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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of February 2B, 1993

<My GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
fa Dedicatad Inflation- Distributions Reserves
FYBegin  Appro- Slate inflalion- FYEnd Proofing Net Inflation- Per Capita General Add  FYEnd
jfl FY  Balance priations Revenues* Proofing  Balance Shortfall Income Proofing Dividends Dividends  Fund (Delete) Balance
«] T 0 4 L7 2 1
8i 19 A 84 139 8 7
Pj & 139 344 483 R 12 12
H 8 483 900 385 1,769 150 28 28 39 sa
flj & 1,769 800 400 2,969 368 7t $1,000.00 71 185 244
~s2 2,969 400 21 231 4,021 471 21 108  $386.15 110 110 354
H & 4,021 300 366 151 4,638 530 151 175 $33129 203 557
v 5 4,938 300 368 235 5741 658 235 217 $404.00 208 763
S 5741 323 21B 6,281 1021 216 303  $556.26 501 1,264
3 6,281 1,264 " 170 148 7,864 1,069 148 1 $708,19 529 529
[u 7,864 418 303 8,585 789 303 424 $826,93 62 501
zj "® 8,585 228 360 9,173 8638 360 480  $873.16 4 44 635
ricj lo 9173 267 454 9,894 916 454 487  $952.63 4 (30) 605
a 98% 435 559 10,888 1,030 559 489  $931.34 4 (24) 531
SQ R 10.888 338 477 11,703 1,036 477 438  $91584 5 64 645
rjl 93 11,703 300 361 12,365 1,129 361 485 $861.00 5 278 923
IT 12,365 252 568 13,184 1,132 568 491 $850.00 74 9%
13184 257 605 14,046 1.208 605 458  $771.00 145 1141
oe 14,048 272 644 14,983 1,294 644 416  $681.00 21 1X72
14,963 260 685 15,908 1,390 685 383  $604XQ 322 1,694
15,308 250 970 17,128 1671 970 338 $514.00 363 2,057
17,128 237 1,042 18,407 1,819 1,042 361  $637.00 417 2473
18,407 29 1,118 19,744 1,978 1118 388  $566.00 473 2,943
19,744 203 1,197 21,144 2,143 1,197 420 $601.00 532 3478
21,144 192 1,280 22,616 2,329 1,280 456  S641.00 594 4071
22,616 178 1,368 24,161 2,523 1,368 503  $607.00 652 4724
24,161 165 1,460 25,785 2,730 1,460 555  $755.00 715 5439
25,785 149 1,556 27,490 2,950 1,556 611  $016.00 782 6221
27,490 132 1,657 29,279 3,183 1,857 672  $388.00 854 7,076
29,279 117 1,764 31,160 3432 ,, 764 736 $957.00 31 8,007
M i 31,160 107 1,876 33,143 3,696 1,876 806 $1,032410 1014 921
33,143 97 1,994 35,234 3978 1,994 831 $1,111X0 1,103 10124
mm 35,234 89 2.119 37,443 4,279 2119 962 $1,198X0 1198 11322
H Cumulative Totals Projsetad
m [For FY 1993- 2010: 3,477 22.263 o 42.B69 22463 99241 $14,079 5
REALIZED RATE OF RETURN ASSUMPTIONS; ' Department ot Revonuo Spring 1993 Lnw-Case Revenue Forecast
"* Eamlngs rowrvo appropriated to Fund principal by the Legislature July 1,1987.
Nominal Inflation Real *" Based on capital marital assumptions adopted trythe Trustees in March 1992.
rms------—-- 8,70% 3.01% 5.78% —Dmemmmeneen
FY 9497 8.10% 4.50% 3.60%

FY98-2010: 9.00% 0.00% *00% SENATE BILL NO. 170

BoowvwonrwnroB88988R 8B SRSSBIRRXIBRIII L
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of February 28,1993

GROWTH OF FUND PRINCIPAL

Dedicated
FY Begin Appro- State Inflation-
FYI Balance prlatlona Revenues* Proofing
78 0 54 54
73 54 B4 139
80 139 344 483
a 483 900 385 1,769
& 1,769 800 400 2,969
3 2.969 400 421 231 4,021
84 4,021 300 366 151 4,838
35 4,838 300 368 235 5,741
86 5741 323 216 6,281
"87 6,281 1,264 "' 170 148 7,864
J k7864 418 303 8,585
8,585 228 360 9,173
90 9,173 267 454 9,894
a 9,894 435 559 10,888
R 10,388 338 477 11,703
93 11,703 300 361 12,365
12,365 252 505 13,121
13,121 257 535 13,913
13,913 272 567 14,753
14,753 260 601 15,614
15,614 250 635 16,498
16,498 237 669 17,405
17,405 219 705 18,329
18,329 203 741 19,274
19,274 192 779 20,244
20,244 176 817 21,239
21,239 165 656 22,260
22,260 149 896 23,305
23,305 132 938 24,374
24,374 117 980 25,471
25471 107 1,023 26,601
26,601 97 1,068 27,766
27,766 69 1,114 28,969
Cumulative Totals Projected
For FY 1993-2010: 3,477 13,789
REALIZED RATE OF RETURN ASSUMPTIONS:
Nominal Inflation Real
m r -~ am - 3.0i%— H f
FY 94« 97: 800% 4.00% 4.00%
FY 98-2010: 8.00% 4.00% 4.00%

FY End Proofing
Balance Shortfall

FAX NO. 9074632565 P. 06
N
USE OF FUND INCOME
D istributions Reserves
Net Inflation- General Add FYEnd
Income  Dividends Proofing Fund (Delete) Balance
2 1
3 7
32 12 12
150 28 28 59 59
368 71 71 185 244
471 108 231 110 110 354
530 175 151 203 557
658 217 235 206 763
1,021 303 216 501 1,264 M
1,069 391 148 529 529
789 424 303 62 591
8GB 460 360 4 44 635
916 487 454 4 (30) 605
1,030 489 559 4 (24) 591
1.036 489 477 S 64 645
1,129 323 361 5 240 865
1,116 549 505 61 946
1,183 577 535 71 1,017
1,256 600 567 88 1,105
1,332 632 601 100 1,205
1,412 661 635 116 1,321
1,495 701 669 124 1,446
1,580 743 705 132 1,578
1,667 786 741 140 1,718
1,757 831 779 148 1,866
1,850 87/ 817 156 2,022
1,945 924 856 165 2,187
2,044 973 896 175 2,362
2,144 1,023 936 184 2,546
2,248 1,074 980 194 2,740
2,355 1,127 1,023 205 2,545
2,466 1,182 1,068 216 3,161
2,581 1,239 1,114 228 3,390
31,560 15,021 13,789 5

*Department of Revenue Spring 1993 Low-Casa Revenue Forecast.
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«* Earnings rosorvo appropriated lo Fund principal by the Legislature July 1,128/.

STATUS QUO BUT ASSUMES AN 8% RATE OF RETURN
AND A 4% RATE OF INFLATION FOR ALL FISCAL YEARS AFTERFY S|
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Alaska Permanent Fund Corporation

financial projections
(in millions)

as of February 28,1993

o

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FYBegin  Appro* State Inflation- FYEnd Proofing Net Inflation- Per Capita General Add  FYEnd
Fy Balance orialions Revenues' Proofing Balanca Shortfall Income Proofing Dividends Dividends Fund (Delate) Balanca FY
78 0 54 54 2 1 76
I 5 84 133 8 7 79
80 139 344 483 32 12 12 80
8L 483 900 385 1,769 150 28 28 59 5% 8
82 1,769 800 400 2,969 368 71 31,000.00 71 185 244 8
8 2.969 400 421 21 4,021 471 231 108 $266.15 110 110 3B 8
84 4,021 300 368 151 4,838 530 151 175 833109 703 57 84
as 4,838 300 368 235 5,741 658 235 217  $404.00 206 763 85
A 5741 323 216 6,281 1,021 216 303  $556.26 501 1264 " 86
6,281 1,264 " 170 148 7,864 1,069 148 391 $700.19 529 529 8
Q 7,864 418 303 8,585 789 303 424 $826.93 62 501 &
89 8,685 22b 360 9173 88 360 40  $873.16 4 44 635 &
Q0 9,173 267 454 9,89 916 454 487  $952.63 4 (30) 605 D
of 9,894 435 559 10,988 1,030 559 489  $931,34 4 (24) 58 9
R 10,588 338 477 11,703 1.036 477 488  $915.64 5 64 645 R
93 11,703 300 361 12,365 1,129 361 485 $861.00 5 278 923 93
A 12,365 252 505 13121 1,118 505 496  $859.00 117 1,040 %
9% 13121 257 535 13,013 1,101 535 469  $790.00 187 1227 %
8? 12,913 272 567 14,753 1,273 567 <35 $710.00 21 1498 %
97 14,753 260 601 15,614 1,365 601 406  $643.00 359 185 97
68 15,614 250 635 16,498 1,446 635 375 $575.00 <57 2013 0B
*¢] 16,498 237 669 17,405 1578 669 406  $611.00 502 2615 9
~0 17,405 219 705 18,329 1,694 705 41 $651.00 548 3063 0
1 18,329 203 741 19,274 1,816 741 460  $694.00 505 399 1
2 19,274 197. 779 20,244 1,944 779 522  $741/0 844 4,602 3
a 20244 178 817 21,239 2,078 817 567  $79100 694 5006 3
4 21,239 165 856 22,260 2,218 856 615  $84200 748 6,044 4
5 22080 149 8% 23,305 2,365 8% 666  $89500 804 6048 5
if 23005 132 938 24,374 2,518 838 718  $951.00 83 7,710 6
- 24,374 117 980 25471 2,679 980 774 $1,008.00 925 8635 f
a 25471 107 1,023 26,601 2,847 1,023 833 $1,06800 991 9628 ' a
9 26,601 97 1,068 27,766 3,023 1,068 895 $1,130.00 1,060 10,686 9
10 27,765 89 1,114 28.969 3,208 1,114 961 $1,195.00 1133 11018 10
Cumulative Totals Projected
For FY 1993 - 2010: 3,477 13,789 35,509 13.789 10,541 S15,015 5
REALIZED RATE OF RETURN ASSUMPTIONS: Dgartet qRea1eSrry19BLo/ CeaRanaLe Faeest
" Earnings reserve appropriated to Fund principal by the Legislator* July 1,1007.
Nominal Inflation Real
tm 1 8.79% 3.01% 4.76%
FY94-97: 8.00% 4.00% 4.00% StuATE BILL NO. 170, BUT ASSUMES AN «% RATE OF RETURN AND

FY 98 - 2010: 8.00% 4.00% 4.00% A4% RATE OF INFLATION FOR ALL FISCAL YEARS AFfER FY M.



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of November 30.1993

GROWTH OF FUND PRE'JCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributioiife Reserves
FY Begin  Appro- State Inflation- EYEnd Proofing list Inflation- Per Capila General Add  FYEnd
Fy Balance priations Revenues’ Proofing Balance Shortfall Income Proofing Dividends Dividends Fund (Delete) Bnlanco FY
78 0 54 54 2 1 78
79 54 84 139 8 7 79
80 139 — 344 483 32 12 12 60
Jv 423 900 385 1,769 150 28 28 59 59 8P
32 1,769 800 400 2,959 368 71 91,000.00 It 185 244 62
03 2.83S 400 421 231 4,021 471 231 108  5380.15 110 110 354 83
84 4,021 300 366 161 4,838 530 151 175  $331.29 203 557 84
65 4,836 300 358 235 5,741 658 235 217 9404.00 206 763 85
66 5741 323 216 6,281 1,021 216 303  9556.26 501 1.260 ** 86
87 6,281 1,784 - 170 148 7,64 1.039 146 391 9708.19 529 529 87
88i 7,864 418 303 8,585 76S 303 424 9826.93 62 591 881
69 8,535 228 360 S,173 868 360 450 9873.16 4 14 635 89
90 9,175 267 454 9,934 916 454 437  9952.63 4 (30) 605 50
01 9.654 435 559 10,888 1,030 559 489  $931.34 4 (24) 681 91
62 10,556 336 477 11,703 1,036 477 488  9915.84 5 64 645 92
93 11,703 5« 315 382 12,385 1,226 302 522  9949.48 5 320 565 93
94 12,385 5 209 376 12,975 1,051 376 553 S964.00 5 122 1,087 9%
65 12.975 6 209 520 13,770 1,702 s*o 581  9985.00 585 1,087 05
9% 13,720 9 214 558 14,500 1,792 £53 602 $1,002.00 623 1,087 95
| f 14,500 10 221 529 15,320 I 1,606 589 629 $1,022.00 658 1.067 57
iL 15,320 10 230 622 16,183 1,995 622 544 51,022.00 709 1.087 96
16,133 11 222 657 17,073 2,069 657 663 91,060.00 738 1.087 99
0 17,073 12 204 692 17,980 2,184 652 717 91,089.00 774 1.087 0
i 17,980 13 169 727 16,999 2,302 727 753 91,117.00 809 1.087 1
2 18,905 14 177 764 18,864 2,413 764 790 $1,147.00 646 1,087 2
3 19.664 15 165 802 20,846 2,577 9G2 826 $1,176.00 883 1.067 3
4 20.845 16 155 641 21.656 2,4« 841 857 91,208.00 921 1,067 4
“1 21.655 17 139 881 22,892 2,765 861 807 91,239.00 9G0 1,087 5
~6 22.802 16 126 922 23,958 2,5e9 922 948 $1,772.00 1,001 1,087 6
7 23,956 20 115 984 25,056 3,016 964 991 S1,305.00 1,04? 1.007 7
25,056 21 106 1.007 26.191 3,146 1,007 1.034 91,338,00 1.085 1,087 8'
_9i 26,191 23 96 1,052 27,363 3,263 1,052 1,076 91,372.00 1,129 1,087 9
Ha 27.363 24 90 1.059 23,577 3.424 1.059 1.125 91,408.00 1.175 1,027 10
Cumulative Totals Projected
For FY 1904 -2010: 2.777 13,079 41,120 13.079 13.726 S19.732 13.944
REALIZED RATE OPRETURN ASSUMPTIONS™® Opj°ST.en! 0" Scevermv Rt 1533 Lov.*Gass?Haveoue Fages”.
" Eai.v.js ;eservt apptopniilM "acu:.d pf;0C;pat Oy Ih» Legislature Jjly 1 196:
Nomira! ifHIN _RGi Vant*eredp nc.pai Ic~ eaming* retfrve aeecu.n per AS 37 12 145,3;
0 9l “ « t5%T " 3’ cjjsta r.d'Kei a*',vfn;:.*ns anvpiei oy 'ne Trustee: in Apr* 1993
FY 95 «98; x=< 1 35 aWwi. 7n SCNATt Eli,' “70, RUT ASSUMES A 1*.32% HATE OF RETURN AND 4t, INFLATION

FY 95 -2010: 11.33V 733V AHLR FY 1994, AND A It REMAINING EARNINGS TO GENERAL fUNC



Alaska Permanent Fund Corporation

P.O. Box 25500 Juneau, Alaska 99802-5500
(907) <165-2047

January 13, 1994

Senator Randy F.iillips

Legislative Budget & Audit Committee, Chairman
State Capitol Building, Room 103

Juneau, AK 99801-1182

Dear Senator Phillips:

Thank you for providing us with Ibbotson’s report on the asset allocation of the Alaska
Permanent Fund Corporation (APFC). We are pleased to provide this initial response
to the report. Communication on this issue will continue as the board commences its
annual review of APFC's asset allocation at the February 3 meeting in Juneau.

Since April 1993, the APFC has been involved with a significant portfolio restructuring
program under the direction of the Board of Trustees. Upon completion, the APFC will
place significantly less emphasis on passive investment and more on active
management of the equity securities portfolio. This program has been undertaken with
our investment consultant, Callan Associates, Inc. (Callan), providing
recommendations and advice at each step of the program. Once completed, a number
of the issues mentioned in the Ibbotson Associates Asset Allocation study will have

been addressed.
After reading the Ibbotson report, Callan made the following observations:

1. Recent performance has been good because the board and staff have done a good
job of adopting sound strategic allocation policies and employing good managers.

