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Pago 2 of 2 SB 37

analysis (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
edibility 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 1t rmit -* The
-educfiwi <c e*pe*d-fu»es shewn reflects what wewd be an tOS growth (Inn*, i ard client
yewsh) ei Mure rearam me coil o> PED**#f benefits to replace Med*cad ‘'uncs



Department of Health and Social Services

Division of Public Assistance
Febf«»0 1.1995

PERMANENT Ft M| DIVIDEND SPENDING PATTERNS OF Pi BLIC ASSISTANCE RECIPIENTS

Tlic Division of 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. llicsc forms arc used by Eligibility Worker* to verify when dividends ate received and whether
recipients have used any of their dividend money to purchase a resource that could affect eligibility.

DPA analyzed more that 5.000 of these forms to determine bow public assistance recipients spent their
Die study results pmv ide the most accurate picture available of how welfare

div idend payments.
Ihe pattern that emerges

recipients vpend their dividends Fhese results xx summarized in the attachments
ts one ol expenditures on basic expenses, with little utilization for luxury items

About W) percent o f reporters spent vomc part aftheir 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 of 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

it :»««e.nn
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SESSION

Stale Capitol
Juneau, AK 99801

ALASKA STATE LEGISLATURE (907) 465-4949
800-478-4950

Fax: 465-4979
SENATOR RANDY PHILLIPS

SENATE DISTRICT L P 0. Box 142
Eagle Rivor AK 99577

(907) 694-4949
Fax: 694-4948

January 19, 1995

MEMORANDUM

TO: Senator Bert Sharp

Chairman. Senate State Affairs Committee
FROM: Senator Randy Phillips -
RE: SB 37, "An Act relating totreatment of permanent fund

dividends for purposes of determining eligibilityfor
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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CS FOR SENATE HILL NO.37( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION
BY

Offered:
Referred:

Sponsortsi:  SKNATORS PHILLIPS. Taylor
A HILL

FOR AN ACT ENTITLED
"An Act relating to treatment of permanent fund dividends for purposes of

determining eligibility for certain benefits; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

« Section I. AS 43.23.025(a) is amended to read:
(a) By October 10ofeach year, the commissioner shall determine the value of
each permanent fund dividend for that year by
(1) determining the tytai amount available for dividend payments, which
equals
(A) the amount of income of the Alaska permanent fund
transferred to the dividend fund under AS 37.13.145(b) during the current year.
(B) plus the unexpended and unobligated balances of prior fiscal
year appropriations that lapse into the dividend fund under AS 43.23.045(d);
(C) less the amount necessary to pay dividends from the dividend
fund in the current year under AS 43.23.055(3) and (7);

CSSB 37( )
= ---i- BHU7tO TEXT >JPACNn7EB,
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(D) less the amount necessary to pay dividends from the dividend

fund due to eligible applicants who, as determined by the department, Filed for a

previous year's dividend by the Filing deadline but who were not included in a

previous year's dividend computation;

(E) less appropriations from the dividend fund during the current
year, including amounts to pay costs of administering the dividend program

[AND THE HOLD HARMLESS PROVISIONS OF AS 43.23.075];

(2) determining the number of individuals eligible to receive a dividend
payment for the current year, and

(3) dividing the amount determined under (1) of this section by the
amount determined under (2) of this section.

« Sec. 2. AS 43.23.028(a) is amended to read:

(a) Bv October 1ofeach year, the commissioner shall give public notice of the
value of each permanent fund dividend for that year. The notice and the stub attached to
each individual dividend check must disclose the amount

(1) ofeach dividend attributable to income earned by the permanent fund
from deposits to that fund required under art. IX, sec. 15. Constitution of the State of
Alaska;

(2) ofeach dividend attributable to income earned by the permanent fund
from appropriations to that fund and from amounts added to that fund to offset the effects
of inflation; and

(3) by which each dividend has been reduced due to each appropriation
from the dividend fund, including amounts to pay the costs of administering the dividend
program (AND THE HOLD HARMLESS PROVISIONS OF AS 43.23.075].

» Sec. 3. AS43.23.075(b) and 43.23.075(c) arc repealed.
* Sec. 4. This Act takes effect Julv 1,1995,

CSSB 371 ) -
Vo> --larin.ci IDELZ7TEO TEXT BRACKETED!



SESSION

Stato Capitol
Juneau, AK 99801

ALASKA STATE LEGISLATURE (907) 465-4949
SENATOR RANDY PHILLIPS
SENATE DISTRICT L o b ez

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

SPONSOR STATEMENT

SB 37, "An Actrelating to treatment of permanent fund dividends for
purposes of detcrming eligibility for certain benefits"

The purpose of this legislation is to end the hold harmless provision of
the permanent fund dividend program. This provision allows welfare
recipients to receive their permanent fund dividend without
experiencing any reductions to their public assistance benefits.

The FY '96 funding request for this hold harmless program is $22,316
million. Last year, that resulted in a reduction of $41.45 to each
permanent fund dividend check issued. By the year 2000 it is
projected that the deduction will be $48.31. This amounts to a tax on
each Alaskan's dividend check, and is the only tax taken directly from
the check.

With the elimination of the hold harmless provision, permanent fund
dividends received by welfare recipients would be treated as income,
just as are the dividend checks received by any other Alaskan.

SPONSOR STATEMENT



SESSION
Stato Capitol

Junoau, AK 99801

ALASKA STATE LEGISLATURE (907) 465-4949

800-478-4950
Fax: 465-4979
SENATOR RANDY PHILLIPS
SENATE DISTRICT L P%)NTBEOFi(”\hZ
Englo RivorAK 99577
(907)694-4949
Fax: 694-4948

Sectional Analysis

SB 37

Section 1
Deletes the reference to the hold harmless provisions ol AS 43.23.075

from AS 43.23.025(a). the statute directing the method of
computation of the Permanent Fund Dividend.

Section 2.

Deletes the reference to the hold harmless provisions of AS 43.23.075
from AS 43.23.028(a). the statute requiring that deductions from
Permanent Fund Dividends be listed In a public notice and on each
Permanent Fund Dividend check stub.

Section 3.
Repeals AS 43.23.075(h). which provides for up to four months ol

state-funded medical assistance equivalent to medicaid which could be
lost as a result of receiving the Permanent Fund Dividend.

Section 4.
Provides for an effective date of July 1. 1995.

SECTIONAL ANALYSIS



SESSION
Stato Copilot *

Junoau. AK 99001
ALASKA STATE LEGISLATURE (907)466-4649

000-470-4950
Pax 465-4979
SENATOR RANDY PHILLIPS
SENATE DISTRICT L PO Box 142
Eaglo Rwar AK 99677
(907)694-4949

The FY '96 funding request for Permanent Fund Dividend Hold
Harmless Is $22,316 million.

Added to past appropriations for hold harmless the total Is $126.07
million.

Prior to FY 1986 hold harmless costs were appropriated from the
general fund. Budget decision changed source of funds to PFD.

The amount deducted from each of approximately 535.000 checks for
1994 was $41.45.

Based on a projected 573.300 1996 PFD recipients, each would see
$38.93 deducted from their check to fund hold harmless.

Current law provides:

If welfare benefits, either cash o. medical assistance, arc lost due to
the receipt of a PFD. the state will fund an equivalent amount of
assistance for up to four months.

Affected population
39.639 AFDC recipients
11.373 Food Stamp recipients

2.000 Medicaid recipients
7.932 Adult Public Assistance recipients
5.630 Supplemental Security Income recipients

Tills represents a total of approximately 47.5(H) people: most receive a
combination of AFDC. food stamps and Medicaid, or Adult Public
Assistance and Medicaid, or Adult Public Assistance. Supplemental
Security Income and Medicaid.

It is anticipated that most Medicaid recipients could continue to

receive Medicaid benefits if they spend their dividend check In the
month they receive it.

FACT SHEET



Legislative R esearch A gency

[U)S<»ifTj Stmt. Suit# 2U
. Junetd. Utikj 97101-2196
Alaska State Legislature
W <907) 4f,) 399|
"H ta.: i907) 46) 3351

January 26. 1095
MEMORANDUM
TO Senator Randy Phillips

FROM Linda Brooks
Legislative Analyst

RE 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 31in 2000. an increase for the period of J7.J percent
Our new projection for the seven vrar period of 1996 to 2002 shows a slower increase Wc report
the amount deducted from each check to rise from S38 93 in 19% to SI5 23 in 2002. resulting in
an increase for the new seven vcar period of 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 mist
now be approscd by the Legislature The department also ctpeers 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 if vou would tike additional information

Attachment

tie. arsraacu avium*
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Senator Phillip*
January il. 199
Page 2

u I* 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 Ihis increase m the budget coupled ssith the losser than forecasted number of
dividend recipients resulted m the 54 M deviation of the actual dividend reduction from the
forecasted amount for fiscal sea; 199’

FtnuSv. 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 of dividend recipients may not have
been adjusted

Mtachcd is a revised vetum of the spreadsheet we sent you with ihe original memorandum
95 0?6 ’'Ac added a I*rw lo cmphau/c the difference between calendar and fiscal years for
cl*tftc**«na and alu» | ¢« FY and FY 95 da;a from request 91 I'nio assist in the explanation
0f this manoraadum

| hope this has helped to the issue If sou have am questions, please call
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Tho Honorable Bert Sharp

Alaska

TONY KNOWLES, GOVERNOR

DEPARTMENT OF REVENUE

State Legislature

Stato Capitol Rm. 514
Juneau. AK 99801*1182

Dear S

enator Sharp:

STATE OFFICE BUILDING
PO OOX 110410
JUNEAU. ALASKA 900110410

February 1. 1995

Por your request for amplification of this Department® SB40 fiscal note which

addressed Alaska Housing Finance Corporation™ ‘transfers to..the General
Fund..$595.171.000.00* Ihe following is submitted:

95 007

Debt Repayment

Assets Purchased

from the State

Dividends

Transfers

FY86 Si2.141.000.00
FY87 S16.127.000.00
FYO94 S 1.573.000.00
Fy 87 S 70.000.000.00
FYQ2 S179.892.000 00
FYo4 S 1.114.000 00
FYo1 p o« <~ %P
FYQ2 S 19.4»¢,000.00
F'33 S40.715.000.00
FYO94 S 16.983.000.00
FYO5 S20.043.000.00
FYO5 s20c.000.000 00
assistanco pt< . »Umo at 465-22

Jepaly. |

B.(:aieg

Administrative Sorvicos Division



Alaska Housing F_inanco Cor_poration
Comments Concernln% senate Bill No. 40
January 30. 1595

Alaska Housing Finance Corporation interprets Senato Bill 40 to bo an apBropnation contingent on tho
State’s rocoipt ol funds "anticipated to do transferred at tho direction of tho board.* The effect of ‘no hill,
then is to $i) announco tho Legislature’s anticipation that tho Corporation will transfer tho amounts indicated,
}ii) allow for th* entry ol the amounts on to the State accounting system, and (lll) designate where tho
unds, 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 resourcos 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 toon represented
to each purchaser of iti 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-grade ratings from throe internationally recognized
agencies. Because of theso ratings, 'he Corporation is able to multiply its resources many times ovor by
(|%J accessing tho towest-cost capital market available for its mortgage ending Rrograms, and (i)
admmistenng. and funcmg the reouired match for. available Federal programs. —This leveraging nas
tremondcus economic bonofit to Alaska.

n ccndicenng any oian for transfomng AHFC rescrrcos 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 essentia
programs of benefit to residents throughout Alaska. Tho Corf)oratlon 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 tcan be
cearly 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:
. Ehe geéed for tho determtnaton and authenzaten for any trans'er to ce doro at the AHFC
eard evei.
The requirement hut the financial ntegnty cl *he Corporation co na.nta;neo.
Tho mantecar-co :! fmancai resources suff.cient to assure that fnanciaJ and prcgram
commitments can ce met.
The transfer does not ncuto 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. Afhdrawal or suscenscn o« aimg on any
ol the Corporation s outstanding debt cotgaticna.
The AhFC Bcaro ot Directors has been recentty reconstituted /rtnie much has been ecne with regard to
ne stratege cunning process discussed last year. <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
"eeds pnor to taking a position concerning any program of tunes transfer to the State Jthe Board aoocts
the above cntena for transfers. 4 wut noed time to apply the cntona to these
*acts S040POS ant

=~  oro



STATE OF ALASKA

FISCAL NOTE

1995 LEGISLATIVE SESSION

Revision Dato;

Tlllo: Appropriation: AHFC to Genoral Fund
Sponsor. Sen, Sharp
Requestor:

ExDcnditurcs/Rovcnue3

OPERATING EXPENDITURES

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND &STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING

CAPITAL EXPENDITURES
CHANGE INREVENUES (

FUND SOURCE

1002 Federal Rocoipts
1003 GF Matcn

1004 GF

1005 GF/Projram Roco-pts
1006GF/MHTIA

Qilier

TOTAL

FY 96

0.0

COMPONENT SERIAL NO.

