assets or as a
precommitment of future cash flows;

(5) lend assets, under an agreement and for a fee, against
deposited collateral of equivalent market value;

(6) borrow assets on a short-term basis, under an agreement
and for a fee, against the deposit of collateral consisting of other
assets in order to accommodate temporary cash or investment needs;

(7) hold investments in bearer or registered form in the
name of the state, a fund, or nominees authorized by the board [COM—
MISSIONER] ;

(8) utilize consultants, advisors, custodians, investment

services, and legal counsel for assistance in investment matters on
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either a continuing or a limited-term basis and with or without
compensation;

(©)) declare records to be confidential and exempt from
AS 09.25.110 and 09.25.120 if the vrecords contain information that
discloses the particulars of the business or the affairs of a private
enterprise, investor, borrower, advisor, consultant, counsel, or
manager.

(c) In exercising investment, custodial, or depository powers or
duties under this section, the board [COMMISSIONER] shall exercise the
judgment and care under the circumstances then prevailing that an
institutional investor of ordinary professional prudence, discretion,
and intelligence exercises in managing large investments with consid—
eration for the purpose of the fund, the investment objectives, the
continuing disposition of the fund®s investments, and the probable
safety of the capital as well as the probable investment returns.

(d) In exercising investment, custodial, or depository powers or
duties under this section, the board or the board®"s [COMMISSIONER OR
A] designee [OF THE COMMISSIONER] is liable for a breach of a duty
that is assigned or delegated under this section, or under AS 14.25.-
180, AS 14.40.400(b), AS 37.10.070, AS 37.14.110(c), 37.14.160, 37.-
14.170, or AS 39.35.080. However, the board or the board"s [COMMIS—
SIONER OR THE COMMISSIONER®"S] designee is not liable for a breach of a
duty that has been delegated to another person if the delegation is
prudent under the applicable standard of prudence set out in statute
or if the duty is assigned by law to another person, except to the
extent that the board [COMMISSIONER] or designee

(¢H) knowingly participates [PARTICIPATE] in, or knowingly
undertakes to conceal, an act or omission of another person, knowing

that the act or omission is a breach of that person®"s duties under
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this chapter;

(2) by failure to comply with this section in the adminis—
tration of specific responsibilities, enables another person to commit
a breach of duty; or

(3) has knowledge of a breach of duty by another person,
unless the board [COMMISSIONER] or designee makes reasonable efforts
under the circumstances tc remedy the breach.

(e) The state shall defend and indemnify tlie board [COMMIS—
SIONER] or an officer or employee of the state against liability under
(d) of this section to the extent that the alleged act or omission was
performed in good faith and was prudent under the applicable standard
of prudence.

(f) In this section, "board™ ["COMMISSIONER OF REVENUE"™ OR
"COMMISSIONER™] means

(1) the State Investment Board [COMMISSIONER OF REVENUE]
for investments under AS 14.25.180 or AS 37.10.070; or

(2) the person or body provided by law to manage the in—
vestments, for investments not subject to AS 14.25.180 or AS 37.10.-
070.

* Sec. 12. AS 37.10 is amended by adding new sections to read:
ARTICLE 5. STATE INVESTMENT BOARD.

Sec. 37.10.210. STATE INVESTMENT BOARD. () There is estab—
lished in the Department of Revenue the State Investment Board. The
purpose of the board is to manage and invest, with the assistance of
the Department of Revenue, state funds and revenue.

(b) The board consists of nine members:

(1) two members who are members of the Teachers®™ Retirement
Board, nominated by that board and appointed by the governor;

(2) two members who are members of the Public Employees”®
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Retirement Board, nominated by that board and appointed by the
governor;

(3) the commissioner of revenue;

(4) the commissioner of administration;

(5) three public members, appointed by the governor.

(c) The public members must have recognized competence and wide,
experience in finance, investments, or other business management-
related fields. A public member may not hold another state or federal
office, position, or employment, either elective or appointive, except
as a member of the armed forces of either the United Statesor of this
state. The public members of the board shall be appointed for stag-—
gered terms of six years and may be reappointed to the board.

