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amendment. I am afraid we will be in the same position we
were in yesterday where we struck certain language and then we
had to have an amendment to put the same language back in. As
if now stands, we have stricken Section 6. If we take the
motion to reconsider and if that 
»** + + *• + + ***
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motion to reconsider is against Mr. Buckalew's amendment, we 
will be in the position then of having failed to strike the 
section and then we have another motion come along to strike 
the section over again. It seems to me that the primary 
question at the minute is whether the body does or does not 
want an elective secretary of state.

PRESIDENT EGAN: Mr. Londborg.

LONGBORG: Mr. President, I would like to speak another word
for the committee proposal as we drew it up. As I see the 
difference in the remarks now of Mr. Hellenthal and his would- 
be secretary of state, and the one that the Committee provided 
for, is this, of a time element as far as when the governor 
picks his partner. In other words, has the Committee made it 
possible that the governor would have a perfectly compatible 
working partner; he would choose that man or the party would 
work together and pick that man before the election, or if the 
law so provided, he may be picked in the primary to be the 
running partner of the successful nominee of the primary for 
governor. Now, as I see it, the pressure that is going to 
come upon the governor in selecting a secretary of state will 
be just the same as the pressure if he were to pick him before 
he was elected as governor. This man that will be selected as 
secretary of state after the governor is elected, will be a 
man who can take over the governor's office for a period of 
three or three and one-half years, maybe even more should the 
governor die. You can be sure there is going to be just as 
much pressure on the governor to attach on to him somebody the 
people don't want but somebody to whom the party owes a debt; 
but if you have the secretary of state as just a working man 
and not succeeding to the governor's chair, that would be a 
different thing, but if he is to fall in line for the 
governorship, then we stand the chance of having a person 
become governor for a period of one. two, three, three and 
one-half, and a day short of four years. The people would as



a whcle perhaps reject just because of some pressures put upon 
the governor to put that man in as his secretary of state. I 
think the fair way to the people would be to have that man 
along with the governor on the general election ticket. Then 
if we don't feel that the governor chose wisely or the party 
chose wisely, they can both be rejected. The people have a 
choice. I can see that the strong executive would be one that 
would just pick all of his own men and those he doesn't want, 
he just throws away, but I think there are going to be 
pressures upon him in the selections, and that is one pressure 
that can be revealed before we take the whole "poke". We are 
going to know what we are getting and they can be accepted or 
rejected as a team.



becoming governor? For your information Mr. Rivers, I'll give 
you the names. Thomas Dewey, Alfred E. Smith, Herbert Lehman 
and Franklin Delano Roosevelt.

PRESIDENT EGAN: Mr. Armstrong, would you take the Chair?
(Mr. Armstrong took the chair at this time.)

EGAN: Mr. Chairman, I would like to say that I realize that
the Committee on the Executive has put in a lot of days, a lot 
of hours, just simply a lot of time on this particular 
question. What they have come up with they feel is the best 
that is possible. I know that and give them every credit and 
I have respect for their feelings, but I have not been 
completely in favor of this type of provision at any time 
since it was under Committee discussion. I am opposed to
having the man who would be next in line in succession to the
governorship not actually elected in some manner by the people 
of the new state. I would like to say as to that that I also
have that feeling with relation to the Vice Presidency of the
United States, that I am not in agreement with that particular 
means that we now use and have used all along through our 
history in providing for the Vice President of the United 
States. This feeling does not conflict at all with my feeling
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on the national level relative to that question. I feel that 
as Mr. Victor Rivers has stated, that if such an amendment —*
I voted for the deletion of Section 6 -- with that feeling in 
mind, that actually a secretary of state won't be running for 
any office. The people won't have one thing to say about who 
shall be secretary of state under Section 6 as I read it. 
Someone will choose that particular man and he will become as 
Section 6 reads, "the governor of the State of Alaska." Now, 
if as Mr. Victor Rivers has stated, he will offer an amendment 
that will definitely guarantee to the people of Alaska that 
the man who will become secretary of state will be elected by 
the people in a primary election, then I would agree with 
going along with Section 6 if I knew that that particular 
amendment was going to be offered, and that we were going to 
have a chance to vote upon that. I also don't agree with the 
line of succession, with the secretary of state being 
appointed. I can see no reason why we should not have Section 
6 as it is as well as accepting an amendment that would allow 
the governor to pick his own successor. I am not any more in 
agreement with that than I am with Section 6 as it is written 
now. In thinking this over, I am also not in agreement with 
having an amendment produced that will let the direct line of 
succession go from the governor, say in the manner that was 
suggested, that the secretary of state if the governor died, 
would call the legislators into session and then they would 
select the governor. I am not in agreement with that because 
the people do not elect the representatives to the 
legislatures and their senators with the idea chat one of 
their number will become the governor of Alaska. I think that 
the best idea so
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far that I have heard is this particular proposal that we 
nominate, at least give the people some choice in the matter, 
it will be a real choice. Let them nominate the man who will 
run in the package with the candidates for governor in the 
general election. I think that that would be a proper means 
of allowing the people to elect their governor and also the 
successor to the governor. I would go along wholeheartedly 
with such a proposed amendment. That is my feeling on this 
question, and if I knew that that amendment was going to be 
adopted, I would then vote against the motion to strike 
Section 6 from the proposal.



Another thing is that the voters become apathetic as time goes
*on and pretty soon you 

■* + ■* + ■* + + + * + +
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have a small percentage of people electing your officials, 
whoever they may be. One reason I don't think we should be 
too fearful of the governor's making a bad appointment is that 
we are giving him the authority to make all the other 
appointments. The secretary of state is actually an 
administrative official, really. Normally he has a lot of 
administrative functions, just as our present Secretary of 
Alaska has. He does not have to necessarily have the 
qualities that would make him a good governor, although he 
should be in very close touch with the governor as he would be 
under our thinking here, so that in the event of an emergency 
the executive department would continue to run smoothly when 
the governor was absent. So there is a good deal to be said 
on both sides, and so it seems to me it does boil down to just 
one thing, do we want the people to elect this man or do we 
want him appointed?



GRAY: I'll speak once and forever more on this subject. To
me, I feel that the Committee’s plan is the best. We are 
talking about one thing, we are talking about the governor and 
his successor. The probability of a successor is possible but
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in general v/e can assume that the elected governor will carry 
‘out his term. There is a great deal of emphasis placed on the 
secretary of state becoming the governor. Now what we are 
talking about is afficiency in the state government, and we 
are selecting our man by the voice of the people and they are 
selected on a popularity basis with efficiency as a second 
regard. We try to get the most efficient man that is popular. 
In the Committee plan I do believe that you will receive the 
most efficient secretary of state, because if he is selected 
and if he is unpopular, it will be a detriment to the man 
running as governor. I believe like Mr. Nerland, I believe 
that in selecting a secretary of state we must select him for 
popularity but primarily for efficiency, which is the purpose 
of the whole executive department.

PRESIDENT EGAN: Mr. Coghill.

COGHILL: Mr. President, I support the Buckalew amendment and
in turn the proposed amendment which Mr. Hellenthal is trying 
to submit. I feel that this issue is entirely a political 
issue within parties. I can see that under the particular 
system that we have here that we are just trying to pull a 
veil over the voters' eyes as to allowing them to elect a 
secretary of state because it ties them too closely to the 
governor. I could see that in a political convention that 
this Section 6, as written, would enable a party to set up a 
fairly strong piece of political machinery. I can't see where 
the primary election would do so good because we all know 
there are factions in political parties, and you know that 
from time to time in our past history we have had very strong 
feelings and splits in both major parties in Alaska, so I can 
see where we would have a strong man of one faction running 
for secretary of state and a strong man of the other faction 
running for governor, and if they were tied together
•k'k'k'k-k'k-k'k'k'ir'ie
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in the general election it would not give you your Utopia of a
strong executive. I feel that by appointing, that your
governor-elect or your governor that becomes elected, would be 
more or less the leading figure of the political party that 
gained control of our government, and feel that to this end he
should have the prerogative of choosing his own cabinet or
major officials.



NORDALE: Mr. President, I think that Mr. Davis put his finger
on the problem when he said it was a matter of do we want to 
elect a secretary of state or do we want to appoint him. I am 
not too sure just how strong my convictions are, but I would 
like to say this, that one of the problems that has faced most 
of the states, and I think one of the reasons why there has 
been a swing away from elected officials is that for one 
thing, as the years go by the ballots become cluttered with 
elected officials. Of course, ours does not look as if it 
would be in much danger, except we do have our election of 
senators, representatives, and at least three members of 
Congress to elect plus initiatives and referendum and all that 
sort of thing, but the swing toward the appointment of 
officials has been to keep some sort of coordination in 
government. Any man elected by the people .s pretty 
independent, and that is why you have a lack of coordination 
in government where you have a lot of elected officials.



SWEENEY: I just wanted to say that I want to have a secretary
of state elected. I want him compatible with the governor. I 
want him nominated in the primary and I want him teamed with 
the governor in the general election. That is all I want, and 
I do not believe that it is destroying the strong executive.
To talk about splinters in either party, I think if you did 
happen to get one from one faction or one from another, it 
might be just the thing that would cement your party, and I 
hope you vote down the Buckalew amendment.



AWES: I have an amendment, Mr. President.

PRESIDENT EGAN: You may present your amendment, Miss Awes.
The Chief Clerk may read the proposed amendment.

CHIEF CLERK: "Line 18, page 2, strike the words 'secretary of
state' and substitute 'lieutenant governor'; line 21, strike 
from 'and' through word 'governor' ending on line 2, page 3; 
line 2, page 3, strike 'secretary of state' and substitute 
'lieutenant governor'; lines 4, and 5, page 3, strike words 
'secretary of state' on both lines and in each case substitute 
' lieutenant governor'."

AWES: I move the adoption of the amendment.

2146

PRESIDENT EGAN: Miss Awes moves the adoption of the proposed
amendment.

BUCKALEW: I second the motion.



AWES: Some of the delegates here were perhaps surprised at
the amendment thinking that the idea of a lieutenant governor 
had been completely buried. That is what bothered me. I am 
afraid that the idea of a lieutenant governor was buried 
perhaps too soon. The only argument I have heard is that the 
lieutenant governor does not play too important a role and it 
costs money; therefore we should do away with him. Yes, it 
does cost something to have a lieutenant governor; you have to 
pay him a salary; you have a few extra lines on the ballot; 
you have to provide an extra room in the statehouse. When you 
come down to it, it costs only a drop in the bucket for the 
total cost of running a state. Therefore, I think the 
question is not what does he cost, but does he serve a 
purpose? I think he would serve one very real purpose. I



agree we should elect a successor to the governor. I think 
.Alaskans have been so fed up in the last 50 or 75 years with 
appointive governors that they don't want to hear the word 
again. However, it bothers me considerably to elect the 
secretary of state. I don't think we should put over what 
some people call a package deal and give the people the form 
of electing a secretary of state without the choice. On the 
other hand, to elect the secretary of state independently, we 
know there are not only different parties in Alaska but there 
is a lot of factionalism in the parties, and if you get a 
lieutenant governor who is of a different faction than the 
governor, because he isn't too effective while serving as 
lieutenant governor it would not make too much difference, but 
the secretary of state is right-hand man to the governor, and 
if you get a secretary of state who is of a different party or 
of a different faction in the same party, he can hamstring the 
governor and make our whole government ineffective for the 
whole four years he is in office, and I think the fact that we 
want a strong executive makes the problem even more pressing, 
and therefore I suggest that we consider or reconsider, as the 
case may be, the idea of having a lieutenant governor in the 
State of Alaska.

PRESIDENT EGAN: The question is, "Shall the proposed
amendment as offered by Miss Awes be adopted by the 
Convention?" Mr. McLaughlin.
-k'k'k-k'k-k'k'k'k'k-k
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McLAUGHLIN: I am a bit confused. Would the secretary read
the section as it would read if it were amended.

PRESIDENT EGAN: Would the secretary read the section as it
would read if it were amended.

CHIEF CLERK: "There shall be a lieutenant governor who shall
have the same qualifications as the governor. He shall be 
nominated in the manner provided by law for nominating 
candidates for other elective offices. He shall be elected at 
the same time and for the same term as the governor. The 
candidate for lieutenant governor who runs jointly with a 
successful candidate for governor shall be elected lieutenant 
governor. The lieutenant governor shall perform such duties



as 'may be prescribed by law and as may be delegated to him by 
the governor."

PRESIDENT EGAN: Mr. Riley.

RILEY: I would like to address one question to Miss Awes. In
distinguishing between the two titles did you mean to 
distinguish between duties in your discussion, Miss Awes?

AWES: Yes, I did. I was proposing a lieutenant governor in
the traditional sense and then have the usual appointment of 
secretary of state by the governor to perform the duties of a 
secretary of state.



CHIEF CLERK: "There shall be a secretary of state who shall
have the same qualifications as the governor. New material. 
'"He shall be nominated in the manner provided by law for 
nominating candidates for other elective offices. He shall be 
elected at the same time and for the same term as the governor 
and the procedure prescribed by law." Delete the word 
"election". "The procedure prescribed by law for general 
elections shall provide that the electors in casting their 
vote for governor shall also be deemed to be casting their 
vote for the candidate for secretary of state shown on the 
ballot as running jointly with the respective candidate for 
governor. The candidate for secretary of state who runs 
jointly with the successful candidate for governor shall be 
elected secretary of state. The secretary of state shall 
perform such duties as may be prescribed by law and as may be 
delegated to him by the governor."

PRESIDENT EGAN: The Chair feels that the question that was
asked by Mr. Kilcher was, are there any other necessary
amendments to the following sections in order to make them
conform completely with Section 6 as it is now written. Is
that right?
* * * * * * * * * * *

2158



signify by saying "aye", all opposed by saying "no". The 
"ayes" have it and the proposed amendment is ordered adopted. 
Are there amendments to Section 14? Mr. Barr.

BARR: Mr. President, I have an amendment to insert after
Section 13. It is on the Secretary’s desk.

PRESIDENT EGAN: Between Section 13 and Section 14?

BARR: Yes, it will be a new Section 14.

PRESIDENT EGAN: The Chief Clerk may read the proposed
amendment.
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CHIEF CLERK: "Page 6, Jine 16, after Section 13, insert a new
.Section 14, and renumber the following sections accordingly: 
"An Attorney General shall be elected at th same time and in 
the same manner as the Governor, and his term of office shall 
be four years. He shall be the chief law officer of the 
State, shall represent the State in all courts of law, and 
shall see that all laws are uniformly and adequately enforced 
throughout the State. He shall be legal advisor to the 
Legislature and all State officers, and shall perform such 
other duties as may be
prescribed by law. He shall be responsible to the Governor 
and
the Legislature for the faithful performance of his duties.
The Attorney General shall receive for his services a 
compensation fixed by the Legislature which shall not be 
increased or diminished during his term of office. He shall 
devote his full time to his office and shall not receive any 
salary, fees or other compensation from any other source. In 
case of vacancy in the office of Attorney General for any 
cause, the Governor shall appoint his successor to complete 
the term of office with the consent of a majority of both 
Houses of the Legislature in joint session assembled, or, when 
not in session, a poll of the members may be taken by mail by 
the President of the Senate and Speaker of the House."

PRESIDENT EGAN: What is your pleasure, Mr. Barr?

BARR: I move the adoption of this amendment.

PRESIDENT EGAN: Mr. Barr moves the adoption of the amendment.
Is there a second to the motion?

KNIGHT: I'll second the motion.

PRESIDENT EGAN: Mr. Knight seconds the motion. The amendment
is open for discussion. Mr. Barr.

BARR: Mr. President, as this is rather a long amendment —
* * * * * * * * * * *
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BARR: I have had placed on all the delegates' desks a
mimeographed copy of the text of this amendment. It is not 
the complete amendment showing the lines and paragraph, it is 
merely the text. It provides for the election of the attorney 
general, that is the gist of it. He shall be elected at the 
same time and manner as the governor. He shall be legal 
adviser to the legislature and all state officers, and shall 
perform such other duties as may be prescribed by law. It 
outlines his duties and it provides for his replacement in 
case there is a vacancy. Now, in presenting this amendment, I 
do not go against the thought of the Executive Committee in 
that we should have a strong executive. Some people will 
think so. I went along with their committee report and I 
still do not disagree with it; however, the reason I decided 
finally to put bhis amendment in was the fact that I met 
innumerable people, speaking to them privately, who thought 
that the attorney general should be elected. In fact, they 
stated it in broader terms, they said they would like to elect 
more officials than the state governor. None of them stated 
that they wanted to elect as many as we have now, that they 
wanted to reduce the governor's power, but they thought they 
should elect enough so that they felt they had a hand in the 
government themselves. I felt that if another official should 
be elected, it should be the attorney general. Why the 
attorney general? Because all these other department heads 
are there expressly to carry out the governor's program and 
should agree with him in every detail on his policy. That 
makes up a good working team. The attorney general also 
should work with the governor, he is the governor's legal 
counsel and the legislature's legal counsel and also counsel 
for all the department heads, but he has one other duty that 
does not quite conform to the usual idea of a department 
head's duty under administration and that is, he is called 
uoon to interpret the law at times. That is a semi-judiciary 
function, I would call it, although it's not final. It is a 
temporary decision and may be taken into the courts. In 
interpreting the law, he should be impartial. Many times, j f  
course, the governor might ask him to interpret the law to be



sufe that he is on the right ground when he proposes 
something. In case we had a governor who wanted to bulldoze 
something through anyhow, if it were a little bit 
questionable, the attorney general might feel that he was 
obligated to the governor if he were appointed and his opinion 
might be biased a little bit. I wouldn't say that he would 
flout the law, but he could be biased a little bit to either 
one side or the other.
■k'k'k'it'k'ie'ieic'ic'ic'ic
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And even if he were entirely honest and tried to render an 
impartial decision, I'm afraid his conscience would hurt him a 
little bit because he was obligated to the governor and went 
against the governor's wishes, so to remove him from that 
embarrassing position, I think that he should be elected. Now 
I grant you in electing any man we cannot be sure that we will 
get a good man, and on the other hand, by appointment we 
cannot insure that we will get a good man, but I believe that 
if we are going to elect another official because the people 
want it, then it should be the attorney general.



