
ALASKA LEGISLATURE COMMITTEE FILES o o / Z

9029 SENATE STATE AFFAIRS



STATE OF ALASK A
1995 LEGISLATIVE SESSION

F I S C A L  N O T E
H ILL NO. SH 3?

Revision Dale: ___________________________________  Dcp4 Affected Health and Social S e rv ic tf
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__________________________________________________ Component Medicaid Facility_________
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P E R S O N A L  SERVICES 00 00 00 00 CO 66 j
TRAVEL 00 00 30 6 o 66 6 6
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SUPPLIES 00 00 00 0 0 6 o 661
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1 GRANTS. CLAIMS 469 4 427 5 599 J t - . i : *«4 5 M o .
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S T A T E  O F  A L A S K A
I ‘>95 t.EGISLA riV E  SESSION

F I S C A L  N O T E

H I L L  N O . S B  37

R*vt*icoOai« Affectco HtaHh and Soctal Sorvnrat
‘  fie R e p o t PFD M o ld -H ftftnK ti BRU Medical A ** i» u n ca ____________
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ________________  Component Permanent Fend Hold-Harm te**
loonscr San. Ph illip * _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ______________________________________________
3e<H/c«04 9enate State Affair*________  COMPONENT SERIAL NO Ml
EtpenditurefuRevenue*: (Thousand* of Collars)
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5£Avnifcs o 5 6 6 1 66 66 r  o o 1 00
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Pago 2 of 2 SB 37

a n a l y s is (com.):

Tho PFD-HH program allows Mcdicad recipients lo reccivo and retain PFD money for up :o 
four months and still receive Medicaid services

if ihe PFD-HH program is eliminated, most Medicaid recipients will continue lo remain 
eiigiWo m tho month they receive the chec* They coukt become ineligible for Medicaid if 
thoy chose to retain their PFO chec* and d puts them over the Medicaid resource limit in the 
following month

Many individuals, however, mil elect to spend their PFO choc* in the month of receipt to 
prevent that money from being considered a resource, these individuals will reiam Medicaid 
ed ib ility in abserue of PFD-hh funds, the regular Medicaid funding will be necessary to 
cover these mdrvduats. both m Mcd<cad Facilities and Nonfactities Wo anti&pato that 
Those ndrviduats who receive Mcd<cad services n an amount equal to or greater that the 
arrcunt of a pcrmarrent fund dividend are the individuals who will dispose of their PFD 
chec* and remain Ved.cad etg t«o Currently. ot annual Mcdicad expenditures are for 
receiptems who receive on average 5547 or more n Mcdicad benefits each month We 
ani»ccaie the regular Med<ad budget wJ see a ccromenserate nc'case equal to 6CS of 
the amount currently budgeted 'or ’he pcO-h h program (t t mimon) Sec companion fiscal 
notes for U«diC*d Facutv ard Medved Ncn.factWy to show tfus increase

The* fiscal note shews ‘he ctm.naiiion of the FY 95 budget <equesi at 1 t rmit - *i The 
-educfiwi <c e*pe*d-fu»es shewn reflects what wcwd be an tOS growth (Inn*, i ard client 
yewsh) ei Mure rear a m me coil o» PFD**#f benefits to replace Med*cad 'uncs



Department of Health and Social Services 
Division of Public Assistance 

Febf«»o 1 .1995

PERMANENT Ft Ml DIVIDEND SPENDING PATTERNS OF Pi BLIC ASSISTANCE RECIPIENTS

Tlic Division o f Public Assistance requires all AFDC. Food Stamp, Medicaid, and Adult Public Assistance 
recipients to complete special report forms which explain in some detail how they have spent their dividend 
payments. Ilicsc forms arc used by E lig ib ility Worker* to verify when dividends ate received and whether 
recipients have used any of their dividend money to purchase a resource that could affect elig ib ility.

DPA analyzed more that 5.000 o f these forms to determine bow public assistance recipients spent their 
div idend payments. Die study results pmv ide the most accurate picture available o f how welfare 

recipients vpend their div idends Fhese results x x  summarized in the attachments Ihe pattern that emerges 
ts one ol expenditures on basic expenses, with little utilization for luxury items

About W) percent o f reporters spent vomc part af their dividend money on clothing and about 58 percent 
repotted spending dis idend monev on food. Roughly 44 percent bought household items, and nearly 40 
percent paid past due bills About 39 percent reported that they had saved at Icavt part o f their dividend 
fm *K>  Experience with the public avsivtancc caseload shows that most usings arc short-term, rarely 
extending beyond the month alter dis idend receipt
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A L A S K A  S T A T E  L E G I S L A T U R E

S E N A T O R  R A N D Y  P H IL L IP S

SENATE DISTRICT L

SESSION 
Stale Capitol 

Juneau, AK 99801 
(907) 465-4949 
800-478-4950 
Fax: 465-4979

INIEB1M
P.O. Box 142 

Eagle Rivor AK 99577 
(907) 694-4949 
Fax: 694-4948

January 19, 1995

M E M O R A N D U M

TO: Senator Bert Sharp
Chairman. Senate State Affairs Committee

t c - pFROM: Senator Randy Phillips -------

RE: SB 37, "An Act relating to treatment of permanent fund
dividends for purposes of determining eligibility for
certain benefits”

Ilie above referenced bill has been referred to the Senate State Affairs 
Committee.

Please consider this as my formal request that SB 37 be scheduled 
before your committee for a hearing.

If you have any questions or comments do not hesitate to call me at 
ext. 4949. Your cooperation is appreciated.
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C S  F O R  S E N A T E  H IL L  N O . 3 7 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsortsi: SKNATORS PH ILLIPS . Taylor
A HILL

F O R  AN A C T  E N T IT L E D  

"A n  Act re la t in g  to tre a tm en t o f  p e rm an en t fund  d iv id end s  f o r  p u rp o se s  o f  

d e te rm in in g  e lig ib i lity  f o r  c e rta in  bene fits ; and p ro v id in g  f o r  an  e ffe c tiv e  d a te ."

B E  IT  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

• S e c tio n  I .  A S  4 3 .2 3 .0 2 5 (a )  is amended to read:

(a )  B y  O ctober 1 o f  each yea r, the com m iss ione r sh a ll de te rm ine the va lue o f  
each perm anent fund d iv idend  fo r  that yea r by

(1 )  determ ining the tytai amount ava ila b le  fo r  d iv idend  paym en ts , which
equals

(A )  the am ount o f  incom e o f  the A laska  perm anent fund 
transferred to  the d iv idend fund under AS 3 7 .1 3 .1 4 5 (b )  du ring  the cu rren t yea r.

( B )  p lus the unexpended and unob liga ted  ba lances o f  p r io r fisc a l 
yea r app rop ria tions that lapse in to  the d iv idend fund under A S  4 3 .2 3 .0 4 5 (d ) ;

(C )  less the amount necessary to pay d iv idends fro m  the d iv idend  
fund in the cu rren t yea r under A S 4 3 .2 3 .0 5 5 (3 )  and ( 7 ) ;

=« --- i- BHU7tO TEXT >JPACn7EB,
CSSB 37( )
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(D )  less the amount necessary to pay d iv idends fro m  the d iv idend  
fund due to e lig ib le app licants w ho, as determ ined by the departm en t, Filed fo r  a 
p rev iou s year's d iv idend by the Filing dead line but who w ere no t inc luded in a 
p rev iou s year's d iv idend com putation ;

(E )  less appropriations from  the d iv idend fund du ring  the cu rren t 
year, inc lud ing  amounts to pay costs o f  adm in istering the d iv idend  p rog ram  
[A N D  T H E  H O L D  H A R M L E S S  P R O V IS IO N S  O F  A S  4 3 .2 3 .0 7 5 ] ;

( 2 )  determ ining the num ber o f  ind iv idua ls e lig ib le  to rece ive  a d iv idend 
paym en t fo r  the cu rrent year, and

( 3 )  d iv id in g  the am ount determ ined under ( 1 )  o f  th is section by the 
am ount de term ined  under (2 )  o f  this section .

•  S e c . 2 . A S 4 3 .2 3 .0 2 8 (a )  is amended to read:

(a ) B v  O c tob e r 1 o f  each year, the com m iss ione r sh a ll g ive  pu b lic  notice o f  the 
va lue o f  each permanent fund d iv idend fo r  that year. The notice and the stub attached to 
each ind iv idua l d iv idend  check must d isc lo se  the amount

(1 )  o f  each dividend attributable to income earned by the perm anen t fund 
f r o m  deposits to  that fund  required under art. IX ,  sec. 15. C onstitu tion  o f  the State o f  
A la ska ;

(2 )  o f  each dividend attributable to income earned by the perm anent fund 
from  appropriations to that fund and from  amounts added to that fund  to o f fs e t the e ffe c ts  
o f  in f la t io n ; and

(3 )  by which each d iv idend has been reduced due to each app rop ria tion  
from  the dividend fund, including amounts to pay the costs o f  adm in iste ring  the d iv id end  
p rog ram  (A N D  T H E  H O L D  H A R M L E S S  P R O V IS IO N S  O F  A S  4 3 .2 3 .0 7 5 ] .

•  S ec . 3 . A S  4 3 .2 3 .0 7 5 (b )  and 4 3 .2 3 .0 7 5 (c )  arc repea led .
•  S e c . 4. T h is  Act takes e ffe c t Ju lv  1 ,1 9 9 5 .

WORK DRAFT WORK DRAFT WORK DRAFT

CSSB 371 ) •2-
■Vg> - - la r in .c i IDELZ7E0 TEXT BRACKETED!



A L A S K A  S T A T E  L E G I S L A T U R E

SENATOR RANDY PHILLIPS
SENATE DISTRICT L

SESSION .•
S ta to  C ap ito l 

J u n e a u ,  AK 9 9 8 0 1  
(9 0 7 )  4 6 5 -4 9 4 9  
8 0 0 -4 7 8 - 4 9 5 0  
F a x : 4 6 5 -4 9 7 9

INIEB1M
P .O . B ox  1 4 2  

E a g le  R iv e r  AK 9 9 5 7 7  
(9 0 7 )  6 9 4 -4 9 4 9  

F a x : 6 9 4 -4 9 4 8

S P O N S O R  S T A T E M E N T

S B  3 7 ,  " A n  A c t  r e l a t i n g  t o  t r e a t m e n t  o f  p e r m a n e n t  f u n d  d i v i d e n d s  f o r  
p u r p o s e s  o f  d e t c r m i n g  e l i g i b i l i t y  f o r  c e r t a i n  b e n e f i t s "

T he  p u rp o s e  o f th i s  leg isla tion  is to en d  th e  hold  h a r m le s s  provision  of 
th e  p e r m a n e n t  fu n d  d iv idend  p rog ram . T h is  prov is ion  allow s w elfare 
re c ip ie n ts  to receive th e i r  p e r m a n e n t  fu n d  d iv idend  w i th o u t  
ex p e r ien c in g  a n y  re d u c t io n s  to th e ir  p u b lic  a s s i s ta n c e  benefits .

T he  FY '96  fu n d in g  re q u e s t  for th is  hold h a r m le s s  p ro g ram  is $ 2 2 ,3 1 6  
million. L ast y ea r ,  t h a t  re su l te d  in  a  re d u c t io n  of $ 4 1 .4 5  to each  
p e rm a n e n t  fu n d  d iv idend  c h eck  is su e d .  By th e  y e a r  2 0 0 0  it is 
p ro jec ted  t h a t  th e  d e d u c t io n  will be  $ 4 8 .3 1 .  T h is  a m o u n t s  to a  tax  on 
each  A la sk a n 's  d iv idend  check , a n d  is th e  only  ta x  t a k e n  d irectly  from 
th e  ch eck .

W ith th e  e l im in a tio n  o f th e  hold h a r m le s s  p rov is ion , p e r m a n e n t  fund  
d iv id en d s  received  by  w elfare  re c ip ie n ts  w o u ld  b e  t r e a te d  a s  incom e, 
j u s t  a s  a re  th e  d iv idend  c h e c k s  received by a n y  o th e r  A laskan .

SPONSOR STATEMENT



A L A S K A  S T A T E  L E G I S L A T U R E

SENATOR RANDY PHILLIPS
SENATE DISTRICT L

SESSION ,
Stato Capitol 

Junoau, AK 99801 
(907) 465-4949 
800-478-4950 
Fax: 465-4979

INTERIM 
P O. Box 142

E n g lo  R iv o rA K  9 9 5 7 7
(907)694-4949  
Fax: 694-4948

S e c t i o n a l  A n a ly s i s

S B  3 7

S ec tio n  1.
D ele tes  th e  re fe ren ce  to th e  hold  h a r m le s s  p rov is ions  ol AS 4 3 .2 3 .0 7 5  
from  AS 4 3 .2 3 .0 2 5 (a ) .  th e  s t a t u t e  d ire c t in g  th e  m e th o d  of 
c o m p u ta t io n  o f  th e  P e rm a n e n t  F u n d  Dividend.

S ec tio n  2.
D ele tes  th e  re fe re n c e  to th e  hold  h a r m le s s  p rov is ions  o f  AS 4 3 .2 3 .0 7 5  
from  AS 4 3 .2 3 .0 2 8 (a ) .  th e  s t a t u t e  re q u ir in g  t h a t  d e d u c t io n s  from 
P e rm a n e n t  F u n d  D ividends be  listed In a  pub lic  no tice  a n d  on  ea c h  
P e rm a n e n t  F u n d  Dividend c h eck  s tu b .

Section 3.
R epea ls  AS 4 3 .2 3 .0 7 5 (h ) .  w h ich  prov ides  for u p  to fou r  m o n th s  ol 
s ta te - fu n d e d  m ed ica l a s s i s ta n c e  eq u iv a len t  to m ed ica id  w h ich  cou ld  be 
lost a s  a  r e s u l t  o f  receiving th e  P e rm a n e n t  F u n d  D ividend.

S ec t io n  4.
Provides for a n  effective d a te  of J u ly  1. 1995.

SECTIONAL ANALYSIS



SESSION
S ta to  C o p ilo t *

A L A S K A  S T A T E  L E G I S L A T U R E

SENATOR RANDY PHILLIPS
SENATE DISTRICT L

Junoau. AK 99001 
(907)466-4649  
000-470-4950 
Pax 465-4979

Fact Sheet

INTERIM
P O  Box 142 

Eaglo Rwar AK 99677 
(907)694-4949  
Fax 694-4046

T h e  FY '9 6  fu n d in g  re q u e s t  for P e rm a n e n t  F u n d  D ividend Hold 
H a rm le s s  Is $ 2 2 ,3 1 6  million.

A dded  to  p a s t  a p p ro p r ia t io n s  for hold  h a r m le s s  the  to ta l Is $ 1 2 6 .0 7  
m illion .

P rior to  FY 1986  hold  h a r m le s s  c o s ts  w ere  a p p ro p r ia te d  from  th e  
g e n e ra l  fu n d . B udge t decis ion  c h a n g e d  s o u rc e  of fu n d s  to  PFD.

T h e  a m o u n t  d e d u c te d  from e a c h  o f  a p p ro x im a te ly  5 3 5 .0 0 0  c h e c k s  for 
1994 w a s  $ 4 1.45.

B a s e d  o n  a  p ro je c te d  5 7 3 .3 0 0  1996  PFD re c ip ie n ts ,  e ach  w o u ld  see  
$ 3 8 .9 3  d e d u c te d  from th e i r  c h e c k  to  fu n d  ho ld  h a rm le s s .

C u r r e n t  law prov ides:
If w elfare  b e n e f i ts ,  e i th e r  c a s h  o. m ed ica l  a s s i s ta n c e ,  a rc  lost d u e  to 
th e  rece ip t  o f  a  PFD. th e  s ta te  will fu n d  a n  eq u iv a len t  a m o u n t  o f  
a s s i s ta n c e  for u p  to  four m o n th s .

Affected p o p u la t io n
3 9 . 6 3 9  AFDC re c ip ien ts
1 1 .3 7 3  Food S ta m p  re c ip ie n ts
2 .0 0 0  M ed ica id  r e c ip ie n t s
7 .9 3 2  A dult Public  A ss is ta n c e  re c ip ie n ts
5 .6 3 0  S u p p le m e n ta l  S e c u r i ty  In co m e  re c ip ie n ts

T ills  r e p r e s e n t s  a  to ta l  of a p p ro x im a te ly  47.5(H) people: m o s t  receive a  
c o m b in a t io n  of AFDC. food s t a m p s  a n d  M edicaid , o r  Adult Public  
A s s is ta n c e  a n d  M edicaid, o r  A dult Public  A ss is ta n c e .  S u p p le m e n ta l  
S e c u r i ty  Incom e a n d  M edicaid.

It is  a n t ic ip a te d  th a t  m ost M edicaid  r e c ip ie n ts  co u ld  c o n t in u e  to  
rece ive  M edicaid  b e n e f i ts  if th e y  s p e n d  th e i r  d iv id en d  c h e c k  In th e  
m o n th  th e y  rece ive  it.