.Uepf. Afleeted:
BRU:

BILL NO.

(Thousands of Dollars!

0.0

> | (200.000.011 (135.000.0"
”Thousandsngoﬂaﬂ@

00

Estimate of any current year (FY95) cost; S

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS. IAtmcn a secarato raqu XJnecessary)

Sen attacnmcnt

Preoared fry See Baratko J

Otvtatorv Aomewtratrve &rwce« OrviLed

Approvod fry

CFlfliiwve«f  0OeOQraaVcdt V fili!

Agency Hew nue

00

FY 98

0.0

0.0

FY 99

0.0

0.0

PN300
Date;

Date:

SB 40

Revenur
Alaska Housing Finan >Corporation
Componont: AHFC-Oporatlona

J10
FY00 FY 01
0.0 0.0
1
001 001
1
4*5-7317
1/20"%
m m

PREPARER TO PROVIDE ALL OtSTRIBUTtON COPIES TO GOVERNOR S LEGISLATIVE OTFICE

W >011 tibVOR

lorUT*

rAymaion

m Q&rtmorxleputiv* 0*r*
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{SENATE COMMITTEE REPC

First Comimittcc of Referr
ME: 1/20/95 FURTHER: Finance

ItECfS-Di)/N]](E 1/zil DATE TURNED

accordance with Uniform Rule 23) INTO OEFICE:

ate Affairs Committee considered SB 40

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

| recommends: Senate Hill:
) | same title
tx: replaced with CS D) j | new title
. House Bill:
adopt previous CS .) | | technical change
| | new: SCR*

attached amcndmcnt(s)

adopt Letter of Intent by Committee
, further referral to the Committee
IGNING WITH RECOMMENDATIONS: IDP DNP NR m |
h
v /
>
.......... !
W FISCAL NOTE'S): (J PREVIOUS FISCAL NOTE'S):* ) )
r>Jic__7ein  Fiscal
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Alaska State Legislature
SENATE

w
Stale Capitol
Juneau, AK 99801-1182

omciul llusinevs

SPONSOR STATEMENT
SB - 40
Senator Bert Sharp

The State of Alaska is facing a major funding shortfall in FY 1996 and
beyond. Our primary tool in handling this budget shortfall has been
and will continue to be spending reductions. | also feel it is time to
use some of our "savings accounts" to cushion the blow on our state's
economy. The State's general fund has contributed $1,073,515,000
to capitalize AHFC. a majority of those funds appropriated 1980-84.

In writing the FY 95 operating and capital budget the Governor and
Legislature fell it was prudent lo begin receiving a dividend from
Alaska Housing Finance Corporation (AHFC). The Division of
Legislative Audit conducted an audit (#04-4486-94) to prepare a
Financial Analysis of AHFC to determine the amount of cash and
investments that would be available in FY 94 and FY 95 and beyond.

The audit analysis of AHFC's financial statements and cash flow
projections demonstrated that there is approximately $535 million of
available unrestricted cash that could be withdrawn from AHFC, The
FY 95 budget included a dividend from AHFC of the first $200

million.
FY 94 $200 million
FY 95 $214 million
LY. Ofr $121 milliwi
Total Available $535 million

Based on this audit analysis | have introduced Senate Bill 40 to assist
the Governor and Legislature in solving some of Alaska's revenue
problems.

UPDATE on FY 95 AHFC Dividend: The current year appropriation
of $200 million is on track with a $50 million deposit quarterly.
There has been no negative impact on AHFC's bond rating as a result

of this dividend program.

SPONSOR STATEMENT
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M arch 15, 1994

Control Number
04-4486-94

Prepared by:

The Division of Legislative Audit

AHFC FINANCIAL ANALYSIS



LEGISLATIVE BUDGET A AND AUDIT COMMITTEE
Division of Legislative Audit

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

March 15. 1994 FAX (907) .,65-2347

Members of the Legislative Budget
and Audit Committee:

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

ALASKA HOUSING FINANCE
CORPORATION

FINANCIAL ANALYSIS
March 15, 1994

Control Number
04-4486-94

lhe accompanying analysis was prepared in response lo a Committee request to review the
assets of the Alaska Housing Finance Corporation and the restrictions on those assets.
Because ol the short time frame we established to complete this analysis, this icport is
necessarily briefand the information in it is summarized at a high level. We arc prepared
to work with the Legislative Budget and Audit Committee and the Senate and House Finance
Committees to provide any additional analysis or detail deemed necessary as the legislature
continues its review of the unrestricted assets of the Corporation.

The lleldwork procedures utilized in the course ol developing the findings and discussion
presented in this analysis are discussed in the Objectives, Scope, and Methodology section,

We would like to acknowledge the cooperation and professionalism ol the Corporation s stall
during our intensive review.

Randy/ Welker. CPA
legislative Auditor
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Objectives

Based on a request Irom l|he legislative Budget and Audit Commillcc. we performed a
financial analysis of the Alaska Housing finance Corporation (AHFC). lhe purpose of ti»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.

l. Analysis of Bond Funds

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

We reviewed all of 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 fund's rcccni prepavment history in conjunction with prevailing morigagc interest rjlcs,
Based upon all of live above and the December 31. 1993 balance sheet of each fund, we
estimate that seventeen bond funds will likely close out in the rcn  *der of FY “*4 or in
FY 95. The volume of mortgage loan prepayments is critical to this type of bond retirement
analysis; we look a conservative approach lo this determination. AHFC indcpcmlently
performed a similar analysis and identified llie sjme seventeen bond funds for prohahtc

retirement in this time period

AHFC scheduled an estimate of the amount of 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 1991. We reviewed
Iheir estimates and adjusted them upward by V»2 million. 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.

InjiVliinw In thrwetonscrn h«v] lurch, worn hnJ fuivK ertr ilnwrw)snlinm rst i'«> TheKmw M f
net jvmlv in ihmr tsshj luklt »etc irjmImrvlin ihr fmctal ««ium

The ixi jwhls ihji air iriravcd ujs«n ihr iruicmrN ol rach lund frtwnecnn ihe tvn*vicice elkst &4

ihr mrnnlUirfjliMiKXv ic .ihe uaal Oniljn ol motif*grliunt |4<ttfrdin j fi*m honUrU arts whxhric<nl «*u*
drti

UAU* drcn uaiduny Cr»>v*M m *cat



2. AnalysisolLihc General AfttWiH

AMR* prrparrd a cadi flow analytic of lhe general account foe FY *4 and FY 95 tho
analyco fortcaM* im lhe courcec and too of financial recoutvet foe AMRT* unrrdrKted

current a«etc and ltahdilicv
*

We reviewed ihe estimate* on ihe each flow lo determine if they wert comment with pew*
financial and tiaimtcal trend information Mayor actumpiiom u*d in ihe cadi flow wert
ihe estimated ra’c of prepayment* on current mortgage loam and lhe ctpcvied demand foe
new mortgage loan*

The cadi flow arwly«i* wa* u»cd lo aw ** the impact of tocfcaxcd di* idend payment* lo ihe

Stale the a**c**mcnt included M h analyzing lhe im p*t of how much could hr withdrawn

and lhe liming of any withdrawal.

mam* m n UC*«An«» - tmw« m jjumwtw* «*a*i
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The one pmpam lhal »r can tpccifWally NkMiljr lThal m il he wpaMij it lhe Sen**

Ihmting iv->0,] ftoftam In 1'W ihe lefitlalurr afVh”petaaeU $10 million ot torporAc
meiri« I<*ihe Sen** |[kwon” hnd * envoi Tho appropriation m t intended In prmidr
otramIUietai tOtup to ~Im illuo m hod» The r*t*ac<4Ul*tal would he *»«* lopemnfc
(tnh enhamrtncm* to impone the Irnm ul iiahdit) at the projexu Thcte fm h at

diovM 1) nm inittdo!l Kkm w ranhrodt hair hero tuvnImpirtinfapW (r otlht«e atwtt
Ilhettfnoe lThe Kdancr in ihn lim i Kit hem included «wnvr lid otunrraruckd tadi. Knatvti.

lhe withdrawal ot lh*< (unit timid pmlutk an> new hod itmet lo fund tho i)fae at

pro*<x»

A «'«huaM»al withdrawal ot $e *mcu »ill Knt a WfMitt impai m» ihe
(iu|<«uaa«'t ho) iai.t{ A ih f »nihr hod rating will m ull in AIIC* pom f a hifhcr
intcrrti iae ro ihro hoih the tofhet hod mteoru omt will hr pit¥«ion hy AHFC lo

ihe hunw m throifh hifhr* iMtm | ratm 10 nan”*e hum

A hifhrt kun >mefro me oill li«M ihr (iiuntal aintdttnrtt ol AIIK*
(otm nt Sint ihrnr it ihrtmiitv linancmf l« mat) hnmeit «n AIIK"'t lataNc

ihrtr ma> he a natural m»p#alwin ot tho* hntmwm to aitetiwiite fitM Kinf
‘fiNot Sew hnrotn m AMTfC (octant wnhrM *n> mhrr (om oicfinot.at nwr
lilel> M ttprnciKt ihr financial im ftaiatadftf to AIlIC tcredit rating Ihrovch nvfeated

BfOppf ktai ntett'ti m o
Ai»* *d*nf in am ot xtrdd it|%n
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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 will he affected hy 4 withdrawal nl
c««|**atc It tv mlc in ftt'vmr the morr 4*ku lhal air withdrawn Imm AUK?* the
latpe* Ihr ihop in Ihr bond rating \\ d'Kuord above, atlrop in Ihe bond rating will have
anpplr (I1ki i« voUv \ihl by lie Kwumei

laih rating agenv) iU uikt hnd ralingv into mvrotnrnl grade and vpcvulalivc grade,
depending on the credit n«i aivxijtrd with the veewnty Mmt imtilulinnal invcvtiwv have
guidrimrv lhal rev|uire iheir mvrumenlv he at Icavl investment grade Kmd* | k* Stale'vcun
tnvrumrm pilKio mpnrr lhal «mly investment grade hwd* hr purchased A* arcvull. a
rating‘v .Imp hclow the investment grade threshold would impact not onlv the cxntv of the
deN hut also lhe marfcrtaNliiy ol that deN

h iv vpcvul'tion. at hot. lew w to estimate the impact on AHFC's vtedil rating il
S '1" milium » withdrawn However. if that amount iv withdrawn, no rrurtciiotn will he
hrrachcd. no covenant* will he broken Additionally. AUK* will he left with vuflittcnt
working capital for continued operation* Coven the cnmhoutian of these factor*. we hclicve
that while the credit rating will he affected. it should m* drop hekm im ott.vni grade for
AlUC ikH iiMuno

0*n kiudvanM munii* m >Manama w«t



ANALYSIS QKXQTAICASILANTUASTM I-J"

Ilie following lahlc in an analyst* of the Mai 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 of these
funds into five general categories.