McLAUGHLIN: Mr. President, I voted against the governor and
secretary of state as co-runners on the belief that we had 
merely one elective office in the executive arm and that would 
suffice, because my other voting had been predicated, and 
other proposals had been predicated, on that belief we were 
going to have a strong executive. This is merely the 
introduction to other offices. I notice we have a Delegate 
Proposal No. 45 submitted by Mr. Barr, and we have a Delegate 
Proposal No. 44 also,
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providing for the election of a commissioner of labor. If we 
yield ground in one respect, we might as well elect our 
commissioner of welfare, our commissioner of education, and 
having provided those, I feel that we should go right down the 
list and completely dissipate the theory upon which the voting 
has taken place. It was with reluctance that I even voted in 
favor of the secretary of state as a co-runner for the 
governor. I am violently opposed t.o the election of the 
attorney general. I don't think tne election of him 
accomplishes any purpose. The blunt fact is that there is a 
general misconception as to the function of the attorney 
general. The attorney general is a lawyer and his opinion is 
the equivalent of any other lawyer's. It can be attacked.
Any recommendation he makes, if acted upon, can always be 
attacked in the courts by private citizens. His opinion is 
worth the paper it is written upon. It's impressive upon the 
state and the officials are bound by it until some irate 
taxpayer attacks it and the actions taken under the authority 
of it, and the courts can promptly overrule it. There is a 
misconception about the function of the attorney general, his 
functions are not quasi-judicial. He is another attorney 
giving an opinion, and if you could assure yourselves that he



would have the wisdom of a deus, those lawyers don't exist in 
Alaska as it has been evidenced by the variety of opinions ex 
'pressed here before this body. I do oppose it, I think if we 
are going to have an attorney general, the power should be 
vested in the governor to appoint him, and that is without any 
screening by any judicial council or anything of the sort. If
you're going to elect him, elect him, but by and large if 
you're creating a strong executive, then give him the power to 
appoint his own attorney general. The discrepancy has been 
pointed out in New York under the series, Governors and 
Administration of New York, which is put out under the 
American Commonwealth Series, it's pointed out that because of 
the fact that the attorney general is an elective office under 
the constitution, that is, the governor, in substance, has to 
rely on a legislative act passed in 1900 authorizing him to 
have private counsel. You're putting a diverse and possibly a 
discordant element into the executive branch. It isn't 
necessary. The courts can protect the government from the 
opinions of an attorney general appointed by the governor, and
that attorney general does, in a sense, bear the same 
relationship to the governor as any attorney bears to his 
private client. It is an attorney-client relationship and the 
relationship has to be based on faith and personal selection.
I would strongly recommend that there be no other elective 
offices in the state.
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PRESIDENT EGAN: If there is no objection, the rules will be
suspended and Mr. Barr may have the floor on personal 
privilege.

BARR: I want to explain that since it is very clearly the
intention of this body to have two elected officials, there is 
no point in me introducing this other amendment and holding up 
proceedings. I never intend to hold up proceedings at all. I 
realize the shortness of time here, so I will not introduce 
that amendment at this time, although in my own heart, I 
believe that we should have an attorney general and 
commissioner of labor elected.



SUNDBORG: I would like to know if we are creating anywhere in
this constitution the office of the attorney general? And I 
ask it because in our article on direct legislation there is a 
provision that petitions for referendum and recall and the 
like, shall be filed with the attorney general who shall 
certify it to its sufficiency as to form, etc. Since we have 
not created that office, and I don't believe we should do it 
by indirection by assigning duties to the man whose office has 
not been created, I would like to be recognized at the end of 
this statement under the item of personal privilege, to make a 
motion and the motion would be that the rules be suspended and 
the Committee on Style and Drafting be instructed to make a 
substantive amendment in the article on direct legislation to 
provide that wherever the words "attorney general" appear, 
that they be changed to "secretary of state". I wonder if all 
of you recognize what the problem is. I think we have now 
agreed that in the executive department we are going to have 
one other officer at least besides the governor. He will be 
called the secretary of state. I wonder if all of you 
recognize what the problem is. I think we have now agreed 
that in the executive department we are going to have one 
other officer at least besides the governor. He will be 
called the secretary of state. It occurred to us in Style and 
Drafting that it would be entirely proper that the secretary 
of state should be the officer of the state with whom 
petitions under the initiative and under the referendum should 
be filed, that if he required legal services in order to 
satisfy himself that they were sufficient as to form, etc., he 
could get them from whatever officer of the state might be 
provided by
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legislation or otherwise for that purpose, but I think we are
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Alabama 25 U.S., 5 yrs. Yes X 4
Alaska — U.S., 1 yr. No Gov., Legis. r

Am. Samoa — U.S. No Gov., Legis. __r
Arizona 25 U.S. (10 yrs.), 5 yrs. No X 4
Arkansas 21 U.S., elector/ 1 yr. No X 4
California — U.S., state 5 yrs. X 4
Colorado 25 U.S., 2 yrs. Yes X 4
Connecticut — Elector 10 yrs. X 4
Delaware — — No X 4
District of Columbia — D.C. No Mayor, D.C. —
Florida 30 U.S., elector, 7 yrs. 5 yrs. X 4
Georgia 25 U.S. (10 yrs.), 4 yrs. 7 yrs. X 4
Guam — — No Gov., Legis. r

Hawaii — U.S.. 1 yr. Implied Gov., Sen. __ i /

Idaho 30 U.S., 2 yrs. Yes X 4
Illinois 25 U.S., 3 yrs. Yes X 4
Indiana 21 Slate Yes X 4
Iowa — Elector No X 4
Kansas — — Yes X 4
Kentucky 30 U S., 2 yrs. 8 yrs. X 4
Louisiana 25 U.S., elector, 5 yrs. 5 yrs. X 4
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Maine — — 1 No Legis. 2
Maryland — U.S., 10 yrs. 1 10 yrs. X 4
Massachusetts — 5 yrs. Yes X 4
Michigan 21 Elector, 6 months No X 4
Minnesota 21 U.S. (3 mos.), elector Implied X 4
Mississippi — U.S., elector 5 yrs. X 4
Missouri — U.S., 1 yr. No X 4
Montana 25 U.S., 2 yrs. 5 yrs. X 4
Nebraska — — No X 4
Nevada 25 Elector, 2 yrs. No X 4
New Hampshire — — Yes Gov., Exec. 

Council
4

New Jersey — State Implied Gov., Sen. 4
New Mexico 30 U.S., 5 yrs. Yes X 4
New York 30 U.S., 5 yrs. Implied X 4
North Carolina 21 Elector Yes X 4
North Dakota 
N. Mariana Is.

25 Elector, state Implied 
5 yrs.

X

Gov., Sen.
4

Ohio 18 Elector Implied X 4
Oklahoma 31 U.S., elector, 10 yrs. No X 4
Oregon 18 Elector No X 4
Pennsylvania 30 State, 7 yrs. Yes X 4
Puerto Rico' 21 U.S. Yes Gov., Sen. ___C

Rhode Is. 21 Elector Yes X 2
South Carolina — U.S., elector Implied X 4
South Dakota — State Yes X 4
Tennessee — — Implied SuDreme Ct. 8
Texas — — No X 4
Utah 25 U.S., elector Yes X 4
Vermont 21 U.S., elector Implied X 2
Virginia 30 U.S., state 5 yrs. X 4
Virgin Is. — U.S. Yes Gov., Sen.
Washington 21 Elector Yes X 4
West Virginia 25 U.S., 5 yrs. Yes X 4
Wisconsin — U.S., elector Implied X 4
Wyoming 21 Elector 4 yrs. Gov. __f

"N ote lim t ull ju risd ic tio n s  except K en tucky  nnd  New Mexico nllow tho  A ttorney  G en eral to serve  successive te rm s. B eginning  in 1991 New Mexico 
wili also nllow  the  A ttorney  G en eral to serve successive term s.

*For a  defin ition  o f  "elector," seo th e  co n stitu tio n  o f th e  specific s la te  th a t  h a s  th is  requ irem en t.
•The te rm  m ay ru n  for an  indefin ite  n u m b er o f  years.
"Tho te rm  ru n s  concurren tly  w ith  th e  s ta le  governor.
•T here  a re  no s ta tu to ry  req u irem en ts  in P u erto  Rico for th e  office o f A ttorney G en eral. H istorica lly , qua lifica tions re la ted  to U.S. c itizensh ip  nnd 

adm ission to th e  b a r  a re  required .

Q
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H o n o rab le  Jo e  G re en  
R e p re se n ta tiv e  
A la sk a  S ta te  L e g is la tu re  
S ta te  C a p ito l R o o m  118 
Ju n e au , A la s k a  9 9 8 0 1 -1 1 8 2

R e: H JR  19 - P ro p o s in g  a c o n s titu tio n a l
a m e n d m e n t to  e le c t the  a tto rn e y  g e n e ra l

D e a r  R e p re se n ta tiv e  G reen :

I a m  se n d in g  th is  m e m o ra n d u m  fo r th e  re c o rd  to  a c c o m p a n y  m y  te s tim o n y  o n  
H JR  19 (p ro p o s in g  a  c o n s titu tio n a l a m e n d m e n t to  e le c t th e  a tto rn e y  g en e ra l) .

In  o rd e r  in  e n su re  th a t a ll o f  the  d eb a te  a t th e  c o n s titu tio n a l c o n v e n tio n  is  b e fo re  th e  
Ju d ic ia ry  C o m m itte e , I h av e  a tta c h e d  a c o p y  o f  the  d e b a te  fo r  th e  c o m m itte e  files . T h e  d e b a te  
in c lu d e s  d is c u s s io n  o f  w h e th e r  to  h a v e  e le c te d  o ff ic e rs  o th e r  th a n  th e  g o v e rn o r  a n d  lie u te n a n t 
g o v ern o r (th en  se c re ta ry  o f  s ta te ), a n d  sp ec ifica lly  w h e th e r  to  e le c t an  a tto rn ey  g en era l. T w o  s tro n g  
po in ts  w ere  m a d e  in fa v o r  o f  th e  c o n c e p t o f  an  a p p o in te d  a tto rn e y  g en e ra l. T h e  firs t p o in t c o n c e rn e d  
th e  n a tu re  o f  th e  o ff ic e  o f  a tto rn e y  g en e ra l. T h o se  in  fa v o r  o f  an  e le c te d  a tto rn e y  g en e ra l 
c h a ra c te r iz e d  th e  o ff ic e  as th e  "a tto rn e y  fo r the  p e o p le ."  In  th a t c o n n e c tio n , it w a s  a rg u e d  th a t th e  
a tto rn ey  g en e ra l n ee d ed  a  fran ch ise  to  o ffice  g ran ted  by  th e  p e o p le  ra th e r  than  by  the  g o v ern o r. T h is  
c o n c e p t w as s tro n g ly  re fu te d  b y  d e le g a te  M c L a u g h lin  w h e n  h e  sa id :

T h e  b lu n t fac t is tha t there  is a  g enera l m isc o n c e p tio n  as to  the  fu n c tio n  o f  the 
a tto rn e y  g e n e ra l. T h e  a tto rn e y  g en e ra l is  a  la w y e r  a n d  h is  o p in io n  is  the  
e q u iv a le n t  o f  a n y  o th e r  law y er's . It can  b e  a tta c k e d . A n y  re c o m m e n d a tio n  
h e  m a k e s , i f  a c ted  u p o n , c an  a lw a y s  b e  a tta c k e d  in th e  c o u r ts  by  p r iv a te  
c i t iz e n s . H is  o p in io n  is w o rth  th e  p a p e r  it is  w ritte n  u p o n . It's im p re s s iv e  
u p o n  th e  s ta te  an d  th e  o ff ic ia ls  a re  b o u n d  b y  it u n til  so m e  ira te  ta x p a y e r 
a tta c k s  it and  th e  a c tio n s  ta k e n  u n d e r  th e  a u th o r ity  o f  it, a n d  th e  c o u r ts  c a n  
p ro m p tly  o v e rru le  it.

M in u te s  o f  th e  A la s k a  C o n s titu tio n  C o n v e n tio n  a t 2 1 9 6 .

T h e  a tto rn ey  g en e ra l is  the  g o v e rn o r’s  c h ie f  legal a dv iso r. In th is  c ap ac ity , h e  ad v ise s  
no t o n ly  the  e x e c u tiv e , b u t th e  p r in c ip a l d e p a r tm e n t h e a d s  a n d  s ta te  a g e n c ie s  u n d e r  th e  g o v e rn o r ’s

PLEASE REPLY TO:

O  1031 WEST4THAVENUE. SUITE200 
ANCHORAGE. ALASKA 99501-1994 
PHONE: (907)269-5100
FAX: (907)276-3697

a  KEY BANK BUILDING
100 CUSHMAN ST., SUITE 400 
FAIRBANKS. ALASKA 99701-4679 
PHONE: (907)451-2811
FAX: (907)451-2846

TONY KNOWLES, GOVERNOR

f t
P.O. BOX 110300-DIMOND COURTHOUSE 
JUNEAU. ALASKA 99811-0300 
PHONE. (907)465-3600 
FAX: (907)465-6735
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su p e rv is io n . B y  e n jo y in g  th e  c o n f id e n c e  o f  th e  g o v e rn o r , th e  p u b lic  in te re s t  is  b e n e f ite d  b y  a  
c o n s o lid a te d  la w  o ff ic e  th a t is  b o th  e ff ic ie n t  a n d  e c o n o m ic a l.

T h e  se c o n d  p o in t  m a d e  re la te d  to  a c c o u n ta b ili ty  o f  th e  g o v e rn m e n t to  th e  p eo p le . 
C o n v en tio n  d e leg a te s  w e re  p rep a red  to  m a k e  d ra s tic  c h a n g es  fro m  the  d iffu se d  fo rm  o f  g o v e rn m e n t 
p ro v id e d  th ro u g h  th e  T e rrito ry  o f  A la sk a . Y o u  w ill reca ll th a t m an y  b as ic  s ta te  re sp o n s ib ilitie s  w e re  
u n d e r  fe d e ra l a g e n c y  ju r is d ic t io n . T h e  g o v e rn o r , c o lle c to r  o f  c u s to m s , a d ju ta n t  g e n e ra l, U .S . 
m a rsh a l, ju d g e s ,  d is tr ic t  a tto rn e y s , a n d  o th e r  o ff ic ia ls  w e re  fed e ra l a p p o in te e s . T o  d ilu te  the  
a u th o r ity  o f  th e se  fe d e ra lly  a p p o in te d  o ff ic ia ls , th e  te rr ito r ia l  le g is la tu re  p ro v id e d  fo r  a  n u m b e r  o f  
lo c a lly  e le c te d  o ff ic ia ls  in c lu d in g  th e  a tto rn e y  g e n e ra l, tre a su re r , h ig h w a y  e n g in e e r , a n d  
c o m m is s io n e r  o f  la b o r. A s a  re s u lt  o f  th is  f ra g m e n ta tio n  o f  a u th o rity , n o  s in g le  o f f ic e r  w a s  
a c c o u n ta b le  fo r  th e  p e rfo rm a n c e  o f  g o v e rn m e n t. T h e  ra tio n a le  fo r  a  m in im u m  n u m b e r  o f  e le c te d  
o ff ic ia ls  w a s  e x p re s se d  b y  D e le g a te  L u n d b o rg  a s  fo llo w s:

W e  in  o u r  c o m m itte e  f e l t  th a t  it  w o u ld  b e  th e  w ish e s  o f  th e  m a jo r i ty  o f  th e  
C o n v e n tio n  to  h a v e  a  s tro n g  e x e c u tiv e . B y  th a t w e  d id  n o t  m e a n  a  d ic ta to r , 
o n e  w h o  w o u ld  g e t in to  p o w e r  a n d  b e  th e  a b so lu te  p o w e r  in  the  s ta te , b u t  one  
w h o  th ro u g h  a p p o in tiv e  p o w e rs  w o u ld  be  a b le  to  se le c t h is  c o -w o rk e rs  d o w n  
th ro u g h  th e  v a r io u s  o ff ic e s  so  th a t w h e n  th e  s ta te 's  fu n c tio n s  w o u ld  b e  
su c ce ssfu l, w e  c o u ld  sa y  th a t w e  h a d  a  g o o d  g o v e rn o r, a n d  w h e n  th e y  w o u ld  
n o t b e  su c ce ssfu l w e  w o u ld  k n o w  w h o  to  b la m e  a n d  c o u ld  v o te  a c c o rd in g ly  
a t th e  n e x t e le c tio n .