FACT SHEET



lU )S < » ifT j S tm t . Suit# 2 U  
JunetJ. Utikj 97IOI-2I96

I W  <907) 4f,) 399| 
t a . :  i907) 46) 3351
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January 26 . 1095 

M E M O R A N D U M

TO Senator Randy Phillips

FROM Linda Brooks 
Leg is la tive  Analyst

R E  Projection of Permanent Fund Dividend “ Hold Harmless’* Amounts
Research Request 9* 076

You requested an update o f research memorandum 93 156 that projected permanent fund dividend 
'hold harmless*' forecasts from the vear 1994 to 2000 In this mcmor*--'urn we update the data 
to provide a forecast from 1996 to 2002

In the earhcr projection, we calculated that the deduction from each permanent fund dividend 
would increase from S35 IS m 1994 to S4K 31 in 2000. an increase for the period o f J7.J percent 
Our new projection for the seven vrar period o f 1996 to 2002 shows a slower increase Wc report 
the amount deducted from each check to rise from S38 93 in 19% to S I5 23 in 2002. resulting in 
an increase for the new seven vcar period o f 16.2 percent

The slower increase can be attributed in pat; lo Department o f Health and Social Services (DIISS) 
lower assumed program growth rate In the earlier projection. program growth was cvpccicd to 
be 8 percent a 5 percent increase m caseload and a 3 percent increase m benefits In the new 
projection, program growth is cvpccted to be 5 percent, which is a 5 percent increase in cateicad 
and no increase in benefits Benefit increases used to lie lied automaticalh to changes in the cost* 
of-livmg. but House Hill 67 in 1993 suspended the automatic increases Bench! increases m ist 
now be approscd by the Legislature The department also ct peers us admtn.strative costs to 
increase by only 3 percent annually as compared to 5 percent annually in the earhcr projection

Fleave do not hesitate to contact this agents i f vou would tike additional information

Attachment

t i e .  arsraacu a v iu m *

Alaska State Leg is la tu re

' H



Parmanont fund Dmdond 'Mold MarmJaaa* Calculator, lot fn ca l Yaara 1996 THROUGH 2002

Da* l» * t* a i f ! « a ..... a  «4*m
AttnMuM*

r>  MrH »* **• (•a* i t » i •■!«• 1 #■*«
n  --y *-• Cat** *a»M»* O m **> a I9M l« > U N t m 7000 Too* 7007 • * N « W
M M l> M I » ( » I M t t l » m • j I t t l D I D  1 •a i n ; • • 404 0 *4 440 7 • 4 477 4 *7 7*4 4 104 •> ; 1
»*>r Mm * • i i n M >•• 1 M* t * CO*i >««• . > ••7  4 I C44 « a m a H I M 4 101 * 4*47 4 100*0 4

a* 7000 « 1000 400% • tooo 1.144 0 I H7 • i 7 0  a * O l  1 t 407* 1 414 • •  n o ;
m s i * u ; »♦? * 4 00% 7 407 « 7 w o  i 7 •;«  f 7*440 7 1147 71100 7 4714
I I M » * » * **»» 4 00% t I I I  1 i w o a i r# i a • 4 0  » « *44 7 70444 7 *47* *7 171 1

IM U M m « > j» >00% • >; f I N I 10* 4 4*# 4 477 0 444 0 *44 4 1477 0

t a *  *>■ . » » | |  l«n* (« a 17 H« • i t  m  » 714714 74 4417 74 44) 0 7 IM 7 4 1* 474 > 7 IIW  * 1*1 471 7

•«•*« at* »»a“*iw • ' *• * mi*»mi* »an*i«-n • • i d  i M* » 4*» 7 4*44 4100 *•■ S 44* 1

*.iam«M4 *»«.«*•— M l  «■».».•* tiwiai*(>»'« I N I ) IM  *» »4* *7 *47** *44(14 • 44 77 *7*7 #4

• m m *
•  rv«ywi *4
»• " « v  Mi *»• ( * i * . * r  •«*■«*" «ii» ftw»a .-I. m ,(£)»«WV

* ‘ «»•!«•>*<* »M*<1 *1* It *3 Jm-IIM »r t>»«« « iHff * Ml*
C Ml* in* *•►#« M« |> *  r»l1 It *•» I • ««n*H«
•MM* I* «*» •  mm* < *niM«ni«i» I* **««• •"••iMI1

••-Mtrtl-t.* *M S4i|t'MIMM‘> <*MM'» iK, ««•!..»» 'MW DN-OHM



L
e

g
is

la
ti

v
e

 
R

e
s

e
a

rc
h

 
A

g
e

n
c

y

I F

I I  * f

1  t i

(£&

e
s
J

_

3
jr .
9

J£+
2

s  i
K

S  C

®  1  

1 1

I

!

!

w :

’e m :

8 2 l s -

I Iff!
‘  Jf E. 2

flfj 
f*ll

* 2P1'

* 8 S * J

2 - *
1 5  * 4

K i
!>;!

i s i f si
flflj
511

m \ \ i  

? » { ! ; !

3  3  1 *  t 6

l i i j l i

1:1 ill 
111!??

2 1 2 U

illH
lit!!
i ii
I  - 3 * 1I 5 l|i
m u
4’ i

!

i

4
I .

1  2

U
2  _

1 5

?!

w

i f

I
-
<



Senator Phillip*
January i l .  199'
Page 2

u l *  in recipient payments lhan actually recurred with the result that a supplemental budget 
appropriation of $241,400 **a» needed for FY 94 Since dividend checks for FY 94 had already 
been distributed fm October 199.1). ihi* supplemental appropnation actually alTcctcd the amounts 
deducted from drsidc-vd check* distributed for FY 95 In addition to the FY 94 shonfall. all 
projected budget anount* also had to be adjusted for subsequent years The total DII&SS 
budgeted amount .or the hold harmless* program in fiscal year 1995 rose from $20,778,200 to 
$21,955,000 I his increase m the budget coupled ssith the losser than forecasted number o f 
dividend recipients resulted m the 54 M deviation o f the actual dividend reduction from the 
forecasted amount for fiscal sea; 199'

F tnuSv. the ddfcuft* of comparing forecasted numbers to actual numbcts is further compounded 
bv the change m t**; permanent fund dividend application periods The old dividend application 
dcadlre was m the summer, bsit it was changed two years ago to a spring deadline The change 
was nude to help screen seasonal residents from permanent residents Although the application 
irauiU'e has changed, the method of forecasting the number o f dividend recipients may not have 
been adjusted

Mtachcd is a revised ve tum o f the spreadsheet we sent you with ihe original memorandum 
95 0?6 ’Ac added a l*rw lo cmphau/c the difference between calendar and fiscal years for 
cl*tftc**«na and al u» I «t F Y and F Y 9 5 da;a from request 91 I 'n i o  assist in the explanation 
o f  this m an o ra ad u m

I hope this has helped to the issue I f sou have am questions, please call
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ALASKA DEPARTMENT OF REVENUE 
PERMANENT FUND OlVlOENO DIVISION

S B  3 7  A N A L Y S IS
As of January 25. 1995

Secton 3 of this fell repeals AS 43 23 075(0) and (c). the sections of (ho Alaska Statutes 
that require I Nr stale to hokJ pubkc and medcai assistance recipients harmless from the 
effecis that receipt of a Permanent Fund Dividend (PFD) would have on their federal 
benefits However. AS 43 23 075(a) and AS 43 23 085 st»8 feqmre the Department of 
Meanh A Sodai Services and other state and municipal agencies to not consider a PFD 
as income or resources for benefit program purposes unless required to do so by federal 
law or regulation In addtion Sections t and 2 of th<s t>it remove references to Ihe hold 
harmless program cost reductions from the drndend calculation formula and tho 
disclosure requirements
T he amended language does not preclude the legislature from appropriating dfvdend fund 
mon«cs for state hold harmless costs However, the legislation imp&es that any such 
future program costs »vH not be taken from the <kv>dend fund As a result, the deduction 
from each Alaskan s dvKfcnd would be ê nvnated See the attached tabV entitled Mold
tiaamati euatsm OtOvtiioriif'ermmiW PtvKtoodi iow



ALASKA DEPARTMENT OF REVENUE 
PERMANENT FUND DIVIDEND DIVISION

tiQ LDJM M LR SSM Q JuR A M .DE DUCTlQ NS FROM  1285-.M4 DIVIDENDS
As of September 29.1994

Tho legislature first funded Ihe Hold Harmless program from the Dividend Fund in 
FY86 Prior fo that time, the program was funded by Ihe General Fund The 
following table reflects the amounts appropriated and the corresponding reduction 
to each e><gibio applicant's dividend that resulted from the use of Dividend Fund 
momes for this program_______    J

Dividend Fund Reductions
Fiscal Hold Harmless Dividend To Each Reductions
Year AnoroDrlationa 1cm Dividend Resumed
1986 i3.644.300 1985 $6 94 (a)
1987 4.211.700 1906 7 75 (a)
1988 8.581.200 1987 16 05 $16 05
1989 9.850.700 1988 1861 1861
1990 11.305.100 1989 22 72 22 72
1991 12.217.300 1990 24 12 (b) 24 12
1992 14.704.500 1991 28 63 28 63
1992 1.494.700 1992 2 89 (c)
1993 18.540 900 1992 35 85 38 74
1994 19.252.100 1993 36 45 36 45
1994 244 400 1994 0 46 (d)
199S 21.955.000 1994 40.99 41.45
Total S1&.QQI.MQ 5241.46 $226 77

i * i )  f W  a f t a i . r t f e  ‘• t v c f ' M f  < rt  P »  *  W t  ■* It t o t *  t f m n W  t m m a T ' n r t  1 r ) «  t V  .« » ■ »  i t  ■♦Sn
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TONY KNOWLES, GOVERNOR

D E P A R T M E N T  O F  R E V E N U E
STATE OFFICE BUILDING 
P O  OOX 1104 1 0  
JUNEAU. ALASKA 9 0 0 1 1 0 4 1 0

F e b r u a r y  1 . 1 9 9 5

T h o  H o n o r a b le  B e rt S h a r p  

A la s k a  S ta te  L e g is la t u r e  

S ta to  C a p it o l R m . 5 1 4  

J u n e a u . A K  9 9 8 0 1 * 1 1 8 2

D e a r  S e n a t o r  S h a r p :

P o r  y o u r  r e q u e s t  fo r  a m p l if ic a t io n  o f th is  D e p a r t m e n t ’s  S B 4 0  f is c a l n o te  w h ic h  

a d d r e s s e d  A la s k a  H o u s in g  F in a n c e  C o r p o r a t io n ’s  ‘t r a n s fe r s  t o . . .t h e  G e n e r a l  

F u n d . . .$ 5 9 5 .1 7 1 .0 0 0 .0 0 *  Ih e  f o l lo w in g  is  s u b m it t e d :

D e b t  R e p a y m e n t

A s s e t s  P u r c h a s e d  

f r o m  th e  S ta te

D iv id e n d s

T r a n s fe r s

F Y 8 6 S i  2 .1 4 1 .0 0 0 .0 0

F Y 8 7 S 1 6 .1 2 7 .0 0 0 .0 0

F Y 9 4 S 1 .5 7 3 .0 0 0 .0 0

F Y  8 7 S 7 0 .0 0 0 .0 0 0 .0 0

F Y 9 2 S I  7 9 .8 9 2 .0 0 0  0 0

F Y 9 4 S 1 .1 1 4 .0 0 0  0 0

F Y 9 1
p  « T  < ~  •  ^  nf*

F Y 9 2 S I 9 .4 » c ,o o 0 .0 0

F ' 3 3 S 4 0 .7 1 5 .0 0 0 .0 0

F Y 9 4 S 1 6 .9 8 3 .0 0 0 .0 0

F Y 9 5 S 2 0 .0 4 3 .0 0 0 .0 0

F Y 9 5 S 2 0 C .0 0 0 .0 0 0  0 0

a s s is t a n c o  pt< • »U m o  a t 4 6 5 - 2 2

Smqeroly. i

Director
95 007 Administrative Sorvicos Division

un««



A laska Hous ing F inanco C o rpo ra tion
Comments Concerning senate Bill No. 40 

January 30 . 1S95

A laska Housing Finance Corporation interprets Senato Bill 40 to bo an appropnation contingent on tho 
State ’s rocoipt o l funds ’ anticipated to do transferred at tho direction of tho board.* The effect of ‘no bill, 
then is to (i) announco tho Legislature’s anticipation that tho Corporation will transfer tho amounts indicated, 
(ii) allow for th*' entry o l the amounts on to the State accounting system, and (III) designate where tho 
funds, if received, aro to be deposited.

Tho Corporation appreciates tho sensitivity expressed in the language of tho bill to the issue of control by 
the Corporation over tho financial rcsourcos secunng tho piodgo to holders of AHFC debt secunties. Whilo 
a public instrumentality whoso mission and authonty ts governed by tho Administration and Legislature, the 
separate legal status of AHFC. which is cfearty stated in tho enabling legislation and has to o n  represented 
to each purchaser of it i debt obligations, must bo honored.

The value cf the Corporation to the State of Alaska extends well boyond calculations of equity and not 
unrestricted assets. Tho Alaska Housing Finance Corporation is financially sound and well managed, 
•actors which were cntirai to its achieving mvenn rnt-g rade ratings from throe internationally recognized 
agencies. Because of theso ratings, ’he Corporation is able to multiply its resources many times ovor by 
(i) accessing tho towest-cost capital market available for its mortgage ending programs, and (ii) 
admmistenng. and funcmg the reouired match for. available Federal programs. This leveraging nas 
tremondcus econom ic bonofit to Alaska.

n ccn3icenng any oian for transfomng AHFC resc rrco s to the State, of paramount concern should bo (I) 
protecting tho Corporation ’s ability to access capital markets, in) an understanding ct few  tho perception 
of AHFC m tho capital markets affects tho borrowing capacities and costs of other Alaskan onnt.es. (m) 
hononng the nghts and expectations cl holder's of AHFC debt cdigaticns. and (rv) .ma rtenanco of essential 
programs of benefit to residents throughout Alaska. Tho Corporation has successfully mot those objectives 
m tho cast m connection with transfers to the State general fund which, at tno end ct tms fiscal year, will 
aggregate S595.17i.000.

Any transfer plan must recognize that bondholders and other financial partners nave relied on ail assets 
of AHFC bemg available to moot ccmrrtfmonts. Tho removal ot assets must occur cniy when ,t can be 
c ea rly demonstrated that m so dong , those obligations wel sttt bo met.

Thore aro several key factors that needs to be incorporated m any pian to transfer resources 'rom AHFC 
to the State These nciuce:

1. The need for tho determtnaton and authenzaten for any trans'er to ce d o ro  at the AHFC 
Beard ’eve i.

2 . The requirement hu t the financial ntegnty c l *he Corporation co na.nta;neo.
3. Tho mantecar-co :! fmancai resources suff.cient to assure that f nanciaJ and prcgram

commitments can ce met.
4 The transfer does not ncu to  the forms ct any outstanding agreements and is not ikefy to

uflimatery cause any terms to be violated.
5 The transfer will net 'esufl n the reduction. A fhdrawal or su scenscn  o i .« aimg on any

o l the Corporation s outstanding debt cotgaticna.
The AhFC Bcaro ot Directors has been recentty reconstituted /rtnie much has been ecne with regard to 
’he strategc cunning process discussed last year. <t ts reasonable to expect that tne Beam  wot need some 
fimo to review the wont accomplished, current resource and program status, and overall statewide ncus-ng 
"eed s pnor to taking a position concerning any program o f tunes transfer to the State J the Board aoocts 
the above cntena for transfers. <1 wut noed time to apply the cntona to these 
•acts S040POS ant



F I S C A L  N O T E

Revision Dato; _________________________________

Tlllo:

STATE OF ALASKA
1995 LEGISLATIVE SESSION

Appropriation: AHFC to Genoral Fund

Sponsor.

Requestor:
Sen , Sharp

.Uepf. A fleeted:________________Revenur ____________________
BRU: Alaska Housing Finan > Corporation
Componont: AHFC-Oporatlona_____________________________

BILL NO. SB 40__________

COMPONENT SERIAL NO. J10

E x D c n d it u r c s / R o v c n u e 3 (Thousands of Dollars!
OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FYOO FY 01

PERSONAL SERVICES

TRAVEL
CONTRACTUAL .
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( > I (200.000.01l (135.000.0^

FUND SOURCE ^Thousands cl Dofla/B)
1002 Federal Rocoipts
1003 GF Matcn
1004 GF
1005 GF/Projram Roco-pts 
10O6GF/MHTIA
Oilier

! 1

TOTAL 00 00 0.0 0.0 0.0 1 0.0 1

Estimate of any current year (FY95) cost; S 

POSITIONS
FULL-TIME

'  "  1
PART-TIME 1
TEMPORARY 1

ANALYSIS. lAtmcn a secarato raqu  >J necessary)

Sen attacnmcnt

Preoared fry See Baratko J  A f  1  - O
Otvtatorv Aomewtratrve &rwce« OrvlLcd j i )
Approvod fry
Cflfliiwwe«f OeOQraa Vcdt V  f i l i !

m *s
Agency Hew nue

PN3O0 4*5-731? 
Date; 1/20^95
Date: m m

PREPARER TO PROVIDE ALL OtSTRIBUTtON COPIES TO GOVERNOR S LEGISLATIVE OTFICE
lo r  U T *  rAymaion m  Q&rtmorx le p u t iv*  0* r*

l*W» >0^1 tibVOR •'aq* * cl t



{ S E N A T E  C O M M I T T E E  R E P C

F i r s t  C o m i m i t t c c  o f  R e f  e r r

ME : 1/20/95 FURTHER: Finance

ite of 5-Day Notice: i / z i /
accordance with Uniform Rule 23)

ate Affairs

DATE TURNED 
INTO OFFICE:

Committee considered SB 40

iking appropriations from the Alaska H ousing Finance Corporation revolving fund to tho general 
id; efd.

I recommends: 

tx: replaced with 

adopt previous

CS

CS

attached amcndmcnt(s) 

adopt Letter o f Intent by 

, further referral to the__

Committee

Committee

Senate Hill:
I same title 

.) j | new title
House Bill:

.) I | technical change 
| | new: SCR*_____

IGNING WITH RECOMMENDATIONS: ID P DNP NR m l

h
v /

..........!
>

VV FISCAL NOTE'S): ( J
•jHftk’fH _____   Date Zero Fiscal

PREVIOUS FISCAL NOTE'S):* 
tx-tun  mem r>jic__ 7ein Fiscal
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A l a s k a  S t a t e  L e g i s l a t u r e

SENATE

omciul lluslnevs Stale Capitol
Juneau, AK 99801-1182

S P O N S O R  S T A T E M E N T  

S B  - 4 0  

S e n a to r  B e rt  S h a rp

T h e  S ta te  o f  A la s k a  is fa c in g  a m a jo r  fu n d in g  s h o r t f a l l  in  F Y  1 9 9 6  a n d  
b e y o n d .  O u r  p r im a r y  t o o l in  h a n d lin g  th is  b u d g e t s h o r t f a l l  h a s  b e e n  
a n d  w i l l  c o n t in u e  to  be s p e n d in g  re d u c t io n s . I a ls o  f e e l  it is  t im e  to  
u se  s o m e  o f  o u r  " s a v in g s  a c c o u n t s "  to  c u s h io n  th e  b lo w  o n  o u r  s ta te 's  
e c o n o m y .  T h e  S ta te 's  g e n e r a l fu n d  h a s  c o n t r ib u t e d  $ 1 , 0 7 3 , 5 1 5 , 0 0 0  
t o  c a p i t a l i z e  A H F C .  a m a jo r i t y  o f  t h o s e  fu n d s  a p p r o p r ia t e d  1 9 8 0 - 8 4 .

In  w r i t in g  th e  F Y  9 5  o p e r a t in g  an d  c a p i t a l b u d g e t th e  G o v e r n o r  a n d  
L e g i s la t u r e  f e l l  it w a s  p ru d e n t  l o  b e g in  r e c e iv in g  a d iv id e n d  f r o m  
A la s k a  H o u s in g  F in a n c e  C o r p o r a t i o n  (A H F C ) .  T h e  D iv i s i o n  o f  
L e g i s la t i v e  A u d i t  c o n d u c t e d  an  a u d it  ( # 0 4 - 4 4 8 6 - 9 4 )  t o  p r e p a r e  a 
F in a n c ia l A n a ly s i s  o f  A H F C  to  d e te rm in e  th e  a m o u n t  o f  c a s h  a n d  
in v e s tm e n ts  th a t w o u ld  be a v a i la b le  in  F Y  9 4  a n d  F Y  9 5  a n d  b e y o n d .

T h e  a u d it  a n a ly s i s  o f  A H F C 's  f in a n c ia l s ta te m e n ts  a n d  c a s h  f lo w  
p r o je c t i o n s  d e m o n s t r a t e d  th a t th e re  is  a p p r o x im a t e ly  $ 5 3 5  m i l l i o n  o f  
a v a i la b le  u n re s t r ic t e d  c a s h  th a t c o u ld  b e  w ith d ra w n  f r o m  A H F C ,  T h e  
F Y  9 5  b u d g e t in c lu d e d  a d iv id e n d  f r o m  A H F C  o f  th e  f i r s t  $ 2 0 0  
m i l l i o n .