2. Movement toward current strategic targets at an accelerated pace may be
particularly important since much of the strong performance over the past several
years is attributable to extraordinary bond returns which are unlikely to continue
given the current low level of interest rates. Obviously, we all agree with this



January 13, 1994
Senator Randy Phillips
Page 2

assessment and you, through significant funding of global portfolios in recent
months, have already essentially reached the strategic target allocations.

3. Diversification within the domestic equity portfolio could be improved with a
greater commitment to the small and mid-cap sector. Callan shares this view and
your staff recognizes the under-representation in this area and plans to address it
through the hiring of two small/mid-cap domestic equity managers in the first half

of 1994.

4. Diversification within the fixed-income portfolio could be improved with explicit
allocations to major segments such as mortgages. As discussed at length at our
recent meeting, the effects of statutory limitations on fixed-income management
must be carefully considered. The use of derivative securities, lower-rated bonds
and non-US$ denominated bonds are all influenced by current (statutory)
restrictions. In addition, managing liquidity to meet annual dividend requirements
is increasingly affecting the fixed-income portfolio. Nonetheless, broader
diversification of the fixed-income effort warrants further discussion and already
has been scheduled for the upcoming board meeting. As an aside, | was pleased to
see that Ibbotson recognized the fee savings and good performance that has been
achieved to date. Italso is important to note that at least over the past several years
an allocation to mortgages would have hindered performance.

5. Ibbotson's expected equity returns are extraordinarily high relative to the firm's
expected bond returns. While I sincerely hope that they are correct, the very large
premiums and the high absolute levels may result in an underestimation of near-
term risk associated with more aggressive strategies. Relatedly, we, staff and the
board have all acknowledged that heavier equity commitment would result in
greater expected returns over the long run but we all also recognize that shorter-
term consistency in returns is particularly important tq the Fund since the annual
dividend is potentially at issue. Finally, it is important to note that the "aggressive™
alternative suggested results in full utilization of the statutory equity maximum of
50%.

6. Ibbotson very clearly advises that the board control asset allocation at a more micro
level t an it has | the past. Specially, the study advises that the board set specific
allocations within the fixed-income and domestic equity areas and make extensive
use of specialists in the international area. The directions suggested are contrary to
the board's movement toward providing less restrictive guidelines to its managers,
particularly the global managers. 1 think that this is an important issue that already
has been discussed at length during 1993 and warrants continued close monitoring



January 13, 1994
Senator Randy Phillips
Page 3

and review as we gain experience with the current structure. iMy current view is
that the board's basic asset allocation plan, while theoretically vulnerable to the
actions of the managers, will not be adversely affected. Each manager has indicated
that it is highly unlikely that they would make sudden dramatic shifts from domestic
to international portfolios. We, therefore, will be able to identify any potential
problem before it undermines the program. You are continuing to use some
specialists internationally and are planning to add specialists in domestic mid-cap
securities. In sum, Ibbotson's management structure comments are important and |
agree that the structure, particularly the domestic structure, should be on the board's
agenda for 1994.

The staff of the APFC agree with Callan's remarks. Should the Legislative Budget &
Audit Committee (LB&A) like to discuss in greater detail these conclusions, we
recommend that myself and a representative of Callan Associates, Inc. be invited to
appear before the Committee. The APFC would be pleased to make die necessary
arrangements.

We would like to express our appreciation for LB&A's efforts and those of Ibbotson in
conducting this review. Itis always helpful to receive more than one independent view
of this most important subject of asset allocation. In addition, we would be pleased to
have Ibbotson present their report to die Board of Trustees at its meeting on February 3,
1994 at the APFC offices in Juneau.

Sincerely,

Executive Director



&latfea g>tate Senate

Senator Steve Rieger State Capitol
Distrct | Room 516
luneau. Alaska 99801
< om ro, 1907) 465-3879

S nate Finance Comm|ttee
a|r Senqt% Health. Educatlon
ocill Services Committee
VlceC alr. Senate Rules Committee
Vice Chair, Senate Libor and
Commerce Committee

PERMANENT FUND PROJECTIONS:

The attached projections from the Alaska Permanent Fund
Corporation show the effect of different earnings assumptions on the size of
the Permanent Fund, as well as the amount of each year's earnings and
transfers to the dividend fund, through the Year 2000. It should be pointed
out that these forecasts are still in a nominal-earnings format, even though
they are correctly calculated as if SB 170 is in effect.

Most of the forecasts provided by the Permanent Fund Corporation are
based on recent investment performance and long-standing assumptions
which the Corporation has used regarding nominal earnings and inflation.
The forecasts were also done under two different assumptions: in one case
the amount of real earnings which are not paid out in dividends is invested
in the PFER; in the other case the amount not paid out is transferred to the
general fund.

At my request, the Permanent Fund Corporation also did three
additional runs, which reflect the higher earnings assumptions suggested in
the Ibbotson Associates’ report (enclosed). The Ibbotson report was
commissioned by the Legislative Budget & Audit Committee late last year
and received in January 1994. This report shows the expected average annual
return (9.33%) on the Permanent Fund once the Permanent Fund reaches its
target portfolio, which is higher-yielding than its present portfolio because of
a greater amount of assets invested in higher-yielding securities. The report
also suggests two different asset allocations, which yield higher returns of
10.31% and 11.33% respectively. It should be pointed out that these returns
are from Ibbotson, and not necessarily agreed to by the Permanent Fund
Corporation.



Alaska Permanent Fund Corporation

P.O. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

MEMORANDUM

DATE:  January 20 194
TO: e Senator Steve Reiger

FROM: Jim KeIIP]/ N _
Research s Liaison Officer

SUBJECT: Analysis of Senate Bill No. 170

Per your request, the Alaska Permanent Fund Corporation has updated
our previous analysis of Senate Bill No. 170 Please note, however, that
there are eight financial prO{_ectlons attached as part of this analysis as
well as a ccl)\Py of the population projections used to calculate per ca{ma
dividends. Note: The model takes the July 1population numbers (with a
one-year lag to allow for the onje%sar residency. requirementj—then
multiplies by 0 percent (Iba_sed on 19EP actual experience) to arrive at an
approximation of future eligible Permanent Fund dividend applicants.

The additional financial projections are included to provide a more
complete perspective on the passible outcomes of passage of SB 170

Four Variations on the Status Quo

Financial Proiection #1: This is the status quo case (with per capita
dividends) as of November 30, 1993 It é)rowdes the benchmark against
which to compare and contrast any changes to current law.

Financial Projection #2 This is the same as the status quo case.except
this projection “assumes for all years after fiscal 1994 that all income
&eerﬂg}r;\nlgu ﬁéter dividends and inflation-proofing is appropriated to the



Senator Reiger
January 20, 1994
Page 2

Financjal Projection #3. This is the same as the status quo case
(J%gnmal Projection #1) except the rate of return for all years after fiscal
IS 837 pércent and the inflation rate Is 4 percent.

Financial Projection #4: This is the same as Financial Projection #%J
that Is, the rate”of return for all years after fiscal 19941s 837 percent an
the inflation rate is 4 percent, but it also assumes that all income
remaining after dividends and inflation-proofing is appropriated to the

General Fund.

Four Variations on Senate Bill No. 170

Financial Projection #5: This is the_projection based on SB 170 as
written (assuming an effective date of July” 1 1994), which makes the
following char]?es to the status guo: (1) inflation-proofing is treated as a
return of capital to Fund. principal and Is gilven first priority over any
other use of what has historically been called net income; *(2) a new
accounting treatment for Fund,income is established: "real income™, which
equals net' income minus inflation-proofing; and (3) real income is used to
compute each Year's dividend distribution - except during a transitional
period in fiscal years %B-P in which net income Is used instead of real
Income for the yéars in which real income was not calculated.

Financial Projection #6. This is the same as Financial Projection #5'
exce?t that [ike Financial Projection #2 this projection assumes for al
years after fiscal 1994 that all income remaining after dividends and

inflation-proofing is appropriated to the General Fund.

Financial Projection #7:_ This is the same as Financial Projection #5,
except that like Financial Projection #3, this projection assumes that the
rafe of return for all nyears after fiscal IS 837 percent and the
Inflation rate is 4 perceri.

Financial Projection #8: This is the same as Financial Pro&tion Ho,
that is, SB 1/0with a rate of return for all years, after fiscal of 83/
percent and an inflation, rate of 4 percent, but it also assumes that all

Income remaining after dividends and inflation-proofing Is appropriated to
{he General Fund proofing Is approp



Senator Reiger
January 20, 1994
Page 3

For Your Information: These projections are based on a certain set of
basic assmnptiors; the numbers shown _on these sheets would change if
different. assumptions were used, The assumptions used in" the
preparation of each projection are listed at the bottom of each projection
sheet, and explained herein.

It is. the Corporation's policy to use conservative assumptions wherever
Possmle. Thus, the Fund's long-term rate of return is projected to averagle
hree percent per year after inflation; long-term inflation is prgﬂec_ted 0
average six percerit per year; and the assumptions for future dedicated
State "oil revenues are taken from the Department of Revenue's most
recent "low-case™ forecast. The population assumptions used in the
computation of future per capita dividend payments. are derived from the
Middle Series of the Department of Labor's “Population Projections™ dated

November 1991
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS.

(in millions)

as of November 30,1993

GROWTH OF FUND PRINCIPAL

| FY Begin
FY| Balance
78 0
79 54
80 139
3l 483
82 1,769
83 2,969
34 4,021
35 4,838
8G 5741
87 6,281
88 7,864
89 8,585
90 9,173
91 9,894
92 10,888
93 11.703
u 1235
95 12,975
93 13,717
97 14,493
98 15,308
99 16,166
0 17,375
1 18,633
2 19,961
3 21,351
4 22,812
5 24,348
6 25,962
7 27,658
8 29,445
9 31,320

=
o

FY 94::/

Cumulatie-Totals Projected’??
FOrEYIt994*20tD™ .-

FY95-98:"”

FYEnd
Balance
54

139
483
1,769
2,969
4,021
4,838
5,741
6281
7,864
8,585
9,173
9,894
10.888
11,703
12.385

1296

13,717
14,493
15,308
16,166
17,375
18,638
19,961
21251
22,812
24,348
25,962
27,658
29,445
31,320
32,972
34.696

Real
4.73%
4.37%
3.00%

Dedicated
Appro- State Inflation-
oriations  Revenues*  Proofing
54
84
344
900 385
800 400
400 421 231
300 366 151
300 368 235
323 216
1,264 170 148
418 303
228 360
267 454
435 559
338 477
5 ok 315 362
5 2 £r? 376
5 209 528
5 214 557
5 221 589
6 230 622
4 222 984
4 204 1,055
4 189 1,130
4 177 1209
5 165 1291
5 153 1378
5 139 1,470
5 126 1,566
5 115 1,667
5 106 1,763
5 98 1,549
6 90 1,629
1 _II V
'ETZZBMSSISav.. %
REALIZED RATE OF RETURN ASSUMPTIONS:
Nominal Inflation
7.71% 2.98%
8.37% 4.00%
9.00% 5.00%

FY99 - 2010L

Inflation-
Proofing Net
Shortfall Income
2
8
32
150
368
471
530
658
1,021
1,069
789
868
916
1,030
1,036
1226

10l

1,238

1,314

1,393

1,478

1,690

1,799

1,912

2,027

2,146

2269

2296

2228

2,665

10 2,808
336 2,956
355 3.112

02 34792

*Department of Revenue Fall 1993 Low-Case Revenue Forecast.
" Earnings reserve appropnated to Fund principal by trie Legislature July 1,1907.

Per Capita  Inflation-
Dividends Dividends  Proofing
12
28
71 $1,000.00
108  S386.1S 231
175  $331.29 151
217  $404.00 235
303  $55626 216
391 5708.19 148
424 $826.93 303
460 $873.16 360
487  5952.63 454
489  $931.34 559
488  $915.84 477
532  $949.48 362
.. 563-396400, 3B
587 $1,001.00 528
517 51,028.00 557
654 $1,065.00 589
681 S1,084.00 622
747 $1,165.00 984
806 51230.00 1,055
869 $1297.00 1,130
935 $1,368.00 1,209
1,005 $1,441.00 1,291
1,066 $1,498.00 1,378
1,129 $1255.00 1,470
1,193 $1,614.00 1,566
1260 $1,675.00 1,667
1,330 $1,736.00 1,763
1,402 $1,799.00 1,549
1,477 $1,86@00 1.629
16,312i$23,:388\ 19350~

USE OF FUND

D istributions

INCOME

General
Fund

1

7

12

28

71

110

7RSI NN NN

Reserves

Add FYEnd
(Delete) Balance FY
78
79
80
59 59 31
185 244 82
110 354 83
203 557 84
206 763 85
501 1,264 ” 86
529 529 87
62 591 88
44 635 89
(30) 605 0
(24) 581 91
64 645 92
320 965 93
127 . 1092- A
*118 1,211 95
134 1,345 96
145 1,489 97
169 1,659 98
(44) 1,615 99
(66) 1,549 0
(91) 1,458 1
(121) 1,337 2
(155) 1,182 3
(180) 1,002 4
(207) 794 5
(236) 558 6
(267) 291 7
(291) 8
9
% 10

Transferred to principal from earnings reserve account per AS 37.13.145(d).
«"* Based on capital market assumptions adopted by the Trustees in Apnl 1993.

STATUS QUOWTHPER CAPITA DIMDENDS
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of November 30,1993

GROWTH OF FUND PRINCIPAL

FY Begin
3alance
0

54

139

483
1,769
2,969
4,021
4,838
5741
6,281
7,864
8,585
9,173
9,894
10,888
11,703

12,385

12,975
13,717
14,493
15,308
16,166
17,375
18,638
19,961
21,351
22,812
24,348
25,925
27,344
28321
30360
31365

Appro-

oriations

900
800

12647

covomoouuoadAprAphoooiol 9 G

Dedicated
State
Revenues’
54
84
344
385
400
i1
366
368 *
323
170
418
228
267

338
315

209"

209
214
221
230
222
204
189
177
165
153
139
126
115
106

98

90

CumulativeTotalsProjected-

FonfcYif994~20tfe:.

REAUZED RATE OF RETURN ASSUMPTIONS:

FY94rr
FY95-98r"~

FY99r20i0:." *

-rTv2jZ77ZK?.

Nominal

7.71%
8.37%
9.00%

Inflation- FYEnd

Proofing Balance

54

139

483

1,769

2,969

21 4,021

151 4,838

235 5741

216 6,281

148 7,864

303 8,585

360 9,173

454 9,894

559 10,888

477 11,703

362 12.385
37&%$S12;975¢£

528 13,717

557 14,493

589 15,308

622 16,166

984 17,375

1,055 18,638

1,130 19,961

1,209 21,351

1,201 22,812

1,378 24,348

1,433 25,925

1,288 27,344

1,356 28,821

1,427 30,360

1,502 31,965

1,579 33,640

Inflation Real

2.98% 4.73%

4.00% 4.37%

6.00% 3.00%

Inflation-

Proofing
Shortfall

37
275

EEER

Ne:
m''come
2
8
32
150
368
471
530
658
1,021
1,069
789
868
916
1,030
1,036
1.225
1,061:-.
1-238
1,303
1371
1443
1,637
1,742
1851
1,963
2,078
2,198
2321
2,449
2,583
2,721
2,866
3.017

33;843-f

" Department of Revenue Fall 1993 low-Case Revenue Forecast.
"* Earnings reserve appropriated to Fund principal by the Legislature July 1.1987.