M in u te s  o f  th e  C o n s titu tio n a l  C o n v e n tio n  a t 2 2 1 7 . I su b m it  th a t th e se  re a so n s  h a v e  c o n f n u e d  
v ia b il i ty  o v e r  4 0  y ea rs  a f te r  th e y  w e re  e x p re sse d . I h a v e  a lso  e n c lo s e d  a  c o p y  o f  a  tra n sc r ip t o f  
te s tim o n y  o n  a  se n a te  reso lu tio n  o n  th is  su b jec t, and  a  c o p y  o f  an  a rtic le  th a t a p p e a re d  o n  th e  O p in io n  
P a g e  o f  th e  A n c h o ra g e  D a ily  N e w s .

I o f fe r  th e  fo llo w in g  c o m m e n ts  c o n c e rn in g  sp e c if ic  p ro v is io n s  o f  th e  re so lu tio n :

(1 ) T h e  Ju d ic ia ry  C o m m itte e  sh o u ld  c a re fu lly  c o n s id e r  sec . 2 , w h ic h  p ro h ib its  th e  
g o v e rn o r  f ro m  re o rg a n iz in g  th e  O ff ic e  o f  th e  A tto rn e y  G e n e ra l. T h is  w o u ld  le a v e  o rg a n iz a tio n  o f  
th e  o f f ic e  e n t i re ly  u p  to  th e  a tto rn e y  g e n e ra l a n d  to  a  le s s e r  d eg re e , th e  le g is la tu re , w h ic h  can  
in flu en c e  o rg a n iz a tio n  b y  p re sc rib in g  c e rta in  d u ties  b y  law . T h is  in s u la tio n  o f  th e  a tto rn e y  g e n e ra l 
m ay  b e  d e s ira b le  to  p re se rv e  in d e p e n d e n c e , b u t it m a y  a lso  c re a te  a w a ll b e tw e e n  th e  g o v e rn o r  a n d  
h is la w y e r  th a t c a n n o t b e  c ro ssed . T h is  c o u ld  c au se  the  g o v e rn o r to  e s ta b lish  se p a ra te  c o u n se l w ith in  
th e  O ff ic e  o f  G o v e rn o r  a n d  o th e r  p r in c ip a l  d e p a r tm e n ts .

(2 ) S e c tio n  5 o f  th e  re s o lu tio n  p ro v id e s  th a t th e  le g is la tu re  m a y  p re s c r ib e  
a d d itio n a l q u a lif ic a tio n s  fo r th e  O ffic e  o f  the  A tto rn e y  G en era l. P ro p o se d  sec . 2 8 (a ). T h is  p ro v is io n  
is  e x c e e d in g ly  b ro a d , a n d  ten d s  to  h a n d  to  the  leg is la tu re  a  p o w e r  tha t is  n o t g iv e n  fo r o th e r  s ta tew id e
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o ff ic e h o ld e rs . T h is  p ro v is io n  n e e d s  so m e  d is c u s s io n  in  c o m m itte e  to  d e v e lo p  th e  in te n t o f  th e  
sp o n so r.

(3 ) S e c tio n  5 a lso  c o n ta in s  a  p ro v is io n  th a t w ill fu n d a m e n ta lly  a lte r  th e  
r e s p o n s ib il i t ie s  o f  th e  a tto rn e y  g e n e ra l. In p ro p o s e d  sec . 2 8 (c ) , th e  a tto rn e y  g e n e ra l is  re q u ire d  to  
defend  th e  s ta te , s ta te  agen cies , p u b lic  c o rp o ra tio n s , o r  a  s ta te  p u b lic  en te rp rise . N o  m e n tio n  is  m a d e  
o f  th e  p o w e r  o f  th e  a tto rn e y  g en e ra l to  b r in g  su its  on  b e h a lf  o f  th e  s ta te . T h is  o m is s io n  sh o u ld  be  
re m e d ie d . I f  th e  le g is la tu re  fa ils  to  p re s c r ib e  o th e r  n o n - li t ig a t io n  re la te d  d u tie s  fo r  th e  a tto rn e y  
general, th e  o ff ic e  w ill d ev o lv e  in to  an  ag en cy  e x c lu s iv e ly  e n g a g e d  in l it ig a tio n  o n  b e h a lf  o f  p u b lic  
agencies. T h is  w o u ld  be  s im ila r to  the  U .S . D e p a r tm e n t o f  Ju s tic e , w h ic h  m a y  h a v e  th e  u n in te n d e d  
e ffe c t o f  h a s te n in g  th e  e s ta b lish m e n t o f  a g e n c y  c o u n s e l  in  th e  v a rio u s  p r in c ip a l d e p a r tm e n ts  w h o  
w o u ld  b e  re s p o n s ib le  fo r  g en e ra l a d v ic e  to  a g e n c ie s  n o t in v o lv in g  litig a tio n .

(4 ) T h e  re so lu tio n  m a y  h av e  the  u n in te n d e d  e ffe c t o f  e x p a n d in g  th e  p o w e rs  o f  the  
a tto rney  g e n e ra l c o n c e rn in g  rep re sen ta tio n  o f  p u b lic  e n ti t ie s  in  c iv il m a tte rs . T h e  lis t o f  e n titie s  to  
be  re p re se n te d  b y  th e  e le c te d  a tto rn ey  g en e ra l m e n tio n e d  in  sec . 28  (c) c o u ld  b e  in te ip re te d  to  in c lu d e  
state  sp e c ia l s e rv ic e  a reas , and  s ta te  c h a rte re d  c o rp o ra tio n s  n o t c u rre n tly  re p re se n te d  in lit ig a tio n  by  
the  O ff ic e  o f  th e  A tto rn e y  G e n e ra l. F o r  e x a m p le , th e  A la s k a  R a ilro a d  C o rp o ra tio n  a n d  th e  
U n iv e rs ity  o f  A la s k a  a re  ty p ica lly  re p re se n te d  b y  s e p a ra te  c o u n se l.

(5 ) T h e  re q u ire m e n t to  d e fe n d  v io la tio n s  o f  s ta te  c r im in a l law  in c lu d in g  
in f ra c t io n s  a n d  v io la t io n s  m ay  h av e  th e  u n in te n d e d  e ffe c t o f  sh if tin g  to  the  a tto rn e y  g e n e ra l th e  
bu rden  o f  p ro se c u tin g  m o to r  v e h ic le , tra ff ic  a n d  o th e r  m in o r  o ffe n se s  c h a rg e d  b y  m u n ic ip a l p e a c e  
o ff ic e rs . T h is  w o u ld  h a v e  a  s ig n if ic a n t f isca l e f fe c t  o n  th e  b u d g e t  o f  th e  O ff ic e  o f  th e  A tto rn e y  
G en era l.

T h e  d e p a r tm e n t h as  p re p a re d  a n d  w ill  s e p a ra te ly  su b m it a  f isca l n o te  o u tl in in g  the  
in c rea se d  a p p ro p r ia t io n s  n ee d e d  to  im p le m e n t th e  re s o lu tio n s .

T h a n k  -y o u  fo r th e  o p p o r tu n ity  to  c o m m e n t  on  th e  re so lu tio n .

V e ry  t ru ly  y o u rs ,

B R U C E  M . B O T E L H O
A T T O R N E Y  G E N E R A L

B y:
L . B a ld w in  

A s s is ta n t  A tto rn e y  G e n e ra l
JL B :c lh
E n c lo su re s
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m ajor c o s t th a t m ay even tua lly  o ccu r as a resu lt o f chang ing  from  an appo in ted  to  an e lected  a tto rn e y  general w ill 
be th e  p ro life ra tio n  o f special counse l on th e  s ta ffs  o f m a jor depa rtm en ts . In o the r s ta te s  w ith  e lected a tto rn e ys  
genera l, agency  counse l have been em p loyed  to  g ive  d e p a rtm e n t heads a “ second" op in ion  in con trove rs ia l 
m a tte rs . T hese  counse l usually do  n o t have th e  a u th o r ity  to  litiga te , b u t th e y  p rov ide  legal adv ice  to  depa rtm en t 
heads and  s u b m it am icus b rie fs  in lit ig a tio n  a ffe c tin g  the ir d e p a rtm e n t's  p rogram s. It is n o t unusua l in these  
s ta te s  to  see fo u r o r five  separate b rie fs  filed in a s ing le  m a tte r, in add ition  to  the  a tto rn e y  genera l’ s b rie f, 
re p re se n tin g  th e  va ry ing  v ie w p o in ts  o f d iffe re n t agenc ies. C osts  fo r a s ing le  specia l counse l, inc lud ing  secretaria l 
a ss is ta n ce , to ta l app rox im a te ly  $ 1 5 0 ,0 0 0  per year in 1 9 9 7  do lla rs. A lth o u g h  it is h igh ly  specu la tive  a t th is  tim e  
to  a c c u ra te ly  say h o w  extens ive  th e  use o f in -house  counse l w ill be if the re  is an e lected  a tto rn e y  general, over 
tim e , it  co u ld  easily exceed $ 1 ,5 0 0 ,0 0 0  per fisca l year.

T he g re a te s t p o te n tia l fiscal im pac t on th e  D epa rtm en t o f Law  fro m  the  p roposed c o n s titu tio n a l am endm ent 
com es fro m  expanded du ties  as described in S ection  28  ( c ). Th is  language is broader than  th e  language 
c u rre n tly  in  AS 4 4 .2 3 .0 2 0  in tw o  w a ys . By inc lus ion  o f th e  language "s ta te  pub lic  c o rp o ra tio n " , the  proposed 
a m e n d m e n t appears to  include the  A laska Railroad C o rpo ra tion  and U n ive rs ity  o f A laska as e n titie s  th a t the  
a tto rn e y  genera l shall defend in c iv il a c tio n s . B o th  o f th e se  o rgan iza tions cu rre n tly  m a in ta in  th e ir ow n  counse l.

S e co n d ly , Sec. 2 8  ( c I requires th e  s ta te  "p ro s e c u te  v io la tio n s  o f S tate  crim ina l la w , inc lud ing  in fra c tio n s  and 
v io la t io n s " . The depa rtm en t assum es th a t th e  c o u rts  w o u ld  con tinue  to  a llow  th e  a tto rn e y  general broad 
d is c re tio n  over th e  in itia tio n , p ro se cu tio n  and d isp o s itio n  o f cases, bo th  c iv il and crim ina l. For exam ple, under 
p re se n t la w , d is tr ic t a tto rn e ys  do n o t appear in c o u rt fo r m o s t m inor tra ff ic  v io la tio n s . T he  charg ing  po lice  o ffice r 
p re se n ts  th e  s ta te 's  case to  the  ju d g e . If th is  language w e re  to  cause the  co u rt to  ru le o th e rw ise , the  expense to  
th e  s ta te  to  have d is tr ic t a tto rn e ys  appear in every case invo lv ing  a m inor in fra c tio n  or v io la tio n  w ou ld  be 

s u b s ta n tia l.

H o w e ve r, th e  d e p a rtm en t canno t m ake a s im ila r a ssu m p tio n  a bou t the add ition  o f s ta te  co rp o ra tion s  to  its  
w o rk lo a d . The A laska Railroad C o rpo ra tion  (ARRC) has on s ta ff three fu ll tim e  a tto rn e y s , and cu rre n tly  expends 
a p p ro x im a te ly  $ 2 0 0 ,0 0 0  a year on  c o n tra c t o u ts id e  counse l. The U n ivers ity  has a legal s ta f f  o f fo u r a tto rn e ys , 
and e s tim a te s  th e ir annual expend itu res  on  o u ts id e  counse l a t app rox im a te ly  $1 m illion . P resum ably, legal 
se rv ices  cou ld  be prov ided to  these  agenc ies th ro u g h  re im bursab le  services ag reem en ts , and the  D epartm ent o f 
Law  w o u ld  requ ire  su ffic ie n t in te ragency  rece ip t a u th o r ity  to  take  over these  fu n c tio n s . P ractica lly , w h e th e r 
the re  w o u ld  be add itiona l cos ts  lo r savings) in im p lem en ting  such a transfe r w o u ld  requ ire  a m ore deta iled 
ana lys is  to  de te rm ine .

In a d d itio n , th e  proposed am endm ent rem oves the  g o v e rn o r's  o rganizationa l and supe rv iso ry  co n tro ls  ove r any 
fu n c tio n  or u n it headed by the  a tto rn e y  genera l. These co n tro ls  are norm ally m ain ta ined  th ro u g h  execu tive  
b ranch  p rocedura l requ irem ents im posed  on o the r e xe cu tive  branch agencies by th e  D epa rtm en t o f A d m in is tra tio n  
and th e  O ffic e  o f M anagem ent and B udge t on beha lf o f th e  governor.

It is a n tic ip a te d  th a t the  D epartm ent o f Law  w o u ld  c o n tin u e  to  use centra lly  p rov ided  serv ices such as 
a c c o u n tin g , pu rchas ing , leasing and supp ly , p ro fess iona l services co n tra c tin g , in fo rm a tio n  m anagem ent, and 
d u p lica tin g  serv ices on a "se rv ice  bu reau " basis and s till m a in ta in  the  a tto rn e y  gene ra l's  fu n c tio n s  free fro m  the  
g o v e rn o r 's  supe rv is ion . Personnel a d m in is tra tio n , h o w e ve r, is m ore prob lem atic . To  use the  D epa rtm ent o f 
A d m in is tra tio n 's  c lass ifica tion  sys te m  w o u ld  re ta in  an e lem ent o f con tro l by the gove rn o r over the  D epartm ent o f 
Law  in te rm s  o f im posing  fu n c tio n a l changes in p o s itio n  descrip tions  and du ties . The d e p a rtm e n t assum es it 
w o u ld  have  to  do its  ow n  c la ss ifica tio n s , c rea te  and m a in ta in  position  e lig ib ility  lis ts , and m a in ta in  a m ore  in -depth  
reco rds  sys te m  fo r personnel than  it n o w  does. The d e p a rtm en t estim ates it w ou ld  requ ire  2 ne w  PFT Personnel 
A s s is ta n t I (R12) pos itions , and 1 PFT A d m in is tra tiv e  C lerk III (R IO ) pos ition , a t an es tim a ted  c o s t o f $ 2 1 7 ,0 0 0  
per year to  p e rfo rm  these fu n c tio n s  (using FY 98  salaries fo r illus tra tion  purposes).
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FISCAL NOTE

Revision Date __________________
Title "Proposing Amendments to the Constitution...
relating to the election and duties o f the attorney genera l"
Sponsor Representatives Green, Barnes_____________

Requester House Judiciary____________________________

Expenditures/Revenues

STATE OF ALASKA
1998 LEG ISLA TIV E SESSION

BILL NO. HJR 19

Dept. Affected 
'BRU

Office of the Governor
Executive Operations

Component Executive Office

Component Serial No. 

(T housands o f D o lla rs)
O PERATIN G  EXPENDITURES FY 99 FY 00 FY 01 FY 02 FY 03 FY 04
Personal Services 
Travel 
Contractual 
Supplies 
Equipm ent 
Land & S tructures 
Grants & C laims 
M iscellaneous

T O T A L OPERATING 0.0 0.0 0.0 0.0

C A P ITA L EXPENDITURES

mC HANG E IN REVENUES (

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 G F/Program  Receipts
1037 GF/M ental Health
O ther (Specify Type)

TO TAL 0.0 0.0 0.0 0.0 ******

E s tim a te  o f  any  c u rre n t yea r (FY98) co s t: 0.0

POSITIONS
Full-time 3 3
Part-time
Tem porary

AN A LY S IS : (Attach a separate page if necessary)
This analysis emulates the organizational stiucture of the states of Washington, Oregon and Arizona.
Each of these states has an elected attorney general, and each Governor has on-staff counsel to respond 
to general legal questions, public policy issues, internal matters, open meeting laws, ethics laws, 
revocation of appointments, handle extraditions and petitions, prepare administrative orders, deeds 
relating to the state's natural resources, etc., and to carry out the constitutional requirements of the 
Governor (i.e., executive clemency, messages to the Legislature, executive orders)

The constitutional amendments proposed by this resolution would be on the 1998 ballot. If approved by 
voters, the first election of an attorney general would occur in November 2002. Fiscal impact to the Office 
of the Governor would begin in FY03. The fiscal analysis is attached._______________________________

Prepared by Michael A. Nizich, Administrative D irector;
D ivision Administrative Services

Approved by Jim Ayers, C hief o f S taff

Agency Office o f the Governor ^  d

Phone
Date

Date

465-3876
2/3/98
2/3/98

PREPARER TO PROVIDE A L L  DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office 
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H J R  19 f is c a l  a n a y s is :

T h i s  f is c a l  im p a c t  in  b e lo w  is fo r  i l l u s t r a t i o n  p u r p o s e s  o n ly  a n d  is b a s e d  o n  F Y 9 S  c o s ts  
a n d  s a la r ie s .  T h e  f is c a l  im p a c t  a s s o c ia te d  w i th  a n  e le c t e d  a t to rn e y  g e n e ra l  w o u ld  n o t  b e  
r e a l i z e d  u n t i l  F Y 0 3 , a n d  a c c u r a te  c o s ts  w il l  n e e d  to  b e  id e n t i f ie d  th e n . A d d i t io n a l ly ,  i f  
t h e  v o te r s  a p p r o v e  th e  c o n s t i tu t io n a l  a m e n d m e n t  c a l l i n g  fo r  a n  e le c te d  a t to r n e y  g e n e r a l ,  
th e  f u n c t io n s  a n d  d u t ie s  o f  th e  a t to r n e y  g e n e ra l  w i l l  n e e d  to  b e  d e f in e d  a n d  m a y  r e s u l t  in  
f u r th e r  f is c a l  im p a c t .