F Y  9 4  $ 2 0 0  m i l l i o n
F Y  9 5  $ 2 1 4  m i l l i o n
LY. 9fr_______________$121 milliwi

T o t a l  A v a i la b le  $ 5 3 5  m i l l i o n

B a s e d  o n  th is  a u d it  a n a ly s i s  I h a v e  in t r o d u c e d  S e n a te  B i l l  4 0  t o  a s s is t  
th e  G o v e r n o r  a n d  L e g i s la t u r e  in  s o lv in g  s o m e  o f  A la s k a ’ s r e v e n u e  
p r o b l e m s .

U P D A T E  o n  F Y  9 5  A H F C  D iv id e n d : T h e  c u r re n t  y e a r  a p p r o p r ia t io n
o f  $ 2 0 0  m i l l i o n  is  o n  t r a c k  w ith  a $ 5 0  m i l l i o n  d e p o s i t  q u a r t e r ly .
T h e r e  h a s  b e e n  n o  n e g a t iv e  im p a c t  o n  A H F C 's  b o n d  ra t in g  a s  a  r e s u lt  
o f  t h is  d i v i d e n d  p r o g r a m .
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Juneau, AK 99811-3300 

(907) 465-3830
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M em b e rs  o f  th e  L e g is la t iv e  B udg e t 
an d  A ud it C om m itte e :

In  a c co rd an ce  w ith  the p ro v is io n s  o f  T it le  2 4  o f  the A la s k a  S ta tu tes , the attached a n a ly s is  
is subm itted  f o r  y o u r  re v iew .

A L A S K A  H O U S IN G  F IN A N C E  
C O R P O R A T IO N

F IN A N C IA L  A N A L Y S IS  
M a rch  15 , 1 9 9 4

C o n t ro l N u m b e r 
0 4 - 4 4 8 6 - 9 4

Ih e  a c c om p an y in g  a n a ly s is  w as p rep a red  in re sp on se  lo  a C om m itte e  request to  re v iew  the 
asse ts  o f  the A la s k a  H ou s in g  F in a n c e  C o rp o ra t io n  and the re s tr ic t io n s  on  th ose  asse ts . 
B ecau se  o l  the sh o rt tim e fram e  w e  e s tab lish ed  to  c om p le te  th is  a n a ly s is , th is ic p o rt is 
n e c e s sa r i ly  b r ie f  and  the in fo rm a t io n  in it is su m m a riz e d  at a  h igh  le v e l. W e  a rc  p rep a red  
to  w o rk  w ith  the L e g is la t iv e  B u dg e t and  A ud it C om m itte e  and  the S en a te  and H ou se  F in an ce  
C om m it te e s  to  p ro v id e  an y  a d d it io n a l a n a ly s is  o r  d e ta i l d eem ed  n ece ssa ry  as the le g is la tu re  
c o n tin u e s  its rev iew  o f  the un re s tric ted  assets o f  the C o rp o ra t io n .

T h e  l le ld w o rk  p rocedu re s  u t i liz e d  in the cou rse  o l  d e v e lo p in g  the fin d in g s  and  d is c u s s io n  
p resen ted  in th is a n a ly s is  a re  d iscu ssed  in the O b je c t iv e s , S c op e , and  M e th o d o lo g y  se c tio n .

W e  w ou ld  lik e  to  a c k n ow le d g e  the c o o p e ra t io n  and p ro fe s s io n a lism  o l the C o rp o ra t io n  s s ta l l 
d u r in g  o u r  in te n s iv e  re v iew .

R a n d y/ W e lk e r .  C P A  
le g is la t iv e  A u d ito r
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Objectives

Based on a request Irom Ihe leg is la tive Budget and Audit Commillcc. we performed a 
financial analysis o f the Alaska Housing finance Corporation (AHFC). Ihe purpose o f tl»c 
analysis was to determine the amount of cash and investments that would he available m 
FY 94 and FY 95 hcvond lhal required by debt covenants and AHFC operations.

Scopc and Methodology

Hus financial analysis focused in two mam areas, first on the individual bond funds and 
secondly on the general account.

I. Analysis o f Bond Funds

Separate bond funds arc maintained by AHFC to account for each bond issue or series o f 
issues. This system o f segregated funds is mandated by the bond indentures to directly 
associate the bonds w ith the related collateral and lo provide for bom) pasmcnt

We reviewed all o f the outstanding indentures and determined the normal redemption 
schedule, early redemption pros isions. call ami m-substancc defeasance «»ptions. interest rates, 
restrictions on AHFC 's general account, and loan recycling provisions. We also reviewed 
each fu n d 's rcccni prepavmcnt history in conjunction w ith prevailing morigagc interest rjlcs , 
Based upon all o f live above and the December 31. 1993 balance sheet of each fund, we 
estimate that seventeen bond funds w ill like ly close out in the rcn *der o f FY ‘*4 or in 
FY 95. The volume o f mortgage loan prepayments is critica l to this type of bond retirement 
analysis; we look a conservative approach lo this determination. AHFC indcpcmlently 
performed a sim ilar analysis and identified Ilie sjme seventeen bond funds for prohahtc 
retirement in this time period

AHFC scheduled an estimate of the amount o f net assets that would he released by each 
fund's retirement. Hus schedule included live seventeen bom) funds cvpccted to close in 
FY 94 ami FY 95 ami the other seven funds that did close in December 1 9 9 1. We reviewed 
I heir estimates and adjusted them upward by V»2 m illion . Most of the adjustment was 
because AHFC did not include deposits in suspense. Our final projection is included in the 
cash flow analysis discussed below.

In jiV liinw  In I h r  we t o n s c r n  h « v ]  lu rch , w o rn  h n J  fu ivK  • r t r  ilnwrw) »n l l n m r s t  i ’« >  The K m w M f  
net jvm Iv  in ih m r  ts sh j lu k l t  » e t c  i r jm lm r v l  in  ih r fm cta l « « i u m

The ix i jwhIs ih ji air iriravcJ ujs«n ihr iruicm rN ol rach lund frtwncnn ihe tvn*vl«i«e e lkst t<4 
ihr m rnn lU irfjliM iKXv ic  . ihe uaal Oniljn ol m otif*gr liun t |4<ttfrdln j  f i*m  honUrU arts w hxh ri«<n l «*u* 
d r t i

U A U *  i r c n  u a i u n u I cr»v*M m  *cat



2. Analysis oL ihc General A fttW iH

AM R * prrparrd a cadi flow analytic o f Ihe general account foe FY ‘*4 and FY 95 th o  
analyco fortcaM* im Ihe courcec and to o  of financial recoutvet foe AM R T * unrrd rK ted 
current a«etc and Itahdilicv

*
We reviewed ihe estimate* on ihe each flow lo determine if they wert comment w ith pew* 
financial and tia im tca l trend information Mayor actumpiiom u * d  in ihe cad i flow wert 
ihe estimated ra’c o f prepayment* on current mortgage loam and Ihe ctpcv ied demand foe 
new mortgage loan*

The cadi flow arwly«i* wa* u»cd lo a w * * the impact of tocfca«cd di* idend payment* lo ihe 
Stale the a**c**mcnt included M h  analyzing Ihe im p * t o f how much could h r withdrawn 
and Ihe lim ing of any withdrawal.

m a m * m n  uc*«An«»
■2. tm w «  m  ijum w tw *  «*a*i
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T he  o n e  p m p a m  lh a l  » r  c a n  t p c c ifW a l ly  N k M i l j r  lh a l  m i l  he  w p a M i j  i t  Ih e  S e n * *  

I h m t in g  iv->o,| f t o f t a m  I n  I ' W  ih e  l e f i t l a l u r r  a fV h^petaaeU  $ 1 0  m i l l i o n  o t  to r p o r  A c  
m e i r i«  l<* ih e  S e n * *  I k w o n ^  h n d  *  e n v o i T h o  a p p r o p r ia t io n  m t  in te n d e d  I n  p r m id r  

o t r a m lU i e t a i  tot u p  to  ^ l m i l l u o  m  h o d »  T he  r * t * a c < 4 U l* t a l w o u ld  he  *»«*! lo p e m n f c  

( t n h  e n h a m r t n c m *  to  im p o n e  the  I r n m u l  i i a h d i t )  a t  th e  p r o je x u  T h c tc  f m h  a t  

d i o v M l )  n m  i n i t t d o l  K k m w  ran h r o d t  h a i r  h e r o  t u v n l  m p i r t i n f  a  p W ( r  o t  lh t« e  a t w t t  

Ih e t t f n o e  Ih e  K d a n c r  in  i h n  l i m i  K i t  h e m  in c lu d e d  «o n v r  l i d  o t  u n r r a r u c k d  t a d i .  K n a t v t i .  

Ih e  w it h d r a w a l o t  l h * <  ( u n i t  t im id  p m l u t k  an> n e w  h o d  i t m e t  l o  f u n d  t h o  i) fa e  a t  
p ro*<»

A  «'«huaM»al w it h d r a w a l o t  $e * m c u  » i l l  K n t  a  W f M i t t  i m p a i  m» ih e

( iu |< « u a a « 't  h o )  i a i . t {  A  i h f  »n i h r  h o d  r a t in g  w i l l  m u l l  in  A l l lC *  p o m f  a  h i f h c r  

in t c r r t i  i a e  r o  i h r o  h o i h  t h e  t o fh e t  h o d  m te o ru  o m t  w i l l  h r  p i t ¥ « i  o n  h y  A H F C  l o  

ih e  h u n w m  t h r o i f h  h i f h r *  i M t m l  r a tm  1 0  n a n ^ e  h u m

A  h i f h r t  k u n  »m e  f r o  m e  o i l l  l i« M  ih r  ( i i u n t a l  a i n t d t t n r t t  o l  A I I K *

( o t m n t  S i n t  ih r n r  i t  i h r t m i i t v  l i n a n c m f  l «  m a t )  h n m e i t  «n A l l K '  t  l a t a N c  

i h r t r  m a >  he  a  n a tu ra l m » p#a lw in  o t  t h o *  h n t m w m  to  a i t e t iw i i t e  f i t M K in f  

• f i N o t  S e w  h n r o t n  m  A M f C  ( o c t a n t  w n h r M  *n> m h r r  ( o m o i  c f i n o t .  a t  n w r  

l i l e l >  M t t p r n c i K t  i h r  f in a n c ia l  im f t a i  a t  a  d f t f  to  A l l l C  t  c re d it  r a t in g  Ih r o v c h  n v f e a t e d  

B f O p p f  k t a i  •n te t t 't i m o

A i»* * d * n f i n  a  m o t  x t r d d  i t | % n

• U u t l a 1 i r n a e (  > u f  K i W i f O m o f  u h i w i / m a i  i m * i f  i u f a f j /  

t% iu  a t n l i  i*  i n w lu M e  h» o t o o r h  u  u g m /H u m l t a i l  *1 k t o  k i t t n ,  a t  w e l l  

a t  th e  a n d  f t y w t ii/ t  * i  »ft a t t e f t  A l l f C  A u t  o h n n l  If/m Jh r*  h

m a r m a m in e a  l a A a a n f iu i  p a r t  r m a f *  «y i f t  a t t a f t  « h | *  ^aw ifr ft . t h f f  f o *  

o n e  m w s n t t W . n o o  < lx  iu f i * e  a i m  re f le t r f l i K e n f p t f u l a n  » r i f m u n r  fc* 

th e  i i d d f d r  u m r  > i I h r  a a f r  « n / d r j f v o i r o l  n m a a i

\ lw v h  « d  i h e  < t r d *  m m f  <«  A l l K  ' t  h o d t  i t  t u p p n l f d  h  i h r  o a r r a l l  ( m a n u a l  n o d f w n  
> 4  ih e  « k « |% f a iM a i  m J  ih e  ( M U  i « < f i a * r t j l  p A e d f c d  l o  m d i t d a i l  h o d  m a n  t t i t h d i a i l  < 4  
n f ) » m e  i t i e i t  « t l l  l im n  i V  t t d i a o t l  i h a  t a n  he  p n w w k d " ..  t h e  m f v  a t o t t
■ d h h t M f l  i h r  g i t J t c t  I r f t i f t jtM 'f t  o n  c a f M a l  n a U H c  (m  a l d A a o i l  c o f U i r t a l

tjtu M if tiU  n r. in » '*»»•!* a n a  n * » *  *  C -w ilf'* '* '* *  l i * r * t # i  .H , I  <**4

* B 4 f mOlW'M •* Ou «n .Miii-nton'l OsUatnH *U *J*\ «i< ««• O* <+**K0Kl <4

« t  U l i #  #  < >  MU . .H l 'M  .d  I , . | t * , t H »  W O l U  U l t '  t  a m v n  M ^ M # I  fM r ^ M IIW i I f f  « 1 I » W  4  f * r y » | | » M  f c * t  * W » W  « H »



The rictitt lu whkti N?od ram s %%ill be affected i* nut k

We do rx'i Vrvm the degree lo whkh KkxI raimgv w ill he affected hy 4 withdrawal nl 
c««|**atc It tv mIc in ftt 'vm r the morr 4 * k u  lhal a ir withdrawn I mm AU K * the
latpe* Ih r ihop in Ih r bond rating \ \  d 'K u o rd  above, a tlrop in Ihe bond rating w ill have 
a npp lr ( I I k i  i«  voUv |\ih I by lie  Kwum e i

la ih  rating agenv) i U u i k t  h n d  ralingv into m vro tn rn l grade and vpcvulalivc grade, 
depending on the credit n« i a iv x i j t r d  with the veewnty Mm t im tilu linna l invcvtiwv have 
gu id rlm rv lhal rev|uire iheir mvrumenlv h e  at Icavl investment grade Kmd* I Ik* Stale ‘ v  cu n 
tnv rum rm  p i lK io  m pn rr lhal «mly investment grade hw d * h r purchased A* a rcvull. a 
rating‘v .Imp hclow the investment grade threshold would impact not onlv the cxntv o f the 
deN hut also Ihe marfcrtaN liiy o l that deN

h  iv vpcvul'tion. at h o t .  lew w  to estimate the impact on A H F C 's  vtedil rating il 
S '1'  m ilium »v withdrawn However. if that amount iv withdrawn, no rru rtc iio tn w ill he 
hrrachcd. no covenant* w ill he broken Additionally. A U K * w ill he left w ith vu flittcn t 
working capital for continued operation* Coven the cnmhoutian of these factor*. we hclicve 
that while the credit rating w ill he affected. it should m * drop hekm im o t t .v n i grade for 
A IU C  ik H  i iM u n o

o * n  k iu d v a n M m un ii*  m  »M an a m a  w « t



ANALYS IS Q K X Q T A l C A S iL A N T U ^ S T M I - J ^

Ilie follow ing lahlc in an analyst* o f the M a i c*.sh and investments reported in AHFC 's 
December 31. 1993 financial statements. Cash ami investments arc reported in over 
75 individual funds, the table hclow sorts the total cash and investment balance o f these 
funds into five general categories.

(In Thousands)

Cash and in v rs im rn ls  lhal ran h r partia lly or fu lly w ithdrawn

Cash and Invrs im rn ls h rld in bond funds and rrs lr ir trd by bond covrnanis JTtUM

Cash and inv rs im rn ls usrd to recycle* loan* M M  I*

Cash and inv rs im rn ls h rld in insuranrr fund, partia lly or fu lly restricted by 1091
o th rr bond funds

Cash and invrs im rn ls h rld In o lh rr programs* — IfiSdSZ

Total cash and inv rs im rn ls reported in ih r December 31, 1W3 financial
sta trm rnts

Hie amounts above arc not easily reconciled to the $535 m illion identified in thi* report as  

available lo be withdrawn, live d ifficu lty w ith looking at cash is that significant a m o u n ts  

o f it have been borrowed The balance o f cash and investments in a fund is a good indicator 
o f liqu id ity , but not the best indicator o f "estcss" funds. Rather an analysis of fund equity, 
particularly contributed capital is the better indicator o f assets in esccss of outstanding 
liabilities.

Using live general account as an example, there is almost $475 nullum in unrestricted cash 
and investments, but there is alsooscr $4 111 m ilium in shon term notes that w ill have to be 
paid ssiih lhal cash

As discussed in the Source o f funds Available scclum of tins repmt. a substantial pssrtum 
o f the $535 nullum which w ill be asatlahle over the nest few years u  currently held in 
various btmd funds as mortgage loans.

M ct)tlm f it lu m j l l )  srllmy M i  hrld in ihr gm ru t Jktuvm M jn  r tn im f ts««l la n i iSM has
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Tvpc I Closing of bond tunds

A MifHi.mii.il portion of itnr unrestricted net assets available for withdrawal is from F >nd 
funds ih.il have been or w ill likely he clo\cd in FY 94 and FY 95 These bond funds arc 
closing primarily as a result o f accelerated prepayment o f the bonds due lo Ihe significant 
amount o l refinancing activity.

Net assets o f cash, investments, and morigage loans are transferred to the general account 
(AHFC 's operating account! when a bond fund closes. The cash and investment portions 
being transferred are available for immediate withdrawal. However, the recycling of 
morigage loans into other bond funds usually lakes about two months. When the loans are 
recycled into a bond fund, live general account receives in exchange an equivalent amount 
o f cash which then can be withdrawn.

The schedule below shows: ( I )  the amount o f cash and investments or morigage loans that 
are expected lo be transferred lo the general account when the bond funds arc closed, ami 
< 2 t  which fiscal year Ihe a s s e t s  transferred w ill be available for withdrawal. A s  illustrated 
in the schedule hclow. the amount o f morigage loans transferred to the general account in 
bond lunds closing in June arc generally not available for appropriation until the follow ing 
fiscal year.
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ilecausc of the decline in interest rates over the last year and the related increase in 
refinancing activity . AHFC ’s general account h a s  a higher than average balance in mortgage
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loans. These excess loans arc expected lo he moved lo bond funds in FY 95 either through 
recycling* or the issuance o f new debt.

Tvnc 2 - Reduction in the general .account

The general account is AHFC ’s unrestricted operating account. Our cash flow analysis
shows that there is more cash and investments in the general account than is required to
continue financial operations. We estimate that there could be an overall reduction in the 
general account o f approximately SI OS m illion .

Tvnc 3 - Reduction o f olhcr funds

Additional cash and investments totalling S36.8 million could lie moved into the general 
account from other lundv Once in the general account, these funds would be available lor 
withdrawal.

1. Sft m illion from a reduction in the Stale Insurance Mortgage Fund Currently the
reserves in this fund exceed both the statutory requirement and AHFC ’s annually 
projected reserve requirement. The reduction in this fund brings the reserve balance
down lo the AHFC calculated estimate, which is higher than the statutory
requirement.

2. $9 8 m illion from closure o f the Home Maintenance FuuitV account This fund was 
orig ina lly established by AHFC lo provide extra financial support for bond funds in 
the Home Mortgage Bond fund group. A ll the funds in this group arc expected to 
be closed by June I ‘>95. Therefore, the net assets in this fund w ill no longer be 
needed and can be transferred to the general account.

3. 59 m illion from a reduction in the Home Ownership Fund In I9H0 the legislature 
established this fund to provide a subsidy for low or moderate income borrowers. 
The subsidy reduces the monthly mortgage pay ment o f the borrowers to 28 percent 
o f their income or a <» percent interest rate on the loan, whichever is levs. Due to 
ihe current low mortgage interest rates, the demand for this program is minimal.