Dividends

532
.553

587
616
651
674
724
787
845
907
974
1,032
1,093
1156
1221
1,289
1,359
1432

15.9095;S22E12L,;'.183043~511.-

USE OF FUND INCOME

Distributions

Per Capita
Divirfencs

51,000.00
S38-VI5
S331.29
$404.00
$556.26
$708.19
$826.93
$873.16
$952.63
$931.34
$915.84
$949.46

1$964:04 :

51,001.00
S1,026.00
51,060.00
$1,072.00
51,144.00
51,200.00
513260.00
51,325.00
51,394.00
51,449.00
51,504.00
51,562.00
51,621.00
51,681.00
51,742.00
51.807.00

Inflation-
Proofing

231
151
235
216
148
303
360
454
559
477
362

376

528
557
589
622
B4
1,055
1,130
1,209
1201
1378
1433
1,288
1,356
1,427
1,502
1579

General
Fund

1

7

12

28

71

110

(S &) I SN SN

118
125
126
142

Reserves
Add FYEnd
(Delete) Balance  FY
8
79
80
59 5 8
185 244 &
110 M 8
203 557 &
206 763 &
501 1,264 * 86
529 529 &7
62 501 8
44 635
(30) 605 90
(24 581 9
64 645 92
320 % 93
127; ..T,0925f 94
1,092 9%
* 1,002 9%
1002 97
102 9B
(85) 1,008 99
(104) 903 0
(128) 775 1
(157) 618 2
(191) 427 3
(218) 210 4
(210 5
6
7
8
9
10
renvcrd

"*e Transferred to principal from earnings reserve account per AS 37.13.145(d).
Based on capital market assumptions adopted by the Trustees in Apnl 1993.

STATUS QUO WTO PER CAPITA DIVIDENDS,

EXCEPT ALL REMAINING INCOME TO GENERAL FUND



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of November 30,1993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FY Begin Appro- State Inflation- FY End Proofing Net Per Capita Inflation- General Add FYEnd
FY Balance priations Revenues* Proofing Balance Shortfall Income Dividends Dividends Proofina  Fund (Delete) Balance
78 0 54 54 2 1
79 54 84 139 8 7
80 139 344 483 32 12 12
8l 483 900 385 1,769 150 28 28 59 39
82 1,769 800 400 2,969 368 71 S1,000.00 71 185 244
3 2,969 400 421 231 4,021 471 108 S386.15 231 110 110 354
84 4,021 300 366 151 4,838 530 175 $331.29 151 203 557
85 4,838 300 368 235 5,741 658 217  5404,00 235 206 763
86 5741 323 216 6,281 1,021 303  $556.26 216 501 u64
87 6,281 1,264 " 170 148 7,864 1,069 391 $708.19 148 529 529
7,864 418 303 8,585 789 424 $826.93 303 62 501
89 8,585 228 360 9,173 868 460 $873.16 360 4 44 635
90 9,173 267 454 9,894 916 487  $952.63 454 4 (30) 605
a 9,894 435 559 10,888 1,030 4890  $931.34 559 4 (24 581
92 10,888 338 477 11,703 1,036 488  $915.84 477 5 64 645
93 11.703 5— 315 362 12.385 1.226 532 $949.46 362 5 320 965
w 3B 5 a»n 306 129755 106- B 33/ 5 12 1087
95 12,975 5 209 528 13,717 1,238 587 $1,001.00 528 118 1,205
9% 13,717 5 214 557 14,493 1,313 617 $1,028.00 557 134 1,339
97 14,493 5 221 589 15,308 1,393 654 $1,065.00 589 144 1,483
Ha 15,308 6 230 622 16,166 1,477 681 $1,084.00 622 169 1,652
9 16,166 6 222 656 17,049 1,567 734 $1,143.00 656 17 1,824
0 17,049 6 204 690 17,950 1,658 778 $1,186.00 690 183 2,007
1 17,950 6 189 726 18,871 1,752 824 $1,227.00 726 196 2.203
2 18,871 7 177 762 19,816 1,849 872 $1,272.00 762 208 2411
3 19,816 7 165 800 20,780 1,949 921 $1,317.00 800 221 2.632
4 20,788 7 153 838 21,787 2,053 972 $1,362.00 838 235 2,867
S 21,787 8 139 877 22,811 2,160 1,025 $1,407.00 877 250 . 3117
6 22,811 8 126 918 23,863 22711 1,080 $1,455.00 918 265 3,383
7 23,863 8 115 960 24,946 2,386 1,136 $1,504.00 960 282 3,664
a 24,946 9 106 1,002 26,063 2,504 1,194 $1,554.00 1,002 299 3,963
9 26,063 9 98 1,047 27,217 2,628 1,255 $1,604.00 1,047 317 4,280
0 27.217 10 90 1,003 28.409 2.756 1317 $1,658.00 1.093 336 4.617
éumula}yyszTotaIS’Pro | ected.,
ForEA'99720t67V-2771" 13083\ ... 204  15199P521.83...13,0395.5" # =
REALIZED RATE OF RETURN ASSUMPTIONS: *Department of Revenue Fall 1993 Low-Caso Revenue Forecast
**Earnings reserve appropriated to Fund principal by the Legislature July 1,1987.
Nominal Inflation Real *" Transferred to pnncipal from earnings reserve account per AS 37.13.145(g).
FY94rm 7.71% 2.98% 4.73% Based on capital maritet assumptions adopted by the Trustees in Apnl 1993.
FY95 - 98.-*"* 0.37% 4.00% 4.37% STATUS QUO BUT ASSUMES AN 8.37% RATE OF RETURN AND 4% INFLATION,

FY 99.t2010£- 0.37% 4.00% 4.37% FOR ALL YEARS AFTER FISCAL 1994

REBBIBRRBIBRII S Y

Boom~vwourwnmro8R988 &988
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)
as of November 301993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
F<Begin Appro- State Inflation- FYEnd Proofing Net Per Capita Inflation- General Add FYEnd

FY Balance priations Revenues* Proofing Balance  Shortfall Income Dividends Dividends Proofing  Fund (Delete) Balance  FY
78 0 54 54 2 1 78
e 54 84 139 8 7 79
30 139 344 483 32 12 12 80
3 483 900 385 1,769 150 28 28 59 59

3R 1,769 800 400 2,969 368 71 $1,000.00 pal 185 244 3R
K<) 2,969 400 421 231 4,021 471 108 S336.15 231 110 110 354 83
84 4,021 300 366 151 4,838 530 175 $33129 151 203 557 A
85 4,838 300 368 235 5,741 658 217  $404.00 235 206 763 85
86 5741 323 216 6281 1,021 303 $55626 216 501 1,264 ** 86
37 6,281 L%"-"' 170 148 7,864 1,069 391  $708.19 148 529 529 87
88 7,864 418 303 8,585 789 424  $826.93 303 62 591 83
89 8,585 228 360 9,173 868 460 $873.16 360 4 44 635 89
20 9,173 267 454 9,894 916 487  $952.63 154 4 (30) 605 20
-T 9,894 435 559 10,888 1,030 489 $93124 559 4 (24) 581 a1
2 10,888 338 477 11,703 1,036 488  $915.84 477 5 64 645 R
93 11.703 5 ok 315 362 12.385 1226 532  $949.46 362 5 320 965 93
u 1236- 5 0 36 1296 1061% 33"506400 316 5 12 1087 %
95 12,975 5 209 528 13,717 1238 587 $1,001.00 528 118 1,087 [£3)
% 13,717 5 214 557 14,493 1,303 616 $1,026.00 557 124 1,087 %
97 14,493 5 221 589 15,308 1,371 651 $1,059.00 589 126 1,087 97
93 15,308 6 230 622 16,160 1,443 674 $1272.00 622 141 1,087 *]
9 16,166 6 222 656 17,049 1,517 722 $1,123.00 656 134 1,087 99

0 17,049 6 204 690 17,950 1,594 759 $1,155.00 690 138 1,087 0

1 17,950 6 189 726 18,871 1,672 798 $1,167.00 726 142 1,087 1
‘2 18,871 7 177 762 19,816 1,752 838 $1220.00 762 145 1,087 2
n 19,816 7 165 800 20,788 1,834 879 $1253.00 800 148 1,087 3

4 20,788 7 153 838 21,787 1,918 921 $1287.03 838 152 1,087 4

5 21,787 d 139 877 22,811 2,005 964 $1,320.00 877 156 1,087 5
w 6 22,811 a 126 918 23,863 2,094 1,008 $1,356.00 918 160 1,087 6

7 23,863 8 115 960 24,946 2,185 1,054 $1,391.00 960 164 1,087 7

8 24,946 9 106 1,002 26,063 2279 1,100 $1,428.00 1,002 168 1,087 8

9 26,063 9 98 1,047 27217 2276 1,149 $1,464.00 1,047 172 1,087 9
To 27.217 10 90 1.093 28,409 2477 1,198 $1,503.00 1.093 176 1,087 10
CumulatlveiTotals. Projected”-/
For Fttl 30356R- *=; 144638520800  1303%.-23686t -, 2 *

REALIZED RATE OF RETURN ASSUMPTIONS: ' Department of Revenue Fall 1953 Low-Caee Revenue Forecast.
* Eamings reserve appropriated to Fund principal by the Legislature July 1,1907.
Nominal Inflation Real *Translerred to pncipal Irom eamings reserve account per AS 37.13145().

Fros: 771% 2.98% 473% <" Based on capital merlret assumptions adopted by iho Trustees inA(priI
FY95 - 98; o 8.37% 4.00% 4.37% STATUS %IJEC,\)WUTASSUMES 8.37%RATE OF RETURN AND 4% INFLATION,
FY9972010iir,. 9.37% 4.00% 4.37% ADAL NING INCOVE TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS

(in millions)

as of November 30,1993

GROWTH OF FUND PRINCIPAL USE cr FUND INCOME
, Irfition- Distributions Reserves
FBYaFe%lg 0' State |nﬂat|9] aEnd UU Jaw Net Inflation- Per Capita Ganeral Add FYEnd

FY an Or OnS Revenues* Proo g ]U[ Income Proofing Oividends Dividends Fund (Delete) Balance
78 0 2 1
79 54 84 139 3 7
30 139 344 483 32 12 12
8L 483 900 385 1,769 150 28 28 59 59
32 1,769 800 e 400 2,969 368 71 $1,000.00 71 185 244
B 2,969 400 421 231 4,021 471 231 108 $386.15 110 110 354
K7 4,021 300 366 151 4,838 530 151 175  $33129 203 557
35 4,838 300 368 235 5741 658 235 217 $404.00 206 763
36 5741 323 216 6281 1,021 216 303 S55626 501 1,284
87 6,281 1264 - 170 148 7,864 1,069 148 391 $708.19 529 529
88 7,864 1 418 303 8,585 789 303 424 $82623 62 501
39 8,585 228 360 9,173 868 360 460 $873.16 4 44 635
20 9173 267 454 9,894 916 454 487  $952.63 4 (30) 605
9 9,894 435 559 10,888 1,030 559 489 $93124 4 (24) 581
92 10,888 338 477 11,703 1,036 477 488 $91524 5 64 645
93 11.703 5- 315 362 12.385 1.223 362 532 $949.46 5 320 965
u 1235 5 A0 37 1296 1681 316- 553 AW 5 12 130
9% 12,975 5 209 528 13,717 1,238 528 532 $902.00 173 1,261
9% 13,717 5 214 557 14,493 ° 1,318 557 503  $830.00 252 1,513
97 14,493 5 589 15,308 1,408 589 481  $770.00 333 1,846
9 15,308 6 ﬁ 622 16,166 1,509 622 445 $692.00 436 2202
9 16,166 4 984 17,375 1,749 984 414 $624.00 348 2,630

0 17,375 4 204 1,055 18,638 1,895 1,055 428  $630.00 408 3.038

1 18,638 4 139 1,130 19,961 2,052 1,130 445  $640.00 473 3511

2 19,961 4 177 1209 21,351 2221 1209 455  $655.00 543 4,054

3 21,351 5 165 1,291 22,812 2,402 1,291 488  $674.00 618 4,672

» 22,812 5 153 1,378 24,348 2798 1,378 536 $728.00 . 679 5,351

5 24,348 5 139 1,470 25,962 2,806 1,470 588  $786.00 743 6,094

S 25,962 5 126 1,566 27,658 3,027 1,566 645  $848.00 812 6,906

7 27,658 5 115 1,667 29,445 3263 1,667 706  $915.00 885 7,791

8 29,445 5 106 1,773 31,330 3,514 1,773 772 $986.00 963 3,754

9 31,330 5 98 1,886 33,319 3,782 1,886 843 $1,061.00 1,048 9,802
10 33.319 6 90 2 005 35.420 4.068 2.005 920 $1,141.00 1,138 10,940
Cumulabve"Tota I’O]e t dX . .

ATOA-20tM>T |C2]7Z|Ju&|rStt84" vavr k 2t08WY97632$13,846is ml.
REALIZED RAVE OF RETURN ASSUMPTIONS: " Department of Revenuo Fall 1993 Low-Cuse Revenue Forecast.
" Earnings reserve appropriated to Fund principal by the Legislature July 1,1987.
Nominal Inflation Real ” *Transferred to principal from earnings resen/e account per AS 37.13.145(d).

FY 94: 7.71% 2.98% 4.73% Based on capital market assumptions adopted by the Trustees in April 1993.
FY 95-8815*7*' 8.37% 4.00% 4.37%

FY99T=2010:" 9.00% 6.00% 3.00% SENATE BILL 170

BEXBIRS I

&

BoowuonrwnroB88988 RE8SRSTBR



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of November 301993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FY Begin Appro- State Inflation- FY End  Proofing Net Inflatlon- Per Capita General Add FYEnd
IFY Balance priations Revenues' Proofing Balance  Shortfall Income Proofing Dividends Dividends  Fund (Delete) Balance fFY
78 0 54 54 2 1 78
79 54 84 139 S 7 79
80 139 344 483 3?2 12 12 80
8l 483 900 385 1,769 150 28 28 59 5 8
82 1,769 300 400 2,969 368 71 S1,000.00 71 185 244 82
S3 2,969 400 21 231 4,021 471 231 108  $386.15 110 110 B4 B
84 4,021 300 366 151 <1838 530 151 175 S331.29 203 557 &4
35 4,838 300 368 235 5,741 653 235 217 $404.00 206 763 85
% 5741 323 216 6,281 1,021 216 303  $556.26 501 1264" 86
S7 6,281 1,264 170 149 7,864 . 1,069 148 391 $708.19 529 529 87
8 7,864 48 303 6,585 789 303 424 $826.93 62 51 88
89 8,565 228 360 9,173 668 360 460 $873.16 4 44 635 89
90 9,173 267 454 9 394 916 454 487  $952.63 4 (30) 60S 90
a 9.894 435 559 10% 1,030 559 489  $93134 4 (24) 581 91
2 m 338 477 11,703 103G 477 488  $915.84 5 64 645 . 92
93 11.703 5 315 362 12.385 1226 362 532  $949.46 5 320 %5 93
% LFHB 5 AD  3CVI2975- 18 " B 5 12 %
95 12,975 5 209 528 13,717 1,238 528 532  $902.00 173 1,087 9%
% 13,717 5 214 557 14,493 1,303 557 502  $827.00 238 1,087 9%
97 14,493 5 221 589 15,308 1,371 589 475  $760.00 302 1,087 97
98 15.308 6 230 622 16,166 1,443 622 433 $671.00 382 1,087 98
99 16,166 4 222 984 17,375 1,637 984 390  $584.00 259 1,087 99
0 17,375 4 204 1,055 18,638 1,750 1,055 338  $567.00 302 1,087 0
1 18,638 4 189 1,130 19,961 1,868 1,130 307  $551.00 346 1,087 1
2 19,961 4 177 1,209 21,351 1,992 1,209 388  $538.00 392 1,087 2
3 21,351 5 165 1,291 22,812 2,123 m 389  $526.00 438 1,087 3
4 12,812 5. 153 1,373 24,348 2360 1,378 413  $549.00 464 1,087 4
5 24,348 5 139 1,470 25,962 2,104 1,470 438  $572.00 492 1,087 5
) 25,962 5 126 1,566 27,658 2,555 1,566 464  $596.00 520 1,087 6
7 27,658 5 115 1,667 29,445 2,715 1,667 492 $622.00 551 1,087 7
8 29,445 5 106 177 31,330 2,833 1,773 521  $648.00 583 1,087 8
9 31,330 5 98 1&% 33,319 3,060 1,886 552 $676.00 617 1,087 9
:D 33.319 6 90 2.005 35,420 3.247 2.005 584  $705.00 652 1,087 10
CumuMveTolaJsiBroJectfidr ,, - .
FOrEYS1994r2ft(JIE: HAIBH- 20,084r;7953ttjrr6TZ 18T L*
REALIZED RATE OF RETURN ASSUMPTIONS: *Department of Revenue Fall 1993 Low-Case Revenue Forecast.
" Earnings reserve appropriated to Fund principal by trie Legislature July 1,1987.
Nominal Inflation Real Transferred lo principal from earnings rer-"rve account per AS 37.13.145(d).
FY 94r- 7.71% £98% 4.73% " " Based on capital market assumptions adopted by the Trustees in Apnl 1993.
FT95=08*"; 8.37% 4.00% 4.37%