T h i s  n o te  a s s u m e s  a n  in c r e a s e  in  G o v e r n o r ’s  s t a f f  b y  th r e e  p o s i t io n s  — a n  a t to r n e y ,  r g . 2 6 , 
a  p a r a le g a l ,  rg . 19, a n d  a n  e x e c u t iv e  s e c r e ta r y ,  rg . 1 4 . F is c a l  n o te  fu r th e r  a s s u m e s  
e x i s t in g  s t a t e - o w n e d  o f f ic e  s p a c e  w o u ld  b e  a v a i l a b l e  a n d  d o e s  n o t  in c lu d e  le a s e  c o s ts .

P e r s o n a l  s e r v ic e s :  th r e e  P F T s

C o n t r a c tu a l :

S u p p l ie s :

E q u ip m e n t :

c o m m .,  p h o n e s ,  p o s ta g e ,  to l ls  
c o u r i e r  s v c s . ,  s u b s c r ip ts ,  e tc .

o f f ic e / l ib r a r y  s u p p l ie s

o f f ic e  f u r n i tu r e ,  D P  a n d  
c o m m u n ic a t io n  e q u ip m e n t

1 9 6 .0

21.6

10.1 

3 9 .2  *

T o ta l  f ir s t  y e a r  c o s ts : 2 6 6 .9

* 3 9 .2  f ir s t  y e a r  s e t - u p  c o s ts  o n ly  a n d  n o t  
r e q u i r e d  in  s u b s e q u e n t  y e a r s .



S p o n s o r  S t a t e m e n t

HJR 19 - Election of the A ttorney  G eneral

H J R  19 p r o p o s e s  to  a m e n d  th e  A la s k a  C o n s t i t u t i o n  to  e le c t  t h e  s t a t e  a t t o r n e y  g e n e r a l .

T h e  n o t i o n  o f  e le c t in g ,  r a t h e r  t h a n  a p p o i n t i n g ,  t h e  s t a t e 's  c h i e f  l e g a l  o f f i c e r  is  
n o t  n e w .  P r e s e n t l y ,  4 4  o t h e r  s t a t e s  e le c t  t h e i r  a t t o r n e y  g e n e r a l .  S e v e r a l  
r e s o l u t i o n s  p r o p o s i n g  to  d o  s o  h a v e  b e e n  i n t r o d u c e d  in  p r e c e e d i n g  A l a s k a  
l e g i s l a t u r e s .  I n  f a c t ,  t h e  s u b je c t  w a s  c o n s i d e r e d  b y  th e  A la s k a  C o n s t i t u t i o n a l  
C o n v e n t i o n .  F a i r b a n k s  d e l e g a t e  F r a n k  B a r r  p r o p o s e d  a  r e s o l u t i o n  to  th e  
c o n v e n t i o n  t h a t  w o u l d  h a v e  a l l o w e d  A l a s k a n s  to  e le c t  t h e i r  a t t o r n e y  g e n e r a l ,  
b u t  w a s  v o t e d  d o w n .

M y  a r g u e m e n t s  f o r  d i r e c t  s e l e c t io n  o f  t h e  a t t o r n e y  g e n e r a l  b y  t h e  v o t e r s  a r e :
E l e c t io n  p r o v i d e s  f o r  g r e a t e r  a u t o n o m y  f o r  t h e  a t t o r n e y  g e n e r a l  a n d  t h e  
d e p a r t m e n t  o f  l a w ;  e le c t io n  p r o v i d e s  f o r  f r e e d o m  f r o m  p o l i t i c a l  
m a n i p u l a t i o n ;  a n d ,  e l e c t io n  p r o v i d e s  f o r  a  s t r o n g e r  l in k  b e t w e e n  t h e  a t t o r n e y  
g e n e r a l  a n d  h i s  o r  h e r  r e a l  c l i e n t s  -- t h e  p e o p l e  o f  A la s k a .

C u r r e n t  l a w  d e f i n e s  th e  a t t o r n e y  g e n e r a l  a s  " th e  l e g a l  a d v i s o r  o f  t h e  g o v e r n o r  
a n d  o t h e r  s t a t e  o f f ic e r s "  (A S  4 4 .2 3 .0 2 0 ) . B y  d e f i n i t i o n ,  t h e  r e l a t i o n s h i p  
b e t w e e n  t h e  g o v e r n o r  a n d  h i s  a t t o r n e y  p r e c l u d e s  a u t o n o m o u s ,  i n d e p e n d e n t  
a c t io n .  U n d e r  t h e  c u r r e n t  a r r a n g e m e n t ,  th e  a t t o r n e y  g e n e r a l ,  a s  a  p o l i t i c a l  
a p p o i n t e e  a n d  m e m b e r  o f  t h e  g o v e r n o r 's  c a b in e t ,  is  o b l i g a t e d  to  t a k e  i n t o  
a c c o u n t  t h e  s a m e  p o l i t i c a l  c o n s i d e r a t i o n s  a s  o t h e r  c a b in e t  o f f ic e r s .  W h i l e  th e  
a t t o r n e y  g e n e r a l  m a y  n o t  n e c e s s a r i l y  i n t e r p r e t  t h e  l a w  to  s a t i s f y  t h e  p o l i t i c a l  
n e e d s  o f  t h e  g o v e r n o r ,  i t  is  d i f f i c u l t  to  i m a g i n e  t h a t  h e  w o u l d  n o t  t a k e  
p o t e n t i a l  p o l i t i c a l  c o n s e q u e n c e s  i n to  c o n s i d e r a t i o n  d u r i n g  h i s  d e l i b e r a t i o n s .

I n  s u m m a r y ,  t h e  q u e s t i o n  is: s h o u l d  t h e  a t t o r n e y  g e n e r a l  o f  A l a s k a  r e p r e s e n t  
t h e  g o v e r n o r  o r  b e  t h e  c h i e f  l e g a l  o f f ic e r  r e p r e s e n t i n g  th e  p e o p l e  o f  A l a s k a ?  I f  
y o u  b e l i e v e ,  l ik e  I d o ,  t h a t  t h e  a t t o r n e y  g e n e r a l  s h o u l d  r e p r e s e n t  t h e  p e o p l e ,  
t h e n  I u r g e  y o u r  s u p p o r t  o f  H J R  19.





FISCAL NOTE
STATE OF A L A SK A  B IL L  N O . H JR  25
*997 LEGISLATIVE SESSION 
Revision Date Dept Affected Office of the Governor

Title Const. Amdt.: Regarding the Permanent Fund 8RU Elective Operations

Interest ar\d Dividend Component General and Primary Elections

Sponsor Representative Austerman

Requester House State Affairs Component Serial No #22

Expenditures/Revenues (T h o u sa n d s  o f D o ila rs )

OPERATING EXPENDITURES FY 98 FY 99 FY 00 FY 01 FY 02 FY 03 I

Personal Services !

Travel
Contractual 3 0

Supplies f

Equipment I

Land & Structures ;

Grants & Claims I
M iscellaneous

“  TOTAL OPERATING 0.0 3.0 0.0 0.0 0.0 o c

C APITAL EXPENDITURES | I

IC H A N G E IN  REVENUES [ ] i

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match ~ 1

1004 GF 3 0
1005 GF/Program Recoipts
1037 GF/Mental Health 1
Other 1

TOTAL 0.0 3.0 0.0 0.0 0.0 0.3 1

E s tim a te  o f any cu rre n t yea r (FY97) coat: none

POSITIONS
Full-time 0 1
Part-time C i
Temporary 0

, -  ^

AN A LY SIS : (Attach a separate page if necessary)
1

T h is  fig u re  inc ludes the co s t o f p rov id ing  in fo rm a tion  about th is :ssue m the O ffic ia l F le c tio n  P a m p h le t as requ ired  by AS 
15 50. and  the p rog ram m ing  cos ts  fo r coun ting  vo tes  cast o-- S o  m easure  H ow ever, on ly  fo u r m e a su re s  can  be 

p rin te d  on a s ing le  ba llo t card If th is m easu re  requ .ies  p rim ing  an a d d ition s ' ba ilo t ca rd , the co s ts  w iil inc rease  by 
$56.0. |

t

i

!
Prepared by Dana LaTour ' ^  y ' ^ Phone 465-5347
Division Division of Elections Date 3/7/97

Approved by Co Lt Governor Fran Ulmer ■ I s , ' . . . . '  / Date 3/7/97
Agency Office of the Lleutenant.g'c.verno--

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further diatriDution information ca.; the Governor'! Log'Slatlve Office



A la sk a  P e rm a n e n t  F u n d  C o rp o ra tio n
P.O. Box 25500 Juneau, Alaska 99802-5500 

(907) 465-2047

M E M O R A N D U M

D ATE:

TO:

FRO M :

A pril 30, 1997

R e p re se n ta tiv e  Jo e  G reen  
C h a irm an , H ou se  Ju d ic ia ry  C om m ittee

„  S h MEfynron I. M a l l o t t ^ ^ ^
E xecu tive  D irec to r

S U B JE C T : P e rm a n e n t F u n d  L egal Issues

I  am  h e re w ith  fo rw ard ing  to  you, fo r in fo rm atio n  pu rp oses only, copies of 
tw o le g a l opinions we rece ived  th is  w eek from  our legal counsel, Ron 
L o re n se n  o f S im pson, T illin g h as t, S o ren sen  an d  L orensen . A lthou gh  th e  
is su e s  ra ise d  in th e se  tw o m em o ran d a  re la te  d irec tly  to SB  161, th e y  a re  
is su e s  w h ich  also b ear, in  a  b ro ad  con tex t, on th e  su b jec t d iscussed  e a r lie r  
th is  w eek  in  your com m ittee  re g a rd in g  H JR  25.

I u n d e rs ta n d  th a t  H ouse Ju d ic ia ry  voted to  ta b le  H JR  25. On b e h a lf  of 
m y se lf  an d  th e  A PFC s ta f f  w ho a p p e a re d  before y o u r com m ittee, w e 
a p p re c ia te d  th e  fran k  d iscussio n  a n d  w ould be p leased  to d iscuss an y  
P e rm a n e n t F un d  issu es  w ith  you o r y o u r com m ittee  an y tim e  a t  y o u r 
conv en ien ce in th e  fu tu re .

A tta c h m e n ts



LESLIE LONCENBAUCH 
RONALD V. LOMNSEN 
E, BUDD SIMPSON 
STEPHEN F. SORENSEN 
JON K TTLLINGHAST

ATTORNEYS AT LAV
Simpson, T ilunghast, Sorensen 8 Lorensen

A PROFESSIONAL CORPORATION 
ONB SBAIASKA PLAZA, SUITE 300 

JUNEAU, ALASKA 89501

PHONE (907 ) 588-1400 
FAX (907 ) 080-3066

DANE. K  INOUYE 
KATHRYN L, KURTZ 
L. M2RRQJ. LOWDBN

MEMORANDUM

To: Byron I. Mallott, Executive Dii^jr^APFC

From: Ron Lorensen, STS&L 

Date: April 29, 1997

Re: Liability issues associated with SB 161, Relating to management of certain municipal assets
by the Alaska Permanent Fund Corporation 

Our File No,: 846,1

The provisions of proposed AS 37.13.310 (set out in SB 161) call for the Alaska Peimanent 
Fund Corporation ("APFC") to manage certain assets of Alaskan municipalities on their behalf. You 
have asked whether and under what circumstances a municipality whose assets were managed by 
tho APFC might be able to assert a claim against tho corporation based on its investment policies or 
decisions.

As very general rules of thumb, liability would not arise where a loss is the result of external 
market forces over which the APFC had no control, The circumstances under which liability might 
arise are those in which the decision or action of the APFC (or its own investment managers) vary 
from those that a "prudent investment manager" would exercise under similar circumstances. 
Unfortunately, because of the myriad factual situations that could develop in the course of the 
APFC’s investment activities, it is difficult to give a more specific or definitive answer to the 
question without developing a very comprehensive and lengthy opinion addressing tho issues.

To the extent that it may seem advisable to the APFC and the Legislature to protect the 
corporation against these kinds of claims by municipalities, it may make sense for the Legislature
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Simpson. T iujnghast. Sorensen 8  Lorensen, P .C

Byron I. Mallott 
April 29,1997 
Page 2

amend SB 161 by adding a provision to AS 37.13.310 that expressly limits the APFC’s liability to 
municipalities whose assets it manages. The following is possible language to accomplish that 
result:

1. Re-designate present subsection (d) as (e).

2. Insert a new subsection (d) to read:

(d) A municipality that directs the corporation to manage its assets under this 
section accepts the investment policies and decisions of the corporation and has no 
right or authority to instruct the corporation with respect to the investment of all or 
any part of those assets. The corporation's liability to a municipality for which it 
manages the municipality's assets under this section is limited to claims of gross 
negligence or of conduct that is willful, wanton, or reckless in the handling or 
investment of those assets,

cc: Jim Baldwin, Assistant Attorney General



LESLIE LONGENBAUCH 
RONALD W. LORENSEN 
E, BUDD SIMPSON 
STEPHEN F. SORENSEN 
JON K. TMINCHaJT

ATTORNEYS AT LAV
Simpson, T h u n g h a st , Sorensen S Lorensen

A  PROFESSIONAL CORPORATION 
ONE iEALASKA PLAZA, SUITE 300 

JUNEAU, ALASKA 99301

PHONE (907) 588-1400 
FAX (9071 588-3085

DANIEL H. INOUYE 
KATHRYN L, KURTZ 
L. MERRILL LOWDEN

MEMORANDUM

To: Byron I. Mallott, Executive Dfrefctor, APFC

From: Ron Lorensen, STS&L /I I \b  ' 

Date: April 29,1997 \

Re: SB 161, Relating to management of certain municipal assets by the Alaska Permanent Fund
Corporation

Our File No.: 84-6.1

At your request, I have looked into the question of whether enactment of SB 161 to provide 
for management of certain municipal assets by the Alaska Permanent Fund Corporation (‘'APFC1') 
might cause the APFC to be treated as an “investment advisor" under the federal Investment 
Advisors Act of 1940 (as amended). The answer is that it would not.

The Act is found at 15 U.S.C. §80b-l et seq. Under 15 U.S.C. §80b»2(b), States and "any 
agency, authority, or instrumentality of [a State]" and “any officer, agent, or employee of the 
foregoing acting as such in the course of his official duty" are excluded from coverage of the Act 
unless a specific provision of the Act expressly applies. I have reviewed the entire Act and there are 
no provisions that attempt to regulate the investment activities of States or their officers, etc.1

cc: Jim Baldwin, Assistant Attorney General

1 I also looked at the related question of whether the APFC might be subject to federal
regulation under the separate Investment Company Act of 1940 (15 U.S.C. §80a-l et seq.). The 
answer is the same: that Act also expressly.excludes States and their agencies and officers, etc.
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M E M O R A N D U M

DATE: A pril 28, 1997

TO: R ep re sen ta tiv e  Jo e  G reen
C h a irm an , H ouse Ju d ic ia ry  C om m ittee

FROM : J im  K e l l y J ^
D irec to r o f  C om m unications

SU B JE C T : P e rm a n e n t F u n d  In fo rm a tio n

P e r  y o u r req u es t, a tta c h e d  p lease  find  tw o se ts  of an a ly s is  perfo rm ed  for 
th e  A lask a  P e rm a n e n t F u n d  C orpora tion  (APFC) by  o u r in v es tm en t 
c o n su ltan t, M ichael O 'L eary , executive v ice -p resid en t o f C a llan  A ssociates, 
Inc.

T he f irs t a tta c h m e n t, “A PFC  A sse t A llocation S tre s s  T est,” ex am in es th e  
im p ac t on P e rm a n e n t F u n d  to ta l r e tu rn  an d  n e t  incom e — assu m in g  a  
v a r ie ty  o f d iffe ren t a s se t a lloca tio ns -  d u r in g  a  period  o f a n  ex ten ded  b e a r  
m ark e t.