Our analysis shows that the income produced on an annual basis Irom assets held in 
this lund substantially exceeds the annual demand for these funds. A reduction in 
this lund o f $9 m illion should not impair the fund's ability to meet ihe current 
estimated demand.

Il«c A iu lym  nl (.'jvh jfh l Intolmcm* on jv ifc 7 ol lh»» report. Micnlllic* put met SNVl miUnsi Mill 
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4. $12 m illion from a reduction o f the Senior Mousing Bond Fund In 1990 the
legislature appropriated $10 m illion o f AHFC corporate receipts to the Senior 
Housing Bond account. Although a bond issue has been authorized under the Senior 
Housing program, the financing package did not require the pledge o f these funds 
as part o f the bond package. As a result, currently there are no restrictions on these 
funds and therefore, we have included them as available cash.

Type.4 - F limmation of the capital budget

Approximately $45 m illion is from the elim ination o f AHFC ’s capital budget request. It is 
not our intent to recommend that AHFC ’s capital budget not be approved, rather that their 
projects compete w ith other general fund projects fo r funding.

As further discussed in the Questions and Answers section o f this presentation, the removal 
o f significant funds from AHFC w ill significantly impair the corporation’s ab ility to fund 
their capital budget requests with corporate receipts.

Tvpe 5 » ( ’ Insure o f the FNMA Note Fund

The FNM A ' Note lund was established to provide extra security to outstanding FNMA 
notes. AHFC signed an agreement to hold this security until May 1995. Ironically all the 
FNMA notes have been paid o ff. however, the agreement is still enforceable. The amount 
held in the FNMA Note fund is $30 million. A t the expiration o f the agreement these assets 
w ill he transferred into the general account. While a portion o f the cash w ill In: required fo r 
FY 95 financing activities, an estimated $19 m illion w ill be available for withdrawal.
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QUESTIONS AND ANSWERS

This sections attempts to answer some questions that may need to he considered when 
determining the tim ing and extent to which the corporation’s assets w ill be withdrawn.

I . What impact wilt this have on AH FC 's It ond ratings?

We expect that the overall credit rating o f AHFC w ill he negatively impacted hy a 
substantial withdrawal o f corporation assets. The more d ifficu lt assessment is to what degree 
the corporation’s or an individual bond issue's credit rating w ill be affected.

In 1991 Alaska Housing Finance 
Corporation became the first housing

... , , Bond credit rating* arc an evaluative process
agency to receive a credit rating based -----------------------6-------------------------- K--------
solely on its general obligation pledge. Bond ratings provide a guide lo investors in
Criteria used when rating the general determ ining the credit risk associated w ith j
obligation o f the corporation includes the particular security issue. The ratings
le g is la tive mandate, agency management. represent a credit rating agency s assessment

* , . .. of the bond issuer's ab ility lo meet Ihe
fin a n c ia l opcra l.nns and Ihe ove ra ll ob||g, , |OMO| . sp« i i i c d . b i i » M o r c l . . . o l
economy ol the Slate. For Alaska the two j cbt in a timely manner. In general, the
main economic factors arc the Stale’s higher a credit rating a bond issue receives,
dependence on the oil industry and that |he *he borrow ing costs in terms of 
bond issues and mortgages extend beyond interest rate,

the Prudhoc Bay o il curve. C ffd j, n lin g l can be assigned both to
ind iv idua l bond issues and to the general

While each individual rating agency uses its obligation of the housing finance agency.
own symbols to signify the credit risk General criteria used when rating an

... . ind iv idua l housing bond issue includes
WMicialcil w ilh a sccuniy, all a fcnacs id t„ li(y l de,CItmni„ g 4n
classify bond ratings into investment grade c»Prcted JCtual |0*s, and availability of
and speculative grade. Using Standard & mortgage insurance. In addition to looking at
P oo r's symbols Ihe top four ratings (AAA . *he particulars on the issue, the rating

A A. A. and BBB) arc investment grade and comPan>' ,ook‘ J" he r,njncial ' ,rcn«‘h ot ,he
. - i i . -  corporation. The management team is

anything else is considered speculative. , ( „ tin i„ d lo him lh, y a„
Plus and minus signs arc used with a rating managing operations and if they have the
symbol to indicate the relative position of a ab ility to correct problems should they occur,
crcdii within the rating category.___________ ______________________________________

Currently* AHFC has an A + credit rating on the general obligation o f the corporation Irom 
Standard & Poor’s. AHFC has a mid-level placement in the investment grade group. 
Maintaining investment grade status is important to AHFC because many financial 
institutions arc only allowed lo buy investment grade securities. I f AHFC ’s r.mng was to 
drop below investment grade, not only would the interest rate increase fo r a particular issue 
but the marketability o f the bonds would Ik* severely impacted.

Bond credit ratings arc an evaluative process

Bond ratings provide a guide lo investor* in 
determining Ihe credit risk associated with a 
particular security issue. The ratings 
represent a credit rating agency’s assessment 
of the bond issuer's ability lo meet the 
obligations of a specific debt issue or class of 
debt in a timely manner. In general, the 
higher a credit rating a bond issue receives, 
the lower the borrowing costs in terms of 
interest rate.

Credit ratings can be assigned both to 
individual bond issues and lo the general 
obligation of the bousing finance agency. 
General criteria used when rating an 
individual housing bond issue includes 
identifying Ihe portfolio, determining an 
expected actual loss, and availability of 
mortgage insurance. In addition to looking at 
Ihe particulars on Ihe issue, the rating 
company looks al the financial strength of Ihe 
corporation. The management team is 
scrutinized to see how well Ihey are 
managing operations and if Ihey havr the 
ability lo correct problems should they occur.

aiaua m n  t m u j m n • l . V orvtuo* or u t u L A m s  a i o t t



The withdrawal o f $535 m illion from AHFC is likely lo have a negative impact on the 
corporation's credit rating. We can expect the general obligation rating o f the corporation 
to go down. Also. AHFC w ill not have the excess funds available to buy credit enhancement 
to improve the credit rating on individual bond issues.

It is speculation, at best, for us to estimate the impact on AHFC 's credit rating i f 
$535 m illion is withdrawn. However, if that amount is withdrawn, no restrictions w ill I k  
breached, no covenants w ill be broken. Additionally. AHFC w ill be left w ith sufficient 
working capital for continued operations. Given the combination o f these factors, we believe 
that while the credit rating w ill I k  affected, it should not drop below investment grade for 
AHFC debt issuances.

We believe that the packaging >1 the withdrawal us an extraordinary dividend by AHFC and 
the legislature may lessen the impact. State housing finance agencies serve the public and. 
therefore, arc answerable lo the state legislature. Hie public nature o f stale housing finance 
agencies makes the autonomy o f their management and security o f general account balances 
an important credit consideration to rating agencies. The willingness and cooperation o f 
AHFC ’s Board o f Directors in determining the amount and lim ing o f significant and 
extraordinary dividend payments to the State may ease some o f the anticipated concerns o f 
the credit rating agencies.

2. How does AHFC's bond rating compare lo those o f  housing finance authorities 
in other states?

For several reasons. AHFC 's bond ratings cannot be compared to those o f other states. Hie 
non‘Comparability is due to two primary reasons. First, AHFC has a rating on general 
obligations o f the corporation, while most states* housing finance authorities that we 
surveyed do no t."

Secondly, an attempt to compare individual issuances o f debt (either revenue bonds or 
morigage obligations) was also not successful. We found that Alaska has a wider variety 
o f types o f programs and a much larger volume o f bond issues than the other states 
surveyed. Also, compounding the comparison d ifficu lty are the variances in the type o f 
collateral, credit enhancement, and market condition at the lime o f issuance. Each o f these 
factors w ill significantly influence the credit rating on a specific issue.

J. How does this impair A llh C 's  low to moderate income o r specially programs?

W ith certain exceptions. AHFC ’s accounting and therefore availability o f unrestricted assets 
is not program specific. Various AHFC loan programs and loan features arc frequently

W'c u n tk n u n d  tlt.it l * o  oc Ihrcc « W t t  <i»c in ihe p e tx e tt o l laHJimn): j  M ling o o  the jr o K fa l nW itfjlton  o l 
Iheir O j Ic 'n Itoutini; l i ru rx r  ju l l to o l ic v
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combined into a single bond fund. Generally, mortgage loans arc grouped more by the 
taxable or tax-exempt nature o f the program, rather than an individual program. This makes 
determining the impact o f a withdrawal o f corporate assets on a specific program very 
d ifficu lt.

Using AHFC 's estimated program-demands, there should be sufficient working capital in the 
general account to meet expected demand. However, a substantial increase in the anticipated 
demand for AHFC 's programs, w ill require AHFC ’s Board o f Directors to establish funding 
priority for some o f the new programs.
Only in an extreme ease would the 
residential mortgage programs be hindered.

The one program that we can specifically 
identify that w ill be impacted is the Senior 
Housing Bond Program. In Chapter 206.
SLA 1990 the legislature appropriated 
$ 1 0 m illion o f corporate receipts to the 
Senior Housing bond account. This 
appropriation was intended to provide extra 
collateral for up to $30 m illion in bonds.
Ih e  extra collateral would be used to 
provide credit enhancements to improve the 
financial v iab ility o f Ihe projects. These 
funds are currently nol restricted because no 
bonds have been issued requiring a pledge 
o f these assets. Therefore the balance in 
this fund has been included in our list o f 
unrestricted cash, however the withdrawal 
o f those funds could preclude any new bond 
issues to fund this type o f project.

G iven the changing national financial 
environment, AHFC ’s Board o f Directors 
w ill have to re-evaluate their overall 
mission and individual programs. TTie new 
programs and commitments by FNMA 
related to the goal o f home ownership by 
families with low and moderate income may 
have a substantial impact on the niche that 
AHFC now fills in the housing needs o f the 
Slate o f Alaska.

FNMA lo invest SI tr illio n over seven yean

FNMA has recently announced that they 
intend to spend SI tr illio n in the next seven 
yean so 10 m illion families w ith low and 
moderate incomes can buy homes.

The Investment w ill provide mortgage money 
for families w ith modest incomes, m inority 
families, new immigrants, city dwellers and 
people w ith special housing needs. FNMA 
hopes to promote home ownership by find ing 
ways lo lower down payments, reduce closing 
costs and make it easier for rejected 
applicants to get mortgages.

Some specific programs are:

• development of at least 10 new financing 
tools lo meet Ihe needs of Ihe elderly, 
renovators, minorities, rural fam ilies and 
people w ilh acquired immune deficiency 
syndrome and other disabilities.

• a 550 b illio n commitment to m u ltifam ily 
finance to create more affordable rental 
housing for those who cannot buy.

• a commitment o f S30 m illio n during Ihe 
next year to support nonpro fit housing.

5«*nr tWil« Nrif*. Is

AlAt&A t u n  UOSLATVU -15- Devon* o r  t x c m a n v t  aiott



4. How w ill AH FC 's ab ility to absorb potentia l losses be affected i f  there is a
sign ifican t downturn in the housing market?

Two reports on AHFC were issued in 1989 and early 1990 on AHFC. First. A  S p e c i a l  

R e p o r t  o n  I h e  D e p a r t m e n t  o f  R e v e n u e  A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n  was issued by 
Legislative Aud it in April 1989. Secondly, Fmst &  Young issued a report in January 1990 
for the Legislative Housing Finance Task Force tilled E v a l u a t i o n  o f  P o l i c y  O p t i o n s  

C o n c e r n i n g  t h e  F u t u r e  o f  t h e  A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n .

A common objective o f these reports was the evaluation o f a return on the State’s $1 billion 
investment in AHFC without impairing AHFC ’s Financial conditions. Both reports concluded 
because o f the dismal real estate market conditions existing at that time, that the withdrawal 
o f corporate assets could have a serious impact on the financial health o f the corporation.

Our current evaluation concludes that $535 m illion is available to be withdrawn from the 
corporation’s unrestricted assets. Hie availability o f this cash is largely due lo a combination 
o f low mortgage interest rates and a relatively stable housing market. Current conditions arc 
greatly improved over those in 1989-1990.

The withdrawal o f $535 m illion would seriously impair AHFC ’s ab ility to sustain another 
significant housing market decline. As a public policy, should AHFC maintain reserves 
necessary to meet a worst case scenario in the housing market?

5. What is the impact on morigage loan orig inators (e.g., banks, savings and loans)?

Mortgage loan originators would nol be significantly affected by a withdrawal o f corporate 
assets. The secondary market would absorb new loans to accommodate an active home sales 
volume and loan originators would continue to sell loans to other participants in the 
secondary market.

Mortgage loan originators take the loan applications, conduct credit and employment checks, 
obtain mortgage insurance, request title searches, etc. Upon completion o f this 
documentation, the loan is made by the loan originator and the loan is normally then sold 
to a secondary market. AHFC was the leader in Alaska’s secondary market for new loan 
origination in the 1980s. However, since that time interest ratcs-havc been declin ing " 
causing new loans to lie sold elsewhere, consequently AIIF 'C is currently focusing on 
refinancing strategics to lower the cost o f capital to borrowers as well as to the corporation. 
Loan originators have successfully engaged the other secondary market participants and arc 
currently doing little business with AHFC except for refinancing previous AHFC loans.

M i l  C  i s s u e s  t v n d s  m  I j f j r c  b l o c k s  I f  i n t e r n i  r a l e s  r u e ,  t h e r e  i s  . » ereai d e m a n d  for i h e s c  " c h e a p ”  b u n s  

H o w e v e r .  i l  i n i c r e M  r a i e v  d e c l i n e ,  a s  i h e y  h a v e  i n  i h e  e a r l y  I W h ,  ih r w c  N o c k s  ot a v a i l a b l e  f u n d s  a r e  n H  
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Given the current heavy reliance on other secondary market participants, a withdrawal o f 
AHFC corporate assets at this time would cause little disruption in the market.

6. Can AHCC continue to fu n d  tlie ir operating and capita l budget request from  
corporate receipts?

A c c o rd in g  l o  the ca sh  f lo w  an a ly se s . A H F C  w i l l  be ab le  to  con tin u e  to  lu n d  th e ir o p e ra tin g  
budg e t. T h e re  a rc  tw o  p r im a ry  sou rc e s  o f  c o n tin u in g  in com e in to  the g en e ra l a c c ou n t . F irs t 
w o u ld  be f r o m  in te res t fro m  in vestm en ts o r  m o rtg ag e  lo an s  h e ld  te m p o ra r i ly  in  the g en e ra l 
a c cou n t . H ie  se c on d  sou rce  o f  c o n tin u in g  in com e  w ou ld  be from  lo n g  te rm  asse ts , such its 
m o b ile  h om e  lo a n s  and re a l estate ow ned  he ld  in the g ene ra l accoun t.

A  su b s tan tia l re d u c tio n  in the c o rp o ra t io n ’ s un res tric ted  assets w i l l p rec lu d e  the c o rp o ra t io n  
fro m  be ing  a b le  to  fu n d  its an n u a l c a p ita l budget. 'H ie m e rg e r o f  A H F C  w ith  the fo rm e r  
A la s k a  S la te  H o u s in g  A u th o r ity  has su b s tan tia lly  in c reased  the c o rp o ra t io n ’ s c a p ita l budget 
re q u irem en t . P ro je c ts  in the F Y  9 5  A H F C  c ap ita l budget w h ich  to ta l $ 4 4 .9  m i l l i o n  a re  
p r im a r i ly  re la te d  to  the re n o v a tio n  o f  e x is t in g  p u b lic  hous ing .

7. When w ill additiona l excess assets in funds restricted by bond covenants be freed?

T h e  cash  and  investm en t a n a ly s is  o n  page 7 id en tifie s  o v e r  $ 3 7 0  m i ll io n  in  ca sh  and  
in ve s tm en t h e ld  in  b ond  fu nd s that a re  re s tr ic ted  b y  bond  co ven an ts . T h o se  fu n d s  h ave  u 
m y r ia d  o f  c o v e n a n ts , m a tu rity  da tes , and re d em p tion  o p tio n s . T h e  e a r lie s t that an y  o f  th ose  
fu n d s  w i l l be a v a i la b le  is Ja n u a ry  15. 1 9 9 7 .
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A la sk a  P e r m a n e n t  F u n d  C o r p o r a t io n
P.O . Box 25500 Juneau, A laska 99802 -5500  

(907) 465-2047

DATE: F eb ru a ry  27, 1995

TO: S e n a to r  Steve Rieger

FROM: Byron I. M allott
Executive Director

S U B JE C T : T r u s t e e s ’ P o s i t i o n  o n  S B  51

M E M O R A N D U M

&
K

This is to inform  you th a t  the  Board of T ru s tees  did d iscuss S e n a te  Bill No. 
51 a t  th e i r  m ee ting  on F eb ru ary  24. They s ta te d  th a t  they  did not in tend  
to take  a  position on the  bill itself, b u t  th a t  they  w ere supportive  of any 
changes to ex is ting  law  which would enhan ce  th e ir  ability  to pro tect the  
principal of th e  P e rm a n e n t  Fund. Certain ly , t h a t  portion of SB 51 which 
m akes  inflation-proofing th e  h ighest priority  use would be such  a  change.

T he re  is a n o th e r  portion of the  bill which would change  the  dividend 
form ula by basing  i t  on “real" income r a th e r  th a n  ‘"net” income. T h a t  
proposal falls ou tside  the  scope of w h a t  previous boards -  as  well as th e  
c u r re n t  board  -  view as th e ir  a rea  of responsibility.

I would re q u e s t  t h a t  th e  Board be given the  oppo rtu n ity  to co m m en t aga in  
a t  a la te r  d a te  if  th e  bill undergoes any  su b s ta n tiv e  changes as it moves 
th rough  th». leg isla tive process.

As alw ays, th e  stafT of the  Corporation would be pleased  to respond  to any  
requests  for financial analysis  of any  legislative proposal re la t in g  to the  
P e rm a n e n t  F und .

c: Board of T ru s te e s
P a t  Pourchot, G overnor's  Legislative D irector 
J im  Kelly, Research & Liaison Officer



A la sk a  P e r m a n e n t  F u n d  C o r p o r a t io n
P.O. Box 25500 Juncnu, \ln*kn ^9802-5500 

907) 465-2047

M E M O R A N D U M

DATE: F e b ru a ry  13. 1995

TO: S e n a to r  Bert S h a rp .  C h a irm a n
S e n a te  S ta te  Affairs C om m ittee

FROM: J im
Rese  on Officer

SU B JE C T : P o s i t i o n  P a p e r  o n  S e n a t e  B il l  51

T he  Board of T ru s te e s  h as  no t yet had  tho opportun ity  to d iscuss th e  
m erits  of S e n a te  Bill 51 and  therefore  h as  not ye t ta k e n  a  position on th e  
bill. The T ru s te e s  a re  m ee ting  in  J u n e a u  on F eb ru a ry  24. an d  hopefully 
will be able  to forw ard th e ir  formal position shortly  a f te r  th a t  da te .