(In Thousands)

Cash and invrsimrnls lhal ran hr partially or fully withdrawn

Cash and Invrsimrnls hrld in bond funds and rrsirirtrd by bond covrnanis JTtUM
Cash and invrsimrnls usrd to recycle* loan* MM I*
Cash and invrsimrnls hrld in insuranrr fund, partially or fully restricted by 1091

othrr bond funds
Cash and invrsimrnls hrld In olhrr programs* — IfisdSz

Total cash and invrsimrnls reported in ihr December 31, 1W3 financial
statrmrnts

Hie amounts above arc not easily reconciled to the $535 million identified in thi* report as
available lo be withdrawn, live difficulty with looking at cash is that significant amounts
of it have been borrowed The balance of cash and investments in a fund is a good indicator
of liquidity, but not the best indicator of "estcss" funds. Rather an analysis of fund equity,
particularly contributed capital is the better indicator of 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 $4111 milium in shon term notes that will have to be
paid ssiih Ihal cash

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

Mct)timf it lum jll) srlimy M i hrild in ihr gmrut Jktuvm M jn rtnim f ts««l lani iSM has
jt.nLiMr utit. fjihrt Dun ounng nr« drN Use itaU hlil| ol *ith »n h n | fwrsjt results (vmuiil) Ih«t ihr
[¥rfu>itkKtiM tfHsnyw M t

The la~rtl un(lr umpm rw ot lItws tjlffoi) isihr Amuuvr Livn | A% taiifc %bs 9 m.l.<«t  Thr
trnu>n«ty tulimr n |kniuiil> j t>mhMic»i ol | rtrijt mj IVN« ltoruq IViyaft

haul* run iiaujnu 7. town or iKtfuim Mtat



S( »|| DL'1..1 Of II/NOS AVAILABLE BY SOURCE

Fiiftb Ay*ilaHf in Fik*1
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e Khvl (un.1* dt»*init in lunr I***I
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fnn.l% AmUMTr m tt»»al Vrar
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SOURCE 01- FI» NPS.AVAU.AM.E

Tvpc | 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 will likely he clo\cd in FY 94 and FY 95 These bond funds arc
closing primarily as a result of accelerated prepayment of the bonds due lo lhe significant
amount ol refinancing activity.

Net assets of 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
of cash which then can be withdrawn.

The schedule below shows: (1) the amount of cash and investments or morigage loans that
are expected lo be transferred lo the general account when the bond funds arc closed, ami
<2t which fiscal year Ihe assets transferred will be available for withdrawal. As illustrated
in the schedule hclow. the amount of morigage loans transferred to the general account in
bond lunds closing in June arc generally not available for appropriation until the following

fiscal year.
IXtlr ihr |V*td Tvpe ot Asvrfs Amount Available
fHIV.1% (. loW KrtraHd (in Thousands!
Cash/Investments $20,414 fy *4 |
Orsrmhrf joox Mortgage Uvin* 61,170 FY 04
W N Cash/Investments 10,177 FY 94
| M**rt|tai5r Uxirts 122%0 FY 05
o Cash/Investments 1122* FY 9§
Dttrtiibi 4 Moit&agr L»sins 15316 rv
Carh/Investments 51.7nr. fy 0S
junr 14 M xitgigr Uuns 121,129 FY On

ilecausc of the decline in interest rates over the last year and the related increase in
refinancing activity. AHFC’s general account has 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 of new debt.

Tvnc 2 - Reduction in the general .account

Thegeneral account is AHFC'’s unrestricted operating account. Our cash flow analysis
shows that there is more cash and investments in the general accountthan is required to
continue financial operations. We estimate that there could be an overall reduction in the
general account of approximately SIOS million.

Tvnc 3 - Reduction of 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 million 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 million from closure of the Home Maintenance FuuitV account This fund was
originally established by AHFC lo provide extra financial support for bond funds in
the Home Mortgage Bond fund group. Al the funds in this group arc expected to
be closed by June 1'>95. Therefore, the net assets in this fund will no longer be
needed and can be transferred to the general account.

3. 59 million from a reduction in the Home Ownership Fund In I9HO the legislature
established this fund to provide a subsidy for low or moderate income borrowers.
The subsidy reduces the monthly mortgage pay ment of the borrowers to 28 percent
of 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 of $9 million should not impair the fund's ability to meet ihe current

estimated demand.

llcc Aiulym nl (.'jvh jthl Intolmecm™* on jvifc 7 ol Ih»> report. Micnlllic* put met SNVI miUnsi Mill
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4, $12 million from a reduction of the Senior Mousing Bond Fund In 1990 the
legislature appropriated $10 million of 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 of these funds
as part of 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 - Flimmation of the capital budget

Approximately $45 million is from the elimination of 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 with other general fund projects for funding.

As further discussed in the Questions and Answers section of this presentation, the removal
of significant funds from AHFC will significantly impair the corporation’s ability to fund
their capital budget requests with corporate receipts.

Tvpe 5 »(’'Insure of the FNMA Note Fund

The FNMA' 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 off. however, the agreement is still enforceable. The amount
held in the FNMA Note fund is $30 million. At the expiration of the agreement these assets
will he transferred into the general account. While a portion of the cash will In: required for
FY 95 financing activities, an estimated $19 million will 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 timing and extent to which the corporation’s assets will be withdrawn.

} What impact Wilt this have 0N AHFC's 10N ratings»

We expect that the overall credit rating of AHFC will he negatively impacted hy a
substantial withdrawal of corporation assets. The more difficult assessment is to what degree
the corporation’s or an individual bond issue's credit rating will be affected.

In 1991 Alaska Housing Finance
Corporation became the first
agency to receive a credit rating based

housing

Bond credit ratinmgs arc an evaluative pracess
solely on its general obligation pledge. BB raaitingsppeovdee acogudee | doinneeseos*inn
Criteria used when rating the general digtarminingg theeceratit rrisk sassagtatet wiibhja
obligation of the corporation includes the pRatidcutar ssapuntly idssiee. T rsatiggs

agency management. %Pf&;@ﬂta?&@mtr@ﬁ;@aﬁgﬁl%yaﬁm
daond idssuar

atiligatioMd f-aspetiiftcdddbti :sdlieogrcclasedf
jddit i ea thimed)y meanmest.  Tn grenerEl, thiee
Highar adkeditt reating a0 i43s1e reeeaivas,
fhe lower the Berrewing cests in terms ef
iREFLRRL LaLe-

CHidiit THMSYs can be assinmed hboith to

individual bond issues and 1o the general

legislative mandate,
*

financial opcral.nns and Ihe overall.l
economy ol the Slate. For Alaska the two
main economic factors arc the Stale’s
dependence on the oil industry and that

bond issues and mortgages extend beyond
the Prudhoc Bay oil curve.

W hile each individual rating agency uses its
own symbols to signify the credit risk

WMicialcil wilh a sccuniy, all afcnacs
classify bond ratings into investment grade
and speculative grade. Using Standard &
Poor's symbols lhe top four ratings (AAA.

AA. A. and BBB) arc investment grade and
anything else is con3|deredI speculatlve

Plus and minus signs arc used with a rating
symbol to indicate the relative position of a

abligation &f the HAusHY finakee [E8N5Y.
&ensral  griteria  Wsed vV\H%ﬁﬂ rEﬁIH@Q et

individual housing bond issue includes
itferl¥Rling The portfdlfoC!tRMrRining 4R
epettetl Wt (s, adl availkability of
rmattgageiisieaeee. | sditittoon ttol bookiing st
Hhe Mt&uba&s o ke iissue, the reating
ompany toske2 e paniahepsh of e
§crLth'rze%I 'R) see rh'dS‘i)v weII 'I'Hey ﬁre

MerRginy aperEteons antl iif they Heever tte
ability tho comernt greohiéents Showlkd tthay aseur,.

crcdii within the rating category.

Currently* AHFC has an A+ credit rating on the general obligation of 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. If AHFC’s r.mng was to
drop below investment grade, not only would the interest rate increase for a particular issue
but the marketability of the bonds would Ik* severely impacted.
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The withdrawal of $535 million from AHFC is likely lo have a negative impact on the
corporation's credit rating. We can expect the general obligation rating of the corporation
to go down. Also. AHFC will 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 if
$535 million is withdrawn. However, if that amount is withdrawn, no restrictions will |k
breached, no covenants will be broken. Additionally. AHFC will be left with sufficient
working capital for continued operations. Given the combination of these factors, we believe
that while the credit rating will |k affected, it should not drop below investment grade for
AHFC debt issuances.

We believe that the packaging = 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 of stale housing finance
agencies makes the autonomy of their management and security of general account balances
an important credit consideration to rating agencies. The willingness and cooperation of
AHFC’'s Board of Directors in determining the amount and liming of significant and
extraordinary dividend payments to the State may ease some of the anticipated concerns of

the credit rating agencies.

2, How does AHFC's hond rating compare lo those of housing finance authorities
in other states?

For several reasons. AHFC's bond ratings cannot be compared to those of other states. Hie
non‘Comparability is due to two primary reasons. First, AHFC has a rating on general
obligations of the corporation, while most states* housing finance authorities that we

surveyed do not."

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

J. How does this impair AllnC's low to moderate income or specially programs?

With certain exceptions. AHFC’s accounting and therefore availability of unrestricted assets
is not program specific. Various AHFC loan programs and loan features arc frequently

W'c untknund titit 1*o oc Ihrcc «W tt <ixc in ihe petxett ol laHJimn): | Mling 00 the jroKfal nWitfjlton ol
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combined into a single bond fund. Generally, mortgage loans arc grouped more by the
taxable or tax-exempt nature of the program, rather than an individual program. This makes
determining the impact of a withdrawal of corporate assets on a specific program very

difficult.

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, will require AHFC's Board of Directors to establish funding
priority for some of the new programs.
Only in an extreme ease would the
residential mortgage programs be hindered.
FNMA lo invest Sl trillion over seven yean
The one program that we can specifically

identify that will be impacted is the Senior FNMA has recently announced that they

Housing Bond Program. In Chapter 206. intend to spend SI trillion in the next seven
. . yean so 10 million families with low and

SLA 1990 the Ilegislature appropriated moderate incomes can buy homes.

$10 million of corporate receipts to the

Senior Housing bond account. This The Investment will provide mortgage money

for families with modest incomes, minority
families, new immigrants, city dwellers and
people with special housing needs. FNMA

appropriation was intended to provide extra
collateral for up to $30 million in bonds.

Ilhe extra collateral would be used to hopes to promote home ownership by finding
provide credit enhancements to improve the ways lo lower down payments, reduce closing
financial viability of Ihe projects. These costs and make it easier for rejected

funds are currently nol restricted because no applicants to get mortgages.

bonds have been issued requiring a pledge
of these assets. Therefore the balance in
this fund has been included in our list of « development of at least 10 new financing
unrestricted cash, however the withdrawal tools lo meet Ihe needs of lhe elderly,

renovators, minorities, rural families and
of those funds could preclude any new bond _ i _ .
people wilh acquired immune deficiency

Some specific programs are:

issues to fund this type of project. syndrome and other disabilities.

Given the changing national financial * a 550 billion commitment to multifamily

environment. AHFC’s Board of Directors finance to create more affordable rental
. . housing for those who cannot buy.

will have to re-evaluate their overall

mission and individual programs. TTie new . a commitment of S30 million during lhe

programs and commitments by FNMA next year to support nonprofit housing.

related to the goal of 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 of the
Slate of Alaska.

5«*nr tWil« Nrif*, Is

AIAt&A tun UOSLATVU -15- Devon* or txcmanvt aiott



4. How will AHFC's ability to absorb potential losses be affected if there is a
significant downturn in the housing market?

Two reports on AHFC were issued in 1989 and early 1990 on AHFC. First. A Special
Report on lhe Department of Revenue Alaska Housing Finance Corporation was issued by
Legislative Audit in April 1989. Secondly, Fmst & Young issued a report in January 1990
for the Legislative Housing Finance Task Force tilled Evaluation of Policy Options

Concerning the Future of the Alaska Housing Finance Corporation.