FY972010»-:' 9.00% 6.00% 3.00% SENATE BILL 170 EXCEPT ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS

(in millions)
as of November 30,1993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
. . Dedicated , Inflation- Distributions Reserves
FYaPE%m 0 State |nﬂaI|P]* End Proo JaIH Net Intlation- Per Capita General Add  FYEnd
Balance pr ﬂOﬂS Revenues* Pr00|nq ance  Shor Income Proofing Dividends Dividends  Fund (Delete) Balance  FY
0 % A 2 1 7
H 8 7 79
) 1D 2 12 12 80
150 28 28 59 5 &l
% 368 71 51,000.00 7 185 244
A 471 71 108 5386.15 110 10 354 83
% 530 61 175  5331.29 203 557 84
K{) A 658 235 217 540400 206 763 85
% . o 1021 216 303 555626 501 12647 86
& %l 14 (A 1,069 148 391 570819 59 529 87
sl ) 789 303 424 582623 6 Sl 8
) 9l 868 360 460 S873.16 4 4 6B 8
4 % 3011 016 454 487 $952.63 4 0) 605 90
9 I wss 1,030 559 489 593124 4 24 s ol
% 47 1L 1,036 a1 488 591584 5 6 65 @
S K% b 1226 362 532 S949.46 5 320 %5 @
u 235 5 AD- 3B/ 129F T 1,06 376.  S5TigRAQD: &, . 08729
% E 4D 3B B 1238 528 532 5002.00 173 1261 %
24 % 1443 1318 557 503 5830.00 * 252 1513 %
9l 5 % 13 1.408 589 481 S770.00 B3 1846 o7
B 3B 6 1old 1509 622 445 569200 436 2282 98
D 1ol 6 22 10 1622 65 435 565800 525 2807 0
o 6 % /R 1,744 690 471 59900 57%6 3283 0
11 6 iesl 1872 726 512 S/1300 628 4012 1
[ ] 2,007 762 55 579300 682 4693 2
% { 2,149 800 605 5847.00 737 5430 3
{ 2297 838 657 5903.00 79% 5226 4
5 a 2,454 877 711 5961.00 87 7083 5
6 ¢ a 3 2,617 018 770 51,023.00 922 8005 6
7 23483 8 2,789 90 831 51,086.00 90 8995 7
6 29 8 % 2,970 1,002 896 51,152.00 1063 10058 8
i 3,160 1,047 965 51221.00 1140 11198 9
0 2 10 108 3.360 1003 1037 51294.00 1221 12419 10
Cumulative. Total3-Prolectefk N e ‘ C
ForFYSt994«20t6ex:: 717 110 te - srszasv 1308\ 109B8515533 - -wsT-v. . xx
REAUZED RATE OF RETURN ASSUMPTIONS: *Department of Revenue Fall 1993 Low-Case Revenue Forecast.
" Earnings roscrve appropriated to Fund pnncrpal by the Legislature July 1.1987.
Nominal Inflation Real **Transferred to principal from earnings rr servo account per AS 37.13.145(d).
FY 9%: 7.11% 2.98% 4.73% — Based on capital market assumptions adopted by tho Trustoes In Apnl 1993.
Fy 8.37% 4,00% 4.37% SENATE BILL 170, BUT ASSUMES AN 837% RATE OF RETURN AND

FY 99-2010r 8.37% 4,00% 4.37% A 4% RATE OF INFLATION FOR ALL FISCAL YEARS AFTER FY 1994



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of Novemoer30,1993

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
f Dedicated > Inflation- Distributions Reserves
FY Begin  Appro- Sta'e Inflation- FYEnd Proofing Net Inflation- Per Capita General Add  FYEnd
.FY] Balance oriations Revenues* Prooting Balance Shortfall Income Proofing Dividends Dividends  Fund (Delete) Balance  FY
178 0 54 54 2 1 78
54 84 139 8 7 79
[S 139 344 483 32 12 12 30
a 433 900 385 1,769 150 28 28 59 5 8
32 1,769 300 400 2,989 368 71 S1,000.00 71 185 244 @
33 2,969 400 421 231 4,021 471 21 108  S386.15 110 110 354 83
A4 4,021 300 366 151 4,838 530 151 175  $331X9 203 557 84
35 4,838 300 368 235 5741 658 235 217 $404.00 206 763  bd
86 5741 323 216 6X91 1,021 216 303  $556X6 501 1264 " 86
37 6,281 1X64 " 170 148 7,8-4 1,069 148 301 $708.19 529' 529 37
88 7,864 418 303 8,585 789 303 424 $826.93 62 501 8
39 9,585 228 360 9,173 868 360 460 $873.16 4 44 63 &9
90 9,173 267 454 9,894 916 454 487  $952.53 4 (30) 605 90
91 9,894 435 559 10,888 1,030 559 489 $931X4 4 (24) 581 A
3?2 10,888 338 477 11,703 1,036 477 488 $915.84 5 64 645 92
93 11.703 5 =" 315 362 12.385 1X26 362 532 $949.46 5 320 965 93
% 1235>. s 2B 36 129/ 1061 36 53 $6l0 5~ 12 1087 %
95 12,975 5 209 528 13.717 1,238 528 532 $902.00 173 1,087 9%
9% 13,717 5 ¢ 214 557 14,493 1,303 557 502  $827.00 238 1,087 9%
97 14,493 5 21 589 15.308 1371 589 475  $760.00 302 1,087 97
198 15,308 S 230 622 16,.66 1,443 622 433 $671.00 382 1,087 98
99 16,166 6 222 656 17,049 1,517 656 412 $620.00 444 1,087 9
0 17,049 6 204 690 17,950 1,594 690 432 $636.00 465 1,087 0
1 17,950 6 189 726 18,871 1,672 726 453 $653.00 486 1,087 1
2 18,871 7 177 762 19,816 1,752 762 475  $670.00 508 1,087 2
3 19,816 7 165 800 20,788 1,834 800 497  $687.00 530 1,087 3
4 20,788 7 153 338 21,787 1,918 838 520  $705.00 553 1,087 4
5 21,787 8 139 877 22,811 2,005 877 544 $72X00 576 1,087 5
6 22811 8 126 918 23,863 2,094 918 568 5741.00 600 1,087 6
7 23,863 3 115 960 24,946 2,185 960 593 $760.00 625 1,087 7
8 24,946 9 106 1,002 26,063 2X79 1,002 618  $779.00 650 1,087 3
|9 26,063 0 98 1,047 27X17 2,376 1,047 644  $798.00 676 1,087 9
0] 27,217 10 00 1,093 28.400 2477 1.003 671 $818.00 704 1087 10
CumulatlveJotalcProjected -
For VIOMMQY. . 27777" 13,000, NU6 BB 89 52713 797
REALIZED RATE OF RETURN ASSUMPTIONS: " Department ol Revenue Fall 1993 loj/-Case Revenue Forecast
"* Earnings rosorvo appropriated lo Fund pnnopal by the Legislature July 1,1987-
Nominal Inflation Real "* Transferred lo pnnopal Irom earnings resorve account per AS 37.13.145(d),
FY 94: Wri~ 2.98% 413% Based on capital marfcot assumptions adopted by iho Tiustoos in Apnl 1953.
FY95-98-Nn'e 8.37% 4.00% 4,37% SENATE BILL 170, BUT ASSUMES AN 8.37% RATE OF RETURN AND 4% INFLATION

FY97r20X04*/" 8.37% 4.00% 4.37% AFTER FY 1994, AND ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)
as of November 301993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FY Begin  Appro- Stale inflation- FYEnd Proofing Net Inflalion- Per Capita General Add  FYEnd
FY Raisr-ea orlatlons Revenues' Proofing Balantrs, Shortfall Income Proofing Dividends Dividends Fund (Delete! Baianco PY
78 0 - 54 54 2 1
79 54 84 12 a {
J0 139 344 483 2 7
8l 483 900 385 1,769 0 p. ]8 !
82 1769 600 400 2963 $10 'X,R 7 i
@ 2969 400 41 21 4021 % A thl 110 1w H
64 4,021 300 368 151 4,338 g 3 ;fl?) % By
& 4628 300 358 2 54 435) ( )
B 51 323 216 5,251 1, b % b 1 @ %
& 6201 1264M 170 148 7,664 % 148 619 50
e 7864 415 303 6585 3B % 326,93 % % 8
6 8585 22 350 9173 % 3 16 4 £9
0 9473 267 454 oBM ) 454 EE 4 % ny
a 93 435 550 10682 108) % ¢ 4 %
® 10688 328 47 1L703 100 4 5 % %
o 11,703 5o 315 3/ 1235 126 K% b e £20) 1931
94 12,385 5 239 376 12975 1,061 376 553 $964.00 5 122 1087 94
% 12975 [ 209 526 13713 1 1A % o34 (S
o5 13718 7 214 550 14497 i 1% % %
o7 14497 3 21 580 15314 569 97
98 13314 8 230 62 1617 || 3] 2 % W s
® 15175 8 222 656  17.060 | 1 658 l% 1%}
a 17,060 6 204 651 17953 1786 % 1 B
I 17,963 9 189 726 16967 :1[%1 1 f1
2 16667 S 177 763 15.5% [ 587 s il 2
[3  19B3% 9 165 600 20811 ZIi/Sf a8 o 1087 r1
4 20811 10 153 837 21813 % 1 1
5 21813 1 13D 879 «+ 22811 % 1
6 22841 u 126 919 23538
17 2369 2 115 %61 24985 2ﬂ5¥ %1 : /
HT 24985 2 105 1004 26108 2 % %% % i 8
26,106 3 9% 1049 27267 : -
LY 7267 14 % 105 28466 %E 1A/ % 108/ F&)
cUmulatIve Totals Projected
For FY 1994 -2010: 2777 13,054 sa0s2  J3B4 106/ sisssa 1004
REALIZED RATE OF RETURN ASSUMPTIONS: *D7arvnfy. ¢l Revenue Pil-1993Lovr-Case Revenue Forecast
tamlnPs reserve appropnaind lo Fund principal Oy Ihe Legiilalur? July 11987
Nominal InilyriPn Jifii Trer.rlrrea io p'rcipa.”rom eaming; rsiew account per AS 3713 45(0)
FY94: ' 21i% “ *Saseu cr. win ai aciumpSons aoop.fo tv (he Trustees in April 1933
FY ped3 o PO3> 400% 5 SINATE BHL 17 3U7 ASSUMES A6.MU RATE F RETURN AND 4%INFLATION
FY 98-2010; 5% 493« ¢ ANTER eY *094 ANt ALL REMAINING EARNING? TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS

as of November 301993

GROWTH OF FUND PRINCIPAL

Dedicated

FT' Begin 0- _Sao  Inflatign- End
Ba%eﬁ%e priallons  Revenues' Prooﬁﬂg BFe}fance
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Cumulative Totals Projected

Par FY 19942010
REALIZED RATE OF RETURN ASSUMPTIONS:

Y oINS B SN

Nominal! Inflation Real
JFV 84: 7.7'% 2,56 % *1.73%
*FY 95-98....... 10.31% a.Go4- c.21%

J*FY S9 « SOTO: 1031T. 4 00% £31%

Inf

(in millions)

ation-
00

13064 )

10

aIH Net
Income
2
8
32
150
368
471
£30
65b
1,021
1,069
789
eee
916
1,030
1.038
1.226

1,061

1540
1,622
1,707
1,795
1,889
1,995
2,082
1 2162
2,285
2301
2500
2611
2726
2,844
2.966
3.002

37.280

« Dapan.-nanl of Revenue Fail 1933 LowCas* Revenue Forecast

Inflation-
Proofing

231
151
235
216
145
303
360
454
559
477
362

376

526
558
589
622
658
691
727
763
801
840
679
920
952
1,005
1,050
1.097

13.064

use OF FUND incomE

Distributions
Per Capita General

Dividends

71
10B
175
217
303
301
424
469
487
489
483
532

553

£64
£67
576
570
588
618
648
680
713
746
780
315
852
889
927
967

12.051 SI7.287

Dividends

$1,000.00
$386,15
$331.29
$404.00
J5b6.26
$703.19
$825.93
£673.16
$952.63
$931.34
$915.84
S649.46

$964.00

S95S.00
$841.00
$931.00
$900.00
$907 00
$931.00
$955.00
$981.00
S1,007.00
$1,03.00
$1,059.00
$1,087.00
$1,115.00
$1,143.00
$1,172.00
$1.202.CO

Fund

AR e

110

a g~ s

442
483
534
595
636
666
697
723
760
793
827
86!
697
934
972
1011

_11.B4E

Reserves
Add FY End
(Delete) Balance
59 59
185 244
110 354
203 557
206 763
501 1,264
529 523
62 591
44 635
(30) 60S
(24) 581
64 645
320 963
122 1,087
1,067
1,037
1,087
1,087
1,087
1,037
1,087
1,u87
1,087
1,067
1,087
1,087
1,087
1,087
1,087
1,087

" Earnings reserve spprcptieled lo Fund principal by the Legislature July 1,1967.

me*Tror.s!r','ffc; to srincrcul Iram earnings reserve 2::aunt per AS 37 13.145(3).
**#* ?mss or* CoM.v .T.ar..ei at*.i;.rpi ms enrrpte: by the Trustees to April 1992
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of November 30,1993
GROWTH OF FUND PRINCIPAL USEOFFUND'NCOME

Dedicated Inflation- Distributions Reserves
FY Begin Appro- State Inflation- FY End Procling Nat I, nation- Per Capita General ﬁd End
FY Balance pNatlon9 Revenue:' Proofing Balance Shortfall income Proofing Dividends Dividends Fund e Balance FY
78 0 54 54 2 % %
79 54 84 139 8
80 139 344 483 & 12 12 8)
81 453 900 385 1,769 . ]5) 5 & 9 |
82 1,769 800 400 2,959 ﬁ 4 :.H) ZL E ﬁ
183 2,963 400 421 231 4,021 Al 3oH 110
64 4,021 300 366 151 1,338 51) H. 1-/5 3
85 4,837 300 358 235 5,741 % Z] t &
&5 s7a1 323 216 6581 101 M &
87 6,281 1,264 " 170 148 7,864 l% ¢ g
8 7,864 418 303 8,585
89 6,585 228 360 9,173 3:) ZH) 16 4 44 % @
90 9,173 267 454 9,994 % % 5 8 4 % SO
o1 9.691 435 559 10,88 lQD ! 4 a
92 10,38e 338 477 11,703 il,% 477 3 Q
93 11,703 5 315 362 12,385 ﬁ 5 %
94 12,385 5 209 376 12,975 376 553 5964.00 5 112 1,087 94-
95 12,975 8 209 528 15,720 % ﬂ m
96 13,720 9 214 558 14,500 %10 ) l
97 14,500 10 21 589 15,320 -> A 3
98 15,320 10 230 e:2 16,183
99 16,183 1 22 657 17,073 510 1 9
0 17,073 12 204 692 17,980 % ol 1§ % 0
1 17.960 2 169 727 16,909 )l 1/ 1
2 18,909 14 177 764 19,854 J))] 5,.,.4]&) 2
3 19,664 15 165 802 20,846 30 5,780.') % 3
4 20,64s 16 113 841 21355 8“. % o ,' % 4
5 21,855 17 139 881 * 22,892 881 ol 5
£ 22,892 18 126 922 23,958 1% 6
7 23,958 20 115 964 25,056 . 5, l 7
8 25056 2 106 1.007 26,191 LS l 1 8
9 * 28191 23 96 1,052 27,363 ’, R l l 9
“o 27.363 24 90 1.059 23.577 115 514:8(1) l].75 1(B7 10
Cumulative Totals Prolected
ForFY 1994 >2010: 2.777 13.079 41.120 13.07S  13.728 $19,732 13.944
REAL'ZED RATE OF RETURN ASSUMPT'ONS *T.eni ¢’ Revenue Fal Iov -Case R Fore ast. Jul
Nomina! Inflation Rent | ra., *Fr gF ;él;ﬁCm eam NEF
— T7er. zoet.  07iL. «ejon(mgﬁ- aSLLIMp..S <WDIEC 0y e rustees |nApm19
FY 95 « 98: M 32% 2Wix 733% SENiTg bill 170, BUT ASSUMES A 11.32V. RATE OF RETURN AND 4% INFLATION

FY 95-2010: 11.33*.. 1.00ti vZV. AFTER FY 1994. AND ALL REMAINING EARNINGS TO GENERAL FUND
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Summaiy of Recommendations

Currently, the Alaska Permanent Fund is a well diversified portfolio that has enjoyed,
tremendous success in recent years. This success is mainly due to the Board's
knowledge of the importance of asset allocation and its commitment to diversification.
This has resulted in the Fund earning high rates of return at relatively conservative
levels of risk. The Fund is well positioned to reap the benefits of diversification, having
made investments in many different asset classes, both domestic and international.
Also, the Fund appears to be efficiently managed, employing reputable and capable
managers for both its equity and fixed income assets. The Fund has the been able to
manage its substantial fixed income portfolio entirely in-house, keeAbig administrative
costs and outside management fees to a minimum. Several important issues must be
addressed, however, in order to ensure the Fund's continued success.