T he second a tta c h m e n t, “A PFC  B oard  W ork sh o p ” p rov ides a  p r im e r on 
end o w m en t m an ag em en t w hich  o u tlin es  th e  in v e s tm e n t policy q u estion s 
faced by  in v es tm en t b o ard s  lik e  th e  A PFC  B oard  o f T ru s tees ; an d  
com pares th e  im p act of d iffe ren t d is tr ib u tio n  policies on F u n d  g ro w th  an d  
spend ing .

I f  you w ould like to  d iscuss a n y  o f th e  fin d in g s  con ta in ed  in  th is  m a te r ia l 
o r need  ad d itio n a l in fo rm ation , p lease  le t  m e know . I  hope th is  is 
responsive.
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E n dow m ent M anag em en t 
A P r im e r

O ur o b jec tive  in  this seg m en t o f  th e  rep o rt is to  ou tline  the investm en t p o licy  questio ns 
con fron ting  o v ersee rs  o f  en d o w m en t asse ts. W e w ill briefly  d escrib e  key  m a n ag e m e n t issues, 
basic  in v es tm en t con cep ts  and  m odern  endow m ent m an ag em en t p rac tice s  an d  trend s.

P u rp o s e

E n d o w m en ts typically  rep re sen t th e  perm an en t funds o f  an ed u ca tio n a l o r o th e r  in s titu tio n . T hey 
are d es ig n ed  to  p ro v id e  rev en u es th a t w ill su p p o rt th e  in s titu tion  fo rev e r. C on cep tua lly , m ost 
w o u ld  a rg u e  th a t  th e  level o f su p p o rt should  be  neu tra l from  a n  in te rgen era tiona l p e rsp ec tiv e . In 
o ther w ords, the  su p p o rt p ro v id ed  cu rren t operations sh o u ld  b e  m a in ta in ed  in  p e rp e tu ity .

Goals

T he g oals im plic it in  an e n d o w m en t's  basic pu rpose  a re  to  p re se rv e  principal and  to  p ro v id e  a  
m eaningful and  stab le  flo w  o f  rev en u e  to  help  fund o p era tio n s . T h ese  tw o  basic  goa ls  inherently  
conflic t. I t  a lso  is ob v ious tha t b o th  p resum e a tta in m en t in infla tion  ad ju sted  te rm s. P rese rv a tio n  
o f  p rincipal is actually  p re se rv a tio n  o f  pu rchasing  p o w e r. M ain ta in ing  a  m ean ingfu l and  stable 
con tribu tion  to  o p era tio n s  d ic ta tes a  rev en u e  stream  tha t g io w s  w ith  in fla tio n .

T he tab le  b elow  illu stra tes the  e ffec t o f  in fla tion  on  p u rch asing  pow er.

In f la tio n T im e  to  H a lf
R a te P u rc h a s in g  P o w e r

2 % 36 Y ears
3 % 24  Y ears
4% 18 Y ears
5%  • 14 Y ears
6% 12 Y ears

M r. D av id  S w en sen , C hief In vestm en t O fficer o f Y ale  U n iversity , illu stra tes th e  co n flic t betw een  
the d u a l e n d o w m en t goals by con trasting  tw o  ex trem e d is tribu tion  (sp ending ) po licies: “ O n one 
hand, if  the  ins titu tion  cou ld  spend  on ly  the real re tu rn s  g en e ra ted  by  th e  p o rtfo lio , asset 
purchasing  p o w e r  cou ld  be  m aintained  perfectly . A ssu m e investm en t re tu rn s  a re  10%  in o n e  year 
and inflation  is 4% . I f  th e  6%  real retu rn  on  endow m ent v a lue  is d istribu ted  to  the  o p era tin g  units 
and the  4%  a ttrib u tab le  to  inflation  is reinvested  in th e  e nd o w m en t fu n d  to  m ain ta in  purchasing  
po w er, all constituen ts  a re  satisfied . In  th e  follow ing year, assum e th a t  inv estm en t re tu rn s  are 
only 2%  and  inflation is 7 % . N o w  the  institu tion  faces a  se rious p ro b lem . C o m p en sa tio n  for 
inflation requ ires a  7%  re inv estm en t in th e  endow m ent, bu t th e  fund on ly  g en e ra ted  a re tu rn  o f
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2% . T h e  e n d o w m en t m a n ag e r  c a n n o t g o  to  the  o pera ting  un its and  a sk  fo r  5 %  reb a te s  to  
m ain ta in  th e  p u rch a s in g  p o w e r  o f  a sse ts . T hus, a policy tha t seek s to  m ain ta in  a sse t purchasing  
p o w er w ith o u t e xcep tio n  is n o t feasib le .

T h e  o th e r  pob 'cy  ex trem e, p u rsu in g  the  goal o f  p rov id ing  a com plete ly  stab le  flow  o f  reso u rces  to 
the  o p e ra tin g  b u d g e t co u ld  be  accom p lish ed  by  spending  a fixed a m o u n t th a t  is in c reased  each 
y ea r b y  the a m o u n t o f  infla tion . In  the  sh o rt-te rm , the flo w  o f  re so u rc es  fro m  the  e n d o w m en t to 
th e  o p era tin g  b u d g e t w ill be  p e rfe c tly  stab le  and  q u ite  p red ic tab le . U n d e r  n o rm a l m arket 
cond ition s, su c h  a  po licy  m ig h t n o t be harm ful. In a perio d  o f  su sta ined  dec lines in  endow m ent 
m a rk e t value , h o w e v e r, spend ing  a t  a  level independent o f  the  value o f  a sse ts  co u ld  cau se  a loss 
o f  cap ita l tha t w o u ld  p e rm an e n t’ ia m a g e  the  endow m ent fund.

A  sp end ing  p o licy  m u s t b e  d ev ised  th a t  addresses th e  conflic ting  o b jec tiv es o f  preserv ing  
pu rch asin g  p o w e r  a n d  p ro v id in g  a s tab le  flow  o f  reso u rces  to  the  o p e ra tin g  budget. M ost 
ins titu tions ach ieve  th e  ba lance  by  determ in ing  a  sensible long-term  ta rg e t ra te  o f  spend in g  and 
app ly in g  tha t ra te  to  a  m o v in g  av e rag e  o f  endow m en t m a rk e t va lu es .” 1

Historical Perspective

M anag ing  an  e n d o w m en t p o r tfo lio  p ro v id es  a fiduciary challenge sim ilar to  th a t  o f  m anaging  a 
tru s t in  w h ich  the re  a re  d is tin c t inco m e beneficiaries an d  rem ainderm en . T ak in g  ac tio ns to 
enhance  the  inco m e b en efic ia ry ’s re tu rn  w orks to  the  d isadvan tage  o f  th e  rem ainderm en  a n d  the 
co n v erse , em p hasiz in g  g ro w th  pen a lizes th e  incom e beneficiaries. P r io r  to  1970, m any, i f  not 
m ost, en d o w m en ts  h a d  sp end ing  p o lic ies tha t w ere  linked  to  incom e. M an ag ers  a ttem p ted  to 
balance conflic ting  in te re sts  b y  investing  a p o rtio n  o f  the  fu n d ’s asse ts  fo r  g ro w th  a n d  a po rtion  
fo r  inco m e g en e ra tio n . T he  F o rd  F o u n d a tio n , in  1972, pub lished  a  s tu d y  th a t s tro n g ly  adv ocated  
th e  use  o f  a “ to ta l re tu rn "  inv estm en t app ro ach  and  a m ark e t linked sp en d in g  p o licy . W hile  the 
tim ing o f  the  s tu d y  w a s  u n fo rtu n a te  an d  m any o f  its conclusions c ritic ized , th e  basic  principles 
hav e  ach iev ed  w id e  sp read  a cc ep ta n ce  am o n g  m a jo r endo w m en ts and fo u n d a tio n s.

A 1992 S u rvey  o f  E d u catio n a l E n d o w m en ts con d u c ted  by N A C U B O  fo u n d  th e  follow ing 
spend ing  po licies:

Spending R ule Percentage

S p en d  all C u rren t In co m e  17 .4%
S p en d  a P e rc e n t o f  a M o v in g  A v e ra g e  M arke t V alue  4 8 .4 %
S pen d  a  P e rc e n t o f  P rio r  Y e a r S p e n d in g  5 .7 %
D ete rm in e  S p en d ing  R a te  E ach  Y ear 13 .8%
O th er S pend ing  R u le  1 4 .7%

T o ta l 100 .0%

1 References throughout to Mr. Swenson are to: David F. Swensen. AIMR Seminar Proceedings Investment Policy: 
Endowment Management. Association for Investment Management and Research, 1994, Pgs. 30-40.
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T h e  ex ten siv e  re liance  on  a  spend ing  p o licy  th a t is indep enden t o f  in c o m e  is co n s is ten t w ith  the 
heavy  re liance  tha t p riv a te  educationa l endow m ents and  fo u n d a tio n s h av e  p laced  on  equity  
o rien ted  investm en ts and  a  " to ta l re tu rn 1' inv estm en t ph ilosophy .

It, how ever, shou ld  be  n o te d  tha t pub lic  se c to r  funds, o f  w hich  the re  a re  co m p ara tiv e ly  few , tend 
to  em p loy  spending p o lic ie s  th a t a re  linked  to  incom e (o r  rea lized  re tu rn ) . T h e re  have been 
a ttem p ts  to  sh ift to w ard  m a rk e t linked  app ro ach es but they h av e  n o t  a ch ie v ed  no tab le  success. 
S o m e op ine  th a t a p rim ary  fa c to r  s low ing  accep tance  in  th e  pub lic  a re n a  is  th e  h eavy  h isto ric  
em phasis p laced  on  fixed  inco m e asse ts . M ovem ent aw ay  fro m  a n  in c o m e  b ased  d istribution  
a pp ro ach  m ig h t resu lt in  lo w e r  cu rren t d is trib u tio ns, a  freq u en tly  u n ac ce p ta b le  co n seq u ence .

C allan assisted  the  N ew  M ex ico  S ta te  In v es tm en t B oard  eva lu a te  th e  im p lica tions o f  a  p ro p o sed  
constitu tiona l change th a t w as unsuccessfu l, b u t w hich  m ay p ro v id e  u se fu l in s igh t. R ealized 
re tu rn  fro m  th e  S ta te ’s T ax  S ev e ra n ce  F u n d  is added  to the  S ta te 's  G en era l F u n d . R ea lize d  return  
from  th e  S ta te 's  P e rm a n en t F un d  is u sed  to  su p p o rt edu ca tio n . T h e  p ro p o se d  constitu tiona l 
change  w ou ld  have ch an g ed  spend in g  from  a  rea lized  re tu rn  basis to  a  p e rc e n t o f  m ov ing  average 
m ark e t value  ap p ro ach . S in ce  c u rre n t d istribu tions exceed ed  the  p ro p o se d  m ov ing  average 
p erc en tag e , th e  p ro p o sed  ch an g e  a lso  included a transitional e lem en t th a t  s tip u la ted  tha t each 
y e a r ’s sp e n d b g  had  to , a t a m in im um , be  102%  o f  th e  p r io r  y e a r  level. T h e  c o n seq u e n c e  o f  this 
fea tu re  w as th a t  p erceived  benefits o f  th e  change  (in  term s o f  inflation  p ro te c tio n )  w e re  n o t  likely 
to  be rea lized  fo r  m o re  than  a  d ecad e . T h e  p ro p o sed  chan g e  a lso  inc luded  p ro v is io n s  th a t w ould 
have libera lized  the  c u rren t leg a l lis t investm en t a p p ro ach . S om e o p p o n en ts  fe lt th a t  lim itation  on 
spend ing  w as unnecessarily  inflex ib le, th a t i t  w o u ld  tie  th e  hands o f  fu tu re  s ta te  leg isla tu res and 
adm in istra tio ns . O thers w e re  con cerned  tha t the  102%  o f  p rio r y ea r sp en d in g  ru le  w o u ld  re su lt in 
an invasion o f  p rincipal. S till o th e rs  w ere  c o n cern ed  w ith  th e  b ro ad en in g  o f  perm issible 
investm ents. S u p p o rte rs  o f  th e  change  fe lt th a t the  c u rre n t “realized  re tu rn ’’ d is trib u tio n  policy 
re su lted  in to o  heavy an  em phasis o n  fixed incom e securities. T hey  a lso  a rg u e d  th a t  p re ssu re  to 
increase  c u rren t earn ings inc reased  in  p erio d s o f  low  in te rest ra te s . S o m e  su p p o rte rs  o f  the 
change fe lt th a t ach ievem en t o f  a  s tra teg ic  a sse t a lloca tio n  po licy  th a t  w o u ld  b e  co n s is ten t w ith 
m ain tenance o f  pu rch asing  p o w e r  co u ld  n o t be  accom plished  w ith  th e  c u rre n t sp end ing  approach . 
T hey no ted  th a t in the  19 6 0 ’s  a n d  1 9 7 0 ’s, th e  funds failed  to  k ee p  p a c e  w ith  infla tion  and , in  fact, 
w ere  d istribu ting  co rpu s. T h ey  v iew ed  the 19 8 0 's  and  early  1 9 9 0 ’s a s  an  ex trao rd inary  
investm en t env ironm ent.

In  the final analysis, p ro p o n e n ts  a rg u ed  th a t som eth ing  like  a  5 0 /5 0  a sse t m ix p o licy  w as essential 
fo r a tta inm en t o f  lo n g -te rm  goals and  th a t  such  a po licy  co u ld  b es t be  im plem en ted  and 
m aintained  i f  d is trib u tio n  levels w ere  determ ined  independently  fro m  sh o r t- te rm  earn in gs (i.e ., a  
p e rcen tag e  o f m ark e t v a lu e  re la ted  app ro ach ). O pp onen ts , w hile ag ree in g  w ith  th e  h eav ie r than 
h is to ric  equ ity  targets, a rg u e d  tha t the re  w as n o t n eed  to  chang e  th e  c o n s titu tio n  to  im plem en t the 
strateg ic  asset m ix  target.

E sse n tia l  C o n c lu s io n

R egard less o f  th e  app ro ach  u tilized  to  determ ine d istribu tions, it is o b v io u s  th a t inflation  is the 
prim ary ob stac le  to a ch iev em en t o f  lon g -term  ob jectives. I t  is, th e re fo re , a p p a re n t th a t som e
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p o rtio n  o f  a v e rag e  c u rre n t earn in g s m u st be re ta in ed  to  p reserv e  pu rchasing  p o w er. F o r  exam ple, 
p re su m e  an  all bond  p o rtfo lio , stead y  inflation o f  4%  and  a c o u p o n  re tu rn  o f  7 % . I f  all earn ings 
w ere  d is tr ib u te d , the fu n d  w ou ld , in effec t, be d is tribu ting  4%  o f  p rincipal each  year. I f  5%  o f 
y ea r-en d  m a rk e t value  w ere d is tribu ted , there  w ould  b e  a  2%  averag e  e ro s io n  o f  pu rchasing  
p o w e r  c o rp u s .

T o  ach iev e  th e  dual lo n g -te rm  goals, the  d istribu tion  p o licy  m ust b e  reaso n ab le  and  consis ten t 
w ith  th e  fu n d ’s  inv estm en t po licy . F o r  exam ple, e ith er an incom e based  d istribu tion  p o licy  o r  a 
m a rk e t v a lu e  linked  spen d ing  p o licy  com bined  w ith  a  risk  averse  sh o rt-te rm  fixed  incom e 
in v estm en t po licy , w ill fail to  p rese rv e  purchasing  p o w e r. A n incom e based  spen d in g  approach  
com b in ed  w ith  an 80%  equ ity  re la ted  investm en t po licy  p robab ly  w ou ld  re su lt in  a com para tively  
low  and  v o la tile  d istribu tion  stream .

A s the  su rv ey  o f  spending  po lic ies n o ted  earlie r d em o n stra tes , com para tively  few  endo w m en ts 
and  fo u n d a tio n s rely  o n  an in c o m e  based  spend in g  approach .

Endow m ent Investm ent Practices

M a jo r en d o w m en ts  and  foun datio ns ten d  to  be com para tively  agg ressiv e  investo rs . T h e  1995 
M oney  M a rk e t D irec to ry  fo u n d  th a t less than  35%  o f  e n d o w m en t an d  fou ndation  a sse ts  w ere  
a lloca ted  to  fixed  investm en ts. Pub lic  pen sio n  funds typically  h ad  40 -45 %  a lloca tion  to 
co m p arab le  inv estm en ts . I t  a lso  should  be  n o te d  th a t the  endo w m en t and  fo u n d atio n  un iv erse  is 
com para tive ly  sm all and  can b e  dom inated  by  th e  inv estm en t p rac tices o f  th e  la rg e r  en tities . T he 
M oney  M ark e t D irec to ry  inc luded  the  fo llow ing:

N u m b e r A ssets

C o rp o ra te  P lans 4 5 ,55 4 S I ,698 billion
U nion 1,520 240  billion
G o v ern m en t 1,1678 1,239 billion
E n d o w m en t 816 116 billion

T o ta l 49 ,057 3 ,293 b illion

M r. S w en scn , o f  Y ale , explains the  com paratively  high equ ity  o rien ta tio n  by  opining: "T he
tension  b e tw een  the  g o a ls  o f  an  endow m en t can  be re laxed  by investing  fo r  h igh  ra tes  o f  re tu rn . 
H ence, in v e s tm e n t w ith  an e q u ity  bias is the  firs t tenet o f  en d o w m en t in v estm en t p h ilo so p h y .”