(d) The governor may remove a public member of the board from
office. A removal by the governor must be in writing and must state
the reason for the removal. After a member receives written notice of
removal from the governor, the member may not participate in board
business and may not be counted for purposes of establishing a quorum.

(e) A vacancy on the board shall be promptly filled in the same
manner as the seat was originally filled. An appointee to a vacancy
holds office for the balance of the unexpired term of the appointee”s
predecessor. A vacancy on the board does npt impair the authority of
a quorum of the board to exercise all the powers and perform all the
duties of the board.

(f) The board shall annually elect a chair from among 1its mem—
bers,,

(g) Five members of the board constitute a quorum for the trans—
action of business and the exercise of the powers and duties of the
board.

(h) A member of the board may receive a per diem allowance and

Al? -12- SBOAl7a



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

transportation expenses in carrying out the duties set out 1in this
chapter.

Sec. 37.10.220. POWERSAND DUTIES OF THE BOARD. (a) The board
shall

(1) hold regular and special meetings at the call of the
chair or of at least five of the members;

(2) invest and manage all state funds whose investment and
management is not specifically provided for by another law;

(3) submit long-range and quarterly investment reports to
the Legislative Budget and Audit Committee;

(4) reportto the governor and the legislature by Septem-
ber 30 of each year concerning the investment of state funds.

(b) The board may

(1) employ outside investment advisors to review investment
policies and make recommendations tc the board;

(2) establish investment policies for the funds;

(3) engage independent certified public accountants to
audit the funds for which the board 1is responsible and to report to
the board with the results of the audit;

(4) contract with external performance evaluators to review
the performance of each fund managed or invested by the board and
report to the board and to the other boards directly responsible for
the activities supported by the fund on the fund®s condition;

(5) do all acts necessary, convenient, or desirable to
carry out the powers expressly granted or necessarily implied in this
chapter.

Sec. 37.10.230. CONFLICTS OF INTEREST. (a)Members of the
board are subject to the provisions of AS 39.50.

(b) If a member of the boardor anemployee of the board ac-
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quires, owns, or controls an interest, direct or indirect, in an
entity or project in which assets under the control of the board are
invested, the member shall immediately disclose the interest to the
board. The disclosure is a matter of public record and shall be
included in the minutes of the board meeting next following the dis—
closure .

Sec. 37.10.240. REGULATIONS. The boardmay adopt regulations
under the Administrative Procedure Act (AS 44.62).

* Sec. 13. AS 37.14.110(c) is amended to read:

(c) The State Investment Board [COMMISSIONER OF REVENUE] shall
account for the fund in accordance with generally accepted accounting
principles and shall determine the net income of the fund [IN ACCOR—
DANCE WITH INVESTMENT ACCOUNTING PRINCIPLES AND] in a manner that
preserves the distinction between principal and income and that ex—
cludes capital gains or losses realized on principal. The principal
of the fund and the capital gains or losses realized on principal
shall be perpetually retained m the fund for investment purposes.

* Sec. 14. AS 37.14.140 is amended to read:

Sec. 37.14.140. UTILIZATION OF INCOME. The net income of the
fund may not be appropriated for a purpose other than the support of
the state public school program. The State Investment Board [COMMIS—
SIONER OF REVENUE] shall invest realized net income that has not been
appropriated or that has been appropriated but not expended until the
income 1is appropriated and expended.

* Sec. 15. AS 37.14.160 is amended to read:

Sec. 37.14.160. DUTIES OF THE STATE INVESTMENT BOARD[COMMIS—
SIONER OF REVENUE]. The State Investment Beard [COMMISSIONER OF
REVENUE] 1is the treasurer of the trust fund created 1in AS 37.14.110

and shall
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(¢)) exercise the powers and duties established in
AS 14.25.180(c);

(2) deposit the principal and income from investments in
separate principal and income accounts for the fund;

(3) invest and maintain accounting records that distinguish
between the principal and income of the fund;

(4) provide reports to the board established under AS 37.-
14.120 on the condition and investment performance of the fund.