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

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

The withdrawal of $535 million would seriously impair AHFC's ability 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 originators (e.g., banks, savings and loans)?

Mortgage loan originators would nol be significantly affected by a withdrawal of 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 of 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 declining”
causing new loans to lie sold elsewhere, consequently AIIF'C is currently focusing on
refinancing strategics to lower the cost of 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 il C issues tvnds m Ijfjrc blocks If interni rales rue, there is .»ereai demand forihesc "cheap” buns

ihrwe Nocks Of available funds are nH

However. il inicreM raiev decline, as ihey have in ihe early IW h,
m arketable (liven ihe lenyih nllime needed by AMI C for the Kmdin|> pruess and steadily dcvlimnp micrrsl rales,
these lunds have not been citnpeiilive v*ith the "‘euirrnl” rales offered by odver secondary market purtha”rs.
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Given the current heavy reliance on other secondary market participants, a withdrawal of
AHFC corporate assets at this time would cause little disruption in the market.

6. Can AHCC continue to fund tlieir operating and capital budget request from
corporate receipts?

According lo the cash flow analyses. AHFC will be able to continue to lund their operating
budget. There arc two primary sources of continuing income into the general account. First
would be from interest from investments or mortgage loans held temporarily in the general
account. Hie second source of continuing income would be from long term assets, such its
mobile home loans and real estate owned held in the general account.

A substantial reduction in the corporation’s unrestricted assets will preclude the corporation
from being able to fund its annual capital budget. ‘Hie merger of AHFC with the former
Alaska Slate Housing Authority has substantially increased the corporation’s capital budget
requirement. Projects in the FY 95 AHFC capital budget which total $44.9 million are
primarily related to the renovation of existing public housing.

I, When will additional excess assets in funds restricted by bond covenants befreed?
The cash and investment analysis on page 7 identifies over $370 million in cash and
investment held in bond funds that are restricted by bond covenants. Those funds have u

myriad of covenants, maturity dates, and redemption options. The earliest that any of those
funds will be available is January 15. 1997,
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Alaska Permanent Fund Corporation
P.0. Box 25500 Juneau, Alaska 99802-5500

(907) 465-2047
MEMORANDUM
DATE: February 27, 1995
TO: Senator Steve Rieger
FROM: Byron I. Mallott

Executive Director

SUBJECT: Trustees’Position on SB 51

This is to inform you that the Board of Trustees did discuss Senate Bill No.
51 at their meeting on February 24. They stated that they did not intend
to take a position on the bill itself, but that they were supportive of any
changes to existing law which would enhance their ability to protect the
principal of the Permanent Fund. Certainly, that portion of SB 51 which
makes inflation-proofing the highest priority use would be such a change.

There is another portion of the bill which would change the dividend
formula by basing it on “real™ income rather than “net” income. That
proposal falls outside the scope of what previous boards - as well as the
current board - view as their area of responsibility.

I would request that the Board be given the opportunity to comment again
at a later date ifthe bill undergoes any substantive changes as it moves
through th». legislative process.

As always, the stafT of the Corporation would be pleased to respond to any
requests for financial analysis of any legislative proposal relating to the
Permanent Fund.

C: Board of Trustees
Pat Pourchot, Governor's Legislative Director
Jim Kelly, Research & Liaison Officer



Alaska Permanent Fund Corporation

P.O. Box 25500 Juncnu, \In*kn 79802-5500
907) 465-2047

MEMORANDUM
DATE: February 13. 1995

TO: Senator Bert Sharp. Chairman
Senate State Affairs Committee

FROM: Jim
Rese on Officer
SUBJECT: Position Paper on Senate Bill 51

The Board of Trustees has not yet had tho opportunity to discuss the
merits of Senate Bill 51 and therefore has not yet taken a position on the
bill. The Trustees are meeting in Juneau on February 24. and hopefully
will be able to forward their formal position shortly after that date.

In the meantime, it is safe to say that, historically, the Board has always
supported any proposed changes to existing law which would enhance
their ability to protect the Permanent Fund from the effects of inflation.
Certainly that portion of SB 51 which makes inflation-proofing the highest
priority use of Fund income is such a proposed change.

There is another portion of the bill which would change the dividend
formula by basing it on “real™ income rather than “net" income. That
proposal falls outside the scope of what historically has been viewed by the
Board of Trustees as their area of responsibility.

Enclosed please find a number of financial projections which the
Corporation has prepared at the request of Senators Reiger and Halford. 1
would be pleased to discuss any of them with you at your convenience.

cc: Senator Steve Reiger
Senator Rick Halford
All Members, Board of Trustees
Martin Pihl, Executive Director
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SENATE BILL 51
AN ACT RELATING TO 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

earnings
CONCEPT OF REAL EARNINGS:

There are several ways in which income of a fund can be calculated.
When all cash receipts are counted without regard to the effects of inflation,
the earnings are often referred to as "nominal earningslIn contrast, "real
earnings' are the amount 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 eamings is extremely important
to the management of an endowment fund Any endowment which is
designed to last for a sustained period of time must oc concerned about its
purchasing power and earning power. Inflation tends to erode a fund; to
offset this a fund must grow (in nominal terms) al the same rate as inflation
just to preserve its purchasing or earning power. In this context, a fund can
afford only to pay out eamings which are in excess of the rate of inflation -
real eamings.

APPROPRIATENESS FOR TIIE PERMANENT FUND:

1believe that voters, in establishing the Perm , 1"l" * ["xrxx ] fp !
the Fund lo be truly permanent in the sense that its purchasing power anu
earning power should not be eroded over time. In this context, a real
eamings 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

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 eamings between the dividends and
the earnings reserve account.

EFFECT ON PERMANENT FUND EARNINGS 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 amount in
the PFER to cover 5-year averaging provisions, such as the payout rule on
dividends, regardless of whether the real eamings 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 DIVIDENDS:

The bill leaves untouched the underlying formula for calculation of
dividends. This formula prescribes a payment of approximately half of
earnings. Ilowever, 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 growth in dividends, and could indicate a
temporary drop in the amount transferred to the dividend fund, depending
on the Permanent Fund’s actual performance in the next few years. Th*sc
transfers are shown under a variety of earnings assumptions in the attached
financial forecasts.

It should be pointed out that the amount 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 amount different
from that prescribed by the underlying formula. The legislature may choose
to pay an amount higher than the formula indicates, but SB 51 is designed to
deter appropriations greater than the fund's total real eaminex performxnre.



SB 51 - An Act relating to the income of the Permanent Fund
Sponsor Statement
Page Three

OTHER CHANGES:

One additional change, although minor, is that the effect of inflation
on the fund will be calculated using the average annual balance of the Fund,
rather than the Permanent Fund’s present practice of using the balance as of
the end of the year.

SUMMARY:

The overall effect of SB 51 will be that the Permanent Fund will be
made more permanent, because the question of inflation-proofing will be
removed from the annual process of allocating earnings. Earnings will be
more realistic, as they are reflective of the actual economic earnings of the
Fund. However, the effect of converting to a real eamings basis for the
annual allocation process will also lower the amount put on the table for
appropriation each year. The result of passing SB 51 will be better protection
for the Fund, and a better representation to the State of the maximum
amount which properly could be used each year.



PERMANENT FUND PROJECTIONS:

The attached projections from the Alaska Permanent Fund
Corporation show the effect of different earnings assumptions on the size of
the Permanent Fund, as well as the amount of each year's earnings and
transfers to the dividend fund, through the year 2000.

The first forecasts provided by the Permanent fund Corporation are
based on recent investment performance and long-standing assumptions
which the Corporation has used regarding nominal earnings and inflation.

At my request, the Permanent Fund Corporation also did additional
runs, which reflect the higher eamings assumptions suggested in the Ibbotson
Associates' report (enclosed). The Ibbotson report was commissioned by the
Legislative Budget and Audit Committee and completed January 1994. This
report recommends a target portfolio which is higher-yielding than its
present portfolio because of a greater amount of assets invested in higher-
yielding securities. This return was estimated by Ibbotson to be 10.31%. The
attached projections include assumptions of 10.31% nominal earnings and 6r-
inflation; and assumptions of 10.31% nominal earnings and *% inflation.
Finally, the projections are stated in nominal dollars and inflation-adjusted

dollars.

PERMANENT FUND PROJECTIONS



Alaska Permanent Fund Corporation
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16 5741 321 216 6281 V0L 303 555626 216 500 12647 &
&7 5281 ¢ 284 o 170 148 1364 1.069 301 3708.19 148 529 S 87
TT *364 418 301 i 585 789 424 5826.93 303 $2 5 T)
J 3585 21 360 9.171 368 460  5871.16 360 4 44 635 1?
90 3171 287 454 9.804 316 187 5952.63 454 4 130 60S 90
o 389 115 S59  10.888 1.030 189 593124 5 1 2 T
92 0888 318 477 11,703 1036 488 593124 41 5 6 6&5 2
o 1701 he" 315 362 12.185 1226 532 5349.46 362 5 30 9*5 83
m! 42385 8% 210 312 12973 1098 556 5383.90 372 il i5p L7V
95  12.973 5 212 344 13534 950 558 5942.00 344 14 2% 1,146* 95
. . 515 14253 1252 580 5956 00 515 1 1297 %
6\7 13125533 : gi 542 14.996 1225 608 5979.00 542 169 1468 97
X "9 * 15 570 15.757 1402 627 59884&0 570 19 1664 N
» 6.757 8 '69 598 15.532 1483 668 51.027.00 591 A1 1478 ¥
3 %A% 5 *8) e 17.699 1748 750 51134410 1002 11) 1465 0
Tt %7699 7 o45 14}71 11921 145$ 812 *120200 .4%71 jo ML
7 %)) 10 1141 20201 1.966 879 5127500  -143 62) 1769 ri
3 20201 o7 <219 21445 2081 349 5135100  1*'9 94) 147143
4 21545 8 ‘03 1299 22.958 2.199 1023 5142100 1299 132) 1442 4
“g 22058 3 3 1481 24.444 2219 1,082 5148210 1283 15) 1288 5
« 4l 0 87 1472 26412 2445 1143 5143700 1472 180) 1206 6
T 2801 il 1l 1464 27.669 2478 1206 51493.00 1466 200 202 7T
1 21689 12 18 1645 29421 2713 1271 51.650.00 665 23 68 8
9 142 il 10 770 31273 2457 <239 5170800  1.770 (2*4 504 1
o 3123 14 87 ' 880 33214 3007 1410 5177000 110 -297 07 10
by ims o010 e e 1sear "p178 14301 s2102 11037 U
REAUZEO R*TT OF RETURN ASSUMPTIONS: * Ceoa/mert ol Revenue f al tW tE»Cd<« fWvenu* Feracau
' « Eamrgs *wer*aiccnxnasecio funaenrcsai oy V« N/r 1.1587
Nemwiar inflation Rt« — 'imJ*r»otocnnoc«l W *s*mn7x»r*j*fvtsocou,»osr AS37 1114510)
EYfc: 3ivS 24K 3M\ = ELueooncaciMrufUt »uurt«ecn**oec!s<3C>?*Tfvr-e«iv™Mi. tn 1994
FY 96 %09, ~* 4 UN j st 4 36%

FY5000*10: 100\ 600% 300% STATUS QUO WITMPER CAPITA DIVIDENDS



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
in r.itlionji
uoi.inuisrit. 199

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Jnicjim ) nflitio- ) Distributions Reserves
/230 acwo- Slis mtitav . &£ Aarimo i *xrCinti  nfinicr CGereral ACd  E.kj