Our analysis suggests the Permanent Fund should alter its asset allocation policy in
order for the Fund to enjoy returns similar to those it has earned in recent years.
Specifically, the Board should consider the following actions:

> Revise its current three-year target asset mix to include a larger allocation
to domestic mid and small capitalization equities, European, Pacific Rim
and emerging market equities, and mortgage-backed securities.

> Adopt a more aggressive investment style by allocating a larger percentage
of Fund assets to equity assets and real estate.

> Revise its equity management plan by setting specific allocations for
international and domestic mid and small capitalization equity managers.

> Set specific target allocations across fixed income sectors.

By implementing these changes, the Board can help ensure that the Permanent Fund
will achieve the highest expected return for its chosen risk level. This will help the
Board achieve its statutory goals of maximizing total Fund return and providing the
maximum amount ofdisposable income to Alaska's citizens.



This report presents recommendations concerning the Alaska Permanent Fund. The
first section provides background information on the procedures we used to perform the
asset allocation study. The second section suggests improvements for those portfolios,
and outlines a third portfolio suited to a more aggressive investment philosophy. The
final section provides guidance on several important implementation issues.

I. Analyzing an Investment Portfolio

A first step in analyzing an investment portfolio is determining whether the portfolio

adequately compensates the investor for taking risk. Ideally, the portfolio is efficient in
providing return to the investor; i.e., the portfolio provides the most return possible for
the amount of risk taken. In reality, however, few portfolios accomplish this objective.

Defining Asset Classes

In order to analyze the Fund's portfolio, we had to decide which assets to include in the
Fund's investment universe. Currently, the Fund invests in 12 different asset classes
that comprise six main categories. The benchmarks used to represent each asset class
in our analysis are listed in Appendix A at the end of this report. The asset classes used
in our study are as follows:

U.S. Equity Assets Non-U.S. Fixed Income Assets
Large Capitalization Intermediate-Term Government/Corporate Bonds
Mid/Small Capitalization Long-Term Government/Corporate Bonds

Mortgage-Backed Securities

Non-U.S. Equity Assets ,
Non-U.S. Fixed Income Assets

Canada

Europe Non-U.S. Government Bonds
Pacific

Emerging Markets Cash

Other Assets U.S. Treasury Bills

Real Estate



Forecasting Return

We also had to forecast three estimates for each asset class: expected return, expected
risk (as measured by standard deviation), and expected return correlation between
assets. Summary tables of our forecasts are provided in Appendix B. It is important to
note that our return, risk, and correlation forecasts are long-term -- they apply to an
investment horizon of 10 years or more. Our forecasts are passive in nature and,
therefore, would not change dramatically if we were to recalculate them a year from
now. Consequently, the portfolio allocations we recommend will remain stable over a
very long time period, and will require few changes over a long-term investment horizon.

The basis for our equity return forecasts is the risk-free rate of return and the historical
premium, called an equity risk premium, that is demanded by investors for holding risky
assets. We use the historical premium because the amount by which common stocks
have outperformed risk-free government bonds has been consistent over time. The long-
term :quity risk premium for large capitalization domestic equities over the period
January 1926 to September 1993 was 7.25 percent. Also, many researchers have found
that, as the risk of an investment increases, so does its expected return. For this reason,
we forecast the expected return of other equity asset classes, such as domestic small
capitalization equities and international equities, to have greater expected returns.

The basis of our fixed income return forecasts is the current risk-free rate of return, as
proxied by the current yield on a risk-free government bond with a maturity matching
the investment time horizon. Currently, this rate is 6.31 percent, the current yield on
20-year U.S. Treasury bond. To this rate, we add the appropriate maturity premium
(additional return required by investors for relinquishing the use of their money for long
time periods) and default premium (additional return that compensates investors for
buying bonds that have default risk, such as corporate bonds) for each class of bonds for
which we are forecasting returns.

For international fixed income assets, we forecast returns as if the assets wore
denominated in U.S. dollars. Since currency fluctuations are expected to average to zero
over time, any short-term currency gains or losses will not affect the long-term return on
international assets. Currency fluctuations do increase risk, however, and are accounted
for in our risk forecasts of non-U.S. fixed income assets.

Forecasting Risk

When forecasting the risk of an asset, we typically assume that the future will equal the
past. Therefore, we forecast risk by calculating the historical standard deviation using a
long time period over which we have reliable data, and data that is representative of
possible future scenarios. Although investment risk can be quantified in a number of



ways for asset allocation purposes, we believe that risk is best modeled as the annual
volatility of returns, and standard deviation provides an estimate of how much actual
returns may deviate from the average, expected return over time. We use shorter time
periods only when we can identify a permanent and dramatic process shift, in the
behavior of an asset class, such as the late 1960s when bond market volatility increased
noticeably from its observed volatility during the previous 40 years.

Forecasting Return Correlation

Return and risk are not the only factors that determine how a portfolio performs. The
correlation between the returns of two assets also plays an important role in portfolio
performance. Correlation measures how much the returns of two assets tend to move
together or move separately. If the returns move together, the assets are positively
correlated. Ifthey move in opposite directions, the assets are negatively correlated. If
no pattern can be detected in the way the assets' returns move, the assets have a return
correlation of zero.

Portfolios comprised only of assets that have high, positive correlations with each other
are not well diversified. This tends to exaggerate both upside and downside volatility,
and the risk of the portfolio. On the other hand, portfolios with assets that have low or
negative return correlations will provide more stable returns because, even though some
assets may perform poorly, other portfolio assets will perform better, serving to reduce
portfolio volatility. The benefits of diversification, therefore, are a direct result of
relatively low return correlations among portfolio assets.

When forecasting return correlation, we again typically assume that the future will
equal the past. The basis for our forecast of return correlation is, therefore, the
historical correlation between assets, observed over the longest time perkd for which
reliable data is available.

Determining the Fund's Current Allocation

The amount of the Fund currently allocated to each asset class was determined by using
information in the Fund's 1993 Annual Report, with supplemental information provided
by William L. Means, the Fund's Chief Investment Officer. Market values of all
investments came from the Annual Report, while Mr. Means provided clarification
regarding the amount currently invested in equities of domestic companies with
capitalizations larger than $1 billion (large capitalization equities), the amount currently
invested in equities of companies with capitalizations of $1 billion or less (mid and small
capitalization equities), and the amount currently invested in domestic government and
corporate bonds with maturities ranging from ono to seven years (intermediate-term),



and more than seven years (long-term). The Fund's current allocation, and its expected
return and standard deviation is given on page 5.

Determining the Fund's Three-Year Target Allocation

The Permanent Fund's investment manual provided information regarding the three-
year target allocation, although some guidelines were too broad for our purposes. For
example, the manual lists a 10 percent target allocation for international equities, but
gives no country-specific allocations. In this case, we assumed the Fund would increase
its international equity exposure to 10 percent, while maintaining the current proportion
invested among sectors. Also, the target allocation constrains the amount invested in
non-domestic fixed income assets to 10 percent or less, but provides no specific number.
We assumed the amount invested in international debt would decrease in proportion to
the total decrease in the amount allocated to all fixed income assets. The Fund's three-
year target allocation, and its expected return and risk, is listed on the following page.



Current and Three-Year Target Portfolios

Asset Class

U.S. Large Capitalization
Stocks

U.S. Mid/Small
Capitalization Stocks

Canadian Stocks
European Stocks

Pacific Region Stocks
Emerging Market "'tocks
Real Estate

Cash

Intermediate Govt/Corp
Bonds

Long-Term Govt/Corp Bonds
Mortgage-Backed Securities

Non-U.S. Government Bonds

Expected Return (%)
Standard Deviation (%)

Current
Allocation
(%)

21.17
0.65

0.03
2.54
2.94
0.4?
6.69
4.64
30.86

25.27
3.94

0.85

8.53
1.57

3-Year
Target
Allocation
(%)

24.00
6.00

0.04
4.28
4.97
0.72
10.00
0.00
25.32

20.74
3.24

0.69

9.93
9.91



I. Asset Allocation Recommendations

The next step in our analysis was to improve the Fund's current and target portfolios by
increasing their expected return while keeping expected risk at a constant level.

Allocation with Risk of the Current Portfolio

As shown in the graph on page 7, the Fund's current portfolio does not provide the
maximum amount of expected return for the amount of risk taken. For example, the
portfolio labeled "revised current" provides a higher expected return and slightly less
risk than the current portfolio. (The graph is titled "Efficient Frontier" because the line
in the graph represents those portfolios which are the most efficient in providing return
to the investor, i.e., those portfolios provide the maximum return for a given level of
risk.) The allocations for both the current and revised portfolios, as well as their
expected returns and standard deviations, are shown on page 8.

The current portfolio need not be drastically changed in order to achieve a higher
expected return. In fact, the percent of the portfolio invested in equities (approximately
35 per"'At.inr .ng real estate) and in fixed income assets (approximately 65 percent),
is th. « .,hthe current and revised portfolios. Ra'her, the composition of the
equity . income portions need only change. By shifting part of the equity
portion irom large capitalization stocks to mid and small capitalization and international
stocks, and part of the fixed income portion from cash and long-term bonds to
intermediate-term bonds and mortgage-backed securities the Fund can achieve a higher
expected return while taking less risk.

Although these changes represent shifts from safer assets to more risky ones, the overall
risk of the portfolio actually decreases. This is because domestic mid and small stocks,
mortgage-backed securities, and international stocks have low correlations with many of
the other portfolio assets.

Allocation with Risk of the Target Portfolio

The graph on page 7 shows that the Fund's target portfolio also does not provide the
highest possible expected return for the amount of risk taken. Although both the
allocations of the target and revised target portfolios are equally divided between equity
and fixed income assets, the revised target portfolio has a significantly higher expected
return and less risk. The composition of both portfolios, aiong with their expected
returns and standard deviations, is given on page 8.
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A sset Classes

U.S. Large Cap Stocks

U.S. Mid/Small Cap
Stocks

Canadian Stocks
European Stocks
Pacific Region Stocks

Emerging Market
Stocks

Real Estate
Cash

Intermediate-Term
Govt/Corp Bonds

Long-Term Govt/Corp
Bonds

Mortgage-Backed
Securities

Non-U.S. Govt Bonds

Expected Return

Standard Deviation

Current and Recommended

Portfolio Allocations

Current
Portfolio

m

21.17
0.65

0.03
2.54
2.94
0.42

6.69
4.64
30.86

25.27

3.94

0.85

8.53
7.57

Revised
Current
(%)

11.00
4.00

0.00
3.50
4.00
2.50

10.00
1.00
40.00

12.00

12.00

0.00

8.89
7.40

Allocations

3-Year Revised
Target Target

(%) (%)
24.00 16.00
6.00 8.00
0.04 0.00
4.28 6.00
4.97 7.00
0.72 3.00
10.00 10.00
0.00 1.00
25.32 30.00
20.74 5.00
3.24 14.00
0.69 0.00
9.93 10.31
9.91 9.89

Aggressive

Portfolio
(%)

18.00

10.00

0.00
7.50
10.50
4.00

10.00
1.00
18.00

6.00

15.00

0.00

11.33
11.69



The superior tradeoff between risk and return of the revised target portfolio can be
accomplished by shifting a larger portion of Fund assets into domestic mid and small
capitalization stocks, international stocks, mortgage securities, and real estate. Again,
these riskier assets have low correlations with many other portfolio assets, and therefore
provide enhanced diversification benefits.

Allocation ofa More Aggressive Portfolio

Although we have analyzed and suggested improvements to both the current and target
portfolios, we have not yet commented on whether either portfolio is appropriate for the
Fund. Ideally, a portfolio provides enough return to meet the goals of the investor while
maintaining a level of risk that is comfortable for the investor. By setting a three-year
target portfolio that has an increased allocation to equity assets, the Board has indicated
that L is comfortable with a more aggressive investment philosophy. In our opinion,
such an aggressive investing strategy is appropriate and necessary for achieving the
Fund's statutory goals of maximizing total return and providing the maximum amount
of disposable income to the citizens of Alaska. Consequently, we believe the Fund
should consider the benefits of investing in the "aggressive portfolio," also shown in the
graph on page 7.

In recent years, the Fund has enjoyed relatively high returns, particularly on its fixed
income investments. These high returns were due, in part, to rather unique market
conditions, such as a dramatic decline in U.S. interest rates. These market conditions,
however, are not expected to continue in the future, as evidenced by the returns
expected on the current and target Fund portfolios. Tire potentially lower returns
earned by both these portfolios are important factors to consider, because such low
returns will inevitably lead to lower dividend payments to Alaskans. Our recommended
aggressive portfolio, however, with its significant allocations to international equities
and mortgage-backed securities, has an expected return in the range of the Fund's
recent returns. The allocation of this aggressive portfolio, along with its expected return
and standard deviation, is provided on page 8.

The graphs on the following page can help to compare the expected performance of each
portfolio. The graphs show expected wealth values under the target, revised target, and
aggressive portfolios for five-, ten-, and twenty-year investment horizons. Although the
Board may consider the aggressive portfolio too risky, the graph shows that the majority
of this portfolio's volatility is due to its broad range of possible high, positive returns, not
negative ones. For all investment time horizons, the aggressive portfolio has a higher
expected wealth value under the best- and expected-case scenarios. Only under the
worst-case scenario does the aggressive portfolio underperform the target portfolio, while
the revised target portfolio performs better than the target portfolio in all cases.
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Testing Gur Recommended Portfolios

To ensure the validity of our recommended portfolios, we tested those portfolios and the
Fund's current and target portfolios for stability. A stable portfolio is one that performs
well under a variety of possible future market conditions; i.e., the portfolio provides
adequate return for the amount of risk taken under conditions that differ from our
forecasts. We tested the portfolios using "worst-case” scenarios where the return of one
or more assets is lower than expected and the risk is higher than expected. The
following scenarios were used, both individually and in combination, to test our
recommended portfolios:

U.S. equity risk premium decreases to 5 percent

Mid and small capitalization equity return decreases to 15 percent
Europe equity return decreases to 10 percent

Europe equity standard deviation increases to 26 percent

Pacific equity return decreases to 10 percent

Pacific equity standard deviation increases to 34 percent

Emerging market equity return decreases to 10 percent

Return between long-term and intermediate-term bonds increases to 1
percent

Intermediate-term bond standard deviation increases to 6 percent
Mortgage-backed securities return decreases to 6 percent
Mortgage-backed securities standard deviation increases to 11 percent
Real estate standard deviation increases to 25 percent

Correlation between U.S. stocks and U.S. bonds increases 30 percent
Correlation between U.S. stocks and non-U.S. stocks increases 30 percent

Under these scenarios, our recommended portfolios provided higher returns with less
risk than either the Fund's current or target portfolios. For example, the improved
target portfolio had 10 basis points more return and less risk than the current target
portfolio when tested under the assumption that all international markets had the lower
returns and higher risks outlined above. This indicates that the revised portfolios will
perform better over the long run, despite possible extreme underperformance of some
markets.