H e, how ever, a lso  em phasized  th e  im portance  o f  d iv ersifica tio n . F o r  e xam p le , h e  no tes th e  dism al 
p e rfo rm an ce  o f  equ ities in th e  early 1930 's and  exp resses a v iew  th a t  a  heavy  equ ity  policy  
p robab ly  w o u ld  n o t h av e  surv ived . H e ra tiona lizes Y a le 's  v ery  heavy  equ ity  o rien ta tio n  by stating  
that: “D iversification  w ith o u t th e  oppo rtu n ity  costs o f  investing  in fixed incom e can be achieved 
by identify ing  h ig h -re tu rn  a sse t c lasses that a re  n o t h ighly  co rre la ted  w ith  d o m estic  m arketab le  
securities ."
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A ccord ing  to  M r. S w en sen , Y a le ’s A sse t A llocation  and  E x p ec ted  A.fter In fla tion  R e tu rn  T arg e ts  
w ere:

A sse t C lass T a r g e t  W e ig h t

E x p e c te d
A f te r - In f la t io n

R e tu r n

U .S . B o n d s 15.0% 2 .0 %
U .S . S to ck s 2 2 .5 % 6 .0 %
N o n -U .S . S to ck s 12.5% 6 .0 %
P riv a te  E q u ity 2 0 .0 % 14.0%
A b so lu te  R etu rn 2 0 .0 % 7 .0 %
R eal E s ta te 10,0% 6 .0 %

T o ta l 100 .0% 7 .2 %

Y a le 's  sp en d in g  ra te  w as rec en tly  ra ised  fro m  4.5%  to 4 .75% .

Y a le ’s investm en t p o licy , b ased  on  C a lla n ’s experience , is s ig n ificandy  m o re  ag g re ss iv e  th a n  m ost. 
H o w ev er, o th e r  m a jo r  edu ca tio n a l e nd o w m en ts  su ch  as H arvard  and  S tan fo rd  also  em ploy 
com para tive ly  agg ressiv e  stra teg ies .

M ajo r e nd o w m en ts  h av e  been p articu la rly  recep tiv e  to  the  use o f  “p riv a te  e q u ity ” (including 
leveraged  bu y o u t, m anagem en t buy o u t, a n d  v en tu re  cap ita l funds). M any  h av e  been  recep tiv e  to 
no n -trad itiona l in v estm en t s tra teg ics  su ch  as "m erg er” a rb itrage , inv estm en t in d is tressed  
securities, a n d  "m a rk e t n eu tra l"  inv estm en t approaches.

O bviously  A P F C  c an n o t curren tly  p u rsu e  investm ent app roach es u tilized  by  th ese  educationa l 
endow m en ts. C u rren t law  lim its overa ll equ ity  ex p o su re  and  p rec ludes the  ty p es  o f  a rrangem ents 
tha t a re  th e  n o rm  fo r  investing  in  p riv a te  equ ity . S ta tu te  a lso  p recludes th e  use  o f  m any  o f  the 
instrum ents and  techn iques tha t a re  em ployed  in the  ab so lu te  re tu rn  ca teg o ry  (e .g ., sh o rt selling, 
fu tu res, o p tio n s, and  derivativ es).
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C o m p ariso n  o f th e  Im p ac t o f  D is trib u tio n  Policies 
on G ro w th  and  Spending

T he lo n g -te rm  re tu rn s ach ieved  fro m  equity  and  h igh  quality  fixed investm en ts a re  w ell know n  
and d o cu m en ted . In  sum , e q u ity  investm ents have fa r  o u tp aced  fixed investm en ts , a lb e it w ith 
g rea te r v o la tility .

W h a t is less w ell d o cu m en ted  b u t critically  im p o rtan t is th e  im p act o f  a lte rn a tive  d istribu tion  
p o lic ies o n  lo n g  ru n  g row th .

T o  exam ine  th is q uestion , in  con ju n c tio n  w ith  staff, w e dev e loped  tw o  a lte rn a tive  d istribu tion  
ru les. T h ey  w ere:

1. 1/2 o f  averag e  fiv e  y e a r  to ta l re tu rn  is d is trib u ted .
2. 4%  o f  averag e  five  y e a r  m a rk e t v a lue  is d istribu ted .

U sing  Ib b o tso n  A sso c ia tes re tu rn  d a ta , w e then  m odeled  th ree  a ltern ative  inv estm en t policies. 
The p o lic ie s  w ere:

1. 5 0 %  equ ity  (S & P  5 0 0 ) a n d  5 0%  bonds (S alom on B ro th ers  H igh  G rad e  L o n g -T erm  
C o rp o ra te )

2 . A n  agg ressiv e  p o licy  (70%  equ ity ), and
3. A  co n serv a tiv e  p o licy  (30%  equ ity ).

F o r each  o f  the  th ree  inv estm en t po lic ies, w e calcu lated  m a rk e t values and  annual d istribu tions 
(spending). F o r  each , w e  u sed  d a ta  from  1926, fo r the  p as t 40 , 30, 20, and  10 y e a r  p e rio d s . W e 
con sidered  th e  m ultip le  tim efram es to  m inim ize th e  risk  o f  d raw ing  con c lu s io n  th a t had a 
p a rticu la r  tim e  p eriod  bias.

T he d is trib u tio n  ru le  based  o n  1/2 o f  five y ea r average  earn ings is sim ilar to , bu t d iffe ren t from , 
A P F C ’s ac tua l d is tribu tion  p a tte rn . Y o u r d istribu tions a re  based  on  "rea lized "  re tu rn  n o t  total 
re tu rn . T h u s , the  d is tribu tions a sso c ia ted  w ith  o u r  m od e l a re  m ore  v o la tile  than  th o se  th a t you 
have actually  o bserved . H o w e v er, in  a true  econom ic  sense , the  to ta l re tu rn  a pp ro ach  u tilized  is 
very m ean ingfu l.

D ata  lim itations p rec lu d ed  th e  u se  o f  in te rna tional equ ities, real e s ta te  and  b ro a d e r  m easu res o f 
the bon d  m ark e t. Inclusion  o f  th e se  add itional asset ca teg o ries should  d am p en  overall observed  
vo la tility  b u t n o t d isto rt the  con c lu s io n s o f  the ana lysis .

G raphs p o rtray in g  the  resu lts  o f  the  analysis fo r the  5 0 /5 0  po licy  fo llow  this tex t. R esu lts  fo r the 
agg ressive  and  conservative  p o lic ie s  are p resen ted  in the  A ppend ix .
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R ev iew  o f  the o u tp u t d em o n stra tes  th e  fo llo w in g  conc lusions:

1. T h e  policy o f  d is trib u ting  h a lf  o f  average  re tu rn  e ro d es  the  g ro w th  in  a sse ts  re la tive  to the 
m a rk e t value  based  d is trib u tio n  po licy  w hen  re tu rn s  a rc  high . A s sh o u ld  b e  exp ec ted , the 
g rea te r  spending  in  th e se  p e rio d s  d o es n o t a llow  as m u ch  re in v es tm en t to  tak e  advan tage 
o f  su b seq u en t m ark e t re tu rn s .

2 . T h e  seco n d  conclusion  is th a t  the  re tu rn  b ased  d is tribu tion  po licy  leads to  m o re  volatile 
cash  flow s than  th e  m a rk e t v a lu e  po licy .

3 . W hichever po licy  p ro d u c e s  lo w er initial spending  p ro d u c e s  g rea te r  su b se q u en t m arket 
values (g ro w th ). O n  b alance , th e  4%  spending  p o licy  p ro d u ced  lo w e r  sp en d ing  than  the 
h a lf  re tu rn  po licy , and , th e re fo re , fund  g ro w th  w a s  g re a te r  w ith  the  m a rk e t value  spending  
app roach .

S evera l o th e r  po in ts perta in ing  to  th e  h isto ric  analysis a re  n o tew o rth y . R eg a rd le ss  o f  spending 
p o licy , the a sse t g ro w th  an d  lo n g -te rm  spend in g  are  g re a te r  w ith  h ig h e r equ ity  co m m itm en ts . A t 
the 5 0 /5 0  investm en t po licy , th e re  w e re  ex tended  p e rio d s w h ere  th e  h a lf  re tu rn  po licy  p ro d u ced  
h ig her m a rk e t values. H o w ev er, fo r  th e  en tire  p e rio d  a n d  fo r the  40 , 3 0 , 2 0 , a n d  10 y ea r periods, 
the m a rk e t value d is trib u tio n  a p p ro a c h  re su lted  in h ig h e r end ing  m a rk e t v a lu es . M ark e t value 
d ifferences w ere g re a te r  w ith  the  m o re  agg ressive  p o licy  and m ixed w ith th e  m o re  conservative  
investm en t po licy .

Technical N ote: In  o rd er to  d ev e lo p  spend ing  co m p ariso n s in th e  initial five  years fo r  each 
com pariso n , w c  used  averag es o f  increasing  du ra tio n . S pen d in g  in th e  initial y e a r  w as based  on 
th e  firs t y ea r m ark e t value, in  th e  se c o n d  y ear o n  the  av e rag e  o f  the  firs t and  seco n d  y ea r m arket 
values, and  so  forth . In o rd e r  to  m a k e  the com parison  app les-to -ap p les . w c  fo llow ed  th e  same 
p ro ce d u re  fo r  calculating  th e  a v e rag e  returns-. T h ese  assu m ptions hav e  th e  g re a te s t  im p act on 
sh o rte r tim efram es by  in troducing  add itio n a l tim e perio d  b ias.

O th e r  C o n c lu s io n s

W hile  n o t app a ren t from  th e  analysis, w c believe th e  fo llow ing  ad d itio n a l o b se rva tio n s  are 
im portan t:

1. L o ng  ru n  re tu rn s have  been  p o sitiv e , th u s , leng then ing  the p e rio d  u se d  fo r  averaging 
(e .g ., from  5  to  7) tends to  red u c e  the  effective  d is tribu tio n . L o w er d is trib u tio n s  resu lt in 
m o re  rap id  asse t g ro w th . C o nverse ly , sho rten in g  th e  averag ing  p e rio d  w o u ld  resu lt in 
la rg e r d istribu tions, the reb y  re ta rd in g  asse t g row th .

2 . T h e  m agnitude o f  the  im p ac t on  asse t g ro w th  w o u ld  vary  significantly  w ith  th e  investm ent 
po licy  and the tim e p e rio d  co n sid ered .
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A L A S K A  P E R M A N E N T  FU N D  C O R P O R A  H O N  

A S S E T  A L L O C A T IO N  “ S T R E S S  T E S T ”

I n t r o d u c t i o n  a n d  O v e rv ie w

In re c e n t  y e a rs , A P F C ’s e q u i ty  a l lo c a tio n  h as  b ee n  in c re a se d . T h e  in c re a s e  h as  c o n tr ib u te d  
m p o r ta n t ly  to  th e  F u n d ’s g ro w th  b e c a u s e  s to c k s  h a v e  s ig n if ic a n tly  o u tp e r fo rm e d  f ix e d  

in c o m e  in v e s tm e n ts . A t p re s e n t ,  th e  F u n d ’s e q u ity  a llo c a tio n  is e s s e n tia l ly  a t c u r re n t  
s ta tu to ry  l im its .  A s  an  im p o r ta n t  p a r t  o f  th e  B o a rd ’s re g u la r  a sse t a l lo c a tio n  p o lic y  re v ie w , 
C a lla n  h a s  b e e n  a s k e d  to  e x a m in e  h o w  th e  c u r re n t  p o lic y  and  tw o  a l te rn a t iv e  p o lic ie s ,  w ith  
e v e n  g r e a te r  e q u i ty  e x p o s u re , w o u ld  h a v e  fa re d  in a  w e a k  m a rk e t  e n v iro n m e n t.

W e  b e lie v e  th a t th is  is a p a r t ic u la r ly  u se fu l e x e rc is e  s in c e  in v e s to rs , o v e r  th e  p a s t 10-15  
y e a rs , a p e r io d  th a t  c o r re s p o n d s  to  A P F C ’s e n tire  e x p e r ie n c e  in e q u i ty  in v e s t in g , h a v e  
e n jo y e d  e x c e p t io n a l  re tu rn s .

T o  c o m p le te  th e  a s s ig n m e n t , w e  e x a m in e d  tw o  f iv e -y e a r  p e r io d s . T h e  f ir s t, 1 9 7 3 -1 9 7 7 , w a s  
a f iv e -y e a r  p e r io d  w h ic h  in c lu d e s  a  s e v e re  b e a r  m a rk e t  (1 9 7 3  a n d  1974) a n d  a s tro n g  
s u b s e q u e n t  re c o v e ry .

T h e  se c o n d  f iv e -y e a r  sp a n  is th e  m o s t re c e n t f iv e -y e a r  p e r io d  e n d e d  1 2 /3 1 /9 6 . It i l lu s tra te s  
th e  p o te n tia l  r e w a rd s  a s s o c ia te d  w ith  the  c u rre n t  p o lic y  a n d  tw o  a l te rn a t iv e s  w ith  h e a v ie r  
e q u ity  c o m m itm e n ts .

S im u la t io n  P r o c e s s

In o rd e r  to  e v a lu a te  th e  a l te r n a t iv e s ,  w e  h ad  to  m a k e  c e r ta in  im p o r ta n t  s im p lify in g  
a s s u m p tio n s . F ir s t ,  o w in g  to  l im ite d  m a rk e t  in d ex  h is to ry , w e h ad  to  e x c lu d e  in te rn a tio n a l  
b o n d s  fro m  th e  a n a ly s is . S e c o n d , w e  had  to  a p p ro x im a te  th e  in c o m e  a n d  a p p re c ia t io n  
c o m p o n e n ts  o f  re a l e s ta te  in d e x  re tu rn s .

T h e  th re e  p o lic ie s  c o n s id e re d  fo r b o th  tim e  p e r io d s  a re  p re s e n te d  in T a b le  I b e lo w . T h e  
S & P  5 0 0  S to c k  In d ex  w a s  u se d  a s  th e  p ro x y  fo r  d o m e s t ic  e q u i t ie s ,  th e  L e h m a n  
G o v e rn m e n t /C o rp o ra te  B o n d  In d ex  r s  the  p ro x y  fo r th e  b o n d  m a rk e t, th e  M o rg a n  S ta n le y  
C a p ita l  In d ex  - E u ro p e , A u s tra l ia  a n d  F a r E a s t In dex  (E A F E )  as the  p ro x y  fo r  in te rn a tio n a l  
s to c k s , a n d  th e  C a lla n  R ea l E s ta te  In d ex  fo r rea l e s ta te .
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A S S E T  M IX  A L T E R N A T IV E S  E V A L U A T E D

Asset M ix Alternatives Evaluated

Asset Class Current Mix Mix A Mix 13

Domestic Equity 36% 38% 41%
International Equity 12% 14% 16%
Domestic Fixed-Income 42% 37% 30%
Real Estate 10% 11% 13%

100% 100% 100%

D e c is io n  R u le s

A h y p o th e tic a l  p o r tfo l io  w a s  c o n s tru c te d  at the  b e g in n in g  o f  e a c h  p e r io d . E a ch  a sse t 
c a te g o ry  w a s  p re s u m e d  to  a c h ie v e  m a rk e t  re tu rn s . A t th e  e n d  o f  e a c h  c a le n d a r  q u a r te r ,  the  
to ta l  e q u i ty  a l lo c a t io n  (su m  o f  d o m e s t ic  and  in te rn a tio n a l)  w a s  e x a m in e d . If  it e x c e e d e d  a 
l im it , r e b a la n c in g  to  th e  p o lic y  w a s  c o n d u c te d  a t no  c o s t. A t the  e n d  o f  e a c h  c a le n d a r  y ea r , 
th e  p o r tfo l io  w a s  re b a la n c e d  to  th e  p o lic y  ta rg e t. T h e  m a x im u m  e q u ity  c o m m itm e n t  fo r  the  
c u r re n t  p o l ic y  w a s  s e t  a t 5 0 % ; 5 5 %  fo r  M ix  A a n d  6 0 %  fo r M ix  B.