In th e  m ean tim e , it is safe  to say th a t ,  historically, th e  Board h as  alw ays 
supported  an y  proposed changes  to ex is t ing  law which would e n h an ce  
th e ir  ability  to protect th e  P e rm a n e n t  Fund  from th e  effects o f  inflation. 
C er ta in ly  t h a t  portion o f SB 51 which m akes  inflation-proofing th e  h ighest  
p riority  use  o f Fund  income is such a proposed change.

T h e re  is a n o th e r  portion o f the  bill which would change  th e  d iv idend  
form ula by bas ing  it on “real"  income r a th e r  th a n  “net" income. T h a t  
proposal falls ou ts ide  th e  scope of w h a t  historically  h as  been viewed by th e  
Board of T ru s te e s  a s  th e i r  a r e a  of responsibility .

Enclosed p lease find a n u m b e r  of financial projections which th e  
C orporation  h a s  p rep a red  a t  the  re q u e s t  o f  S en a to rs  Reiger an d  Halford. 1 
would be pleased  to d iscuss  any  o f them  w ith  you a t  you r convenience.

cc: S e n a to r  S teve  Reiger
S e n a to r  Rick Halford 
All M em bers, Board of T ru s tees  
M art in  Pihl, Executive Director
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SENATE BILL 51

•AN ACT RELATING T O  THE INCOME OF THE PERMANENT FUND-

Scnatc Bill 51 place* into statute the concept of "real earnings" and 
applies that concept to the provisions for the uses of Permanent Fund 
earn ings

There are several w ays in which income of a fund can be calculated. 
When all cash receipts are counted without regard to the effects of inflation, 
the earn ings are often referred to as "nominal e a r n in g s In contrast, "real 
e a rn in g s '  are the am ount by which nominal earnings exceed inflation.

For any long-term preservation of a fund, and  particularly in times of 
any significant inflation, the concept of real eam ings is extremely important 
to the m anagem ent of an endow m ent fund Any endow m ent which is 
designed to last for a sustained period of time must oc concerned about its 
purchasing pow er and  earning power. Inflation tends to erode a fund; to 
offset this a fund must grow  (in nominal terms) al the sam e rate as inflation 
just to preserve its purchasing or earning power. In this context, a fund can 
afford only to pay out eam ings which are in excess of the rate of inflation -  
real eam ings.

APPROPRIATENESS FOR T IIE  PERMANENT FUND :

1 believe that voters, in establishing the Perm ,1"!•"  * I"*!'*' * 1 f p '
the Fund lo be  truly perm anent in the sense that its purchasing pow er anu 
earning pow er should not be eroded over time. In this context, a real 
eam ings approach  is most appropriate  for the Permanent Fund. The only 
monev which should be put on the table for use each year is real earnings

CONCEPT OF REAL EARNINGS:

SrojtSoR STAIIMCXT



SB 51 • An Act relating to the income of the Permanent Fund 
Sponsor Statement 
Page Two

In contrast, under present statutes all of the nominal earnings arc put 
on the table for appropriation each year. The Legislature then allocates the 
earnings to dividends, inflation-proofing, and  the earnings reserve account. 
With SB 51, the inflation-proofing would be automatic and the Legislature 
would provide for the allocation of real eam ings between the d iv idends and 
the earnings reserve account.

EFFECT ON PERMANENT FUND EARN INGS RESERVE:

Since there would be no further need to reserve earnings for inflation- 
proofing, the required size of the Permanent Fund Earnings Reserve (PFER) is 
not as great. There would, however, be a reason to retain some am ount in 
the PFER to cover 5-year averaging provisions, such as the payout ru le on 
dividends, regardless of whether the real eam ings concept is used. SB 51 is 
silent on the issue of the PFER and does not require anv change from present 
PFER policy.

EFFECT ON D IV IDENDS :

The bill leaves untouched the underly ing  formula for calculation of 
dividends. This formula prescribes a paym ent of approximately half of 
earnings. I lowever, since the earnings on which dividends are based are real 
earnings rather than nominal earnings, the underlying formula will indicate 
a slower rate of long-term grow th in d ividends, and could indicate a 
temporary d rop  in the am ount transferred to the d ividend fund, depending  
on the Permanent Fund’s actual performance in the next few years. Th*sc 
transfers are shown under a variety of earnings assum ptions in the attached 
financial forecasts.

It should be pointed out that the am ount actually transferred to pay 
dividends each year has been made by legislative appropriation. Even with 
SB 51, the legislature maintains its ability to appropriate an am ount different 
from that prescribed by the underlying formula. The legislature may choose 
to pay an am ount higher than the formula indicates, but SB 51 is designed to 
deter appropriations greater than the fund's total real eam inex performxnre.
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OTHER CHANGES:

One add itiona l change, although m inor, is that the effect o f in fla tion 
on the fund w il l be calculated using the average annual balance o f the Fund, 
rather than the Permanent Fund’s present practice o f using the balance as o f 
the end o f the year.

SUMMARY:

The overa ll effect o f SB 51 w ill be that the Permanent Fund w ill be 
made more perm anen t, because the question o f in fla tio n -p roo fing w ill be 
removed from the annual process o f allocating earnings. Earnings w ill be 
more realistic, as they are reflective o f the actual economic earnings o f the 
Fund. However, the effect o f converting to a real eam ings basis fo r the 
annual a llocation process w il l also lower the amount put on the table for 
app rop ria tion each year. The result o f passing SB 51 w ill be better protection 
fo r the Fund, and a better representation to the State o f the maxim um 
amount which p rope rly cou ld be used each year.



PERMANENT FUND PROJECTIONS:

The attached projections from  the Alaska Permanent Fund 
C orpo ra tion show the effect o f d iffe ren t earnings assumptions on the size o f 
the Permanent Fund, as well as the amount o f each year's earnings and 
transfers to the d iv id end fund , through the year 2 0 0 0 .

The firs t forecasts prov ided by the Permanent fund Corpo ra tion are 
based on recent investment performance and long-s tand ing assumptions 
wh ich the Corpo ra tion has used regard ing nom ina l earnings and in fla tion .

A t m y request, the Permanent Fund Corpora tion also d id add itiona l 
runs, wh ich reflect the higher eam ings assumptions suggested in the Ibbotson 
Associates' report (enclosed). The Ibbotson report was comm issioned by the 
Legis la tive Budget and A ud it Comm ittee and completed January 1994. This 
report recommends a target po rtfo lio wh ich is h ighe r-y ie ld ing than its 
present po rtfo lio because o f a greater amount o f assets invested in higher- 
y ie ld in g securities. This re tu rn was estimated by Ibbotson to be 10.31%. The 
attached pro jections inc lude assumptions o f 10.31% nom ina l earnings and 6 r- 
in fla tio n ; and assumptions o f 10.31% nom inal earnings and *% in fla tio n . 
F ina lly , the pro jections are stated in nom inal do lla rs and in fla tion -ad jus ted 
do lla rs .

PERMANENT FUND PROJECTIONS
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FINANCIAL PROJECTIONS 
nn m iilionji
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AJaska Permanent Fund C o rpo ra tio n

f i n a n c i a l  p r o j e c t io n s

(in m illions) 

is  ot January Jl. 1995
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1.021 256 3C3 555426 501 1.264 ~ 561
1.SM •44 ^ 1 5704.19 £29 £29 571749 203 424 5526.33 £2 £91 T81

‘ 51544 260 160 547156 4 14 535
916 454 147 5952.63 4 (30) 505 901

1.3C0 559 149 5231.24 4 (24) 541 911
1.336 177 144 5915.34 5 54 645 921
tJ S S 262 532 5349.46 5 r o >35 I C l
1.054 272 556 5943.90 11 151 1.117 341

| SS0 344 521 OCla

14 55 - 1,182 951
1.255 515 190 5400. CO 1.179
5 ^ 6 542 162 5731.00 **26 1.752
5.425 £69 424 5650.00 126 1174
5426 £97 441 5661.00 180 1554
5.123 5.001 427 5622.00 a s 3.043
1,968 1.071 IO 5620.00 446 3.149
2 .1 3 1 . 1 0 161 5643.00 511 1.000
2-201 1319 143 5659.00 542 4,542
2.473 5.299 504 5640 00 554 £240
2664 1.383 556 57 1 00 729 £.360
2-576 1.472 506 579000 766 5.746
3.098 1.164 565 5452.00 1S7 7.5031,339 5.665 727 5917 00 933 5535
3.549 5,769 790 5967.00 1.914 9.549
3A£9 1 640 564 51.062.00 5.101 . 650

2^ -589 1 8 .034 J j 8 7 r S 1 2 ^ 9 3 14

•D^anmen ot Newt* FiJ 199a lcw-Caj« Revenue Pcrecut 
” Smw'<7* 'tsefv*apcrt)c«aied»FrfidprrcMity’f4rU^aaii?»^jiy i. 5347 
’ rwasetreo 10 pmcoal tcm tunnf1 :tur.x tcoouri ̂ r AS 37 llUSsl. 

""* Saved cn cat»tat ma.tr surcsctnacopjrdey^rntaetsnMartniwa

SENATE BILL NO. 51



A las .ca  P e rm a n e n t  F und  C o rp o ra t io n

F IN A N C IA L p r o j e c t io n s  
wn m illions)

is ct January 31.1995

G R O W T H  O F  F U N D  P R IN C I P A L USE OF FUND INCOME

Oaicated ntlauon*. D istribu tions Reserves
Seem ICOtO- Stats nrtacon- End 3f0cfin<;l i  ^ ?«f CJtxla nflatioo- General ACd FY Eno

FVI Balance : nations =av*nues* 3-ootmo balance Shcrrfai reome Oivieencs uivnJanos R'oettno r,jna C< total Balance : ••

*ai f4 2 1 :

‘91 •4 34 129 3 ~
501 129 *U 443 *2 12 • 6 4 50
111 443 300 *45 t.769 150 *8 *3 59 59 31
12! 768 ICO 400 1969 264 71 51.000.00 • •1 •85 244 56

_E< ;.:<9 400 421 231 4.021 471 1G3 *344.15 21 110 110 354 1 43‘i
Ml 4 021 :oo *66 151 4 434 530 175 533129 151 233 557 r*I
iSI 4*34 :oo *64 225 5.741 554 217 5404.00 *35 *05 763 1 SSi
Ml 5.741 223 n s 5251 1.921 *03 555626 :t5 501 •264 " Mi
371 5281 1254 ~ '(  170 144 7564 1.969 *91 5704.19 '44 529 529 T7I

l a l 7. M l 414 *03 3.545 789 424 5426.93 *03 £2 591 l “ j
"e l 5.5*5 *23 *60 9.173 364 460 5473 16 *60 l 14 £35 e l
901 ? . :n 357 4S4 9.494 316 447 5952.53 154 4 (90) 505 JO)

j i l ?894 C5 559 10.544 ■ 1.930 449 593124 559 4 (24) 541 911
921 ?.491 435 559 10.444 1.330 449 5315.44 559 4 (24) 581 Ml
Ml • 1.703 5 •" 315 *62 ’2L345 1276 S32 5949.46 *62 5 r o 965 -Si
Ml '2.345 5 " • 210 377 12973 1.094 554 5983.30 372 11 151 1.117 941

$51 12,973 212 ;-i4 13434 950 521 $877.00 *44 14 55 1.182- 951

961 :.J45 S .•M 496 13.737 1209 472 5771.00 156 235 1275 961
371 '3341 184 474 •1331 1241 429 3679.00 471 X3 1.524 ' 371
Ml •3.427 1 174 445 •4.109 I 1277 M 5542.00 14! *S1 1.950 961
991 •3399

•
160 491 14267 1-317 *31 557100 151 114 2294 a

31 13.453 i •34 446 •4.410 1.442 *41 5506.00 <46 314 2.478 Oi
II •3.594 5 123 759 14.5*3 1.510 *40 5444 00 *£9 * o 2.580 3:r 13.710 5 105 77$ 14.634 1.534 334 5466.00 775 370 2599 2I

___31 •3.409 5 3 731 14.774 1.566 *30 5451.00 78! 734 3.132
41 H IM * TS 7J4 14.505 1.595 327 5439 00 *B4 424 3J79 4
i l ■ 2.567 i 54 750 14.471 1 523 *34 5445.00 750 134 *526 s
(1 14.030 S 54 7W 14.330 1.551 *49 545100 794 iSI 2J72 ~5

j 3 14.045 s 47 797 *4.942 1.678 *60 5461.00 737 164 4.117 J
ii 14.1*4 i 41 500 <5.029 1.70* 371 5464.00 500 178 <260 1
ii 14.173 i 37 V2 15.070 1.729 *42 547100 502 149 4 502

151 »42!7 i 22 504 <5.109 1.755 *93 5483.00 564 501 1 M2 10
CumutaUvo Totals P r c e d c d i : -W- • ____

For FY1S95 *2010 • 1.738T 10.651 I23J2S1 6.057* S3.S11 10.68V 14 —• _ *.

PEAL2EJ RATE CF RETURN ASSUMPTIONS:

sominai

m u -------
FTW-W:  —

FY00.2010:

* *9%
l t t %
) X \

nrtatjoo

731%

«oc%

nU I

n e x
* x \
: o n

• -tznrrtm ;r f a r m *  FaJ t95* Icw-Cisa Ravenu* Fcrecaa.
"  Samng* r*serv» acctccraao »  Fund jrocca t tv T« U 9 saa .T t.t/r t. !5€7 

*** Tar.jiefrw  a  concc* iom t i r w p  r n t r v t  icccurt z * r *S 37111*5(4), 
"** ?w *J on cwm i T ir u t  u a r r o o n  aooctc tv T *  7.V-Jws n Mancn '£9*

SB 51 IN REAL 1993 DCILAAS

in I a m  04 * < l  rtlaluri. Ih* >« .*  i t  in* d «U I •nntot PiW Wn* Aj^uwn f  M .*o ,**«•*< « irvx r4»  lo c o r t u n l l v«! 
i d i m f i  t f»  «■ «)• ct m t lt t o n  Iro m  tit*  ljiu > »  p rfc aU ?*



N

A laska Permanent Fund Corpo ra tion

FINANCIAL PROJECTIONS 
ttn mtilionii

as ot January 31.1295

G R O W T H  O F  F U N D  P R I N C I P A L

Dedicated Inflation*

U S E  O F  F U N D  I N C O M E

Distributions R ese rv es

r1\
57 Begin 
'auncs

AoOfO*
irtatlcns

Slate
Revenues'

inflation*
r-ocfino

FYEnd
Balance

Prooling j 
Shortfall 1

Set
• Income

nflatlco- Per Caoita General 
Procfino Dividends Dividends rund

Add
Delete!

FY End 
Balance F'

;ai 3 54 54 2 1 73
791 l i 34 129 3 7 ■ 79
301 133 'A i *83 | 2 U •2 30
311 *63 900 US 1.759 150 29 :a 59 59 1 31

1.763 300 xa 2269 1 363 71 SI.OCO.OO 71 135 2*4 32:
831 2569 *00 *2 1 21 *.021 I 471 231 108 S356.15 110 110 354 331
341 1 021 300 366 151 *.638 520 151 175 533129 233 657 iu\
351 *536 :co 366 25 5.7*1 558 235 217 1*0*00 206 763 1 851
361 •7*1 S3 216 5.231 1.21 216 303 S5S62S 501 1,26* " ' 361
371
"M l

5 2 5 1
7.364

12S* ~ A 170 
*15

1*8
703

7.664
3.585

1.069
759

1*8
303

391 S706.19 
*24 5826.33

529
£2

529
591

37
68

“ a l 3.565 23 360 3.173 568 360 *60 5873.16 * *4 635 ~a
:<i 3.173 757 *54 9.594 316 *54 *87 595263 * i» ) 605 90
311 3.354 *35 559 10.588 1.330 559 *89 5331.34 a 124) 581 91
921 3 563 23 *77 11.703 1.336 *77 *88 59154* 5 6* 6*5 92
331 1.703 5 — 315 362 12385 1.226 362 532 59*9.46 5 320 965 93
>41 ■7335 5 ~ 210 372 12971 1.098 372 £56 5983.90 11 151 1.117 9*
95 j

r#** 5 212 344 13,534 950 344 521 5877.00 14 6 5 t - t ; i8 2 r 95
Ml 1534 I 198 224 14.561 1.614 524 *95 5808.00 289 1.471 961
971 *.£61 7 194 515 15.6*8 1.757 585 *75 5753.00 390 1262 i7

5.6*6 •• 165 950 16,790 1.917 950 *48 5690.00 512 2374 “98
Ml •5.790 3 169 1,018 17.965 2097 1.018 *80 5725.00 591 296* 99
-21 7 345 ) 160 1.089 19243 2291 1.389 506 57*800 687 1651 0
_ i! 92*3 to 145 1.163 70.560 1502 1,163 563 5816.00 766 4.417 1
: i

J
.'3.560
: i .s o

11
12

130
117

U41
1.324

21.9*3
2.395

2725
2971

U41
1324

626 5893.00 
597 5978.00

8*9
939

S2S7 f 
6205

2
3

73396 13 105 1.410 21.925 3231 1.410 773 51.065.00 1.034 7239 1 *
:«,?23 IS 36 1.501 21535 3.510 '101 856 51.160.00 1,137 1377 1 5I| .-5 .5 3 5 16 17 U97 28X6 3.809 1497 946 J126200 U49 9,625 1 6

j
71236
70.033

ta
»

11
76

1,699
1.307

30,833
31.336

4.130
4.475

1.699
1J07

1.044 S1J71.00 
1,1*9 51.486.00

T.36I
t.*99

10294 
12494 1

• 7 
8

91 31.336 22 70 1.920 33.947 *545 1.920 1.263 51.606.00 1.640 14.134 9
tot 33.3*7 24 57 1041 36.079 52*3 2041 1.386 $1.74000 1.793 15.927 ^

Cumutauve Totals Protected _• 
ForFY 1295-2010: Z023: 20.313’. *8.069 20J13 1222T  S16.978’ 14

•"» u
S 5 » » S » r

REAUZLD RATE OF RETURN ASSUMPTIONS:

■tomi.ul 'nfUacn

m z —
FY 56-99:--
FY2000- tOr •

i*j% 
:c at*.
1031*.

261%
6 00%
6 00%

• ol Revenue FaJ 199* Lcw-Cas# Pevtrx* Fs/tcaa.
** Ewwtgs revive loprcoruied to Fund pnncwa ay T« Le^suwe «uty 1.1567. 

*»«» *** Trvuiened to pmeeai from ee/twp reserve accaxt cat AS 37.:il*S<d).
TH%  "** lue< on caosai iw m  isaancecnj aocctcd Tt Trustees n Marcn 199*
4 31% SENATE BILL NO. 51. BlfT ASSUMES 10J1S FUTURE RATE CF RETURN
*31% ANC 6% RATE OF INFLATION.