1



Il Implementation Issues

Whichever portfolio the Board chooses, several issues must be addressed by the Board to
ensure maximum Fund performance. The single most important issue is the degree of
adherence to the chosen allocation. Research has suggested that the asset allocation
decision accounts for over 90 percent of the variability of returns on a portfolio, and is
the single largest determinant of portfolio performance.1l Consequently, individual
security selection and active security management, the two factors commonly assumed to
contribute the most to the return of a portfolio, actually account for only a small amount
of portfolio return variability. Therefore, adherence to the chosen allocation is crucial to
the future performance of any investment portfolio, including the Permanent Fund.
Accordingly, the Board must decide whether the current investment strategy of the Fund
accommodates a strict adherence to the chosen allocation. We address this issue
separately for equity and fixed income assets in the following two sections.

Equity Assets

As of April 1993, the Board decided to use active managers only for domestic mid/small
capitalization stocks and all international equities. Since our recommended portfolios
are based on passive benchmarks, we believe that the long-term performance we forecast
can be achieved through the use of passive managers, although it is certainly possible
for active managers to meet or exceed that performance. For this reason, we believe the
Board's decision to retain active mangers is appropriate, as long as each manager is
given only that portion of Fund assets that is recommended in the chosen allocation, and
IS required to invest those assets in the specific, recommended asset class.

This stipulation is in direct contrast to the Board's new global investment strategy as
outlined in the Fund's 1993 Annual Report. The new strategy allows active
international equity managers to decide when and where to invest Fund assets,
essentially shifting the asset allocation decision from .he Board to the manager. As
mentioned earlier, asset allocation, not security select on or active market timing, is the
largest determinant of portfolio performance. Under the planned strategy, the Fund's
equity allocation will shift continuously, violating the most crucial aspect of strategic
asset allocation: maintaining a stable asset mix which was chosen based on long-term
forecasts and needs of the fund. For this reason, we suggest a slightly modified strategy
where the Board hires managers that have a specific style of investing. For example,
under this modified strategy, the European equity allocation would be managed by a
manager who specializes in European equities. This type of management strategy would
allow the Board to retain control over the equity allocation of the Fund.

1 Gary P. Brinson, Brian D. Singer, and Gilbert L. Beebower, "Determinants of portfolio
performance II: An update," Financial Analysts Journal, Mny-Juno 1991
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The Fund's domestic equity managers also have similar control over the asset allocation
decision. Currently, the performance of each domestic equity manager is evaluated by
using a benchmark portfolio that consists of 80 percent large capitalization equities and
20 percent mid and small capitalization equities. The equity managers, however, are not
specifically required to invest 80 percent of their Fund allocation in large capitalization
stocks and 20 percent in mid and small capitalization stocks. A manager could alternate
between large cap and mid and small cap stocks, and still average an 80 percent large
cap and 20 percent mid and small cap investment. This man? jer could potentially be
100 percent invested in large cap stocks when the return in the mid and small cap
market is high, and vice-versa. Again, this causes the overall equity allocation of the
Fund to change continuously, and shifts control of the asset allocation decision to
individual managers. Because the asset allocation decision is so important to the overall
performance of the Fund, we feel the Board should set specific domestic equity
allocations, and select managers who specialize in each asset class. This will ensure the
maximum expected return for the Fund's equity investments.

Fixed Income Assets

Currently, the Fund's fixed income assets are passively managed in-house by the Fund's
Chief Investment Officer, and are generally treated as a single asset class. Our
analysis, however, treats the fixed income category as five distinct asset classes, because
each contributes unique benefits to the overall portfolio. Treasury bills, for example,
provide more liquidity than the other assets, and are, consequently, the least risky.
Also, mortgage-backed securities perform differently from government or corporate
bonds. For this reason, each fixed income asset class must be considered separately in
the asset allocation decision.

Currently, the Board treats all fixed income assets as a single asset .lass and provides
only a broad allocation directive. This essentially shifts the asset allocation decision to
the fixed income manager. While the current allocation across fixed income assets may
be appropriate when viewed in isolation, that same allocation may be inappropriate
when viewed in the context of the overall portfolio. The Board has a comprehensive
perspective on the Fund and, as such, should determine the Fund allocation to each
asset class. For this reason, we suggest that the Board set specific target allocations for
fixed income asset classes. In this way, the Board maintains control over the Fund's
asset allocation and ensures maximum overall Fund performance.

Prior to beginning our study, several Board members and senators voiced concern over
the Fund having only one manager for the entire fixed income portfolio. We feel that a
single, capable manager, such as the current manager, can manage a large, passive fixed
incoirn portfolio with few problems, as long as that portfolio has only a small allocation
to mortgage-backed securities. However, if a larger proportion of funds was invested in

13



mortgage-backed securities (as is our recommendation), it may be required to hire
additional staff. This is because mortgage-backed securities are more complex to
analyze, and the holders of mortgage securities continually receive principal and interest
payments which must be accurately recorded. All our recommended portfolios contain
substantial allocations to mortgage-backed securities. Consequently, we suggest that the
Board hire an outside manager to manage the mortgage portfolio, or, at the very least,
hire additional support staff.

Conclusion

Although the Permanent Fund has an excellent performance history, the Fund faces new
and uncertain investment challenges in the coming years. The Board, realizing the
importance of asset allocation to overall Fund performance, has created a target
allocation to meet those challenges. However, as our analysis reveals, the Board can
implement a better allocation for the Fund, one that has higher expected return and less
risk than the Fund's target portfolio. Also, the Board can implement a new investing
policy, one emphasizing an adherence to the chosen allocation. By doing so, the Board
will help ensure the maximum expected performance of the Fund over the long-term
investment horizon, thereby providing the highest possible income to the State's citizens
and fulfilling its obligation to those citizens.

14



Appendix A: Benchmarks Used in Asset Allocation Study

Asset Class
U.S. Large Capitalization Equity

U.S. Mid/Small Capitalization Equity

Canada Equity

Europe Equity

Pacific Equity

Emerging Markets Equity

Cash

Benchmark Description

S&P 500: A market capitalization-weighted index
of 500 of the largest stocks of companies domiciled
in the United States.

Russell 2000 Index: A market capitalization-
weighted index of the stocks of the bottom two
thirds of the largest 3000 publicly traded
companies domiciled in the United States.

Morqan Stanley Capital International Canada
Total Return Index: A market capitalization-
weighted index of 81 large Canadian stocks.

Morqan Stanley Capital International Europe
Total Return Index: A market capitalization-
weighted index of large stocks from Austria,
Belgium, Denmark, Finland, France, Germany,
Ireland, Italy, Netherlands, Norway, Spain,
Sweden, Switzerland, and the United Kingdom.

Mor%an Stanley Capital International Pacific
Total Return Index: A market capitalization-
weighted index of large stocks from Australia, Hong
Kong, Japan, Malaysia, New Zealand, and
Singapore.

IFC Emerglng Market Composite Index: A

broad-based, market capitalization-weighted index
of stocks listed in countries with a per capita GDP
below an annually-disclosed f|gure. Currently, 20
countries are represented in the Composite index.

U.S. 90-Day Treasury Bills: Published by
Salomon Brothers in International Bond and Money
Market Performance.



IT Govt/Corp Bonds

LT Govt/Corp Bonds

Mortgage-Backed Securities

Non-U.S. Bonds

Real Estate

Lehman Brothers Intermediate-Term
Government/Corpo**ate Bond Total Return
Index: A ’oortfollo of U.S. government issues
(>$100 million par valueﬂ.and investment grade
corporate debt_$>$50 million par value) with an
al\éegrag\ge maturity of 442 years as of November 29,

Lehman Brothers Government/Corporate
Bond Total Return Index: A portfolio of U.S.
government issues (>$200 million par value) and
Investment grade corporate debt (>$50 million par
value) with an aveé%%e maturity of 1081 years as
of November 29, 1

Lehman Brothers Mortgage-Backed Securities
Total Return Index: An index ofall fixed-rate
securities backed by mortgage pools of the
Government National Mortgage Association
&GNMA),_FederaI Home Loan Mortgage

orporation (FHLMC), and the Federal National
Mortgage Association gFNMA). The index has an
average maturity of 539 years.

Salomon Brothers Non-U.S. 1+ Bond Index; A
market capitalization-weighted index of bonds from

Australia, Canada, Germany, Japan, Netherlands,
Switzerland, and the United Kingdom with one

%ear or more to ma_turltg. The average maturity of
onds in the index is 6.95 years.

Wilshire Real Estate Securities Total Return
Index: A market capitalization-weighted index of
approximately 85 real estate investment trust and
real estate operating companies.
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Appendix B: Forecasts Used in Asset Allocation Study

Forecasts of Expected Return and Standard Deviation

Expected Standard

Asset Class Return Deviation
U.S. Large Cap Stocks 13.56 20.61
U.S. Mid/Small Cap 18.03 32.95
Stocks
Canada Stocks 13.73 24.64
Europe Stocks 13.98 22.69
Pacific Stocks 15.11 28.24
Emerging Market Stocks 21.38 47.00
Real Estate 9.90 13.63
Cash 461 2.73
IT Govt/Corp Bonds 5.89 4.10
LT Govt/Corp Bonds 6.37 7.22
Mortgage-Backed 7.45 9.28
Securities
Non-U.S. Govt Bonds 6.01 14.75
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STEVE FRANK While in Juneau
P.0. Box V
19N. Cushman. Rm. 213 Juneau, Alaska 99811
. LR (907) 465-3709
Fawb(z;r(\)k?s).;glza;l;aﬂ%m Capitol Rm. 417
jSertate
TO: Senator L. Leman, Chair

State Affairs

FROM: Senator S. Frank, Co-Cha
Senate Finance Committed

RE- SPONSOR STATEMENT for SB 186: State Agency Publications
DATE: 14 April, 1993

AS 44.99.200 currently provides that "the publications of a state agency
shall be produced at a state-operated facility" whenever possible. This
statutory preference often excludes private-sector printing businesses
from consideration for state agency printing jobs.

SB 186 would repeal the section of the statute which mandates state-

operated printing facility preference and replace it with language which
would instead give high priority to private sector printers in Alaska in

securing these contracts.

State print shops (e.g., those at the University of Alaska Fairbanks and at
Central Duplicating Services in Juneau) presently receive contracts from
state agencies for jobs which may be more efficiently performed by the
private sector. It is necessary to shift this preference from state
facilities to privately-owned businesses in order to limit the size of
government and foster economic growth in the private sector.

Thank you for hearing this bill. | encourage your support so that private
sector printers in FY 94 may reap the benefits of its passage.
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t& e pvU it SA ofi
1025 Blair Road

Fairbanks, Alaska 99701
(907) 452-654.0

.Dear Senator Leman | . .
I thank you for hearing SB 186 and encourage you to support this
very important bill as introduced by;'.Senator. Frank* :

7 With the passage of HB75 Alaskan businesses suffered* 1 am-not /
a large printing company but 1 haye noticed the drop from (
a small amount of printing for. the University to NO printing. |I. used
to .'at least get to bid on projects-that needed to be-printed/ but
that has now completl-y stopped. . - .

i am good friends with some of the people who;work at the University
Print Shop and they tell me the politics in the plant are-, .just about
unreal. X have even had two of the individuals ask me if | had any
job openings/ even though I could" not.match..the hourly salary and

benefits they were ready to leave* ..
oot is my feeling that SB185 will stabilize amalready'shaky

printing economy.l sincerely hope you.give all your support
: to get this bill through your coramitte and then through the -«

Senate

Thank You,

Rich Jones
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Dear Senator Leman

Private coctox printers have been hurt by the growth of Che state in plant
print shopo and the tremendous amounts of work that go out of the state. We
need your help I

| thank you for hearing this bill and | certainly would encourage you to
support 5B 186 recently introduced by Senator Frank. We need aspeedy passage.

When BB75 was passed under the Cowper administration it hurt Alaskan businesses
a lot. The former Legtershop of Fairbanks lost a $72000 a year contract

with the Un,lversn)( (?f Alaska in mid-year because of the passa%e of HBYS.

The University pulled the contract aa{mg that with the passagé of HB/5

they could no longer contract out work. “That hurt them and In fact

the next year went out of business.

I flé;ure this bill costs Graphic North $25000 in bus,lne?s a month because
we 00 not get a chance to bid on University work and in fact the OAF.

Prmt sh?p does work for other state a encies. Wh?t really is sad, hs

0 justity their existence they will do work even It 1t is” not the cheapest
way to %et the printing done. ~Case in point - they buy Iar’ge quantities of
blank P10 envelopes to” imprint for the University.” It would be less
expensive to buy the envelopes from the mill alrgady printed, but they

elect not to do”that so that they can help justify their employees.

The University of Alaska Fairbanks i)l’ln'[ shop currently spends over $500000
a year in salaries, pbenefits and related costs Plus occupy prime office

or classroom apace that could be used for the students and not to expand

the state payroll.

Recently the UAT Print shop borrowed $200000 from a bank to buy pre—?ress
qul%ment. dThtey did not go through budgeting processes they Just went out
and borrowed it.

This b ill will ?ive the private sector printing businesses a fair shot at
all the governB tatc prlntln(TJ. We need to keep” the work in state and in
private businesses. "It wilthclp the taxpayers get the hest for their dollars
and w ill help the economy to become more stable. SB186 will help correct
this and | urge your support and a speedy passage through your committee and

the Senate.

Thank You,

157 Old StaosG + Fairbanks. Alaska 99701 « (907) 402-1907

TESTIMONY



S NATE COMMITTEE REPO" I

FIRST COMMITTEE OF REFERRAL

DATE:  4/7/93 FURTHER:
Date of 5-Day Notice: V in DATE TURNED
(in accordance with Uniform Rule 23) INTO OFFICE: t-r t - n

STATE AFFAIRS Committee considered SB 186

"An Act relating to state agency publications.”

and recommends:
[ ] same title

[ ] replace with CS [ J new title
[ ]technical
( ] attaches amendment(s) title change
(HB only)
[ ] adopts Letter of Intent
[ ] further referral to the
[ ] do pass
[ ] do not pass
[ ] np recommendation
[ Ifindividual recommendations
FISCAL NOTE INFORMATION _
Dopartmenl Data Zero Fiscal Department Date Zero Fiscal
4M 3.
[ ] Appropriation No Fiscal Note [ ] Governor's Bill with Previous Fiscal Notes (enter information above)

OTHER RECOMMENDATIONS:

hair: Signature and Recommendation



IMFIB Alaska

National Federation of
Independent Business

POSITION PAPER
OF

NATIONAL FEDERATION OF INDEPENDENT BUSINESS
NFIB/ALASKA

IN
SUPPORT
OF

SB 186 - STATE AGENCY PUBLICATIONS

9159 Skywood Lane
Juneau, AK 99801

Hie Guardian of
Small Business



CHAIRMAN, MEMBERS OF THE COMMITTEE, MY NAME IS RESA JERREL, AND
| AM THE STATE DIRECTOR FOR THE NATIONAL FEDERATION OF INDEPENDENT
BUSINESS - NFIB/ALASKA. | AM HAPPY TO BE HERE TODAY IN SUPPORT OF
SB 186.

NFIB/ALASKA IS COMPRISED OF 4,400 SMALL AND INDEPENDENT BUSINESS
OWNERS. THE LEGISLATIVE AGENDA OF NFIB/ALASKA IS DETERMINED BY OUR
BALLOT. THE BALLOT IS OUR ANNUAL POLL OF OUR MEMBERS ON A SERIES DF
ISSUES DEEMED CRITICAL TO SMALL BUSINESS. A MAJORITY VOTE, OF THE
MEMBERS IN RESPONSE TO THE POLL, SETS OUR POLICY AND POSITION ON
LEGISLATIVE ISSUES.