Stiarce  petialj  devenues* IHA0  raiinee  Sortail P«me Nvieenci Oiviceor J.c«tma  r4d  Cstttii Zalae T

il o 4 r
% *, 14 <P { i
l 39 144 4“3 © 2 2 T
Ju 43 £0) 315 1.7 1 180 D % & ® r
hi ) 0 i :.H9 161 *® $,30.0 - 1% uon
A 3269 AD 2 ai 4021 an D 1BI5 ai 110 1m0 4 j:
S ICCi] 100 366 151 4.1 1 60 1B $33129 151 M S5 14
B 431 ‘0 36! 25 5.741 W7 00 as B B ij
B 64l -3 36 691 21 A8 6465 215 a 125 MHM
jiat  BAe T 6 *264 1.39 ] $18.19 -8 50 ilr
U1 *364 iF 1 3 1515 79 4 382553 m 2 H oru
151 127 at 30 2ia 1 16l 40 $87X16 30 a M B nr
HE 2 X s7 15 1204 Jc 47 $5X63 454 4 Q) 46 1M
m L ﬁ 660 10288 1230 40 $93124 69 4 o) =N
il 3.1 60 ~ojsa 130 0 $91554 = 4 @ =/ O
HI 178 3ls R 1535 1225 2 .05 ) 5 2 I 1A
91 <315 310 177 mm iJOtt 66 358350 3n M Bl M17 14
3i; W93 5 212 344 13734 9£0 '3 $342.00 244 14 29 1,146 (%L
o o4 497  3.7a 1J0F 60 1.0 497 145 1260 1Hi
ill 5 64 49 B3Rl 1231 64 $10.00 5 1262 .1
m 34 5 174 M5 14110 1266 6l $81X30 415 ‘a 140 eHI
HI 750 1 160 42 14261 1288 S5 1600 49 112 1119 <HI
1 340 $ 13 1% uam Ll 40  $723.00 46 19 1219 |§
4 15 13 700 14534 145 424 $7300 *49 7> B
i 5 106 ™ 1469 i 37 64.00 5 ® 12 1>
u 3.110 5 19 M U ua 449  $04.00 ai & 14 - il
I 395 6 1 715 14105 1418 480  $721.0 716 iS) 3B r«
i IHI S &4 790 em 141 41 $A0X00 *D0 ) 44
f .31 3 & ™ 14431 1.43 464 $3BX0 A @ 5B |4
] *.3% 3 4 o 49 95 43 $83-0 a? 1w M
41 14I1B 5 4 o S0 1216 49 $84100 () @ HI
378 5 37 12 1507 1277 45 $82300 ﬁ d 30 }
Ajfi o ML3U i 2 16 15110 1567 5 $80630 46 ]_’I% o %1
Cumuutm Totals Projected
FoeFf 1995- 2010: 1.78 10583 21374 9699 si4m 10.683 @
REA12ZED RATE OF RETURN ASSUMPTIONS: *Ceos/siwit d Rcwfw F*| 19W Lew-Cii* rcrscut
i «Emnp thr%iccnchGlOF—xdmrcsAi ve*K~Muui J*t 11587
*vimsl nflatioo A w6 WO iffW tovTczinantjrm A «<niaccxr:per AS37.1114&C).
W«r i 4N 221N m\ W*S3-50 CNasms ranst amrx&ors aoocud 5v tf* +njtm ¢ r Uarcn 1994
FYtt-«:~ 1UN itsn 138%
FYIXF2010: ICON 40CN 330% STATUS GUO INALAI 1H i DOLLARS
CarftixAl;
SIKNL *1*rjr riW v Ih* ik * ¢l t* 6% *diM Oiw I<M Mu>* k x k j) Wco<n(i4 Vi) rf~*h'l

ivnvoir** tha »<cki>» &4 nnation fnxs lha fuk« piuiufi



AlJdaska Permanent Fund Corporation

financial projections
(in millions)

is ot January Jl. 1995

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
-#CICJteO inrtatloo- DtN tribution* Rfwrrvon
v Ecem into nrtaiion- ri1End rrocling Net mlaticn* FwCacrta General led FY End

V' :4lance 3,co(ino  Ealanca  Shorrtall ‘ntamo  P'cclino Dividends Dividends  Fund Meletei Balance

3l 3 54 54 * 1 n
=31 54 54 139 J t 17,
51 133 AJ gVic] 2 52 1* 19
il 143 -0 45 1753 (£0 2 p *Q £ 5
il 1.718 500 100 1969 t 264 71 Jt0C0.00 1 185 24 5
3 1949 i00 21 31 4021 1 31 1G4 *366.15 110 110 B R
MI 4021 300 T« 51 4535 530 551 55 5331.29 203 £57 154
%1 1534 '00 ‘ca 25 5741 656 25 217 5404.00 206 %3 A
| 5741 256 5241 1.021 256 3C3 555426 501 1264 ~ 5l
gL 5241 1254 = % 570 544 7.164 1.5M o4 A 570419 £29 £29 51l
"51 "344 151 33 3.35 749 203 424 5526.33 £2 £91 781
19) 3545 zs 30 9173 544 260 160 547156 4 14 5% ‘51
:0i 9.573 x7 154 2.J94 916 454 147 595263 4 30 55 901
31 33% ns “9 50,543 1.3C0 559 149 5231.24 4 Ez4j 541 91
2 3544 34 4717 117C3 1.336 1 144 591534 5 5 o5 ¢
B 5703 5~ 115 32 52.355 tJSS 262 532 5349.46 5 ro >H 1Cl
MI 2255 i — 50 21 52.373 1.054 272 556 5943.90 1 BT oM
g 2373 5 212 244 13434- N 344 51 = @ 14 55- 1182 9%l
51 41534 5 194 515 54.252 1.255 515 190 5400.00 1.179

M 4252 i 194 542 14,995 576 542 162 5731.00 6 17152

M 4o r 1 169 55.756 5425 £69 424 565000 126 1174

Wl 5756 i 569 597 16,530 5426 £97 441 5661.00 180 1554

A isMm 6 160 1001 57538 5123 5001 421 5622.00 as  3.043

y 759 5 545 5071 54919 1,968 1071 10 5620.00 46 3149
3 "3319 7 130 1143 20200 2.13 1.10 161 5643.00 511 1.000

d 53200 7 117 1219 21544 2-201 1319 143 5659.00 52 4542

4 27544 i 15 1-29 22556 2473 5299 504 564000 54 £240

il 2235 9 I 5M3 24442 2664 1383 556 57 100 19 £360

| 2442 50 47 1472 24010 2576 1472 506 579000 766 5.746

1 21010 5 n \£66 27,567 3.098 1.164 565  5452.00 17T 7503
"B 27567 2 76 1445 29459 1339 5.665 727 591700 933 5535

a4 29459 53 70 1.769 31871 3549 5,769 790  5967.00 1914 9549

0 3127 s 67 *440 33231 JAE9 1640 564 51.062.00 5101 650
Emulative Tous Projected:

rorFY 1595-2010: 2D23*  18.034". 2"-589  18.034 Jj87rS12793 14

REALIZED RA7E OF RETURN ASSUMPTIONS: «Danmen ot N ewt* FiJ 199a lcw-Caj« Revenue Pcrecut
” * * «aied»FrfidprreMity f4rU aaii?» ~jiy i. 5347
Nominal  rtUBon  Real P nesetreo D prkoal fom AL T AL EsckEmmnr S5 IS ST
7V N 241% 144% "* Savedencabstatmat  surcsctnacopjrdey”rntaetsnMartniwa
795-99, — 4.11% 3.75% 4.34%

7X100.10- 900% 490% 300% SENATE BILL NO. 51



Qaicated ntlauon*.
Seem  ICOtO- Stats nrtacon- End  3fOcfin<
FVI  Balance :nations =av*nues* 3-00tmo balance  Shcrrfai
*gj f4
“a 1 K 129
il 129 *U 43
m 43 300 *45 .769
12! 768 Ico 400 1969
E< <9 400 Pl 231 4021
“MI 4021 :00 *66 151 4434
iS| 4*34 :00 *64 225 5741
MI 5741 23 ns 5251
3 5281 1254 ~ (170 144 7564
lal 7M™ | 414 *03 3545
el 55*5 *23 *60 9173
L ?.n 357 44 9494
jil 2894 c5 559 10.544
Pl 2491 435 559 10444
M 1703 5 315 *62 21345
M '2.345 5" 210 377 12973
$1 12973 212 -i4 13434
%l :J45 S M 496 13.737
7L '3341 184 474 1331
Ml 43427 1 174 445 4.109
@ 3399 ' 160 4091 14267
3 13453 i 34 446 4.410
I 3594 5 123 759 145*3
T 13710 5 105 77% 14.634
3 +3409 5 3 731 14,774
4 HIM * TS 1J4 14505
il ®.567 i h4 750 14411
a 14030 S 54 W 14330
j 3 14045 s 4 197 *4.942
ii 14.1%4 i A 500 <5.029
i 14173 i 3 V2 15.070
151 »4217 i 2 504 <5.109
CumutaUvo Totals Prcedcdi:
For FY1S95 *2010° 1.738T  10.651
PEAL2EJ RATE CF RETURN ASSUMPTIONS:
sominai nrtatjoo nUl
m u --—--—--—- * %Q 731% nex
FTW-W; — Itt% * x5\
FY00.2010: )X\ «0Ch on

Alas.ca Permanent Fund Corporation

FINANCIAL projections

wn millions)

is ct January 31.1995

GROWTH OF FUND PRINCIPAL

USE OF FUND INCOME

Distributions Reserves
A ?2«f CJtxla nflatioo- General ACd  FYEno
reome Oivieencs uivnJanos R'oettno  rjna C<total Balance ‘"
2 1 :
3 ~
*2 © ‘G 5
150 *8 *3 59 59 3
264 71 51.000.00 "1 85 244 5
471 1&8  *344.15 21 110 110 354  143f
530 175 533129 151 233 557 r*|
554 217 5404.00 *3H *05 763 1SS
1921 *03 555626 t5 501 264 " Mi
1.969 *91 570419 44 529 529 T7I
789 424 542693 *03 2 501 | <
364 460 5473 16 *60 | 14 £5 e [I
316 447 595253 1 4 (90) 505 JO)
m 1930 449 593124 559 4 (24) 541 a1
1.330 449 531544 559 4 (24 581 Ml
1276 S 594946 *62 5 ro %5 _g;
1094 554  5983.30 372 n 151 1117 AL
950 521 $877.00 *44 14 55 1.182- 91
1209 472 5771.00 156 235 1275 %l
1241 429  3679.00 471 X3 1524 '3
1277 M 5542.00 14! *Sl 1.950 Bl
1-317 *31 557100 151 114 2294 a
1442 *41  5506.00 <46 314 2478 a
1510 *40 544400 *g *0 2580
1534 334 5466.00 715 370 2599 2|
1566 *30  5451.00 78! 734 3132
159 327 543900 *B4 424 379 4
1523 *34 5445.00 750 134 *526 S
1551 *49 545100 19 isl AT
1678 *60 546100 137 164 4117 )
1.70% 371 5464.00 500 178 <260 1
1729 *42 547100 502 149 4502
1.755 *93  5483.00 564 5 1IM2
-w-
123J2S1  6.057* S3S11  10.68V 14 - "

e—tznrrtm ;rfarm* FaJ t95* lcw-Cisa Ravenu* Fcrecaa.