A laska Permanent tu n d Corpora tion

f i n a n c i a l  p r o j e c t i o n s

in .-nulionji

ts ;»January 31. 1S95

G R O W T H  O F  F U N D  P R I N C I P A L USE OF FUND INCOME

SV|

- i i 1
1)
Jfll
JU
ill
ai

_i5l
361
"*71
laiJ]
JCI
JU
J2I

Si

: v Becm Aooro- 

•tu n c ?  tra ile rs

>oicatco
Slat*

Revenues'
nrlatjon-
3rootina

=YEnd
Bjlanc*

inflation* < 
3'ocnng i 
Shorrtail I

Distributions R ic rv c s
. Net
income

PerCaorta 
Oivtdenos Cividends

nrtaucn- j 
5,ecfiro

eneral
•jna

Add rY End 
Culetel Balance

•4
• :9

463
• 759
:.:<9 
1X1 
4 138
£.741
: . : a i

*264
j.sas?.:73
?iw
J.894
•t.rtn
1385

500
4CO
:oo

:oo

54
54
5U
515
ICO
421
X6
556
ra

, 170 
416
r a

767
435
435
315
n o

•51

235
216
144
503
560
454

559

559

262
372

54
139 
443 

1.759 
2. =69 
4.021 
4433 
5.741 
£231 
7364 
1.545 
9.173 
3.894 
'0.949 
'0.949 
'2.245 
12.973

351 ‘1973 212 2-U 13,534

2
5

• 4

'*0
:a
t71
£M
ssa
1.321
1.069

789569
916
1.330
1.330 

1726 
1.359

12
a
n

1C9
175

217

an
a i
424
460
437

499
149
532
556

ii.ooo.oo

ZM.1S
533179
5404.00
555676
5704.19
S4MJ3
547116

595163
193174
591574
5549.46
SS6190

21
*51
ZS

216
144
7C3
560

454
559

£59

362

272

I

•*>4
23
••

s:o

4
a

a

a

5 
n

£9145
110
203205
501
29
£2
44
130)
24)
(24)
320
131

£9
244
354
557
763

1754
£29
£91
835

505
£41
541
365

1.117

,_73
’j2  
I 30:
Lili
J2I
JU
l_M I

’ “ J
V  861 

r 171

151
m
I 901

JUSI
331

rs i
9S0 521 S377.0Q 344 U 65. 1,1827 !9Si

?6I '2.764 a 200 777 11737 152 467 275200 / 4 4 273 1399 1 361
77I '1959 i 175 733 •3.925 1.564 422 5670.00 733 347 1.657 1 971
i9: •11M i 163 743 •4.097 1.610 225 5579.00 743 430 1.993 1 961
99i 3.299 i 147 752 14.246 1.561 391 5574.00 212 469 1 3 a JU
31 1139 • 12S "50 •4,379 1.712 J78 5559.00 :« 513 1729 I 31
11 :.£4S • 113 757 14.494 1.254 297 5575.00 257 540 1114 1 il

_JJ '3 574 * 36 774 14.593 1.914 417 5594.00 TTi £65 3SC3 L 3
_31 1757 1 82 779 14.579 1.364 437 561100 279 599 3.933 : 3i
41 3W 1 73 793 14.753 1.912 459 5630.00 233 £12 ai&s I_i|
_£J •3.914 5 59 797 14.917 1.960 479 5649.00 757 635 4.671 r s i
_ u •3.374 3 £0 291 14.874 2.306 499 5665.00 791 £59 5.071
_ u •4.332 3 43 794 14.926 2.352 519 5691.00 734 590 £.464 a■- ■<
_JJ •4 361 3 a 797 14.973 2.098 539 5697.00 797 703 £.958 □
31 •4.125 10 34 799 15.015 1143 559 5711.00 799 T» 5152 1 91
•01 4.165 •o 29 801 11054 1189 579 5726.00 801 749 £.646 Hoi
CumataUvoJctals Preceded? % -"•.iV * - J * V* • « • ••
.-or FY 1995-2010 1536= 1138T 28.820. 7.424 S10.5607. 11583.. 14 V. “ ; l

REALZED RATE OF =ETURN ASSUMPTIONS: • Cecanrneni d Revenue FU19J4 icw-Case reverx* Rc/wait
•* tirrrxp m em acorccnaied to Fund cnncaal tv 7* ie om ijn Jury 1.1567

Nominal nflaflon Raai *”  T.-instenea *0 m ew l Jrom eawxp r em  azsxnt ott 4.. 131*!ti)
TV 95: • *7% 251% 189% **•* Baaed on at*tai marut a ia /rc to n aoccteo tv re Trustees r  Ua/tn 1954
nr 96* •031% £ 00% 4 31% SENATE B ill NO. 51. BUT ASSUMES 10.31% FUTURE RATE CF RETURN
--YOO- 2010: . 031% 800% Ot% AND 6% RATE Of INFLATION; IN REAL 1995 a .

Crr̂ fM.r1.Ha±l azilAri

In i n n  cl »r-1 mlitfon, Ifw »»*/* oi in« CinUz cm  l m »  Ail.uUoj IjiiMt iwr-.̂ inl le tonnUrt ! A i  c m v i

irm • *•<»» ol eiftaion i«om i»>« lain* pAcnug*



Alaska Permanent Fund Corpora tion

F IN AN C IA L PROJECTIONS 
(in miilionsl

as ct January 31. (995

G R O W T H  O F  F U N D  P R I N C I P A L U S E  O F  F U N D  I N C O M E

Dedicated Inflation >i D is t r i b u t io n s R e s e r v e s

r v  Begin Ac0 IO- Stato Inflation- : V End F'Ccling | Net inflation- Per Capita General Add FY End
:v | ia iance snations Revenues' A 'aciino Balance Shortfall ncame 5'&clina Dividends Dividends rund Ceielel Balance FY

•31 3 54 54 2 1 78:
11 •4 54 129 1 3 t 7S.:

JCl : :9 344 183 » 12 12 i 301
•u ICO 285 1.259 150 79 73 59 59 > 311
• : i -.763 •CO 4GO 2.569 268 71 31.COO.OO 71 135 244 321
x i 2.S69 400 421 3 1 4.221

1 i71
231 1C8 S366.15 110 110 254 1 831

:ui i.021 200 256 151 4 838 530 151 175 3331.29 203 557 341
JSj 4.328 200 268 225 5.741 358 225 217 3404.00 2G6 763 851
:3I 5741 323 216 5031 1.021 215 203 3556.26 501 1X54 ~ ' 361
•71 5.2 s i 1.254 " j  170 1X8 2384 1.369 148 291 3703.19 529 529 1 371
X I 7.864 *418 203 3.585 739 203 >24 3325.93 52 591 ' 581
•31 3.585 2 8 260 9.173 868 260 460 3873.16 4 44 635 !» 1
>31 3.173 257 454 9.394 918 454 48 7 3S52.53 4 (30) 605

I I I 3.394 435 •59 10.388 1.030 559 489 3331.24 4 (24) 581 911

I I I •0.388 2 3 477 11.703 1,026 477 488 5915.34 s 64 545 921
;3I •:.7C3 5 " 315 262 12.385 1275 262 532 5949.46 5 320 965 931
»l • 2.285 5 ~ 210 372 12.973 1.0S6 372 556 5983.SO 11 151 1.117 941

•51 12,973 5 212 344 13,534 950 344 521 5877.00 14 55 1,182 951
>51 •3.534 9 198 549 14.260 1.614 549 524 5859.00 532 1.714 961
171 •4.290 10 194 579 15.073 1.754 5 ft 5356.00 529 2X43 971

151 •5.073 11 135 510 15.879 1.S07 610 543 848.00 743 3.086 981

SI •5.579 12 159 542 16.702 2.075 642 513 .940.00 309 3.895 391

31 •5.702 13 150 575 17.550 2J2S3 575 678 5 > .020.00 887 4.782 01

tl J7 i50 15 145 708 18.417 2.441 708 747 11.10200 971 5.753 _JJ
21 18.417 16 130 742 19JC5 2.54T 742 3 T  31.190 X0 1.060 6.313 21

_21 '9XCS 18 117 777 20.217 2.852 777 XKJ 51X8200 1.155 7.563 31

C0X17 20 105 313 21.155 3.077 313 989 51.373 CO 1X56 9X24 41

31 21.155 27 94 150 22.121 3J15 850 1,081 31.479.00 1.363 10.537 J5JJJ 22.121 a 37 588 23.120 3.569 888 1,178 31.588.00 1.479 12066 61
• • 23.120 iS 51 928 24.155 3.839 928 1X83 31.598.00 1,502 13.668 3
11 24.155 29 73 569 25229 4.125 969 1.395 31,316.00 1.734 15.401 3
31 21229 32 70 1.012 28042 4.432 1.012 1.514 31.339.00 1,875 17X75 inil31 25 342 39 57 1.358 77.501 4.753 I486 1.641 32.07200 2.025 19.301 101
Cumulative TotUs Pro|ecied 
•or FV 1995-2 010: 2.023 12.1.13

REALIZED RATE OF RETURN ASSUMPTIONS:

4 5 6 0 3 ' 12.143 14367 S20.942 14

Nominal inflation Real

7 H : 9 49% 2 i i % 3 88%

Y  96-99: ~ " 1031% 4 0 0 % 5 3 1%

Y 2000 - 10: 1031% 4 0 0 % 5 3 1 %

• r«partincr4 :i Revenue f i l  1994 Law-Case Revenue Fcrtciil.
"  = imm $t /nerve accrccnaleo W Funa cmccal Cv me '.enve^ur* ‘ .V  l 19i7 

~  ’ anam ed ta jnnecal Irom earrurgj rev ive  jcn  it  :«# AS 3713.14540). 

”** Based on casdai mamet w am c sc n j acccted Dy t< j Tuateea <i Ma/cn 1994 

SENATE BILL NO. 51. BUT ASSUMES 10X1% FUTURE RATE OF RETURN 
AND 4% RATE OF INFLATION.



*r>

\ la ska Permanent Fund Corpora tion

F IN ANC IA L PROJECTIONS 
• :n .-niiliorm

is  of January 31. '995

f i R O W T H  O F  F U N D  P R I N C I P A L U S E  O F  F U N D  I N C O M E

Dedicated nrtaticn- • Distributions Reserves
-*  Eegm Appro- Slate 'nrlation- *Y End Proofing

syi £ nance rnations 4»venues‘ A'ociina Ealance Shortfall

'31 :4 £4

791 £4 £4 •29

301 •29 £44 153

511 -53 •oo I8S ■.789

•21 ' 759 •00 100 2.569

531 1369 y >0 121 3 1 4.021

341 1.021 200 266 151 4.638

551 4.838 :co 268 3 5 5.741

561 5.741 223 216 5.281

571 5.281 • 254 ” 170 146 * 364

581 *564 • t*18 :c3 5.585

791 5.585 S3 260 9.573

501 1.173 :s7 454 9.894

911 9.394 *25 £59 10.858

« ! 5.394 135 £59 10.288

931 ’1.7C3 5 315 262 1285

~i*i 1385 5 ~ 210 372 11973

J5| 11373 5 212 344 13,534

X I '2.013 9 223 523 13.740

971 '2211 9 183 £08 ■3.926

X I 2.400 10 173 515 14.117

•9*1 •3.574 10 1*3 £22 14.277

01 . . .  *3 i l *39 £28 '4.425

J l '2.870 M 127 £33 14.555 i

21 •3.995 12 n o £38 14.670

01 '4 106 13 X 542 14.773

41 ”4 204 14 33 £46 ’4.863

51 ' 1.292 is 71 549 14.944

SI '4 269 15 51 £52 15.013

"71 '4 441 15 54 £55 •5.087

51 •4.507 17 49 £57 15.152

' 91 14*69 18 44 £60 15212

io l '4.627 20 29 £62 ■5.270

Dumi'tttive Tciala Prciecicdc 
gorFY 1995»2010: 1.79?r 8.438

REALIZED RATE CF RETURN ASSUMPTIONS:

Nominal 'nflitlon : eal

rT«:----
95 - 99: ~

r< 00- 2010:

£49%

'931%

1031%

161%
100%
100%

;a%
i:r.
•31%

‘let Per Capita inflation- 

tccme Dividend* Dividends Procfina

General

: und

Add 

■ Oeletel

Ft End 

Ealance

5

22 12

l

12
•50 28 23 59 £9
163 71 £1.000.00 • •* 1 185 244

471 •C8 386.15 31 n o n o 354

S3) 175 £33129 ISI 3 3 £57
£58 217 £404.00 3 5 206 753

1.321 3 3 £££625 216 501 1ZW
1.269 291 £708.19 148 529 £29

*39 424 £826.93 2 3 52 £91
568 160 £373.16 260 4 44 535

916 *87 £95163 454 a (30) 605
1 .30 489 £331.24 !£9 1 (24) £81

1 .30 489 £915.34 £59 a (24) 581

1226 532 £949.46 262 5 320 965

1.298 £56 £38130 372 * • IS I 1.117
950

1.552

1.S22

1.595

1,774

1.551

1.929

130 6
138 4
1 :5 2
1 2 4 0
1318

i:s«
117 8
1 * 6 0
1W2

F-

521 5377.00 344 14
S8M.0O
5791.00

5754.00

5804.00

3838.00

5371.00

5304.00
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Table F.
Annual Projections and Components Of Change 
For the Total Population of Alaska, 1990-2010.

Part a . Middle Serlca

V

Population change July 1 to July 1

Calendar July 1 Net Natural Births Deaths Net In Out
Year Population C hanqe Increase Mlqratlon

1990 553.600 - - _ _

1991 574.000 20.400 9,654 11.826 2.172 10.746 57.654 46.908
1992 593.100 19.100 10.017 12.283 2.266 9.083 57.720 48.637
1993 607.500 14.400 10.320 12.676 2.356 4,080 54.733 50.653
1994 622.300 14,800 10.506 12.942 2.436 4.294 56.174 51,880
1995 637.300 15.000 10.690 13.204 2.514 4.310 57.451 53.141
1996 652.500 15.200 10.849 13.437 2.588 4,351 58.769 54.418
1997 668.000 15.500 11.004 13.678 2.674 4,496 50.207 5 5 ,7 't
1998 683.900 15.900 11.194 13.949 2.755 4.7C6 51.737 57.031
1999 7C0.C00 16.100 11.398 14.241 2.843 4.702 53.088 58.386
2000 716.500 16.500 11.608 14.545 2.937 4.892 54.650 S9.7=e
2001 732.300 16.300 11.853 14.878 3.025 4.447 55.513 51.166
2002 749.000 16.200 12.092 15.217 3.125 4.108 56.664 52.555
2003 7 6 4 .9 '° 15.9C0 12.323 15.551 3.218 2,567 57.5C5 53.923
200*1 780.700 15.800 12.572 15.878 3.3C6 3.228 58.522 65.294
2005 796.200 15.500 12.775 16.182 3.407 2.725 59.365 65.640
2006 < 811.400 15.200 12.968 16.477 3.509 2.232 70.193 57.951
2007 826.200 14,800 13.169 16.770 3.601 1,631 70.687 59.256
2008 840.700 14.500 13.331 17.034 3,703 1.169 71.685 70.516
2009 854.700 14.000 13.476 17.268 3.792 524 72.274 71.750
2010 868.300 13.600 13.593 17.474 3.881 7 72.947 72.940

Calendar Ju ly  1
Average
Annual

Rate per 100 mid year population (%)

Natural B irths Deaths Net In Out
Year Population C hanqe increase Mlqratlon

1990 553.600 _ _ _ —

1991 574.000 3.62 1.68 2.06 C.38 1.87 •0.04 8.17
1992 593.100 3.27 1.69 2.07 0.38 1.53 9.73 8 20
1993 607.500 2.40 1.70 2.09 0.39 0.67 9.01 8.34
1994 622.300 2.41 1 69 2.08 0 3 9 0.69 9.03 8.34
1995 637.300 2 2 8 1.68 2.07 0.39 0.68 9.01 9.34
1996 652.500 2.36 1.56 2 0 6 0.40 0.67 9.01 8.34
1997 668.000 2.35 1.65 2.05 0.40 0.67 9.01 8 34
1998 683.900 2.35 1.64 2.04 0.40 0.69 9.03 8.34
1999 700.000 2.33 1.63 2.03 0.41 0.67 9.01 8.34
2000 716.500 2.33 1.62 2.03 0.41 0.68 9.02 8.34
2001 732.800 2 2 5 1.62 2.03 0.41 0.61 8.95 8.35
2002 749.000 2.19 1.61 2.03 0.42 0.55 8.90 8.35
2003 764.900 2.10 1.61 2.03 0.42 0.47 8 8 3 8.36
2004 780.700 2.04 1.61 2.03 0.42 0.41 8.78 8.36
2005 796.200 1.97 1.60 2.03 0.43 0.34 8.71 8.37
2006 811.400 1.89 1.60 2.03 0.43 0.28 8.65 0.38
2007 826.200 1.81 1.59 2.03 0.44 0.20 8.53 8.38
2008 840.700 1.74 1.59 2.03 0.44 0.14 8.53 8.39
2009 854.700 1.65 1.58 2.02 0.44 0.06 9.46 8.39
2010 868.300 1.58 1.57 2.01 0.45 0.00 8.40 8.40

Source: Alaska Department of lah o r. Research 4 Analysis. Demographics Unit
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B o o s t in g  ice e o  • rcrp o rs te  :e « r g i '
tre r tn g , th e  tr e n c v  'e n r . t c u e  : .s in g  te ch n o lo g y  
• i -" o rg a n ise  o o e rs ttcr .s  \  >.r ••• o y  In te m a tio n  
i .  D a ta  C o m  >< F ra r t in g r .a .r  Mass.. fo u n d  that 
\( .’00 b ig  co m p a n ie s  th a t vc*e re -e r.g incenng . 32 
perce n t ta id  s n o r e n m g  :yet*  :trr.es o f v a r io u s  
processes w as th e tr  p r im a ry  gaat: 23 percent 
v ie w e d  re d u c in g  costs as S o  .

Y o u  ca n  o n iy  tut tosts to tar. ‘ ja y s  P a u l 
Jo h n s to n . ’v n o  ran  the su rve y  C y c le  t im e  helps 
d iffe re n tia te  you  ‘

in te r n a t io n a l 3 u sm e ss  M acm nes C o rp  now  
takes an  o rd e r  fo r a perso na l co m pute r o ver the 
pnone  a n d  b u ild s  and  sn ips t.-.e P C  w ith in  T« 
hours G i l le t te  Co is a cce ie*a :.ng  .he pace at 
v h ic n  n e w  p ro d u c ts  are u n v e i.e d  g lo b a lly  to a 
tw o -y e a r cy c le  fro m  th re e  years also says It is 
.r .tro a u c in g  .’0 n e w  p ro o u c ts  th is .ear. up  fro m  IT 
last y ear a nd  fe w e r tn a n  e ign t a -ear lo  the  1980s

0‘e a ie  see  P age C * F a r r m .  r a m n

TIM BRADMiR

R e a l d o l la r s  n o w  m e a n s  

r e a l d iv id e n d s  la te r
O n e  o f  th e  m ost sens ib le  p u b l ic  s o l lc y  p ro p o s ­

a ls I ’ve h e a rd  re ce n tly  ;s s ta te  Se n  S te v e  S ie g e r's  
idea  fo r  r e q u ir in g  th e  A la s k a  P e rm a n e n t F u n d  to  
re p o rt its  a n n u a l p ro f its  i c  real, s r  in fla t io n -a d ­
ju s te d , d o lla r s , ra th e r  th a n  the  n o m in a l, or 
in fla t io n -e ro d e d  d o lla rs , as is t o *  ihe  p ra ctice  

T h e  idea  h a s  m e r it  .not o n ly  because it is so u n d  
fro m  a f in a n c ia l  p o in t  o f v ie w  — m ost b ig  
e n d o w m e n t fu n d s  lo o k  at th e ir  earn ings th is  w a y  
-  b u t  it so lves  som e p ro b le m s  .ts tne  w a y  the  
fu n d  m u s i m a n a g e  its  in co m e  

In  e ffe ct. R ie g e r's  p la n  w o v ic  change  the 
p ro ce d u re  th e  le g is la tu re  set up  m ore  th a n  a 
decade  ago w h e n  it  passed th e  .aw  se ttin g  ou t 
h o w  fu n d  p r o f i ts  are to  be used in  p a y in g  the 
a n n u a l p e rm a n e n t fu n d  d iv id e n d  to  A la s k a n s  and  
m a k in g  p a y m e n ts  in to  '.he co rp u s  .1 ‘.be  fu n d  to  
o ffse t in f la t io n .