FOR THE RECORD THE FOLLOWING IS THE RESULT OF THE 1990
NFIB/ALASKA BALLOT QUESTION REGARDING GOVERNMENT COMPETITION:

Should legislation be passed that would restrict

gﬂ\éeirr]neTsenitna ?ans(l:(ge?s from competing with private

Yes 83 No 67. Undecided 117

CURRENT LAW REQUIRES PUBLICATIONS OF STATE AGENCIES TO BE
PRODUCED AT A STATE OPERATED FACILITY WHENEVER POSSIBLE. THIS PUTS
THE STATE IN DIRECT COMPETITION WITH SMALL BUSINESSES. IT ALSO, PUTS
SMALL BUSINESSES AT A DISTINCT DISADVANTAGE IF THEY WANT TO DO
BUSINESS WITH THE STATE.

SB 186 REPEALS THAT LAW AND SHIFTS THE PREFERENCE FROM STATE
OPERATED PRINTING FACILITIES TO PRIVATELY OWNED BUSINESSES.
NFIB/ALASKA BELIEVES THAT SB 186 WILL HELP LIMIT THE SIZE AND COST OF
STATE GOVERNMENT AND FOSTER ECONOMIC GROWTH IN THE PRIVATE SECTOR.

ALTHOUGH IT DOES NOT ELIMINATE COMPETITION FROM OTHER STATE OR
LOCAL AGENCIES WHOSE COMMERCIAL ACTIVITIES RANGE FROM GIFT SHOPS TO



DAY CARE AMD VIDEO OUTLETS - IT IS CERTAINLY A BIG STEP IN THE RIGHT
DIRECTION.

THANK YOU FOR THE OPPORTUNITY TO BE HERE TODAY AND TO SUPPORT
THIS WORTHY LEGISLATION. | WOULD URGE YOU TO MOVE THE BILL OUT OF
COMMITTEE SO WE CAN, HOPEFULLY, SEE [T BECOME LAW THIS YEAR. IF YOU
HAVE ANY QUESTION, | WOULD BE HAPPY TO TRY AND ANSWER THEM.
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A la s k a P erm anent

C apital M anagem ent C om pany

900 We U Filth Avenue, Suite 701

Anchorage. Alaska ,09501
Phone: (907) 272-7575 Fax: (007) 27 2-757-)

April 11, 1994

Senator Loren Leman ,
State Capitol
Juneau, Alaska 99801-1182

Deal- Senator

This lettei pertains to HB 375/SB 245 which proposes to authorize the
Trustees of the Alaska Permanent Fund to broaden the scope of Fund
investments.

I have had several discussions with individual Trustees regarding this
legislation. We have discussed several approaches and a new, amended
version of the bill(s) will be offered in committee testimony this week.

Throughout our discussions, the goals and aspirations of the Trustees
are very clear. There is strong focus on preserving principal and
increasing investment yield.

To protect principal, diversification is important. This will be
accomplished by the new legislation which will authorize specialized
investment in domestic corporations. This expansion of the equities
portfolios will enable the Fund to make larger investments in
corporations which are undervalued, corporations which may be takeover
candidates, corporations whose parts may be worth more than the whole
and thus may have spin-off opportunities, and corporations who have
strong potential which may not be recognized until or unless major
changes are made in its management.

Generally, a well-conceived and well-executed investment program which
involves the above should be beneficial to the Fund through the
realization of higher investment yields.

As you may have noted, financial markets have become more sophisticated,
global in scope and more volatile than ever. As markets change, entities
Jike the Permanent Fund must have the flexibility to meet market
challenges. They must have a whole toolbox full of choices 1in order to
get the job done and to do it well. The proposed legislation simply
provides another tool.

In Alaska, we treat investments in two ways. One way is to broadly
authorize any investment which comports to the Prudent Investor Rule.
Another method is to construct a "legal list" of investments which
describes each investment instrument which may be held within the
poi“"tfolio. The PERC/TRS system has the flexibility of the former while

tfit dir 1" S Srumlli™Mmi/r\chmKr ( iiibilnii



the Permanent Fund is constrained by the latter. Since the Permanent
Fund is a "legal list” fund, it is essential that those who construct
the list keep it current in a fast changing market environment.

It is incumbent upon Trustees of "legal list" funds, in exercising their
fiduciary responsibility, to bring proposals for list expansion to the
attention of the list makers. That is what they have done in proposing
HB 375/SB 245.

The legislation includes some important checks and balances which tend

to reduce the risk of moving forward with poor investments. The
legislation requires that there be co-investors. This insures that
every investment is scrutinized by another fund. If funds have
problems, questions or are uneasy with the investment, they discuss it
and compare notes. The limit on oil and gas investments in an oil and

gas state make sense. Alaska®"s wealth should be diversified and this
stricture is a prudent one.

I commend this legislation to you and recommend its passage. It will
take the better part of a year for the Trustees to construct specific
policies find managers to help execute that policy and devise a method
for reviewing performance. The lead time involved to do the job right
argues for passage this session.

If you have questions and concerns regarding this legislation and wish
to contact me, T would be pleased to respond.

Best wishes in all your endeavors.

Sincerely,

David A. Rose
Chairman



Barbara Whiting
3006 Foster Avenue
Juneau, Alaska 99801

S

April 19, 1993

The Honorable Loren Leman
Alaska State Senator
Room 113, State Capitol
Juneau, Alaska 99801

Dear Senator Leman:

This is a letter in support of the majority of SB 199, with the
exception of Sec. 3, and a request that this bill be passed in
the current legislative session.

I am currently the Elections Coordinator for the Division of
Elections and have been employed by the Division since 1987.
However, | have resigned effective April 30, due, in part, to the
havoc created by having the Division of Elections employees
subject to the hiring and firing policies of exempt status.

As you are well aware, the tasks relating to putting on an
election are not merely having candidates names printed on
ballots, but are, according to the laws of the State of Alaska,
complex. They aren't tasks that you learn in "elections school.”
They are learned by in-house training, practical elections
experience, reading the statutes, understanding the statutes, and
being able to put them together to have a successful, ethical,
impartial election.

There are only four employees left from the last administration;
two in the Director's Office (one when | leave), one in the
Anchorage office and one in th™ Fairbanks office. The lack of
institutional knowledge due t uhe massive firings by the new
administration greatly hampered the efficiency of our office.
Some may say that an election is an election is an election is an
election. However, of all the elections that | have conducted,
every one has been different. It's the little bit of
institutional knowledge that helps get us through each roadblock.
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An election is supposed to be conducted by a nonpartisan group of
employees. When longtime employees are fired, not because they
were incapable of doing their job, but because they were unknown
factions to a newly elected administration, the public perception
could well be that this is no longer a nonpartisan group. The
public also knows that in a private enterprise company that needs
to make a profit, it would be unthinkable for a new owner to
summarily dismiss the people who had valuable experience,
longevity and dedication to the technicality oftheir jobs,
without first assessing the person's abilities to accomplish the
goals of the new owner.

The only part of the bill I would encourage youto change is Sec.
3 which allows all employees that now hold positions at the
Division to continue in those positions. This is not consistent
with the rest of the bill which disallows hiring for reasons
other than the employee's qualifications. If this bill passes,
new positions may be developed, and current employees may wish to
try out for a different position than the one they are in. |
also feel that if a current employee is worth their salt, they
will be able to qualify for a position under the new rules. This
will also give a greater comfort level to the public and the
Legislature, knowing that these employees are not there solely
based on their friendship to an administration.

I urge you to try to get this bill passed quickly, in this
session. I know the time is short until the end of this session,
but to pasr a bill this monumental to the workings of the
Division of Elections as late as the 1994 session which is an
election year, would be devastating. From the beginning of
January to December, election tasks are piling up daily, and the
employees of the Division are busy preparing for the Primary and
General Elections. It is my understanding that if this bill
passes, the process to change employees from exempt to classified
takes time to get underway and accomplished. Positions need to
be reviewed, job descriptions need to be written, and employees
hired under the new system. To do this in an election year would
create havoc for the employees of the Division of Elections. If
the bill is passed in this session, the transition could be
taking place in a relatively more quiet time for the employees so
that the change could be smooth and orderly.

Thank you for your consideration of my views.

Sincerely,
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P.O. Box 74358
Fairbanks. AK 99707-4358
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Senator Loren Leman, Chairman
(800) 478-3257

Senate State Affairs Committee
Alaska State Legislature
Capitol Building

Juneau, Alaska 99801-1182

RE: SB 199, Employment status
of elections employees

Dear Senator Leman,

The Office of the Ombudsman supports the passage of SB 199 and offers a
suggestion that will strengthen the public policy matter that the bill addresses.

The Division of Legislative Audit and The Office of the Ombudsman both
recently completed extensive reviews of separate issues involving the Division of
Elections. While | will not speak to the findings of the Division of Legislative Audit, |
did find it of interest that we both found fault with the fact that elections employees were
in the exempt service of state government. We both recommended that line staff of the
agency be placed in the state merit system. SB 199 doesjust that.

| believe you would strengthen the public policy matters this bill addresses by
deleting section 3 of the bill. Section 3 offers unnecessary protections to current
employees of the Division of Elections. Theoretically, it has the potential of
undermining the merit system principles this bill seeks to implement.

The slate Personnel Rules as set out in the Alaska Administrative Code provide
protections to employees who are transferred from the exempt to merit system. It
provides a one-year transition period for incumbents to meet the requirements of newly
established jobs and class specifications. (See2AAC 7. 215, attached). Incumbents
are allowed to compete for merit appointments based upon their qualifications /or the
newly established positions. Equal Employment Opportunity requirements placed on the
state already prevent the establishment of minimum criteria for positions which do not
realistically reflect the job responsibilities and duties. Merit system appointments are
made from any of the top five ranks of most qualified applicants. Existing elections
employees who are qualified and competently performing needed jobs well should have
no problem receiving merit appointments.

For ease of your committees review, | have attached an executive summary of my
investigation. | believe it captures the basic issues that we addressed in our report. |
have sent copies of the complete report, which includes the lieutenant governor's
response to each legislator. Let me know if you need additional copies. | would be
happy to answer any questions you or your committee has about our investigation or my

position on this bill.
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| believe that passage of SB 199 would set in statute that it is the policy of the
state is that the division of elections shall function as a nonpartisan agency. It would
help ensure that a stable group of experienced, qualified and knowledgeable professionals
will be available to manage our slate elections in future years.

Duncan C. Fowler
Ombudsman
Attachment: 2 AAC 7.215
Executive Summary J092-1846



2 AAC 07210  Alaska Administrative Code 2 AAC 07225

Authority: AS 39.25.050 AS 39.25.140
AS 39.25.070 AS 39,25.150(25)

2 AAC 07.210. TRANSFER APPOINTMENTS, (a) An em-
ployee may be transferred within a department or to a different de-
partment, with the employee’s concurrence. o

(b) Any transfer effected for the good of the service without the
consent of the employee must be approved by the director.

(c) The intradepartment or interdepartment transfer of an em-
ployee does not chan?e the emgélloyment status ofthe transferred em-
ployee. (In effect before 6/28/84 am 6/28/84 Register 91)

Authority: AS 39.25.070
AS 39.25.140
AS 39.25.150

2 AAC 07215 TRANSITION PERIOD FOR EMPLOYEES
MOVED TO CLASSIFIED SERVICE. An employer in the exempt
or partially exempt service whose position is moved to the classified
service may retain the position as an exempt or ﬁartlally exempt
employee for up to 12 months in order to establish entitlement to
appointment in the classified service. Upon successful completion of
competition for the classified service position, the individual may be
apPomted and serve a probatlon&enod. Range and step placement
will be governed bP/ 2 AAC 07.315—2 AAC 07.390. Notwﬂhstandmg
other provisions of this chapter, the director may authorize limite
recruitment in order to facilitate the transition of employees under
this section. (Eff. 6/28/84 Register 91)

Authority: AS 39.25.070
AS 39.25.140
AS 39.25.150

2 AAC 07220. DIRECT APPOINTMENT FROM OTHER
MERIT SYSTEMS. With the prior approval of the director, merit
system _emgloyees ofthe United States Government or the legislative
orjudicial branch ofthe Alaska State Government may, upon transfer
to the executive branch of Alaska State Government, be appqmted to
the classified service, notwﬂhstandm&/other provisions ot this chap-
ter. (In effect before 6/28/84 am 6/23/84 Register 91)

Authority: AS 39.25,070
AS 39.25.140
AS 39.25.150(10)

2 AAC 07225 REHIRE. An employee who_separated in good
standing while holding a permanent or probationary appointment
may be reemployed inthe same job class or in a lower class in the
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OFFICE OF THE OMBUDSMAN

EXECUTIVE SUMMARY -.J92-1846
INVESTIGATION OF TELEPHONE USE
AT THE ALASKA DIVISION OF ELECTIONS
Anril 8. 1993

THE COMPLAINT

The Office ofthe Ombudsman received a signed, written complaint alleging
misconduct by Division of Elections Director Chariot Thickstun and some members of her
staff for misuse of the state telephone system. The complaint alleged that Ms. Thickstun
made inappropriate and excessive use ofthe system for personal calls and did not
reimburse the state for the cost of those calls.

During the investigation ofthis complaint, division telephone bills between
December 1990 and October 1992 were analyzed and sworn depositions were taken from
former and present division employees including Ms. Thickstun. Written responses were
received from Ms. Thickstun and Lt. Gov. Jack Coghill.

FINDING

When completed, the ombudsman investigation concluded that Ms. Thickstun had,
in fact, engaged in misconduct when she made more than $1,700 in private long-distance
phone calls from her Juneau office at state expense.

Ms. Thickstun made no serious effort to reimburse the state for the cost ofthe
more than 600 long-distance calls documented by the ombudsman until after she learned
of the investigation.

The report found that Ms. Thickstun’s intimidating, closed-door management style
was in large part responsible for division employees being unwilling to confront the
director with their misgivings about the telephone usage.

Numerous division staff members became concerned over the use of the office
phones for personal use (including use ofthe 800 toll-free line) and tried to bring it to the
director’s attention. However, Ms. Thickstun still did not pay the bills and staffdid not
want to risk theirjobs by making her angry as the director viewed being confronted as lack
of support and loyalty. She usually kept her door closed when in the office and staffwent
so far as to slide paperwork under her door.

RECOMMENDATIONS
C lassifying elections sta ff

To prevent this kind ofdifficulty from reoccurring, the ombudsman recommended
that legislation be introduced to place all employees ofthe Division of Elections, who do
not hold policy-making positions, within the classified service. This means employees of
the division would be hired, fired or promoted based on their ability to perform defined
jobs within the agency. However, ifthe status quo is retained and division staff remain
exempt, their employment status is totally at the whim ofthe director.

To be grouped within the classified service would help division employees be more
candid with the director without lear of losing theirjobs. In addition, it could help
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minimize the high turnover, wholesale firings and loss of institutional memory that has
occurred during Ms. Thickstun’s tenure. It could help ensure that a non-partisan,
professional staffwould always be available to carry out the difficult and importantjob of
organizing statewide elections.

The investigation found that other states are already moving in this direction.
Elections staffin Utah and Washington are classified civil service employees and in North
Carolina elections employees can only be removed for cause. In Hawaii, most ofthe
elections technical and support staffare already civil service employees. Pending
legislation in Hawaii recommends reorganizing elections into a classified state agency
outside the lieutenant governor’s office where it now resides.

Disciplinary Comparisons

While not making any recommendation on whether disciplinary action should be
taken against Ms. Thickstun, the ombudsman report found, by way of comparison, that
non-exempt employees in the merit system had been fired or allowed to resign for lesser
infractions.

To get a comparison ofhow matters such as the use ofthe phones in the Division
of Elections office are handled in the classified service, the ombudsman consulted with
officials in the Division ofLabor Relations without revealing parties or agency involved in
the investigation.

Labor relations officials stated if a person in classified service made the volume of
calls evident in the complaint over such a lengthy period of time with so little effort
towards reimbursement, the state would recommend immediate termination.

Labor relations officials cited several examples of classified employees who have
been terminated or allowed to resign for misuse of state resources:

* A high-ranking employee who was hired in Juneau while his spouse remained in
another part ofthe state, left his position when 15 or 20 calls to his spouse during working
hours were determined to be excessive personal use ofstate time and resources.