" Samng* r*serv» acctccraao » Fundjroccat tv T« U 9saa.Tt.t/r t. 15€7
“*Tar jiefrw a concc* fom tirw p rntrvt icceurt z*r *S 37111*5(4),
" 9w*J oncwmi Tirutuarroon aoocte tv T* 7.V-Jws n Mancn '£9*

sB 51 INREAL 1993 DCILAAS

inlam 04 =< rtlaluri. Ih* >«.* it in* d«UI enntot PIW Wn*  Af*uwn f M.*0 «*< «irvxrd» lo cortunl Tv!

idim fi tf» «m«)e ct mtitton rom tit* ljiu>» prical?*



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

GROWTH OF FUND PRINCIPAL

Dedicated
57 Begin A0OIO* Slate inflation* FYEnd
I\ auncs irtaticns Revenues' r-ocfino Balance
;ai 3 A 157
e [i K’ 129
K9] 13 ‘Al *83
an *63 900 us 1.759
1763 300 Xa 2269
&l 2569 *00 *21 21 *021
! 1021 300 366 151 *638
&l *536 :co 366 25 5.7%1
Fl 71 S3 216 5231
31 5251 12s*~ A 10 1*8 7.664
"MI 7364 *15 703 3585
“al 3565 23 360 3173
<i 3173 7s7 B4 95
3l 334 *35 559 10.588
el 3563 23 *77 11.703
Al 1703 5— 315 362 12385
P | 7335 5~ 210 372 12971
o5j *#® 5 212 344 13534
Ml 1534 I 198 24 14561
ar. *£61 7 194 515 15.6'8
5.6*6 ° 165 950 16,790
Ml *5.790 3 169 1,018 17.965
21 7345 ) 160 1.089 19243
i 92*3 to 145 1163 70.560
T 3560 n 130 u41 21.9*3
li.so 12 117 1.324 2.395
73396 13 106 1410 21.925
«, 223 IS 3% 1501 21535
5.535 16 17 ua7 28X6
71236 ta 11 1,699 30,833
j 70.033 » 76 1.307 31.336
a 313% 2 70 1920 33947
tot 33.3*7 24 57 1041 36.079
Cumutauve Totals Protected ¢
ForFY 1295-2010: 2023: 20.313’
REAUZLD RATE OF RETURN ASSUMPTIONS:
mtomi.ul 'nfUacn *3%O>
mz - i*j% 261% TH%
FY56-99:-- ‘cat*, 6 00% 431%
FY2000- tOr+ 1031*. 600% *31%

ttn mtilionii

as ot January 31.1295

Inflation*
Prooling j Set
Shortfall 1

¢Income

2
3

2
150
363

950

1614
1757
1917
2097
2291
1502
2725
2971
3231
3510
3.809
4130
4475
*545
52*3

*8.069

ANC 6% RATE OF INFLATION.

nflatlco-
Procfino

BRER

1*8

BL8E

77

SR

344

524

586

950
1018
1.389
1163
U4l
1324
1410
‘101
1497
1699
1J07
1920
2041

20J13

USE OF FUND

Distributions
Per Caoita General
Dividends Dividends

)

29

71 900000
108 S3%6.15
175 533129
217 1*0*00
303 S5562S
301 S706.19
*24  5826.33
*60 5873.16
*87 595263
*89 533134
*88 59154*
532 59*0.46
5983.90

5877.00

*95  5808.00
*75 5753.00
*48  5690.00
*80 572500
506 57*800
563 5816.00
626 5893.00
597 5978.00
773 51.065.00
856 51.160.00
946 J126200
1044 S1371.00
1,1*9 51.486.00
1.263 51.606.00
1.386 $1.74000

521

1222T S16.978’

INCOME
Reserves
Add  FY End
rund Deletel Balance F'
1 3
7 L e
2 D
a 59 5 13
7 135 2*4 32
110 110 [CS7 il
23 657 iu\
206 763 18&l
501 126" ' Al
529 529 37
£2 501
* *4 635 ~a
* i») 605 Y
a 124) ;1 a
5 6* 6*5 P
5 320 %65 B
n 151 1117 9
14 65t-t;i82r 95
289 1471 Bl
390 1262 i7
512 2374 “B
501 296* P
687 1651 0
766 4.417 1
8*9 S2s7 f 2
939 6205 3
1034 7239 1*
1,137 1377 15
u49 9625 1 6
T.361 10294 7
t*99 12494 1 8
1640 14134 9
1793 15927 ~
MU
14 S5»»S»r

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/tw p reserve accaxtcat AS 37.:il*S<d).
"+ |ue< oncaosaiiw m isaancecnj aocctcd
SENATE BILL NO. 51. BT ASSUMES 10J1S FUTURE RATE CF RETURN

Tt [TUSEEES n Marcn 199



Alaska Permanent tund Corporation

financial

GROWTH OF FUND PRINCIPAL

>oicatco
v Becm  Aooro- Slat* nrlatjon-
SVl «tunc?  trailers Revenues" 3rootina
-iil A
1 o4 5
Jfll 9 5U
JU 43 515
ill o 759 50 IO
ai 1:<9 40D Vival
X1 00 X6 51
_isl 4133 (00} 559) 235
3l £741 ra 216
"7l Lai , 170 w
i *264 416 503
jsas ra 0
J 2:73 767 454
Ju ?iw 435 559
J2| J8%A 435 559
ot.rtn 315 262
Si 1385 no 372
F 1973 212 2-U
26l '2.764 a 200 777
7 '1959 i 175 73
i9: «11M i 163 743
% 3299 i 147 752
a 1139 y s "50
n L £4S y 13 757
J] ‘3574 * %6 774
3 1757 1 2 779
4 3w 1 73 793
£ 3914 5 59 797
u «3.374 3 £0 21
e 4332 3 43 4
JJ 4 361 3 a 797
T3 4125 10 K 799
<l 4165 0 29 QL
CumataUvoJctals Preceded?
-or FY 1995-2010 1536= 1138T

REALZED RATE OF =ETURN ASSUMPTIONS:

TV 95:
nr 96*
-YOO- 2010:

Nominal nflaflon
* *7% 251%
«031% £00%
031% 800%
Oril.ribecH azilAi

Ininn cl M1 mlitfon, Ifw »»*/* ol in« CinUz

=YEnd
Bjlanc*
A
139
M3
1759
2=69
4021
4433
5741
£231
7364
156
9.173
384
'0.949
'0.949
'2.245
12973

13534

11737
*3.925
*4.097
14.246
4,379
14494
14.593
14579
14.753
14.917
14.874
14.926
14.973
15.015
11054

Raai
18%%
431%
Ot%

in .-nulionji

ts ;»January 31. 1595

inflation* <
3"ocnng i

Shorrtail |

Net

1.359
950

152
1564
1610
1561
1712
1254
1914
1364
1912
1.960
2.306
2.352
2098
1143
1189

28.820.

projections

12

a

n
1C9
175
217
an
ai
424
460
437
499
149
532
556

21
467
a2
25
301
J78
297
417
437
459
479
49
519
539

559
579

7.424 S10.5607.

USE OF FUND INCOVE

Distributions
PerCaorta nrtaucn-

incomne Oivtdenos Cividends

ii.000.00
ZM1S
533179
5404.00
555676
57104.19
S4AMJ3
547116
595163
193174
591574
5549.46
SS6190

Seigd0e)

275200
5670.00
5579.00
5574.00
5559.00
5575.00
5594.00
561100
5630.00
5649.00
5665.00
5691.00
5697.00
5711.00
5726.00

%

5,ecfiro

21
*51
zs
216
144
7C3
560
454
559
£59

362
22

344
144
3
743
212

1K

257
TTi
279
233
757
™1
74
797
79
oL

11583..

jeneral
Ja

|

z

3

S0

C:’mmmmh

14

R icrves
Add rY End
Culetel Balance
A3
j2
|30
B B
145 244 J2|
110 B4 JU
203 57 1Ml
26 763 ]
501 1754 V 8l
29 £29 rin
2 A 151
44 835
130 505 | a1
24) A Jg
@ =
320 ¥ Bl
11 1117 ISl
65. 1,1827 16§
273 1399 13#HL
347 1657 191
430 1993 1%l
489 13a  Ju
513 1729 | 3
540 1114 1l
#5  3C3 | 5
59 3933 : 3
£12 ai&s | j
635 4671 rsi
£59 5071
50  £464
W £%8
T» 5152 1 9
749 £646 Hoi
el e
V.

*» Cecanmeni d Revenue FU19J4 icw-Case reverx* Rc/wait
«tirrrxp mem acorccnaied to Fund cnncaal tv 7* ie 0 m ijn Jury 1.1567

o Tnstenea*0 m ew | Jomeawxp rem azsxntOtt 4.

131*1ti)

* Baaed onat*tai marut aia/rcton aoccteotv re Trusteesr Uafin 1954
SENATE B ill NO. 51. BUT ASSUMES 10.31% FUTURE RATE CF RETURN
AND 6% RATE Of INFLATION; IN REAL 1995 a .

cm Im»

irm e*e<»» ol eiftaion i«om i»« lain* pAcnug*

Ail.uloj IjiiMt iwrinI

le tonnUrt 'Ai cmvi



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

GROWTH OF FUND PRINCIPAL

Dedicated
rv Begin  Ac0IO- Stato

V| jajance snations Revenues'
31 3 54
11 4 4
JCI 19 344
‘u ICO 285
o -.763 ‘CO 430
Xi 2.569 400 421
ui i.021 200 256
JSj 4.328 200 268
23l 5741 323
71 LS 1254 " j 170
X1 %é&l *418
31 3.585 28
31 3173 257
11 3.394 435
11 +0.388 23
13l ©.7C3 5 " 315
»| +2.285 5~ 210
w1 12,973 5 212
51 +3.534 9 198
17 4,290 10 194
151 5.073 1 135
Sl 5.579 12 159
kil 05,702 13 150
tl J7i50 15 145
2 18.417 16 130
21 '9XCS 18 117
COX17 20 105
21.155 27 A
J 2 a 37
VANV iS 51
n 24,155 29 73
3 21229 32 70
3 25342 39 57

Cumulative TotUs Prolecied

or FV 1995-2010: 2.023

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal
TH: 949%
Y 96-99: ~ " 1031%

Y 2000 - 10: 1031%

Inflation-
A'aciino

31

151
225
216
1X8
203
260
454
59
477
262
372

344

549
579
510
542
575
708
742
77
313
150
588
928
569
1.012
1.358

12.1.13

inflation
21i0i%
400%
400%

.V End
Balance
54

129

183
1.259
2.569
4.221
4838
5.741
5031
2384
3.585
9.173
9.394
10.388
11.703
12.385
12,973

13534

14.260
15.073
15.879
16.702
17.550
18.417
19JC5
20.217
21.155
22121
23.120
24.155
25229
28042
77.501

Real
388%
531%
531%

(in miilions|

as ct January 31. (995

Inflation >i
F'Ccling | Net
Shortfall ncame
2
1 3

»

150

268

1 i71
530

358

1.021

1.369
739

868
918
1.030
1,026
1275
1.0S6

950

1.614
1.754
1.507
2.075
2J2S3
2441
2.54T
2.852
3.077
3J15
3.569
3.839
4.125
4.432
4.753

45603"

inflation-
5'&clina

231
151
225
215
148
203
260
454
559
477
262
372

344

549
5ft
610
642
575
708
742
777
313
850
888
928
969
1012
1486

12.143

USE OF FUND INCOME

Distributions

Dividends

12

79

71
1C8
175
217
203
291
>24
460
487
489
488
532
556

51

524

543
513
678
747
3T
XKJ
989
1,081
1,178
1X83
1.395
1514
1.641

14367

Reserves

Per Capita General Add FY End
Dividends rund Ceielel Balance

1

t

12
73 59 59
31LCO000 71 135 244
S366.15 110 110 254
3331.29 203 557
3404.00 2G6 763
3556.26 501 1X54
3703.19 529 529
3325.93 52 591
3873.16 4 44 635
355253 4 (30) 605
3331.24 4 (24) 581
5915.34 S 64 545
5949.46 5 320 965
5983.50 1 151 1117
5877.00 14 5 118
5859.00 532 1714
5356.00 529 2X43
848.00 743 3.086
.940.00 309 3.895
5>020.00 887 4,782
11.10200 971 5.753
31.190X0 1.060 6.313
51X8200 1.155 7.563
51.373 @O 1X56 9X24
31.479.00 1.363 10.537
31.588.00 1479 12066
31.598.00 1,502 13.668
31,316.00 1.734 15.401
31.339.00 1,875 17X75
32.07200 2.025 19.301

S520.942 14

e r«partincrs ;i Revenuefil 1994 Law-Case Revenue Fcrtciil.