’kSec. 16. AS 37.14.170 is amended to read:

Sec. 37.14.170. INVESTMENTS. The State Investment Board [COM—
MISSIONER OF REVENUE] 1is the fiduciary of the trust fund and shall
invest the fund to provide increasing net income over long-term peri—
ods to the fund"s income beneficiaries. The board [COMMISSIONER] may
invest the money in the fund on the basis of probable total rate of
return to promote the long-term generation of income. In managing the
trust fund, the board [COMMISSIONER] shall

(1) consider the status of the fund®s capital and the
income generated on both a current and a probable future basis;

(2) determine the appropriate investment objectives;

(3) establish investment policies to achieve the objec—
tives; and

(4) act only in regard to the financial interests of the
fund®s beneficiaries.

* Sec. 17. AS 37.14.200(c) 1is amended to read:

(©) The net income of the fund shall be determined by the State
Investment Board [COMMISSIONER OF REVENUE] 1in accordance with gener—
ally accepted [INVESTMENT] accounting principles. However, the board

shall preserve [AND IN A MANNER THAT PRESERVES] the distinction be—

tween principal and income.
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*

Sec. 18. AS 37.14.210 is amended to read:

Sec. 37.14.210. POWERS AND DUTIES OF THE STATE INVESTMENT BOARD
[COMMISSIONER OF REVENUE]. The State Investment Board [COMMISSIONER
OF REVENUE] 1is the fiduciary [TREASURER] of the fund and has the power
and duty to:

(1) act as official custodian of the cash and investments
belonging to the fund by securing adequate and safe custodial facil-—
ities ;

(2) receive all items of cash and investments belonging to
the fund;

(3) collect the principal and income from investments owned
or acquired by the fund and deposit the amounts in separate principal
and income accounts for the fund;

(4) invest and reinvest the assets of the fund as provided
in this section and as provided for the investment of funds under
AS 14.25.180(c) and AS 37.14.170;

(5) exercise the powers of an owner with respect to the
assets of the fund;

(6) maintain accounting records of the fund in accordance
with generally accepted [INVESTMENT] accounting principlesj however,
the board shall preserve the [AND WITH] distinction between the prin—
cipal and income accounts of the fund;

(7) engage an independent firm of certified public accoun—
tants to annually audit the financial condition of the fund"s invest—
ments and investment transactions;

(8) enter into and enforce contracts or agreements con—
sidered necessary for the investment purposes of the fund;

(9) report to the board the condition and investment per—

formance of the fund;
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(10) do all acta, whether or not expressly authorized, that
the State Investment Board [COMMISSIONER OF REVENUE] considers neces—
sary or proper in administering the assets of the fund.

* Sec. 19. AS 39.30.095(d) is amended to read:

(d) If the commissioner of administration determines that there
is more money in the fund than the amount needed to pay premiums or
benefits for the current fiscal year, the surplus, or so much of it as
the commissioner of administration considers advisable, may be 1in—
vested by the State Investment Board [COMMISSIONER OF REVENUE] in the
same manner as retirement funds are invested under AS 14.25.180.

* Sec. 20. AS 39.30 is amended by (. iing a new section to read:

Sec. 39.30.175. INVESTMENT OF BENEFIT PROGRAM RECEIPTS. The
State Investment Board is the fiduciary of the receipts of the employ—
ee benefits program established under AS 39.30.150 - 39.30.180 and has
the same powers and duties concerning the management and investment in
regard to those receipts as are provided under AS 14.25.180.

* Sec. 21. AS 39.35.020 is amended to read:

Sec. 39.35.020. ADMINISTRATION. The commissioner of administra—
tion is responsible for the administration of the system and for
carrying out this chapter. In addition the commissioner shall

(1) maintain the accounts of the system;

(2) make payments for the various purposes specified;

(3) submit periodic reports or statements of account that
are needed;

(4) issue a statement of account to an employee requesting
it showing the amount of the employee®s contributions to the system;

(5) as soon as possible after the <close of each fiscal
year, and not later than six months after the <close of each fiscal

year, send to the governor, the legislature, and the board an annual
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statement on the operations of the system containing;

(A) a balance sheet;

(B) a statement of income and expenditures tor the
year;

(C) a report on an actuarial valuation of 1its assets
and liabilities;

(D) a summary of assets held in the pension fund
listed by the categories of investment, as provided by the State
Investment Board [COMMISSIONER OF REVENUE];

(E) other statistical financial data that are neces—
sary for a proper understanding of the financial condition of the
system and the result of its operations;

(6)establish a public employees retirement trust fund in
which the assets of the system shall be deposite " *nd held;

@) engage an independent certified public accountant to
conduct an annual audit of the system"s accounts and the annual report
of the system®s financial condition and activity;

(8) report to the board concerning the condition and admin—
istration of the system and distribute the report to the members of
the system.