T h e  d ir e c t io n  le g is la to rs  gave was fo r  the  fu n d  
to  p a y  d iv id e n d s  f irs t  a n d  in fla t io n -p ro o fin g  
se con d . O v e r  t im e , th is  co u ld  cause  a sh o rtfa ll la  
the a m o u n t o f  p ro f its  a v a ila b le  fo r  in fla tio n - 
p ro o fin g .

P 'aasa see Page C-? SAASMgN
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and fur In flnU on  ircuud 
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when o il revenue d u l lo r  
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tn lg l.l not g low  in  Ins ! ns 
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cuold t boose lu  avo id  Dies 
d ip  by us ing snlitr money 
11 uni the r a in in g !  i r l r iv c  
lu  support U ir . l iv id ,  rid 
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t r i l l i n g  I I  l i n r k
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F isc a l  P o l i c y

The Knowles/Clmer Adminisiration asked ihe Fiscal Policy team to build on the idea* from other public 

forum* to develop guideline* for a responsible fiscal plan to guide the state into the ^;>t ;nur>. ar.J to 

make recommendation* on how to achieve the broad public support necessary (or their implementation

RECOMMENDATIONS

•  Continue to articulate a 'vision* of the state* financial future— the administrations views on the 

appropriate role of government and the value* and criteria thui should guide our public policv deci­

sions— and recogmre the threat the fiscal gap poses to ourselves and our children

• Make a commitment to develop a plan to bnng annuallv recurring revenue* into balance 

with state spending

• Integrate the cabinet into the plan and process, i c . the commtssior er» should ai' be 

speaking tn concert and actively involved in the plansdrvelopmcnt

• Convey the message that sound (tscal management etjuals good government and good 

government means good politics

• The team emphatically endorse* the Knowles/Ulmer campaign pledge to cap total state 

spending 'except for education funding) at the FT 95 levei

• Qonttnue with an unwavering policv of budget sustainability and develop an annual repot: 

card to inform the public about the success of the administration* action* to protect 
Alaska* fiscal future

• Give average cttucn* a direct *oice tn shjpmg the future and invite th* public to help develop a 

shared vision for Alaska and the role of government in their lives

• Develop a strategy for inviting public input into fiscal decisions and collect baseline 

information on public altitudes regarding ihe fiscal gap

• Implement a strategy for educating the public on Alaska* fiscal s.tuatton and our choices 

for the future Effective forums might include newspaper inserts, town meeting*, market 

research industry groups, social service groups and local government bodies

• Ask the legislature *o participate in every step of the outreach process

• Make government »re open to the public through better use of communication svsicms 

including electronic media (video conference, internet. Alaska Online, etc >

• A* part of a long-term strategy ihe administration should budget for public participation 

in rerxamming the respective roles of state and local governments, setung goal* and 

benchmarks for Alaska, and deciding the role of the Permanent Fund in the sisics fiscal 
future

• Create an annually updated five.vear fiscal plan

• Work with and inform ihe legislature in a um rlv manner of anv changes the administra­

tion washes to make in the FY 96 budget, and announce that a fiscal plan * i l l  be in place 

by the lime the FY 97 budget t* proposed

• Develop a five vrar plan and a comprehensive reporting framework that encompasses ail 

aspects of state spending and revenues, including ’ offbudget items* such as Permanent 

Fund eamings. Permanent Fund dividends, cash reserves, public corporations eu In 

elude deferred maintenance and the operating and maintenance costs of capital projects in 
the plan



Resolve legal questions su rro u n d in g  the use of the  C onstitu tional Budget Reserve funds, 
the je tting  ol specific revenue and expend itu re  targets 'in c lu d in g  Perm anent Fund divi- 
dends). dcvelopm eri of a deb t policv i includ ing  school debt re im bursem en t), an overall 
reserves policv em ploying triggers for in stitu ting  an incom e tax. and a cajh-flow  manage* 
mem plan
Im plem ent the five-year p lan  and keep the public intorm ed of A laskas fiscal situation  and 
progress tow ard reaching fiscal stabiiilv  A lthough no consensus was reached, one a p ­
proach recom m ended was to  set up  a budget com m ission or b lue n b b o n  task force to act 
as a conduit betw een the executive branch, legislature and the public to  develop a long­
term fiscal strategy for Alaska.
Capitalize cash reserves to  the  greatest ex ten t possible
Pass legislation to au tom atically  in ila tion-proof the Perm anent F und bv d istribu ting  onlv 
real eam ings for dividends.

• Explore means of controlling personnel costs

• Examine various pubhc services for potential privatization.

• Evaluate ail en titlem ent program s on  an abillty-to-pay basts

Form partnerships for economic development and intergovernmental alliances

• Emphasize partnerships between the executive and legislative branches, state and local

governments, and the public and private sectors

• Create a ip m t of cooperation between the state of Alaska and the federal government

• Eliminate unfunded mandates on local governments

• Reexamine the states petro leum  tax and rovaltv regime w ith  the  in ten tio n  of m aintaining 
Alaskas com petitiveness

• Improve federal relations and understanding of Alaska issues, parttcuiarlv with respect to 

oil and gas development, and adopt a ’Visit Alaska' program to allow members of Con­

gress to see the state in order to make more informed decisions

• Maintain the economic viability of resource development bv ensuring that efforts aimed at 

increasing revenues from resource industries are made vta an income tax on jobs rather 

than through increased business taxes The team noted that non-petroleum resource 

development actually ends up costing the state monev in comparison to revenues gener­

ated )

• Ma*e serious efforts at regulatory reform to reduce government red tape

irg in iz c  programs to streamline the delivery of stale government services

• Make state government as cost-efficient as possible bv adopting a cusiomer-oncnted 

jpproach to public service delivery

• Develop and begin to implement meaningful, real-world performance measures of the 

effectiveness of government programs

• In nder to provide incentives to agencies, commissioners should be allowed 1 0  use pan 

or all of thetr cost savings for investments that will increase future productivity

• An employee recognition and cas'i reward system should be develored and funded for 

cmplovre tdeat that save monev

• jo in  in a partnership with local governments to thoroughly evaluate the delivery of ser­

vices to the public Ensure iha« public services are delivered at the most appropriate level 

of government to meet ihe needs of the ctttzenn in the most cost-effective manner pos­

sible. even if government roles need redefinition



A la s k a  P e rm a n e n t F u n d  C o rp o ra t io n
P 0 . Box 25500 Juneau, Alaaka 99802-5500 

'907) 465-2047

January 13. 199-a

Senator Randy Ph ilip s
Legislative Budget S c Aud it Committee. Chairman 
State Capitol Budding. Room 103 
Juneau. A K  99801-U 82

Dear Senator Phillips:

Thank you fo r provid ing us w ith Ibbotson s report on the asset allocation o f the Alaska 
Permanent Fund Corp nation (APFC). We arc pieascd to provide this in itia l response 
to the report. Communication on this issue w il l continue as the board commences its 
annual review o f APFCs a.set a lloc juon at the February 3 meeting in Juneau.

Since Aprd 1993. the .APFC has been involved w ith a significant portfo lio restructuring 
program under the direction o f the Board o f Trustees. Upon completion, the .APFC wd l 
place significantly less emphasis on passive investment and more on active 
management o f die equity securities portfo lio . This program has been undertaken w ith 
our investment consultant. Callan Associates. Inc. 'Callan). provid ing 
recommendations and advice at each step ot *he program. Once completed, a number 
o f the issues mentioned in the Ibbotson Associates Asset A llocation study w d l have 
been addressed.

A fte r reading the Ibbotson report. Callan made the fo llow ing observations:

1. Recent performance has been good because the board and sta ff have done a good 
jc b  o f adopting sound strategic allocation policies and employing good managers.

2. Movement toward current strategic targets at an accelerated pane may be 
particularly important since much o f the strong performance over the past several 
years is attributable to extraordinary Dond returns which are un likc .y (o continue 
given the current low level o f interest rales. Obviously, we all agree .vuh this

I . IU A -  PFC CORRESPONDENCE 
RF.: IBBOTSON REPORT
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assessment and you. through significant funding o f global portfo lios tn recent 
months, have already essentially reached the strategic target allocations.

3. D iversification w ith in the domestic equity portfo lio could be improved w ith a 
greater commitment to the small and mid-cap sector. Callan shares this view and 
your staff recognizes the under-representation tn this area and plans to address it 
through the hiring o f two smail/m id-cap domestic equity managers in the firs t ha lf 
o f 1994.

4. D iversification w ith in the rixed-mcomc portfo lio could be improved w ith exp lic it 
allocations to major segments such as mortgages. As discussed at length at our 
recent meeting, the effects o f statutory lim itations on fixed-tncome management 
must be carefully considered. The use o f derivative securities, lower-rated bonds 
and non-USS denominated bonds are ail influenced by current (statutory) 
restrictions. In addition, managing liqu id ity to meet annual d iv idend requirements 
is increasingly affecting the fixed-incomc portfo lio . Nonetheless, broader 
diversification o f the tixed-incomc effort warrants further discussion and alrcadv 
has been scheduled fo r the upcom ing boaiu meeting. As an aside. I was pleased to 
see that Ibbotson recognized the fee savings aid good performance that has been 
achieved to date. It also 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 extraord inarily high re la tive to die firm 's 
expected bond returns. W hile I sincerely hope that they arc correct, the very large 
premiums and the high absolute leveis may result in an underestimation o f near- 
term risk associated w ith more 'gressive strategics. Rclatedly, we. sta ff and the 
board have ail acknowledged that heavier equity comm itment would result in 
greater expected returns over the long run but we all also recognize that shorter- 
term consistency in returns is particularly important to the Fund since the annual 
dividend is potentially at issue. Finally, it is important to note that the "aggressive’  
alternative suggested results in fu ll utiliza tion o f the statutory equirv maximum o f 
50^.

6 . Ibbotson very clearly advises that the board control asset allocation at a more m icro 
level than it has in the past. Specially, the study advises that the board set specific 
allocations w ith in the fixed-income and domestic equity areas and make extensive 
use o f specialists in the international area. The directions suggested arc contrary to 
the board's movement toward provid ing 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 dunng 1993 and warrants continued close monito ring
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and review as we gain experience w ith the current structure. M y current v iew is 
dial the board's basic asset allocation plan, while theoretically vulnerable to the 
actions o f the managers, w ill not be adversely affected. Each manager has indicated 
that it is high ly unlike ly that they would make sudden ramatic shifts from domestic 
to international portfolios. We hercforc. w il l be able to identify any potential 
problem before it undermines Uie program. You are continuing to use seme 
specialists internationally and are planning to add specialists in domestic m id-cap 
securities. In sum. Ibbotson’s management structure comments arc 'mportant and I 
agree that the structure, particularly the domestic structure, should be on the board's 
agenda fo r 1994.

The staff o f the APFC agree w ith Cailan's remarks. Should the Legislative 3udgct &  
Aud it Committee (L B & A ) like to discuss in greater detail these conclusions, we 
recommend that myself and a representative o f Callan Associates. Inc. be invited to 
appear before the Committee. The .APFC would be pleased to make the necessary 
arrangements.

We would like to express our appreciation for LB& .A ’s efforts and those o f Ibbotson in 
conducting this review. It is always helpfu l to receive more than one independent view 
o f this most important subject o f asset allocation. In addition, we would be pleased to 
nave Ibbotson present their report to the Board o f Trustees at its meeting on February 3 . 
1994 at the .APFC offices in Juneau.

Sincerely,

Executive Director
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Summary o f  Recommendations

Currently , the Alaska Permanent Fund is a well d iversified portfo lio tha t has enjoyed 
tremendous success m recent years. Th is success is mam ly due to the Board’s 
knowledge ot the importance o f asset allocation and its comm itm ent to diversifica tion. 
This has resulted in the Fund earn ing high rates o f re tu rn a t re la tive ly conservative 
levels o f risk. The Fund is well positioned to reap the benefits o f diversifica tion, having 
made investments in many d iffe ren t asset classes, both domestic and internationa l.
Also, the Fund appears to be e ffic ien tly managed, employing reputable and capable 
managers for both its equ ity and fixed income assets. The Fund has the been able to 
manage its substantia l fixed income portfo lio en tire ly in-house, keeping adm in is tra tive 
costs and outside management fees to a m inimum . Several im po rtan t issues must be 
addressed, however, in order to ensure the Fund's continued success.

Our Analysis suggests the Permanent Fund should a lte r its asset allocation policy in 
order for the Fund to enjoy re tu rns s im ila r to those i t has earned in recent years. 
Specifically, the Board should consider the fo llow ing actions:

Revase its cu rren t three-year target asset m ix to include a larger allocation 
to domestic m id and sm a ll cap ita liza tion equities. European. Pacific Rim 
and emerging market equities, and mortgage-backed securities.

Adopt a more aggressive investm ent style by a lloca ting a larger percentage 
o f Fund assets to equ ity assets and real estate.

Revise its equ ity management plan by se tting specific allocations for 
in te rna tiona l and domestic mid and small cap ita liza tion equ ity managers.

Set specific ta rge t a llocations across fixed ii.come sectors.

By implementing these changes, the Board can help th a t the Permanent Fund
w ill achieve the highest expected re tu rn for its chosen level. Th is w ill help the
Board achieve its sta tu to ry goals o f m axim iz ing to ta l Fund re tu rn and provid ing the 
maximum amount o f disposable income to Alaska's citizens.



This report presents recommendations concerning the AJaska Permanent Fund. The 
firs t section provides background in fo rm ation on the procedures we used to perform the 
asset allocation study. The second section suggests improvements for those portfolios, 
and outlines a th ird portfo lio suited to a more aggressive investment philosophy. The 
fina l section provides guidance on several im portan t implementa tion issues.

I. A n a ly z in g  an In v e s tm e n t P o r t fo l io

A tirs t step in analyzing an investment portfo lio is dete rm in ing whether the portfo lio 
adequately compensates the investor for tak ing nsk. Ideally, the portfo lio is e f f i c i e n t in 
provid ing re tu rn to the investor, i.e., the portio lio provides the most re tu rn possible for 
the amount ot risk taken. In reality , however, few portfo lios accomplish th is objective.

D e f i n i n g  A s s e t  C l a s s e s

In order to analyze the bunds portfolio, we had to decide which assets to include in the 
bunds investment universe. Currently , the Fund invests in 12 d iffe ren t asset classes 
tha t comprise six main categories. The benchmarks used to represent each asset class 
in our analysis are listed in Appendix A a t the end o f th is report. The asset classes used 
in our study are as follows:

U, Sx-Eaulty Assets
la rg e  Capitalization 
Mid/Small Capitalization

^eniUJL£<iuityi Assets

Caraoa
Europe
Pacific
Emerging Markets 

Q J h e c A s s e ls  

Real Estate

MonA/,5, Fixed Income Assets

Intermediate-Term G overnm ent/Corporate Bonds 
Long-Term G overnm ent/Corporate Bonos 
M ortgage-Backed Securities

Mon.-iLS^FJxcd Income Assets

Non-U.S. G overnm ent B ends 

Cash

U S. Treasury Bills

1



We also had to forecast three estimates for each asset class: expected re tu rn , expected 
risk (as measured by standard deviation), and expected re tu rn corre la tion between 
assets. Summary tables o f our forecasts are provided in Appendix B. I t is im po rtan t to 
note tha t our re tu rn , risk, and corre lation forecasts are l o n g - t e r m  -- they apply to an 
investment horizon o f 10 years or more. Our forecasts are passive in nature and. 
therefore, would ro t change dram atica lly i f  we were to recalculate them a year from 
now. Consequently, the portfo lio a l1.cations we recommend w ill remain stable over a 
very long tim e period, and w ill require few changes over a long-term investment horizon.

The basis for our equ ity re tu rn forecasts is the risk-free rate of re tu rn and the histo rica l 
prem ium , called an equ ity risk prem ium , tha t is demanded by investors for hold ing risky 
assets. We use the his to rica l prem ium because the amount by which common stocks 
have outperformed risk-free government bonds has been consistent over time. The long- 
terra^equity risk prem ium for large cap ita liza tion domestic equities over tho period 
January 1926 to September 1993 was 7.25 percent. .Also, many researchers have found 
tha t, as the risk o f an investment increases, so does its expected re tu rn . For th is reason, 
we torecast the expected re tu rn o f other equ ity asset classes, such as domestic small 
cap ita lization equities and in te rna tiona l equities, to have greater expected returns.

The basis o f our fixed income re tu rn forecasts is the current risk-free rate o f re tu rn , as 
proxied by the cu rren t yie ld on 3 risk-free government bond w ith a m a tu rity matching 
the investment tim e horizon. Curren tly , th is rate is 6.31 percent, the current yie ld on 
2 0 -year U.S. Treasury bond. To th is rate, we add the appropriate m a tu r ity prem ium 
(additional re tu rn required by investors for re linqu ish ing the use o f the ir money for long 
tim e periods) and de fau lt prem ium (add itiona l re turn tha t compensates investors for 
buying bonds tha t have defau lt risk, such as corporate bonds) for each class o f bonds for 
which we are forecasting returns.

For in te rna tiona l fixed income assets, we forecast returns as i f the assets were 
denominated in U.S. dollars. Since currency fluctuations are expected to average to <.i.ro 
over time, any short-te rm currency gains or losses w ill not affect the long-term re tu rn on 
in te rna tiona l assets. Currency fluctua tions do increase risk, however, and are accounted 
for in our risk forecasts o f non-U.S. fixed income assets.

F orecasting R eturn

F o r e c a s t i n g  R i s k

When 'orecasting the risk o f an asset, we typ ica lly assume tha t the fu tu re w ill equal the 
past. Therefore, we forecast risk by ca lcu la ting the his torica l standard devia tion using a 
long time period over which we have reliable data, and data tha t is representative o f 
possible fu tu re scenarios. A lthough investment risk can be quan tified in a number >f

2



ways for asset allocation purposes, we believe tha t risk is best modeled as the annual 
vo la tility o f returns, and standard deviation provides an estimate o f how much actual 
returns may deviate trom the average, expected re tu rn over time. We use shorter tim e 
periods only when we can iden tify a permanent and dramatic process sh ift in the 
behavior of an asset class, such as the late 1960s when bond market vo la tility increased 
noticeably from its observed vo la tility du ring the previous 40 years.