" =imm$t /nerve accrccnaleo W Funa cmccal Cvme "enve?tur* “V |
~ ”anamed tajnnecal Irom earrurgj revive jcn

19i7

it «# AS 3713.14540).
”** Based on casdai mamet wam cscnj 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.

FY

78.

7S:
i 01
>3l

1831
K7
81

~' 36l

1371
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\laska Permanent Fund Corporation

FINANCIAL PROJECTIONS
e:n .-niiliorm

is of January 31. '995

fiROWTH OF FUND PRINCIPAL

Dedicated
-* Eegm Appro- Slate ‘nrlation-
Syl fnance rnations 4»venues‘ A'ociina
'31 4
791 £4 £4
301 29 £
511 -53 ‘00 18S
21 ' 759 00 100
531 1369 yX 121 31
%1 1.021 200 266 151
51 4.838 'co 268 35
%1 5.741 223 216
571 5.281 v 254 170 146
581 *564 ¢ 1*18 c3
791 5.585 S3 260
501 1.173 .s7 454
a 9.394 *25 £59
«| 5.394 135 £59
3L ’1.7C3 5 315 262
~P*i 1385 5~ 210 372
J5| 11373 5 212 344
X1 '2.013 9 223 523
971 '2211 9 183 £08
X1 2.400 10 173 515
91 3.574 10 1*3 £22
oL . *3 il *39 £28
J 1 '2.870 M 127 £33
21 3.995 12 no £38
oL '4 106 13 X 542
a1 74204 14 33 £46
511 '1.292 is 71 549
S '4 269 15 51 £52
"7l '4 441 15 54 £55
51 4507 17 49 £57
a 14*69 18 4 £60
iol '4.627 20 29 £62
Dumi "tttive Teiala Prciecicde
gorFY 1995»2010: 1.79%r 8.438

REALIZED RATE CF RETURN ASSUMPTIONS:

USE OF FUND INCOME
nrtaticn- « Distributions Reserves
*Y End  Proofing et Per Capita inflation- General Add Ft end
Ealance Shortfall tccme Dividend* Dividends Procfina sund ®ecletel Ealance
A |
29 5
153 2 ° 12
m7/39 50 28 23 59 £9
2.569 163 71 £1.000.00 ¥1 185 244
4,021 471 ‘C8 386.15 31 no no 354
4,638 S3) 175  £33129 ISI 33 £57
5.741 £58 217  £404.00 35 206 753
5281 1321 33 £££625 216 501 1ZwW
* 364 1.269 291 £708.19 148 529 £29
5,585 *39 424 £826.93 23 52 £91
9573 568 160 £373.16 260 4 44 535
9.894 916 *87  £95163 454 a (30) 605
10.858 1.30 489  £331.24 I£9 1 (24) £31
10.288 1.30 489  £91534 £59 a (24) 581
1285 1226 532 £949.46 262 5 320 965
11973 1.298 £56 £38130 372 * ISI 1117
13,534 950 521 5377.00 344 14 65. 1,182
13.740 1552 503 S8M.00 58 512 1643
m3926 1.522 19%5 5791.00 58 £2 1167
14.117 1.595 183 5754.00 515 6ol 1744
14.277 1,774 *24  5804.00 52 Ml 3330
'4.425 1551 £57  3838.00 8 19 3930
14.555 i 1.929 £91 5371.00 £33 768 4.547
14.670 1306 525 5304.00 £3 06 5.178
14.773 1384 660 5337.00 i 544 5822
’4.863 1:52 6% 5568.00 £46 33X 5481
14.944 1240 730 5999.00 £49 L 7152
15.013 1318 765 51.030.00 2 X0 7834
5.087 IS« 301 31,061.00 £6 1,00 3537
15.152 1178 838 51,091.00 £57 1.011 9.250
15212 1*60 374 31,i:0.00 £60 1383 9976
-5270 w2 311 51.151.00 @ 1125 10717
322261 10.57X S15.0221 3.438 14
mleca/wem cl Ffwrue Fu 1994 Lcw-Case Rcvmio Forecast
‘s Ear™*? .tsmvb accrccnateo to Funa cnnccal Sy the Legislature Juty 1.: 587.
ceal *" T'ar-sierrea to cmccal Tem ea/nngs reserve acccuni cer AS 37 13.145/c).
;a% Eased on aw « i manet assumoocnj acoctec ev re 7ms:ees n Marcr 1994
icr. SENATE SILL NO. 51. SUT ASSUMES 1031% FUTURE RATE OF RETURN
*31% AND 4% RATE OF INFLATION; IN REAL 1995 SJ.

Nominal 'nflitlon

A« ———— £49Y% 161%

95-99: ~ '931% 100%

r<00- 2010: 1031% 100%
Ctrttlam il

Inl*ni ol ant Wealm IN* tah* di bedivail =eo0e* 0-m bt Apil'yj

ofTHrm

1fM

of tniuiiun from lh« fuluiv prsnLA”t
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Table F.
Annual Projections and Components Of Change
For the Total Population of Alaska, 1990-2010.

Part a. Middle Serlca
Population change July 1to July 1

v
Calendar July 1 Net Natural Births Deaths Net In Out
Year Population Change Increase Migratlon
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 55,7'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 764.9' 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
Rate per 100 mid year population (%)
Average
Calendar JU|y 1 Annual Natural Births Deaths Net In Out
Year Population Change increase Migratlon
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 9.73 820
1993 607.500 2.40 1.70 2.09 0.39 0.67 9.01 8.34
1994 622.300 2.41 169 2.08 039 0.69 9.03 8.34
1995 637.300 228 1.68 2.07 0.39 0.68 9.01 9.34
1996 652.500 2.36 1.56 206 0.40 0.67 9.01 8.34
1997 668.000 2.35 1.65 2.05 0.40 0.67 9.01 834
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 732.800 225 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 0.47 883 8.36
2004 780.700 2.04 161 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 826.200 181 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 lahor. Research 4 Analysis. Demographics Unit

Alaska Population Projections
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Wal-Mart

Nj<e goplication
A 1ayj‘ na%gesent

Boostlnﬁ iceeo e rerporste ce«rgi'
trertng, the trencv 'enr.tcue : .sing technology
i -"organise ooersttcr.s \ >.r e oy Intemation
i. Data Com  ><Frartingr.a.r MasS.. found that
\( /00 big companies that vc*e re-er.gincenng. 32
percent taid snorenmg  :yet* :trres of various
processes was thetr primary gaat: 23 percent
viewed reducing costs as So” . _

You can oniy tut tosts to tar.* jays Paul
Johnston, vno ran the survey Cycle time helps
differentiate you

international 3usmess Macmnes Corp now
takes an order_for a personal computer over the
ﬁnone and builds and snips t-e PC within T«
ours Gillette Co is acceie*a:.ng .he pace at
vhicn new i)roducts are unvei.ed globally to a
two-year cycle from three years  also says It is
.r.troaucing 0 new prooucts this .ear. up from IT
last year and fewer tnan eignt a -ear lo the 1980s

O‘eaie see Page C* Farrm.ram n

TIM BRADMIR

Real dollars now means

real dividends later

One of the most sensible public sollcy propos-
als I've heard recently ;s state Sen Stevé Sieger's
idea for requmn? the Alaska Permanent Fund to
report its annual profits ic real, sr inflation-ad-
lusted, dollars, rather than the nominal, or
mflatm_n-eroded dollars, as is to* ihe practice

The idea has merit .not only because it is sound
from a financial point of view — most big
endowment funds look at their earnings this way

but it solves some problems .ts tie way the
fund musi manage its income

In effect. Rieger's plan wovic chan%e the
procedure the legislature set up more than a
decade ago whenit passed the .aw setting out
how fund profits are to_be used in paying the
annual permanent fund dividend to Alaskans and
making payments into “he corpus .1 be fund to
offset ‘inflation.

The direction legislators gave was for the fund
to pay dividends first and inflation-proofing
second. Over time, this could cause a shortfall 1a
the amount of profits available for inflation-
proofing.

P'aasa see Page C-? SAASMgN
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Fiscal Policy

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/UImer 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  »reopen to the public through better use of communication svsicms
including electronic media (video conference, internet. Alaska Online, etc >

A* part of along-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 umrlv manner of anv changes the administra-
tion washes to make in the FY 96 budget, and announce that a fiscal plan *ill be in place
by the lime the FY 97 budget t* proposed

Develop afive 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 surrounding the use of the Constitutional Budget Reserve funds,
the jetting ol specific revenue and expenditure targets 'including Permanent Fund divi-
dends). dcvelopmeri of a debt policv iincluding school debt reimbursement), an overall
reserves policv employing triggers for instituting an income tax. and a cajh-flow manage*
mem plan

Implement the five-year plan and keep the public intormed of Alaskas fiscal situation and
progress toward reaching fiscal stabiiilv Although no consensus was reached, one ap-
proach recommended was to set up a budget commission or blue nbbon task force to act
as a conduit between the executive branch, legislature and the public to develop a long-
term fiscal strategy for Alaska.

Capitalize cash reserves to the greatest extent possible

Pass legislation to automatically inilation-proof the Permanent Fund bv distributing onlv
real eamings for dividends.

Explore means of controlling personnel costs
Examine various pubhc services for potential privatization.

Evaluate ail entitlement programs on an abillty-to-pay basts

Form partnerships for economic development and intergovernmental alliances

irgin

.

Emphasize partnerships between the executive and legislative branches,state and local
governments, and the public and private sectors

Create aipmt of cooperation between the state of Alaska and the federal government
Eliminate unfunded mandates on local governments

Reexamine the states petroleum tax and rovaltv regime with the intention of maintaining
Alaskas competitiveness

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

izc 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 10 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

join in @ 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



Alaska Permanent Fund Corporation
P 0. Box 25500 Juneau, Alaaka 99802-5500

'907) 465-2047

January 13. 199a

Senator Randy Philips
Legislative Budget S¢ Audit Committee. Chairman

State Capitol Budding. Room 103
Juneau. AK 99801-U 82

Dear Senator Phillips:

Thank you for providing us with Ibbotson s report on the asset allocation of the Alaska
Permanent Fund Corp nation (APFC). We arc pieascd to provide this initial response
to the report. Communication on this issue will continue as the board commences its
annual review of APFCs a.set allocjuon at the February 3 meeting in Juneau.

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

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

1. Recent performance has been good because the board and staff have done a good

jcb of 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 of the strong performance over the past several
years is attributable to extraordinary Dond returns which are unlikc.y (o continue
given the current low level of interest rales. Obviously, we all agree .vuh this

I.IUA- PFC CORRESPONDENCE
RF.. IBBOTSON REPORT
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assessment and you. through significant funding of global portfolios tn recent
months, have already essentially reached the strategic target allocations.

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

of 1994.

4. Diversification within the rixed-mcomc portfolio could be improved with explicit
allocations to major segments such as mortgages. As discussed at length at our
recent meeting, the effects of statutory limitations on fixed-tncome management
must be carefully considered. The use of derivative securities, lower-rated bonds

and non-USS denominated bonds are ail influenced by current (statutory)

restrictions. In addition, managing liquidity to meet annual dividend requirements
is increasingly affecting the fixed-incomc portfolio. Nonetheless, broader
diversification of the tixed-incomc effort warrants further discussion and alrcadv
has been scheduled for the upcoming boaiu meeting. As an aside. | 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 extraordinarily high relative to die firm's
expected bond returns. W hile | sincerely hope that they arc correct, the very large
premiums and the high absolute leveis may result in an underestimation of near-
term risk associated with more 'gressive strategics. Rclatedly, we. staff and the
board have ail acknowledged that heavier equity commitment would result in
greater expected returns over the long run but we all also recognize that shorter-
term consistency in returns is particularly important to the Fund since the annual
dividend is potentially at issue. Finally, it is important to note that the "aggressive’
alternative suggested results in full utilization of the statutory equirv maximum of

507.