5 1 - 1 .  5

1 9 7 3 -1 9 7 7  R e s u l t s

G ra p h  I b e lo w  d e p ic ts  th e  to ta l  re tu rn  fo r  e ac h  o f  th e  th re e  a l te rn a t iv e  p o lic ie s . A s  o n e  
w o u ld  e x p e c t ,  th e  c u r re n t  p o lic y , o w in g  to  its  lo w e r  e q u i ty  c o m m itm e n t , h ad  th e  b es t re tu rn s  
in th e  tw o  b e a r  m a rk e t  y e a rs  (1 9 7 3  a n d  1974). O v e r  th is  tw o  y e a r  s p a n , th e  c u r re n t  p o lic y  
h ad  a n e g a tiv e  c u m u la tiv e  re tu rn  o f  1 7 .2% . A d o l la r  o f  v a lu e  at th e  b e g in n in g  o f  1973 had  
d e c lin e d  to  8 2 .8  c e n ts  by  th e  e n d  o f  1974. P o lic y  B, to ta l e q u ity  e x p o s u re  o f  5 7 % , d e c lin e d  
2 0 .5 5 %  o v e r  th e  s a m e  sp a n .
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Calendar Year Total Returns
(1 97 3  - ( Y m

GRAPH 1

. 2 0   --
1971 1974 1975 197(1 1977

C nlcm lnr Vcnr

G raph  2 d e p ic ts  th e  c u m u la tiv e  re tu rn  fo r each  po licy  o v e r  the  full f iv e -y ea r p e rio d . T h e  m ost 
c o n se rv a tiv e  p o licy  a ch ie v ed  the  h ig h e s t c u m u la tiv e  re tu rn . O v e r th is sp a n , $ 1 ,0 0 0  inv ested  in 
the c u rre n t p o licy  w o u ld  h av e  g ro w n  to  $ 1 ,2 1 8 , an a n n u a liz e d  c o m p o u n d  re tu rn  o f  4 .0 2 % . T he 
m o st a g g re ss iv e  p o licy  (M ix  C ) w o u ld  h av e  p ro d u ced  an  e n d in g  va lu e  o f  $ 1 ,1 8 4  foi a co m p o u n d  
annual re tu rn  o f  3 .4 4 % .

G R A P H  2

Cumulative Portfolio Growth 
(1 9 7 3  - 1 97 7 )
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In c o m e  R e t u r n

T h e  c u rre n t m ix  to ta l re tu rn  w as p o s itiv e ly  a ffec ted  by  its g re a te r  in co m e c o m p o n en t. G ra p h  3 
d ep ic ts  the  in c o m e  re tu rn  by  c a le n d a r  y e a r  for each  po licy .

G R A P H  3

Calendar Year Incom e Returns 
(1973 - 1977)

1973 1975 
C n lcm ln r Y f n r

P o r t fo l io  C o m p o s i t io n

D e ta ils  o f  p o r tfo lio  c o m p o s itio n  and  re tu rn  fo r each  p o licy  by c a le n d a r  q u a r te r  a re  p re sen ted  in 
the  A p p e n d ix . T h e  g ra p h s  b e lo w  illu s tra te  the c o m p o s itio n  o f  the  th ree  h y p o th e tica l p o rtfo lio s  
th ro u g h o u t th e  f iv e -y e a r  p e rio d . It is c le a r  tha t each  p o lic y ’s b road  d iv e rs if ic a tio n  and  the 
re b a la n c in g  ru le s  re su lted  in o n ly  m in o r  sh if ts  in p o rtfo lio  c o m p o s itio n  th ro u g h o u t the  p erio d .

G R A P H  4

Asset C lass Weights - Current M ix  
(1973 - 1977)

□ Rcil Ph.-hc
□ rtir.l
■ llillMN.HiiMl.ll P.|.Ml*

□ DxmrMlc Pi|uiijr

Q u a r te r
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□ Rent I-.M.HC
□ D o n ird ir Fiicd
I I  lnlrrnniinii.il fiqniiv
□ DonifMic Hqiiicy

G R A P H  5

Asset Class Weights - Mix A
(1973 -1977)

Q im r lc r

G R A P H  6

Asset Class Weights - M ix B 
(1973 - 1977)

□ Real l:.<inif
□ IV tiif'iU 'Fitril
■ liurm.iiiivi.il I*qnii\ 

Q |>vucilicP .q iiiiy
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1992-1996

A s one sh o u ld  e x p e c t, the  re su lts  fo r  the  1992-196  period  w ere  the m irro r  im ag e  o f  the  1973- 
1977 a n a ly s is . T h e  m o s t a g g re ss iv e  p o licy  p ro d u ced  the  h ig h est re tu rn . G ra p h s  7 and  8 d ep ic t 
th e  c u m u la tiv e  a n d  c a le n d a r  p e rio d  p e rfo rm a n ce  fo r the  th ree  p o lic ie s . P o licy  B p ro d u c e d  a 
c o m p o u n d  a n n u a liz e d  re tu rn  o f  10.4%  w h ile  the  c u rre n t p o licy  re tu rn ed  9 .9 8 % .

G R A P H  7

Cumulative Portfolio Growth 
(1992 -1996)

G R A P H  8

Calendar Year Total Returns 
(1992 - 1996)

Cnlcm lnr Year
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T h e  inco m e re tu rn  p a tte rn  w as as e x p e c te d ; the  m o s t c o n se rv a tiv e  p o licy  had the  h ig h e s t inco m e. 
It is, h o w e v e r, im p o rta n t to  n o te  th a t fo r all th re e  p o lic ie s , the  in co m e  o n ip o n e n t  o f  ov era ll 
re tu rn  w as less  than  h a lf  o f  th e  to ta l re tu rn . In c o n tra s t, d u rin g  the  19 73 -1977  sp an , the  incom e 
c o m p o n e n t o f  re tu rn  w as a c tu a lly  g re a te r  than  the  to ta l re tu rn  (i.e ., losses d e trac te d  fro m  the 
inco m e re tu rn ).

G R A P H  9

C a len d a r Year In com e Returns  
(1992 - 1996)
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G ra p h s  10-12 illu s tra te  the  a sse t m ix  c o m p o s itio n  th ro u g h o u t the  fiv e -y ea r p e rio d . O w in g  to  the 
s tro n g  e q u ity  m a rk e t, the  m a x im u m  e q u ity  lim ita tio n  fo rced  m o re  freq u en t reb a la n c in g s .

G R A P H  10

Asset Class Weights - Current Mix
(1 99 2  - 1996)

*<n

0" g g g g g s s i i i i i i i i i i i i i i f i fS a S S - » S 5 §  s  a S g 5 a s  g * a * g
Qtmrlcr

Callan Associate'! Inc. March /.?. 1997 Page 7



.VI992 

6/1992 

9/1992 

12/1992

1992 

3/1993 

6/1993 

9/1993 

12/1993

1993

= 6/1994

^  9/1994

11-1994

1994

3/1995
6/1995

9/1995

12/1995

1995 

3/1996 

6-1996 

9/1996

12/1996

Weight

a ■ o mP 3 * ?1 3 * 3 .  5 3 2 -7n' *• o 3? £ r. *

’■n
Co

Q
im

rtcr

WO

9/1992

12/1992

3/1993

6/1993

9/1993

12/1993

1993

3/1994

6/1994

9/1994

12/1994

3/1995

6/1995

9/1995

12/1995

3/1996

6/1996

9/1996

12/1996

3/1992

6/1992

W e ig h t

§

GRAPH 
11



S u m m a r y

T h e  s tre s s  te s t h e lp s  illu s tra te  the  w o rs t rea so n a b le  case  tha t on e  m ig h t e x p e c t fo r each  o f  the 
th ree  p o lic ie s . O n e  m ig h t th in k  th a t the d iffe ren c es  are  c o m p a ra tiv e ly  sm a ll. T h e y  are . 
H o w e v er, the  ra n g e  o f  p o lic ie s  w as n arro w . T h e  m o st a g g re ss iv e  p o licy  o n ly  had  9%  m o re  in 
total e q u ity  than  th e  m o s t c o n se rv a tiv e  (5 7 %  v ersu s  4 8 % ). N o n e th e le ss , d u rin g  a  w eak  m ark e t 
e n v iro n m e n t, the  d if fe re n c e s  in re tu rn  w ere  m ean in g fu l. It a lso  is im p o rta n t to  rec o g n iz e  tha t 
d esp ite  th e  fa c t th a t a  p o s itiv e  to ta l re tu rn  w as ach iev ed  in the  197 3 -1977  p e rio d , the  rea l re tu rn  
w as n eg a tiv e . T h is  is  d ep ic ted  in G ra p h  13.

G R A P H  13 

1973 - 1977 Real Return Comparison
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M ich ael J. O ’L e ary , J r ., C F A  
E x e cu tiv e  V ice  P re s id e n t 
C allan  A sso c ia te s  Inc.
M arch  13, 1997
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Total Return (1973  - 1977)

Dale Domestic Etjulty Internntlonnl Equity
Domestic Fixed 

Income Rcnl Fslnlc Inflnlton

3/1973 •4.86% 10.63% -0.44% -0.36% 1.96%
6/1973 •5.79 -1.16 0.30 1.2 1 2.00
9/1973 4.78 -7.03 2.50 2.74 2.34

12/1973 -9.25 -16.32 -0.05 •1.01 2.21

1973 -14.77 -14.93 2.30 2.56 8.78

3/1974 -2.81 1.13 -1.79 1.61 3.32
6/1974 -7.54 -6.03 -3.47 -2 .12 2.71
9/1974 -25.05 -21.24 0.06 -1.03 3.25

12/1974 9.41 2.62 5.60 0.95 2.55
1974 -26.31 -23.19 0.17 -0.63 12.36

3/1975 22.90 31.67 3.71 3.62 1.53
6/1975 15.31 -0.37 2.83 1.47 1.70
9/1975 -10.92 •8.89 -1.08 •0.17 1.86

12/1975 8.64 13.37 6.44 2.61 1.64
1975 37.15 35.50 12.29 7.70 6.90

3/1976 14.96 2.39 3.90 2.33 0.72
6/1976 2.46 -1.77 1 . 12 1.20 1.60
9/1976 1.89 -3.09 4.33 2.57 1.40

12/1976 3.18 5.20 5.45 3.77 1.04
1976 23.83 2.54 15.59 10.22 4.84

3/1977 -7.44 1.62 -0.80 1.33 2.22

6/1977 3.28 4.51 3.02 2.61 2.01

9/1977 -2.80 5.65 0.82 2.27 1.31
12/1977 -0.13 5.16 -0.04 4.19 1.13
1977 -7.20 17.99 2.99 10.79 6.83

Cumulative
-0.20 1.38 6.50 6.03 7.92

llrjed Return
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3/1973
<5/1973
9/1973

12/1973
1973 

3/1974 
C/1974 
9/1974 

12/1974
1974 

3/1975 
C/1975 
9/1975 

'.2/1975
1975 

3/197C 
C/I97C 
9/197C 

12/1976
1976 

3/1977 
C/1977 
9/1977 

12/1977
1977 

Cumulative

Annualized Return

0.07%
0.77
0.78
0.90
3.16
0.8C
0.99
1.17 
1-35 
4.44
1.19 
1.07
1.03 
1.05 
4.41 
0.91 
1.00 
0.98 
1.00 
3.95
1.03
1.19 
1.14 
1.39 
4.84

4.16

mllonnl F/pilly
Domestic Fixed 

Income Real Fslntc

0.50% 1.04 % 1.05 %
0.49 1.07 1-58
0.57 1.71 1.70
0.52 1.72 1.78
2.16 6.91 6.88
0.71 1.70 1.04
0.00 1.83 1.52
0.70 1.97 1.01
0.90 2.04 1.49
3.00 7.82 6.41
1.13 1.98 1.52
0.78 1.90 1 .0.1
0.70 1.95 1.33
0.90 2.03 1-18
3.56 8.16 5.98
0.04 1.94 1.52
0.09 1.92 1.00
0.09 1.9.1 1.24
0.87 1.89 1.09
2.91 7.90 5.57
0.70 1.80 1.44
0.75 1.80 1.42
0.78 1 .8.1 1.04
0.78 1.85 1.98
3.05 7.54 6.64

2.94 7.67 6.30

1.90 % 
2.00 
2.34 
2.21 
8.78 
3-32 
2.71 
3.25 
2.55
12.36 

1.53 
1.70 
1.80
1.04
6.90
0.72 
1.00 
1.40
1.04 
4.84 
2.22 
2.01 
1.31 
1.13 
6.83

7.92
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Current M ix - Returns, Weights Sc Dates of Rebalancing (73-77)

Asset Class Weights nl End of luieli I'erintl
Portfolio Total Portfolio Income Domestic International Domestic Fixed International Total Equity

Dale Return (%) Return(%) Equity Equity Income Fixed Ineome Real Estate Allocation
36.0% 12 .0% 42.0% 0.0% 10 .0% 4R.0%

3/1973 •0.69 1.16 34-6% 134% 42.1% 0.0% 10.0% 47.9%
6/1973 • 1.90 1.19 33.19c. 13-6% 43.1 % 0.0% 104% 46.6%
9/1973 2.00 1.25 34.0% 12.3% 43.3% 0.0% 104% 46.3%

12/1973 •5.2B 1.30 . 36.0% 12.0% 42.0% 0.0% 10.0% 48.0%
1973 •5.89 4.99 36.0% 12 .0% 42.0% 0.0% 10 .0%

3/1974 -1.47 1.30 35.6% 12.3% 41.9% 0.0% 10.3% 4721%
6/1974 •5.09 1.36 34.6% 12.2% 42.6% 0.0% 10.6% 4621%
9/1974 • 11 -14 1-60 36.0% 12.0% 42.0% ©© 10.0% 48.0%

12/1974 6.15 1.60 37.1% 1 1 .6% 4121% 0.0% 9.6% 4R.7%
1974 •11.99 5.88 36.0% 12 .0% 42.0% 0 0% 10.0%

3/1975 13.96 1.65 36.0% 12.0% 42.0% 0.0% 10.0% 48.0%
6/1975 6.80 1.46 36.0% 12.0% 42.0% 0.0% 10.0% 48.0%
9/1975 •5.47 1.41 36.0% 12.0% 42.0% 0.0% 10.0% 48.0%

12/1975 7.68 1.48 36.3% 12.6% 41.6% 0.0% 9.6% 49.0%
1975 23.90 6.03 36.0% 12 .0% 42.0% 0.0% 10 .0%

3/1976 7.54 1.37 38-6% 114% 40.6% 0.0% 9-6% 49.9%
6/1976 1.31 1.39 38.9% 1 1 .1 % 40.6% 0.0% 9.6% 50.0%
9/1976 2.39 1.36 38.7% 10.6% 41.3% 0.0% 9.5% 49.2%

12/1976 4.38 1.36 38-3% 10.6% 41.7% 0.0% 9.6% 4821%
1976 16.45 5.60 36.0% 12 .0% 42.0% 0.0% 10 .0%

3/1977 -2.69 1.36 34.2% 12.6% 4221% 0.0% 104% 462!%
6/1977 3.25 1.45 34.3% 12.7% 42.7% 0.0% 10.3% 46.9%
9/1977 0.34 1.44 3.3.2% 134% 42.9% 0.0% 10.6% 46-6%

12/1977 1.07 1.67 .3221% 13.9% 424% 0.0% 10.9% 46.7%
1977 1.90 5.94

4.02 5.69 Cumri: tllve Atmmllzcd Helton

Portfolio autonrtieally rclxilnxtcd if total ccfiily exceeds .SOT-, 'l ie  portfolio is rehnlnircd titnually regardless of Inin! ctftily 
Araiiri rclitnn arc shown inlhc rows Inhelcd wilhjusl l ie  years.
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Current Mix  -  Dollar Returns, Capital Gains!Losses (73-77)

Market Totnl Change In Change Due lo Chnngc Due In Total Income Capital
Dntc Vnluc Market Value Income Capital Galn/I-oss Return (7r) Return (%) Gain/IiOKs (7c)

12/1972 1 ,000.00
3/1973 993.05 (6.95) 11.61 ( 18-56) (0.69) 1.16 ( 1 .86)
6/1973 974.14 (18.91) 11.86 (30.77) (1.90) 1.19 (3.10)
9/1973 993.59 19.45 12.15 7.30 2.00 1.25 0.75

12/1973 941.14 (52.44) 12.91 (65.35) (5.28) 1.30 (6.58)

1973 (58.86) 46.99 (105.85) (5.89) 4.99 (10.49)

3/1974 927.34 (13.80) 12.22 (26.03) (1.47) 1.30 (2.77)
6/1974 880.13 (47.21) 12.57 (59.78) (5.09) 1.36 (6.45)
9/1974 780.32 (99.80) 13.19 (113.00) (11.34) 1.50 (12.84)

12/1974 828.30 47.98 12.50 35.48 6.15 1.60 4.55

1974 (112.84) 48.70 (161.54) (11.99) 5.88 (17.11)

3/1975 943.97 115.67 12.81 102.86 13.96 1.55 12.42
6/1975 1,008.19 64.22 13.82 50.39 6.80 1.46 5.34
9/1975 953.06 (55.13) 14.18 (6932) (5.47) 1.41 (6.88)

12/1975 1,026.26 73.20 14.08 59.12 7.68 1.48 6.20

1975 197.95 61.85 136.10 23.90 6.03 17.12

3/1976 1,103.67 77.41 14.09 63.33 7.54 1.37 6.17
6/1976 1,118.16 14.49 15.39 (0.90) 131 1.39 (0.08)
9/1976 1,144.90 26.74 15.17 11.56 2.39 1.36 1.03

12/1976 1,195.10 ' 50.20 15.61 34.60 4.38 1.36 3.02

1976 168.84 66.94 101.91 16.45 5.60 10.42

3/1977 1,162.99 (32.11) 16.20 (4831) (2.69) 1.36 (4.04)