* Sec. 22. AS 39.35.080 is amended to read:

Sec. 39.35.080. DUTIES OF THE STATE INVESTMENT BOARD [COMMIS—
SIONER OF REVENUE]. The State Investment Board [COMMISSIONER OF
REVENUE] 1is the [TREASURER OF THE SYSTEM AND THE] fiduciary of the
fund. The board [COMMISSIONER] has the same powers and duties estab—
lished under this chapter in regard to the fund as are provided in
AS 14.25.035(d) and 14.25.180.

* Sec. 23. AS 39.45.030(a) is amended to read:

(@) The State Investment Board [ADMINISTRATOR OF THE  STATE OR
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POLITICAL SUBDIVISION DEFERRED COMPENSATION PROGRAM] is authorized,
subject to contracts with individual employees, to invest the funds
held under a deferred compensation program in
(1) fixed and variable life insurance and annuity contracts
or other contracts issued by life insurance companies;
(2) shares of or deposits in insured state or federal
chartered credit unions in the state;
(3) shares of or deposits in insured state or federal
chartered savings and loan associations in the state;
(4) deposits in insured mutual savings banks in the state;
(5) deposits in insured state and national banks in the
state; and
(6) multi-employer trusts established for investment of
deferred compensation assets of state and local governments.
* Sec.24. AS 39.50.200(b) 1is amended by adding a new paragraph tc
read:
(50) State Investment Board (AS 37.10.210).
* Sec. 25. AS 43.23.015(e) is amended to read:

(e) If a public agency claims a permanent fund dividend on
behalf of an individual, the public agency shall hold the dividend in
trust for the individual. Money held in trust under this subsection
shall be invested by the State Investment Board under [COMMISSIONER IN
ACCORDANCE WITH] AS 37.10.070.

* Sec. 26. AS 43.23.045(a) is amended to read:

() The dividend fund is established as a separate fund in the
state treasury. The dividend fund shall be adminism.~“ by the com—
missioner and shall be invested by the State Investment Board [COMMIS—
SIONER] in the same manner as provided in AS 37.10.070.

* Sec. 27. AS 44.25.020 is amended to read:
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Sec. 44.25.020. DUTIES OF DEPARTMENT. The Department of Revenje
shall

(1) enforce the tax laws of the state;

(2) collect, account for, and have custody of [, [INVEST,
AND MANAGE] all state funds and all revenues of the state except
revenues incidental to a program of licensing and regulation carried
on by another state department;

(3) register cattle brands;

(4) supply necessary clerical and administrative services
for the Alcoholic Beverage Control Board and the State Investment
Board; and

(5) implement the investment and management policies and
directives of the State Investment Board [INVEST AND MANAGE THE BAL-—
ANCE OF THE POWER DEVELOPMENT FUND IN ACCORDANCE WITH AS 44.83.386].
Sec. 28. AS 44.83.386 is amended to read:

Sec. 44.83.386. INVESTMENT OF FUND. The State Investment Board
[DEPARTMENT OF REVENUE] shall invest the money in the fund 1in accor—
dance with AS 37.10.070, 37.10.071, and 37.10.075. The board [DEPART—
MENT OF REVENUE] shall provide money in the fund to the authority only
after costs have been incurred or amounts in the fund have been other—
wise obligated under contracts for the acquisition and construction of
a project. Amounts that have been obligated, but for which costs have
not yet been incurred, may be segregated by the Department of Revenue
or transferred to the authority only with the prior approval or agree—
ment of the commissioner of revenue. Income received on money that is
segregated or transferred under this section must be deposited in the

general fund.

* Sec. 29. AS 46.11.050(b) is amended to read:

(b) A [AFTER DECEMBER 31, 1980, A] financial institution that
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