6. Ibbotson very clearly advises that the board control asset allocation at a more micro
level than it has in the past. Specially, the study advises that the board set specific
allocations within the fixed-income and domestic equity areas and make extensive
use of specialists in the international area. The directions suggested arc contrary to
the board's movement toward providing less restrictive guidelines to its managers,
particularly the global managers. 1think that this is an important issue that already
has been discussed at length dunng 1993 and warrants continued close monitoring
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and review as we gain experience with the current structure. My current view is
dial the board's basic asset allocation plan, while theoretically vulnerable to the
actions of the managers, will not be adversely affected. Each manager has indicated
that it is highly unlikely that they would make sudden ramatic shifts from domestic
to international portfolios. We hercforc. will 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 mid-cap

In sum. Ibbotson’s management structure comments arc 'mportant and |

securities.
agree that the structure, particularly the domestic structure, should be on the board's

agenda for 1994.

The staff of the APFC agree with Cailan's remarks. Should the Legislative 3udgct &
Audit Committee (LB&A) like to discuss in greater detail these conclusions, we
recommend that myself and a representative of Callan Associates. Inc. be invited to
appear before the Committee. The .APFC would be pleased to make the necessary

arrangements.

We would like to express our appreciation for LB&.A’s efforts and those o f Ibbotson in
It is always helpful to receive more than one independent view

conducting this review.
In addition, we would be pleased to

of this most important subject of asset allocation.
nave lbbotson present their report to the Board of Trustees at its meeting on February 3.

1994 at the .APFC offices in Juneau.

Sincerely,

Executive Director
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Summary of Recommendations

Currently, the Alaska Permanent Fund is a well diversified portfolio that has enjoyed

tremendous success m recent years. This success is mamly due to the Board’s

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

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

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

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

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

Set specific target allocations across fixed ii.come sectors.

that the Permanent Fund

By implementing these changes, the Board can help
This will help the

will achieve the highest expected return for its chosen level.
Board achieve its statutory goals of maximizing total Fund return and providing the

maximum amount of disposable income to Alaska's citizens.



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

I. Analyzing an Investment Portfolio

A tirst step in analyzing an investment portfolio is determining whether the portfolio
adequately compensates the investor for taking nsk. lIdeally, the portfolio is efficient in

providing return to the investor, i.e., the portiolio provides the most return possible for

the amount ot risk taken. In reality, however, few portfolios accomplish this objective.

Defining Asset Classes

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 different asset classes
that comprise six main categories. The benchmarks used to represent each asset class
in our analysis are listed in Appendix A at the end of this report. The asset classes used
in our study are as follows:

U,SX'EaU|ty Assets MonA/,5, Fixed Income Assets
Ia.rge Capita”Z_atif’” _ Intermediate-Term Government/Corporate Bonds
Mid/Small Capitalization Long-Term Government/Corporate Bonos

Mortgage-Backed Securities

NeniUJLE<iuityiAssets
Mon.-iLS*"FIxcd Income Assets

Caraoa

Europe Non-U.S. Government Bends
Pacific

Emerging Markets Cash

QJhecAssels U S. Treasury Bills

Real Estate



Forecasting Return

We also had to forecast three estimates for each asset class: expected return, expected
risk (as measured by standard deviation), and expected return correlation between
assets. Summary tables of our forecasts are provided in Appendix B. It is important to
note that our return, risk, and correlation forecasts are long-term -- they apply to an
investment horizon of 10 years or more. Our forecasts are passive in nature and.
therefore, would rot change dramatically if we were to recalculate them a year from
now. Consequently, the portfolio all.cations we recommend will remain stable over a
very long time period, and will require few changes over a long-term investment horizon.

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

The basis of our fixed income return forecasts is the current risk-free rate of return, as
proxied by the current yield on 3 risk-free government bond with a maturity matching
the investment time horizon. Currently, this rate is 6.31 percent, the current yield on
20-year U.S. Treasury bond. To this rate, we add the appropriate maturity premium
(additional return required by investors for relinquishing the use of their money for long
time periods) and default premium (additional return that compensates investors for
buying bonds that have default risk, such as corporate bonds) for each class of bonds for
which we are forecasting returns.

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

Forecasting Risk

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



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

Forecasting Return Correlation

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

correlation of zero.

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

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

Determining the Fund's Current Allocation

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



and more than seven years (long-term). The Fund's current allocation, and its expected

return and standard deviation is given on page 5.

Determining the Fund's Three-Year Target Allocation

The Permanent Fund's investment manual provided information regarding the three-
year target allocation, although some guidelines were too broad for >ur purposes. For
example, the manual lists a 10 percent target allocation for international equities, but
gives no country-specific allocations. In this case, we assumed the Fund would mcrease
its international equity exposure to 10 percent, while maintaining the current proportion

invested among sectors. Also, the target allocation constrains the amount invested in

non-domestic fixed income assets to 10 percent or less, but provides no specific number.
We assumed the amount invested in international debt would decrease in proportion to
the total decrease in the amount allocated to all fixed income assets. The Fund's three-
«'‘.irftarget allocation, and its expected return and risk, is listed on the following page.



Current and Three-Year Target

Asset Class

U.S. Large Capitalization
Stocks

U.S. Mid/Small
Capitalization Stocks

Canadian Stocks
European Stocks

Pacific Region Stocks
Emerging Market Stocks
Real Estate

Cash

Intermediate Govt/Corp
Bonds

Long-Term Govt/Corp Bonds
Mortgage-Backed Securities

Non-U.S. Government Bonds

Expected Return {%)

Standard Deviation (*ii)

Current
Allocation
<0

21.17
0.65

0.03
2.54
2.94
0.42
6.69
4.64
30.86

25.27
3.94
0.85

8.53
7.57

Portfolios

3-Year
Target
Allocation
(<)

24.00

6.00

0.04
4.28
4.97
0.72
10.00
0.00
25.32

20.74
3.24
U.b9

9.93
9.91



Il. Asset Allocation Recommendations

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

Allocation with Risk ofthe Current Portfolio

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

The current portfolio need not be drastically changed in order to achieve a higher
expected return. In fact, the percent of the portfolio invested in equities (approximately
35 percent, including real estate) and in fixed income assets (approximately 65 percent),
is the same in both the current and revised portfolios. Rather, the composition of the
equity and fixed income portions need only change. By shifting part of the equity
por..on from large capitalization stocks to mid and small capitalization and international
stocks, and part of the fixed income portion from cash and long-term bonds to
intermediate-term bonds and mortg3ge-backed securities, the Fund can achieve a higher

expected return while taking less risk.

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

the other portfolio assets.

Allocation with Risk ofthe Target Portfolio

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

U.S. Large Cap Stocks

U.S. Mid/Small Cap
Stocks

Canadian Stocks
European Stocks
Pacific Region Stocks

Emerging Market
Stocks

Real Estate
Cash

Intermediate-Term
Govt/Corp Bonds

Long-Term Govt/Corp
Bonds

Mortgage-Backed
Securities

Non-U.S. i3ovt Bonds

Expected Return

Standard Deviation

Current

Portfolio

Current
Portfolio

(7¢)

21.17

0.65

0.03
2.54
2.94

0.42

6.69
4.64

30.S6

25.27

3.94

0.85

8.53

7.57

and

Revised
Current
rc)

11.00

4.00

0.00
3.50
4.00

2.50

10.00
1.00

40.00

12.00

12.00

0.00

8.89

7.40

Recommended

Allocations

Allocations

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

Aggressive
Portfolio
Cc)

18.00
10.00

0.00
7.50
10.50

4.00

10.00
1.00

18.00

6.00

15.00

0.00

11.33

11.69



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

Allocation ofa More Aggressive Portfolio

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

graph on page 7.

Tn recent years, the Fund has enjoyed relatively high returns, particularly on its fixed
income investments. These high returns were due, in part, to rather unique market
conditions, such as a dramatic decline in U.S. interest rates. These market conditior*.
lowever. are not expected to continue in the future, as evidenced by the returns
expected on the current and target Fund portfolios. The potentially lower returns
*amed by both these portfolios are important factors to consider, because such low
returns will inevitably lead to lower dividend payments to .Alaskans. Our recommended
aggressive portfolio, however, with its significant allocations to international equities
:nd mortgage-backed securities, has an expected return in the range cfthe Fund’s
recent returns. The allocation of this aggressive portfolio, along with its expected return
;;nd standard deviation, is provided on page 3.

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

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

U.S. equity nsk premium decreases to 5 percent
Mid and small capitalization equity return decreases to 15 percent
Europe equity return decreases to 10 percent

. Europe equity standard deviation increases to 26 percent
Pacific equity return decreases to 10 percent
Pacific equity standard deviation increases to 34 percent
Emerging market equity return decreases to 10 percent
Return between long-term and intermediate-term bonds increases to 1
percent
Intermediate-term bond standard deviation increases to 6 percent
Mortg3ge-backed securities return decreases to 6 percent
Mortgage-backed securities standard deviation increases to 11 percent
Real estate standard deviation increases to 25 percent
Correlation between U.S. stocks and U.S. bonds increases 30 percent
Correlation between U.S. stocks and non-U.S. stocks increases 30 percent

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

markets.



I1l. Implementation Issues

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

Equity Assets

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

This stipulation is in direct contrast to the Board's new global investment strategy as
outlined in the Fund’'s 1993 Annual Report. The new strategy allows active
international equity managers to decide when and where to invest Fund assets,
essen'tally shifting the asset allocation decision from the Board to the manager. As
mentioned earlier, asset allocation, nol security selection or active market timing, is the
largest determinant of portfolio performance. L'nder the planned strategy, the Fund’s
equity allocation will shift continuously, violating the mot. crucial aspect of strategic
asset allocation: maintaining a stable asset mix which was chosen based on long-term
forecasts and needs of the fund. For this reason, we suggest a slightly modified strategy
where the Board hires managers that have a specific style of investing. For example,
under this modified strategy, the Furopean equity allocation would be managed by a
manager who specializes in European equities. TTiis type of management strategy* would
allow the Board to retnn control over the equity allocation ofthe Fund.

Gary P Brinson, Bnan D Singer, and Gill*rt L Brebowcr, '‘Determinants of portfolio
performance Il: An update,* Financial Analysts Journal, May-June 1991.
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The Fund's domestic equity managers also have similar control over the asset allocation
decision. Currently, the performance of each domestic equity manager is evaluated by
using a benchmark portfolio that consists of 30 percent large capitalization equities and
20 percent mid and small capitalization equities. The equity managers, however, are not
specifically required to invest 80 percent of their Fund allocation in large capitalization
stocks and 20 percent in mid and small capitalization stocks. A manager could alternate
between large cap and mid and small cap stocks, and still average an 80 percent large
cap and 20 percent mid and small cap investment. This manager could potentially be
100 percent invested in large cap stocks when the return in the mid and small cap
market is high, and vice-versa. Again, this causes the overall equity allocation of the
Fund to change continuously, and shifts control of the asset allocation decision to
individual managers. Because the asset allocation decision is so important to the overall
performance of the Fund, we feel the Board should set specific domestic equity
allocations, and select managers who specialize in each asset class. This will ensure the
maximum expected return for tho Fund's equity investments.

e

Fixed Income Assets

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

bonds. For this reason, each fixed income asset class must be considered separately in

the asset allocation decision.

Currently, the Board trea’s all 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. While the current allocation across fixed income assets may

be appropriate when viewed m isolation, that same allocation may be inappropriate
when viewed in the context of the overall portfolio. The Board has a comprehensive
perspective on the Fund and, as such, should determine the Fund allocation to each
asset class. For this reason, we suggest that the Board set specific target allocations for
fixed income asset classes. In this way, the Board maintains control over the Fund's

asset allocation and ensures maximum overall Fund performance.

Prior to beginning our study, several Board members and senators voiced concern over
the Fund having only one manager for the entire fixed income portfolio. We feel that a
single, capable manager, such as the current manager, can manage a large, passive fixed
income portfolio with few problems, as long as that portfolio has only a small allocation

to mortgage-backed securities. However, if a larger proportion of funds was invesuu in
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