» A state auditor took several technical books and computer software packages
from the office to his home where it remained for several months. When confronted, he
maintained he never intended to keep the material and offered immediate return. The state
declined to accept that action as sufficient and allowed the employee to resign in lieu of
termination.

* An employee who was responsible for approving telephone bills and leave slips
for her office was terminated when it was discovered she was failing to submit her own
phone reimbursement and leave slips in a timely manner.

MS. THICKSTUN’S RESPONSE

Accompanied by her attorney Edgar Paul Boyko, Ms. Thickstun, in a sworn
statement to the ombudsman, said it was never her intention to not pay for the calls and
said the problem was she didn’t receive the billings so she could go over them and
reimburse the state in a timely manner. She also pointed out that she often worked seven
days a week anJ 16-hour workdays were common so she had to conduct some personal
business while at the office. She estimated she worked more than 6,400 hours during that
two-year period. The record shows she reimbursed the state $131 for her phone calls
prior to the ombudsman investigation and more than $1,700 after the investigation began.

2
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“Assuring an honest election process is more important than counting and
immediately paying for paper clips,” Mr. Coghill said in his written response to the report.
The division staff “should not be the center of an attack but rather the recipients of public
compliments for their excellent work,.” he said.

OMBUDSMAN FOWLER’S RESPONSE

In response to that kind of criticism, the ombudsman report pointed out that Ms.
Thickstun ,as a high public official, has a responsibility to set an example of ethical
standards for her staff and her continual denial to even recognize any wrongdoing in this
matter just perpetuates a double standard of accountability between classified employees
and political appointees.

The agency response “clearly does not accept the significant ethical implications
discussed by Ombudsman Fowler in the findings and recommendations ofthis
investigation,” the report says. The agency response characterizes the misuse of the
phones as “technical irregularities” which have now been resolved.
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minimize the high turnover, wholesale firings and loss of institutional memory that has
occurred during Ms. Thickstun’s tenure. It could help ensure that a non-partisan,
professional staffwould always be available to carry out the difficult and importantjob of
organizing statewide elections.

The investigation found that other states are already moving in this direction.
Elections staff in Utah and Washington are classified civil service employees and in North
Carolina elections employees can only be removed for cause. In Hawaii, most ofthe
elections technical and support staffare already civil service employees. Pending
legislation in Hawaii recommends reorganizing elections into a classified state agency
outside the lieutenant governor’s office where it now resides.

Disciplinary Comparisons

While not making any recommendation on whether disciplinary action should be
taken against Ms. Thickstun, the ombudsman report found, by way of comparison, that
non-exempt employees in the merit system had been tired or allowed to resign for lesser
infractions.

To get a comparison of how matters such as the use of the phones in the Division
of Elections office are handled in the classified service, the ombudsman consulted with
officials in the Division of Labor Relations without revealing parties or agency involved in
the investigation.

Labor relations officials stated ifa person in classified service made the volume of
calls evident in the complaint over such a lengthy period oftime with so little effort
towards reimbursement, the state would recommend immediate termination.

Labor relations officials cited several examples of classified employees whc hive
been terminated or allowed to resign for misuse of state resources:

* A high-ranking employee who was hired in Juneau while liis spouse remained in
another part of the state, left his position when 15 or 20 calls to his spouse during working
hours were determined to be excessive personal use of state time and resources.

« A state auditor took several technical books and computer software packages
from the office to his home where it remained for several months. When confronted, he
maintained he never intended to keep the material and offered immediate return. The state
declined to accept that action as sufficient and allowed the employee to resign in lieu of
termination.

 An employee who was responsible for approving telephone bills and leave slips
for her office was terminated when it was discovered she was failing to submit her own
phone reimbursement and leave slips in a timely manner.

MS. THICKSTUN’S RESPONSE

Accompanied by her attorney Edgar Paul Boyko, Ms. Thickstun, in a sworn
statement to the ombudsman, said it was never her intention to not pay for the calls and
said the problem was she didn’t receive the billings so she could go over them and
reimburse the state in a timely manner. She also pointed out that she often worked seven
days a week and 16-hour workdays were common so she had to conduct some personal
business while at the office. She estimated she worked more than 6,400 hours during that
two-year period. The record shows she reimbursed the state $131 for her phone calls
prior to the ombudsman investigation and more than $1,700 after the investigation began.

2
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“Ms. Thickstun has an added responsibility as the director of Elections to set an
exemplary standard in all areas but most actively in matters of prudent use of public
resources and protection ofthe public trust, in matters both small and large,” the analysis
section ofthe report states. “There are also serious omissions in Ms. Thickstun’s behavior
which cast doubt on her assertion that she would have, at some time in the future,
reimbursed the state for each personal call made. There is no evidence that, absent the
ombudsman’s investigation, Ms. Thickstun would have initiated the lengthy search and
effort winch full reimbursement would have required.”

In response, Ms. Thickstun has instituted a new phone policy in the elections
office. No one is to make long distance calls except in an emergency. Permission must be
given by a supervisor and arrangements made for reimbursement.

“No one intentionally set out to hurt anybody or not to pay anything or to be
underhanded in some way,” Ms.Thickstun said in her statement to the ombudsman. “That
is not what has happened here. | think it was simply the fact that we have had too many
changes of personnel and the people have been too intimidated to come to me and say
‘look at these dam things and get them right back to me, or whatever.”

Ms. Thickstun termed some of the points in the ombudsman’s preliminary report
“thinly veiled partisan attacks,” against her and pointed to the division’s successful
elections process in the face ofturmoil caused by reapportionment, instituting the closed
Republican primary and the recall efFort against the governor and lieutenant governor.

In addition to the costs ofthe actual phone calls, the ombudsman report disagreed
with Ms. Thickstun’s assertion that requiring elections staff to maintain her personal
phone files, highlight calls and take responsibility for eliciting payment from her was a
legitimate work assignment.

“In fact, the level of staffattention required by Ms. Thickstun’s personal use of the
phones would, ifall calls were claimed as they occurred, require substantial and ongoing
staff time which contributes nothing to the legitimate function of the agency,” the report

said.
LT.GOV.COGHILL'S RESPONSESE

As a matter of policy, the Office of the Ombudsman docs not recommend specific
personnel actions be taken. Any disciplinary action against Ms. Thickstun was left up to
her boss Lt. Gov. Jack Coghill, wiio oversees the division. It was requested that Mr.
Coghill (as Ms. Thickstun’s immediate supervisor) review the facts of the investigation
and appraise the ombudsman ofany action taken as a result.

Ombudsman Duncan Fowler met with Mr. Coghill on three occasions to discuss
the facts ofthe ombudsman investigation, the ethical and fiscal considerations involved
and the importance of applying consistent ethical standards in state government.

In response, Mr. Coghill said he will ask for an “independent auditor/investigator”
to conduct an investigation that is more “positive and creative” than the ombudsman
investigation which “ ... at the moment appears to be mostly conclusions from
innuendoes.”

As to the recommendation that non-policy elections employees be transferred into
classified service, Mr. Coghill said he would support changing those employees from
“exempt" to "partially exempt.” That action would not address the hiring and firing issues

addressed in the ombudsman report.
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“Assuring an honest election process is more important than counting and
immediately paying for paper clips,” Mr. Coghill said in his written response to the report.
The division staff“should not be the center ofan attack but rather the recipients of public
compliments for their excellent work,.” he said.

OMBUDSMAN FOWLER’S RESPONSE

In response to that kind of criticism, the ombudsman report pointed out that Ms.
Thickstun ,as a high public official, has a responsibility to set an example of ethical
standards for her staffand her continual denial to even recognize any wrongdoing in this
matter just perpetuates a double standard ofaccountability between classified employees
and political appointees.

The agency response “clearly does not accept the significant ethical implications
discussed by Ombudsman Fowler in the findings and recommendations of this
investigation,” the report says. The agency response characterizes the misuse ofthe
phones as “technical irregularities” which have now been resolved.
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FISCAL NOTE

STATE OF ALASKA BILLNO. SB 19
1993 LEGISLATIVE SESSION

Revision D ate: _Dept. Affected:Administration

Title: "An Act relating to employees of the Division of _BRU: Personnel/OEEO

Elections " .Component Personnel/OEEO
Sponsor Senate Rules Committee bv Request of LBA Com.
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Prepared By: Kevin Ritchie. Director Phone: 4634429
Division: Personnel/OEEQ Date:

Approved by Commissioner Nancy Bear Usera Date: "7 z
Agency: Department of AdminN ration
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE

DIVISION OF LEGISLATIVE AUDIT

The Legislative Budget and Audit Committee is a
Eermanent interim ~ committee of the Alaska

egislature.  The committee is made up of five
senators and five representatives, with one alternate
from each legislative chamber. The chalrmanshlg of
the committee alternates between the two chambers
every legislature.

The committee is_responsible for providing the
legislature with audits of state government agencies.
The programs and activities of state government now
cost more than S5 billion a year. AS Ie?|slators and
administrators .tn{ increasingly to allocate state
revenues effectively and make government work more
efficiently, they need information to evaluate the work
of governmental agencies. The audit work performed
by the Division of Legislative Audit helps provide
that information,

As a quide to all their work, die Division of
Legllsllatlve Audit complies with generally accepted

auditing standards established Dby the " American

Institute of Certified Public Accountants and with

government auditing standards established by the U.S.
eneral Accounting Office.

Audits are performed at die direction of die
Legislative Budget and Audit Committee. Individual
legislators or committees can submit requests for
audits_ of specific programs or agencies to die
committee for consideration. Copies 0f all completed
audits are available from the Division of Legislative
Audit’s offices in either Anchorage or Juneau.
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Randy S. Welker, CPA
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Division of Legislative Audit

P.0. Box 113300
Juneau, AK 99811-3300
(907)465-3830

February 97, 1963 FAX (907) 465-2347

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska Statutes, the attached report is
submitted for your review.

OFFICE OF THE LIEUTENANT GOVERNOR
DIVISION OF ELECTIONS
SELECTED FINANCIAL COMPLIANCE AND MANAGEMENT ISSUES

February 27, 1993

Audit Control Number
01-4454-93

The objectives of this audit were to analyze and evaluate selected Division of Elections
(Elections) FY 92 and FY 93 expenditures, to determine Elections’ efforts to comply with
the appropriations act, to review and assess personnel management issues, to review the
appropriateness of contracts and Reimbursable Services Agreements, and to review the
recently submitted requests for FY 93 supplemental funds. In addition, the audit discusses
the effect of reapportionment and other external factors affecting Elections and the election
process.

The audit was conducted in accordance with generally accepted government auditing
standards.  Our audit approach is further discussed in the Objectives, Scope, and
Methodology section of this report. Results of our review are presented in the Auditor
Conclusions and Recommendations sections of the report.

Randy S./}tfelker, CPA
Legislative Auditor
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OBJECTIVES. SCOPE, AND METHODOLOGY

In accordance with a Legislative Budget and Audit Committee special request and the
provisions of Title 24 of the Alaska Statutes, we conducted a review of selected financial
compliance and management issues of the Office of the Lieutenant Governor, Division of
Elections (Elections). We reviewed levels of expenditures, personnel issues, and
procurement practices.

Objectives
The specific audit objectives were:

1. To analyze and evaluate selected Elections FY 92 and FY 93 expenditures.

2. To determine Elections’ efforts to .comply with the appropriations act.

3. To review and assess personnel management issues.

4. To review the appropriateness of contracts and Reimbursable Services Agreements.
5. To review the recently submitted requests for FY 93 supplemental funds.

Scope and Methodology

We focused on issues that have occurred since the advent of the current administration in
December 1990. To reach conclusions about this administration’s decisions and actions, we
compared activity in this timeframe to that in prior periods.

There were several limitations on the scope of our work. These limitations impacted the
extent of our analyses.

* Elections has been inconsistent in the manner in which financial activity is recorded
on the state accounting system. This limited our ability to identify expenditures for
comparison between fiscal years and to identify expenditures by function or by
project.

 There has been high turnover of personnel in key positions and Elections lacks
documentation supporting the basis of various management decisions. Therefore, we
were unable to evaluate certain specific management decisions.

 We did not address any area of expenditures that was being investigated by the State
Ombudsman.
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In addition, we heard many allegations of improprieties and mismanagement. It was not
practical for us to pursue each and every complaint. However in instances where we did
investigate the issues, we found some with merit and others to be unsubstantiated.

We evaluated the level of expenditures that occurred in FY 92 and FY 93, but also used
expenditures reported in prior years to develop trend analyses. We compared the rate at
which the appropriations were spent in our targeted years to previous election and non-
election years. We used these analyses to isolate increases in expenditures during FY 92 and
FY 93. When possible, we identified whether increased expenditures were directly related
to external factors or were the results of management decisions.

In order to address our audit objectives, we reviewed the following:

Internal Elections’ memorandums, correspondence, and other documents relating to
their operations.

» Budget documents, requests for revised programs and supplemental appropriations,
session laws, and other legislative information relating to Elections’ operations.

* Internal reports and documents prepared by the Office of the Governor, Division of
Administrative Services.

* Financial reports from the state accounting system.

e Articles of the Alaska Constitution related to apportionment and disbursement of
funds.

» Alaska statutes related to various aspects of election operations.
» Applicable sections of the Elections’ policy and procedures handbook.
» Applicable sections of the State’s Administrative Manual.

Attorney General opinions and memorandums applicable to issues involving the
election process and operations of Elections.

* Ombudsman closed case files related to complaints involving the election process and
operations of Elections.

e Court documents related to reapportionment and the election process.
In addition, we conducted interviews with the following individuals and groups:
» Elections’ management and staff at the director and regional offices.

 Former employees of Elections.
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Administrative staff of the Office of the Governor.
Staff at the Attorney General’s office and Office of Management and Budget.
Executive Director, Reapportionment Board.

Employees at other state agencies who interacted with Elections during the
reapportionment and election processes.
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ORGANIZATION AND FUNCTION

The Division of Elections (Elections) organizationally falls under the auspices of the Office
of the Lieutenant Governor. Alaska Statute 44.19.020 (1) directs the Lieutenant Governor
to administer state election laws. Alaska Statute 15.10.105 directs the Lieutenant Governor
to control and supervise Elections and to appoint a director of Elections. This statute gives
the director of Elections the authority to act for the Lieutenant Governor in the supervision
of central and regional election offices; the employment and training of election personnel,
and the administration of all state elections, as well as those municipal elections which the
State is required to conduct.

There are numerous statutes and regulations related to the election process. The statutes
mandate elections and their frequency. Statewide primary and general elections occur every
two years. When elections for national offices are held, those candidates are included on the
ballots. In addition, statewide special elections, retention elections for the judicial system,
and supervision of several local and regional elections occur throughout each year.

Statewide election districts are redrawn following each decennial census. This redistricting
is the responsibility of the Governor and the Governor-appointed reapportionment board.
The establishment of precincts within district boundaries is the responsibility of Elections.
The statutes give them the power to modify the boundary of a precinct and to establish or
abolish a precinct.

Eligibility of candidates must be determined by the director of Elections who is also
responsible for ensuring all qualified candidates’ names are on the ballot. Candidates not
representing a political party may file a petition for placement on the ballot. Also, during
national election years, limited political parties may petition to have their candidate placed
on the ballot. Elections is responsible for ensuring the validity of the signatures on the
petition.

Flections is responsible for printing and distributing ballots and other election materials.
Statutes mandate publication of an Official Election Pamphlet prior to each general election.
In addition, statutes require full public notice be given of each election. Following an
election, upon timely receipt of a properly prepared application, Elections is aiso required
to conduct recounts.

Prior to voting in an election, individuals must be registered to do so. Elections is
responsible for maintaining records on voter registration. To accomplish this they maintain
voter information on the computerized Voter Registration and Election Management System
(VREMS). VREMS provides instant statewide, on-line access for the immediate update of
voter rolls. Currently there are approximately 324,000 registered voters in the State of
Alaska.

A registered voter may vote in person or by absentee ballot. The director of Elections is to
provide administrative supervision over the conduct of absentee voting. In areas where
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