F o r e c a s t i n g  R e t u r n  C o r r e l a t i o n

Return and risk are not the only factors tha t determ ine how a portfo lio performs. The 
corre lation between the returns o f two assets also plays an im portan t role in portfo lio 
performance. Corre la tion measures how much the returns o f two assets tend to move 
Logether or move separab ly . I f  the re tu rns move together, the assets are positively 
correlated. I f they move in opposite directions, the assets are negatively correlated. I f  
no patte rn can be detected in the way the assets' returns move, the assets have a re tu rn 
correlation o f zero.

Portfolios comprised only o f assets tha t have high, pos iti.e correlations w ith each other 
are not well diversified. This tends to exaggerate both upside and downside vo la tility , 
and the risk o f the portfo lio . On the o ther hand, portfolios w ith assets tha t have low or 
negative re tu rn corre lations w ill provide more stable re tu rns because, even though some 
assets may perform poorly, other portfo lio assets w ill perform better, serving to reduce 
portfo lio vo la tility . The benefits o f d ivers ifica tion, therefore, are a d irec t result o f 
re la tive ly low re tu rn corre lations among portfo lio assets.

When forecasting re tu rn correlation, we again typ ica lly assume tha t the fu tu re w ill 
equal the past. The basis for our forecast o f re tu rn corre lation is, therefore, the 
historica l corre la tion between assets, observed over the longest time period for which 
reliable data is available.

D e t e r m i n i n g  t h e  F u n d ' s  C u r r e n t  A l l o c a t i o n

The amount o f the Fund cu rren tly allocated to each asset class was determ ined by using 
information in the Fund's 1993 Annual Report, w ith supplemental in fo rm ation provided 
by W illiam L. Means, the Fund's Ch ie f Investm ent Officer. M arke t values o f all 
investments came from the Annual Report, while M r Means provided clarifica tion 
regarding the amount cu rre n tly invested in equities o f domestic companies w ith 
capita lisations la rger than $ 1 billion (large cap ita liza tion equities), the amount cu rren tly 
invested in equities o f companies w ith cap ita liza tions o f $ 1 b illion or ler s (m id and small 
cap ita lization equities), and the amount cu rre n tly invested in domestic government and 
corporate bonds w ith m a tu ritie s ranging from one to seven years ( in te rm ed ia te -te rm>,

3



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

D e t e r m i n i n g  t h e  F u n d ' s  T h r e e - Y e a r  T a r g e t  A l l o c a t i o n

The Permanent Fund's investment manual provided information regarding the three- 
year target allocation, although some guidelines were too broad for >ur purposes. For 
example, the manual lists a 10 percent targe t allocation for in te rna tiona l equities, but 
gives no country-specific allocations. In th is case, we assumed the Fund would mcrease 
its in te rnationa l equ ity exposure to 1 0 percent, while m ain ta in ing the curren t proportion 
invested among sectors. Also, the targe t allocation constrains the amount invested in 
non-domestic fixed income assets to 1 0 percent or less, but provides no specific number. 
We assumed the amount invested in in te rna tiona l debt would decrease in proportion to 
the tota l decrease in the amount allocated to a ll fixed income assets. The Fund's three- 
• '.‘.irfta rge t allocation, and its expected re tu rn and risk, is listed on the follow ing page.

•J



C u r r e n t  a n d  T h r e e - Y e a r  T a r g e t  P o r t f o l i o s

Asset Class

C u rre n t
A llo ca tion

(<7c)

3-Year 
Ta rge t 

A llo ca tio n
(<c)

U.S. Large Capitalization 
Stocks

21.17 24.00

U.S. Mid/Small 
Capitalization Stocks

0.65 6.00

Canadian Stocks 0.03 0.04
European Stocks 2.54 4.28
Pacific Region Stocks 2.94 4.97
Emerging Market Stocks 0.42 0.72
Real Estate 6.69 10.00
Cash 4.64 0.00
Intermediate Govt/Corp 
Bonds

30.86 25.32

Long-Term Govt/Corp Bonds 25.27 20.74
Mortgage-Backed Securities 3.94 3.24
Non-U.S. Government Bonds 0.85 U.b9

Expected R e tu rn {%) 8.53 9.93
S tanda rd D ev ia tio n (*ii) 7.57 9.91
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The next step in our analysis was to improve the Fund ’s cu rren t and targe t portfolios by 
increasing the ir expected re tu rn while keeping expected risk at a constant level.

A l l o c a t i o n  w i t h  R i s k  o f  t h e  C u r r e n t  P o r t f o l i o

As shown in the graph on page 7. the Fund ’s cu rren t portfo lio does not provide the 
maximum amount o f expected return for the amount o f risk taken. For example, the 
portfo lio labeled "revised cu rren t” provides a higher expected re tu rn and s lig h tly less 
risk than the current portfo lio . (The graph is titled ’’E ffic ien t F ron tie r” because the line 
in the graph represents those portfolios which are the most effic ien t in provid ing re tu rn 
to the investor; i.e., those portfo lios provide the maximum re tu rn for a given level of 
risk.) The allocations for both the cu rren t and revised portfo lios, as well as the ir 
exposed returns and standard deviations, are shown on page 8 .

The curren t portfo lio need not be drastica lly changed in order to achieve a higher 
expected return . In fact, the percent o f the portfo lio invested in equities (approxim ate ly 
35 percent, inc lud ing real estate) and in fixed income assets (approxim ate ly 65 percent), 
is the same in both the cu rren t and revised portfolios. Rather, the composition o f the 
equity and fixed income portions need only change. By sh ifting part o f the equity 
por..on from large cap ita liza tion stocks to mid and small cap ita liza tion and in te rna tiona l 
stocks, and part o f the fixed income portion from cash and long-term bonds to 
intermedia te-te rm bonds and mortg3 ge-backed securities, the Fund can achieve a higher 
expected re tu rn wh ile tak ing less risk.

A lthough these changes represent shifts from safer assets to more risky ones, the overall 
risk o f the portfo lio actua lly decreases. Th is is because domestic mid and small stocks, 
mortgage-backed securities, and in te rna tiona l stocks have low cone la tions w ith many o f 
the other portfo lio assets.

I I . Asse t A llo c a t io n  R e com m enda tio n s

A l l o c a t i o n  w i t h  R i s k  o f  t h e  T a r g e t  P o r t f o l i o

Ih e  graph on page 7 shows tha t the Fund ’s targe t portfo lio also does not provide the 
highest possible expected re tu rn for the amount o f risk taken. A lthough both the 
allocations o f the targe t and revised targe t portfo lios are equally divided between equity 
and fixed income assets, the revised targe t portfo lio has a s ign ifican tly h igher expected 
re tu rn and less risk. The composition o f both portfo lios, along w ith the ir expected 
returns and standard deviations, is given on page 8 .
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C u r r e n t  a n d  R e c o m m e n d e d  

P o r t f o l i o  A l l o c a t i o n s

A llo c a tio n s

A s s e t  C l a s s e s

C u rre n t
P o r t fo l io

( ? c )

Rev ised
C u r r e n t

r c )

3-Y ea r 
T a rg e t

( % )

R ev ise d
T a rg e t
(%)

A gg re ss ive
P o r t fo l io

C c )

U.S. Large Cap Stocks 21.17 11.00 24.00 16.00 18.00

U.S. M id/Small Cap 
Stocks

0.65 4.00 6 . 0 0 8 . 0 0 1 0 . 0 0

Canadian Stocks 0.03 0.00 0.04 0.00 0.00

European Stocks 2.54 3.50 4.28 6 . 0 0 7.50

Pacific Region Stocks 2.94 4.00 4.97 7.00 10.50

Emerging M arke t 
Stocks

0.42 2.50 0.72 3.00 4.00

Real Estate 6.69 1 0 . 0 0 1 0 . 0 0 1 0 . 0 0 1 0 . 0 0
Cash 4.64 1.00 0.00 1.00 1.00

I n te r m edi a te -Te rm 
Govt/Corp Bonds

30.S6 40.00 25.32 30.00 18.00

Long-Term Govt/Corp 
Bonds

25.27 1 2 . 0 0 20.74 5.00 6 . 0 0

Mortgage-Backed 
Securities

3.94 1 2 . 0 0 3.24 14.00 15.00

Non-U.S. i3ovt Bonds 0.85 0.00 0.69 0.00 0.00

E xpec ted R e tu rn 8.53 8.89 9.93 10.31 11.33

S ta n d a rd D e v ia t io n 7.57 7.40 9.91 9.89 11.69
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The superior tradeo ff between nsk and re tu rn o f the revised target portfo lio can be 
accompli: hed by sh ifting a larger portion of Fund assets into domestic mid and small 
capita lization stocks, in te rna tiona l stocks, mortgage securities, and real estate. Again, 
these risk ie r assets have low correlations w ith many other portfo lio asst s. and therefore 
provide enhanced divers ifica tion benefits.

A l l o c a t i o n  o f  a  M o r e  A g g r e s s i v e  P o r t f o l i o

.Although we have analyzed and suggested improvements to both the current and target 
portfolios, we have not vet commented on whether e ither portfo lio is appropria te for the 
Fund. Ideally, a portfo lio provides enough re tu rn to meet the goals o f the investor while 
main ta in ing a level o f risk tha t is comfortable for the investor. By setting a three-year 
targe t portfo lio tha t has an increased allocation to equ ity assets, the Board has indicated 
tha t i t is comfortable w ith a more aggressive investment philosophy. In our opinion, 
such<m aggressive investing strategy is appropria te and necessary for achieving the 
Fund ’s sta tu to ry goals o f maxim iz ing to ta l re tu rn and provid ing the maximum amount 
o f disposable income to the citizens o f Alaska. Consequently, we believe the Fund 
should consider the benefits o f investing in the "aggressive portfo lio ," also shown in the 
graph on page 7.

Tn recent years, the Fund has enjoyed re la tive ly high returns, particu la rly on its fixed 
income investments. These high returns were due, in part, to ra the r unique market 
conditions, such as a dramatic decline in U.S. in te rest rates. These market cond itio r*. 
lowever. are not expected to continue in the fu ture , as evidenced by the returns 
expected on the cu rren t and targe t Fund portfolios. The poten tia lly lower returns 
**amed by both these portfo lios are im portan t factors to consider, because such low 
re tu rns w ill inevitab ly lead to lower dividend payments to .Alaskans. Our recommended 
aggressive portfolio, however, w ith its sign ificant allocations to in te rna tiona l equities 
: nd mortgage-backed securities, has an expected re tu rn in the range c f the Fund’s 
recent returns. The allocation o f th is aggressive portfo lio , along w ith its expected re tu rn 
;;nd standard deviation, is provided on page 3.

The graphs on the fo llow ing page can help to compare the expected performance o f each 
portfo lio . The graphs show expected wealth values under the target, revised target, and 
aggressive portfolios for five-, ten-, and twenty-year investment horizons. A lthough the 
Board may consider the aggressive portfo lio too risky , the graph shows tha t the m ajo rity 
o: th is portfolio 's vo la tility is due to its broad range o f possible high, p o s i t i v e returns, not 
negative ones. For a ll investment time horizons, the aggressive portfo lio has a higher 
expected wealth value under the best- and expected-case scenarios. Only under the 
worst-case scenario does the aggressive portfo lio underperform the target portfo lio , wh ile 
the revised target portfo lio performs bette r than tho target portfo lio in a l l cases.
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To ensure the va lid ity ol*our recommended portfolios, we tested those portfo lios and the 
Fund’s current and target portfolios for s t a b i l i t y . A stable portfo lio is one tha t performs 
well under a varie ty o f possible future market conditions; i.e., the portfo lio provides 
adequate re tu rn for the amount o f risk taken under conditions tha t d iffe r from our 
forecasts. We tested the portfolios using ’worst-casc'* scenarios where the re tu rn o f one 
or more assets is lower than expected and the nsk is higher than expected. The 
follow ing scenarios were used, both ind iv idua lly and in combination, to test our 
recommended portfolios:

U.S. equ ity nsk prem ium decreases to 5 percent 
Mid and small capita lization equ ity re tu rn decreases to 15 percent 
Europe equity re turn decreases to 1 0 percent 

i  • Europe equity standard devia tion increases to 26 percent 
Pacific equ ity return decreases to 1 0 percent 
Pacific equ ity standard deviation increases to 34 percent 
Emerging market equity re tu rn decreases to 1 0 percent 
Return between long-term and in te rm ed ia te -te rm bonds increases to 1 
percent
Intermediate-term bond standard devia tion increases to 6 percent 
M ortg 3 ge-backed securities re tu rn decreases to 6 percent 
Mortgage-backed securities standard devia tion increases to 11 percent 
Real estate standard deviation increases to 25 percent 
Corre la tion between U.S. stocks and U.S. bonds increases 30 percent 
Corre lation between U.S. stocks and non-U.S. stocks increases 30 percent

Lnder these scenarios, our recommended portfo lios provided higher re tu rns w ith less 
risk than e ither the Fund’s current or ta rge t portfo lios. For example, the improved 
target portto lio had 10 basis points more re tu rn and less risk than the cu rren t target 
portto lio when tested under the assumption tha t a ll in te rna tiona l markets had the lower 
returns and higher risks outlined above. This indicates tha t the revised portfo lios w il l 
pertorm bette r over the long run, despite possible extreme underperform .uice o f some 
markets.

T esting  O ur R ecom m ended  Portfolios



I I I . Im p lem e n ta tio n  Issues

Whichever portfo lio the Board chooses, several issues must be addressed by the Board to 
ensure maximum Fund performance. The single most im po rtan t issue is the degree o f 
adherence to the chosen allocation. Research has suggested tha t the asset allocation 
decision accounts for over 90 percent of the va ria b ility o f re turns on a portfo lio , and is 
the single largest determ inant o f portfo lio performance . 1 Consequently, ind iv idua l 
security selection and active security management, the two factors commonly assumed to 
contnbute the most to the re tu rn o f a portfo lio , actua lly account for only a small amount 
o f portfo lio re tu rn va riab ility . Therefore, adherence to the chosen allocation is c r u c i a l to 
the future performance o f any investment portfo lio , includ ing the Permanent Fund. 
Accordingly, the Board must decide whether the cu rren t investment stra tegy o f the Fund 
accommodates a stric t adherence to the chosen allocation. We zddreso th is issue 
separately for equity ind fixed income assets in the follow ing two sections.

E q u i t y  A s s e t s

As o f Apn l 1993, the Board decided to use active managers only for domestic m id/smail 
cap ita lization stocks and a ll in te rna tiona l equities. Since our recommended portfo lios 
arc based on passive benchmarks, we believe tha t the long-term performance we forecast 
can be achieved through the use o f passive managers, although i t is certa in ly possible 
for active managers to meet or exceed tho t performance. For th is reason, we believe the 
Board s decision to reta in active mangers is appropria te, a s  l o n g  a s  e a c h  m a n a g e r  i s  
g i v e n  o n l y  t h a t  p o r t i o n  o f  F u n d  a s s e t s  t h a t  t s  r e c o m m e n d e d  i n  t h e  c h o s e n  a l l o c a t i o n ,  a n d  
i s  r e q u i r e d  t o im vs f t h o s e  a s s e t s  in  t h e  s p e c i f i c ,  r e c o m m e n d e d  a s s e t  c l a s .

Th is stipu la tion is in direct contrast to the Board's new global investment stra tegy as 
outlined in the Fund’s 1993 Annual Report. The new stra tegy allows active 
in te rna tiona l equ ity managers to decide when and where to invest Fund assets, 
essen 'ta lly sh ifting the asset allocation decision from the Board to the manager. As 
mentioned earlie r, asset allocation, no l security selection or active market tim ing , is the 
largest determ inant o f portfo lio performance. L’nder the planned strategy, the Fund’s 
equ ity allocation w ill sh ift continuously, v io la ting the m o t. crucia l aspect o f stra teg ic 
asset allocation: m ain ta in ing a stable asset m ix which was chosen based on long-term 
forecasts and needs o f the fund. For th is reason, we suggest a s lig h tly modified strategy 
where the Board hires managers tha t have a specific sty le o f investing. For example, 
under this modified strategy, the Furopean equ ity allocation would be managed by a 
manager who specializes in European equities. TTiis type o f management strategy* would 
allow the Board to re tn n  control over the equ ity allocation o f the Fund.

* Gary P Brinson, Bnan D Singer, and G ill^ rt L Brebowcr, 'Determinants of portfolio 
performance II: An update,* Financial Analysts Journal, May-June !991.
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The Fund's domestic equ ity managers also have s im ila r control over the asset allocation 
decision. Curren tly , the performance o f each domestic equ ity manager is evaluated by 
using a benchmark portfo lio tha t consists o f 30 percent large cap ita liza tion equities and 
20 percent mid and small cap ita liza tion equities. The equ ity managers, however, are not 
specifically required to invest 80 percent o f the ir Fund allocation in large cap ita liza tion 
stocks and 20 percent in mid and small capita lization stocks. A manager could a lte rna te 
between large cap and mid and small cap stocks, and s till a v e r a g e an 80 percent large 
cap and 20 percent mid and small cap investment. This manager could poten tia lly be 
1 0 0 percent invested in large cap stocks when the re tu rn in the mid and small cap 
market is high, and vice-versa. Again, th is causes the overall equ ity allocation o f the 
Fund to change continuously, and shifts control of the asset allocation decision to 
ind iv idua l managers. Because the asset allocation decision is so im po rtan t to the overa ll 
performance o f the Fund, we feel the Board should set specific domestic equ ity 
allocations, and select managers who specialize in each asset class. This w ill ensure the 
maximum expected re tu rn for tho Fund's equ ity investments. 

e

F i x e d  I n c o m e  A s s e t s

Curren tly , the Fund's fixed income assets are passively managed in-house by the Fund's 
Ch ie f Investm ent O fficer, and are generally treated as a single asset class. Our 
analysis, however, trea ts the fixed income category as five d is tinc t asset classes, because 
each contribu tes unique benefits to the overall portfolio. Treasury bills, for example, 
provide more liq u id ity .han the other assets, and are, consequently, the least risky.
Also, mortgage-backed securities perform d iffe ren tly from government or corpo ate 
bonds. For th is reason, each fixed income asset class must be considered separately in 
the asset allocation decision.

C u rren tly , the Board trea ’ s a ll fixed income assets as a single asset class and provides 
only a broad allocation directive. This essentially shifts the asset allocation decision to 
the fixed income manager. W hile the cu rren t allocation across fixed income assets may 
be appropria te when viewed m isolation, tha t same allocation may be inappropria te 
when viewed in the context o f the overall portfolio. The Board has a comprehensive 
perspective on the Fund and, as such, should determ ine the Fund allocation to each 
asset class. For th is reason, we suggest tha t the Board set specific ta rge t allocations for 
fixed income asset classes. In th is way, the Board main ta ins control over the Fund's 
asset allocation and ensures maximum overa ll Fund performance.

P rio r to beg inn ing our study, several Board members and senators voiced concern over 
the Fund having only one manager for the entire fixed income portfo lio . We feel tha t a 
single, capable manager, such as the cu rren t manager, can manage a large, passive fixed 
income portfo lio w ith few problems, as long as that portfo lio has only a small allocation 
to mortgage-backed securities. However, i f  a larger proportion of funds was invesuu in
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