6/1977 1,200.82 37.83 16.82 2 1.0 1 3.25 1.45 1.81
9/1977 1,204.94 4.12 17.32 (13.20) 0.34 1.44 (MO)

12/1977 1,217.84 1290 18.90 (6.00) 1.07 1.57 (0.50)

1977 22.74 72.34 (49.60) 1.90 5.94 (3.86)
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M ix A - R eturns, W eights & D ates o f  R ebalancing  (73-77)

Asset Clnss Weights ul Entl of Knelt Period
Portfo lio  Total Portfo lio  Income Domestic International Domestic Fixed International

Date R eturn  (% ) Return  (91) Equity Equity Income Fixed Income Real Estate
38.0% 14.0% 37.0% 0.0% 1 1 .0%

.1/197.1 •0.56 1.12 .16.4% 15.6% .17.0% 0.0% 11.0%
6/197.1 •2.04 1.15 .15.0% 15.7% 37.9% 0.0% 11.4%
9/197.1 1.8.1 1.20 .16.0% 14-1% 38.2% 0.0% 11-5%

12/197.1 •5410 1.26 .18.0% 14.0% 37.0% 0.0% 11.0%

1973 -6.57 4.82 38.0% 14.0% 37.0% 0.0% 1 1 .0%
.1/1974 • 1-19 1.26 37.5% 14.4% 36.9% 0.0% 1 1 -1 %
6/1974 •5.21 1-11 36.5% 14.2% 37-5% 0.0% 11.7%
9/1974 • 12.27 1.45 38.0% 14.0% 37.0% 0.0% 11.0%

12/1974 6.12 1.56 .19.2% 1.1.5% 3641% 0.0% I0_S%

1974 -12.99 5.70 38.0% 14.0% 37.0% 0.0% 1 1 .0%
.1/1975 14.91 l.si 38.0% 14.0% 37.0% 0.0% 11.0%
6/1975 6.97 1.42 41.0% 13.0% 35.6% 0.0% 10.4%

9/1975 •6.0.1 1-15 3841% 12.6% 37.4% 0.0% 11.1%
12/1975 7.75 1.44 .19.2% 13-1% .17.0% 0.0% 10.6%

1975 24.45 5.83 38.0% 14.0% 37.0% 0.0% 1 1 .0%
.1/1976 7.72 1-12 40.6% | • \r% 35.7% 0.0% 10.4%

6/1976 1.29 1-15 4141% 35.6% 0.0% 10.4%
9/1976 2.19 1 .1 1 40.9% 12 36.4% 0.0% 10-5%

12/1976 4.11 1-12 40.5% l2->% .1641% 0.0% 10.4%

1976 16.30 5.40 38.0% 14.0% 37.0% 0.0% 1 1 .0%
.1/1977 •2.75 l-il .16.2% 14.6% .17.7% 0.0% 11-5%
6/1977 .1.29 1.41 .16.2% 14.8% 37.6% 0.0% 11.4%

9/1977 0-19 1.40 35.0% 15.6% .1741% 0.0% 11.6%

12/1977 1.2.1 1.54 34-5% 16.2% .17-1% 0.0% 11.9%

1977 2.0S 5.78

3,73 5.51 Cimitlnlivc AinitBilizctl Rclum

Portfolio ntimnwic.dly re Mm red if mini equity exceeds 55%. H r pirl folio is rclxilnvcdmatMly rcennllcss or mini equity 
Ami ml rctimrs nre sltown in Hr rows Infrled willijusl Hr years.

Tntnl Equity 
Allnenltnn 

52.0% 
51.9% 
50.7% 
50-1% 
52.0%

51.8%
5041%-
52.0%
52.791-

52.095-
54.095-
51.595-
52.595-

53.9%
5.1.9%
5.1.195-
52.895-

50 4195- 
SI. 095- 
50.695- 
50.7%
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M ix A - Dollar Returns, Capital Gains/Losses (73-77)

Market Total Change In Change Due to Change Due to Tolnl Income Capital
Dale Value Market Value Income Capital Galn/I.oss Return (%) Return (%) Cnln/Ix).™ (% )

12/1972 1 ,000.00
.VI973 994..19 (5.61) 11 .2 0 (16.81) (0.56) 1 . 1 2 ( 1 .68)
6/1973 974.09 (20.30) 11.45 (31.74) (2.04) 1.15 (3.19)
9/197.1 991.89 17.80 11.73 6.06 1 .8.1 1.20 0.62

12/197.1 9.14.31 (57.58) 12.49 (70.07) (5.80) 1.26 (7.06)

1973 (65.69) 45 .03 (110.72) (6.57) 4 .82 (10.99)
.1/1974 921.28 (13.03) 11.76 (24.79) (1.39) 1.26 (2.65)
6/1974 873.29 (47.99) 12.09 (60.07) (5.21) 1 ..1 I (6.52)
9/1974 766.11 (107.18) 12.69 (119.87) (12.27) 1.45 (13.7.1)

12/1974 812.99 46.88 11.95 34.93 6.12 156 4.56

1974 (121.32) 46 .35 (167.67) (12.99) 5 .70 (17.91)
.1/1975 934.18 121.19 12.27 108.92 14.91 1.51 13.40

6/1975 999.33 65.16 13.26 51.90 6.97 1.42 5.56

9/1975 939.04 (60.30) 13.45 (73.75) (6.03) 155 (758)
12/1975 1,011.77 72.74 13.48 59.26 7.75 1.44 6.31

1975 198.78 59 .02 139.76 24.45 5.83 17.86

.1/1976 1,089.87 78.10 13.38 64.72 7.72 152 6.40

6/1976 1,10.1.90 14.03 14.70 (0.67) 1.29 155 (0.06)
9/1976 1,128.05 24.15 14.44 9.71 2.19 151 0.88

12/1976 1,176.72 48.67 14.87 33.80 4.31 152 3.00

1976 164.95 63 .58 101.37 16.30 5.40 10.48
.1/1977 1,144.36 (32.36) 15.46 (47.83) (2.75) 1.31 (4.06)
6/1977 1,181.95 37.59 16.09 21.51 3.29 1.41 1.88

9/1977 1,186.57 4.62 16.61 (11.99) 0.39 1.40 ( 1 .0 1 )
12/1977 1,201.16 14.59 18.24 (3.66) 1.23 1.54 (051)

1977 24.44 69.47 (45.03) 2.08 5.78 (3.55)
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M ix  B - Returns, Weights &  Dates o f  Rebalancing (73-77)

Asset C lass Weights tit ICtttl o f ICtich I'crim l

P ori folio Tnlnl P orlfn llo  Income D om estic Internnllonnl D om estic Fixed Inlcrnntlnnnl Tnlnl Equity

Dnlc R etu rn  (% ) R eturn  ( 9 ) Eqnl ty Equity Income Fixed Inenme Rcnl Estntc A llucnllnn

41 .0% 16.0% 30.0% 0.0% 13.0% 57.0%

.VI973 •0.47 1.07 39.2 % 17.8% 30.0% 0.0% 13.0% 57.0%

6/1972 -2.22 1.10 37.8% 18.0% 30.8% 0.0% 13.5% 55.7%

9/1972 1.6.8 1.15 38.9% 16.4% .71.0% 0.0% 13.6% 55.4%

12/1972 -6.44 1.21 41.0% 16.0% 30.0% 0.0% 13.0% 57.0%

1973 -7.42 4.61 41 .0% 16.0% 30.0% 0.0% 13.0%
2/1974 -1-70 1.21 40.4% 16.4% 29.9% 0.0% 13.4% 56.8%

6/1974 -5-25 1.26 39.4% 16.3% 30.4% 0.0% 13.8% 55.7%

9/1974 -12.46 1.40 41.0% 16.0% 30.0% 0.0% 13.0% 57.0%

12/1974 6.08 1-21 42.3% 15.5% 29.9% 0.0% 12.4% 57.8%

1974 -14.24 5.48 41 .0% 16.0% 30.0% 0.0% 13.0%
2/1975 16.04 1.46 41.0% 16.0% 30.0% 0.0% 13.0% 57.0%

6/1975 7.26 1-26 44.1% 14.9% 28.8% 0.0% 12.3% 58.9%

9/1975 -6.47 1.28 42.0% 14.5% 30.4% 0.0% 13.1% 56.5%

12/1975 7.86 1-27 42-1% 15.2% 30.0% 0.0% 12.5% 57.5%

1975 25.57 5.59 41.0% 16.0% 30.0% 0.0% 13.0%
2/1976 7.99 1.26 43.6% 15.2% 28.9% 0.0% 12.3% 58.8%

6/1976 1.28 1.29 44.2% 14.7% 28.8% 0.0% 12.3% 58.9%

9/1976 1.94 1.24 44.1% 14.0% 29.5% 0.0% 12.4% 58.1%

12/1976 4.21 1.26 4.7.7% 14.1% 29.8% 0.0% 12-2% 57.8%

1976 16.18 5.14 41 .0% 16.0% 30.0% 0.0% 13.0%

2/1977 -2.86 1.26 39.1% 16.7% 30.6% 0.0% 13.6% 55.8%

6/1977 2-22 1-25 39.1% 16.9% 30.5% 0.0% 13.5% 56.0%

9/1977 0.42 1.26 37.8% 17.8% 30.7% 0.0% 13.7% 55.6%

12/1977 1.43 1-20 37.2% 18.5% 30.2% 0.0% 14.1% 55.7%

1977 2.23 5.59

t.44 5.28 Cniiiiiliillvc Annualized R e lun i

Portfolio m mmniicnlly rch.il.mccd if lolnl equity exceeds 60%. Hie portfolio is reKiI.meed mnimlly rcenrdlcss of lol.il equily 
Annual rclurns are shown in Ihc rows libeled ivilh just lire years.
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M ix 1J - Dollar Returns, Capital Gains/Losses (73-77)

Market Tolnl Change In Change Due lo Change Due to Total Income Capital
Dale Vnltic Mnrkel Vnluc Income Capital Gnln/I.oss Return ((V) Return (7r) C!nlu/I.o;w(9i>)

12/1972 1 ,00(1.00
.1/1973 995.29 (4.71) 10.70 (15.40) (0.47) 1.07 (1.54)
6/1973 973.12 (22.18) 10.93 (33.10) (2.23) 1 .10 (3-13)
9/1973 989.47 16.35 11 .2 2 5.13 1.68 1.15 0.53

12/197.1 925.79 (63.68) 11.98 (75.66) (6.44) 1.2 1 (7.65)

1973 (74.21) 42.67 (116.88) (7.42) 4.61 (11.63)

3/1974 913.76 (12.03) 11.18 (2.1 .2 1 ) (1.30) 1.2 1 (2.51)
6/1974 864.86 (48.91) 11.49 (60.39) (5.35) 1.26 (6.61)
9/1974 748.44 (116.42) 12.08 (128.50) (13.46) 1.40 (14.86)

12/1974 793.95 45.51 i 1.27 .14.24 6.08 1.51 4.58

1974 (131.84) 43.48 (175.31) (14.24) 5.48 (18.93)

.1/1975 921.30 127.35 11.59 115.76 16.04 1.46 14.58
6/1975 988.17 66.87 12.55 54.31 7.26 1.36 5.90
9/1975 924.27 (63.90) 12.67 (76.57) (6.47) 1.28 (7.75)

12/1975 996.96 72.69 12.67 60.02 7.86 1.37 6.49

1975 203.01 55.71 147.29 25.57 5.59 19.20

.1/1976 1,076.60 79.65 12.53 67.12 7.99 1.26 6.73
6/1976 1,090.34 13.74 13.91 (0.17) 1.28 1.29 (0.02)
9/1976 1,111-54 21.20 13.55 7.65 1.94 1.24 0.70

12/1976 1,158.28 46.74 13.96 32.78 4.21 1.26 2.95

1976 161.33 59.58 101.75 16.18 5.14 10.63

3/1977 1,125.18 (33.11) 14.62 (47.72) (2.86) 1.26 (4.12)
6/1977 1,162.48 37-10 15.23 22.07 3.32 1.35 1.96
9/1977 1,167-15 4.87 15.80 (10.92) 0.42 1.36 (0.94)

12/1977 1,184.08 16.72 17.55 (0.83) 1.43 1.50 (0,07)

1977 25.79 66.21 (40.41) 2.23 5.59 (3.23)
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Total Return (1992  - 1996)

Date Domestic F/pilty International Ktjnity
Domestic Fixed 

Income Real Fstntc Intlnlion

.V I992 -2.56 % -11.87% -1.50% 0.26% 0.81%
6/1992 1.98 2 .12 4.05 -0.84 0.80
9/1992 3.11 1-40 4.89 -1.03 0.72

12/1992 5.10 -3.86 0.08 -3.13 0-40
1992 7.69 -12.18 7.59 -4.69 2.86
3/1993 4.26 11.99 4.65 1.00 0.9.1
6/199.1 0.53 10.06 3.00 0.62 0.64
9/199.1 2-57 6.63 3.31 0.37 0.42

12/1993 2.24 0.87 •0.29 -0.27 0.49
1993 9.91 32.57 11.03 1.73 2.50

3/1994 -3.84 3.49 -3.13 1.19 0.77
6/1994 0.40 5.11 •1.24 1.29 0.69
9/1994 4.91 0.10 0.49 1.46 1.0.1

12/1994 -0.01 - 1.02 0.37 2 ..1 I 0.20
1994 1.27 7.78 -3.51 6.39 2.72

.1/1995 9.7.1 1.86 4.98 1.72 1.02
6/1995 9.5.1 0.73 6.49 1-58 0.81
9/1995 7.99 4.17 1.91 1.29 0.47

12/1995 5.95 4.05 4.66 1.05 0.20

1995 37.51 11.21 19.24 5.76 2.52
3/1996 5.47 2.89 -2.34 2.24 1.3.1
6/1996 4.5.1 1.58 0.47 1.85 0.78
9/1996 .1.09 -0.12 1.76 2-11 0.65

12/1996 8-15 1-59 .1.06 2.46 0.52
1996 23.14 6.05 2.90 9.16 3.32

Cunnilnlivc 15.21 8.16 7.18 3.56 2.78Annunlizcd Return
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Income Return (1992  -  1996)

Date Domestic Fjpilly International Frpilly
Domestic Mxed 

rncon>c Rcnl fistntc InDallon

3/1992 0.68% 0.41% 1.90% 1.44% 0.81%
(5/1992 0.85 0.51 1.95 1.42 0.80
9/1992 0.71 0.52 1.89 1.55 0.72

12/1992 0.79 0.46 1.81 1.48 0.50

1992 3.07 1.92 7.77 6 .02 2.86

3/1993 0.61 0.50 1.80 1.69 0.93
6/1993 0.78 0.44 1.73 1.69 0.64
9/1993 0.69 0.39 1.69 1.48 0.42

12/1993 0.66 0.37 1.64 1.92 0.49

1993 2.77 1.71 7.04 6.96 2.50

3/1994 0.63 0.35 1.64 1.71 0.77
6/1994 0.75 0.37 1.72 1.75 0.69
9/1994 0.75 0.36 1.78 1.75 1.03

12/1994 0.71 0.37 1.81 1.89 0.20

1994 2.88 1.47 7.13 7.28 2 .y2

3/1995 0.67 0.41 1.84 1.77 1.02

6/1995 0.66 0.42 1.80 1.82 0.81
9/1995 0.64 0.42 1.72 1.88 0.47

12/1995 0.55 0.42 1.71 1.91 0.20

1995 2.54 1 .68 7.26 7.59 2.52

3/1996 0.61 0.40 1.64 1.92 1.33
6/1996 0.61 0.38 1.69 2.08 0.78
9/1996 0.57 0.41 1.72 2.09 0.65

12/1996 0.57 0.40 1.72 1.89 0.52

1996 2.38 1.60 6.94 8.23 3.32

Cumulative
2.73 1.67 7.23 7.21 2.78

Ii7jcd Return
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Current M ix  - Returns, Weights & Dates o f Rebalancing (92-96)

P o r t fo l io  T o ta l  P o r t fo l io  In co o ic  D o m e s tic
D ale R e tu rn  (7 c) R e tu r n ( 7 c ) E q u ity

36.0%
.1/1992 -2 .9 5 1.2.1 36.19V

6 /1 9 9 2 2 .5 9 1-14 35.99V

9 /1 9 9 2 3 .2 9 1.28 35.99V

12/1992 1.15 1.27 37..19V

1992 4.02 5.23 36.0%
.1/1993 5 .0 3 1.20 35.79V

6 /1 9 9 3 2.79 1.22 ,15.09V

9 /1 9 9 3 .1.23 1.14 34.79V

12/1993 0 .7 5 1.15 35.29V

1993 12.28 4.80 36.0%
.VI994 -2 .1 6 1.13 35.49V

6/199 4 0.41 1.21 35.49V

9/1 9 9 4 2 .1 0 1.2.1 3 0 .4  7c

12/1994 0 .2 5 1.23 .16-19V

1994 0.56 4.88 36.0%
3 /1 9 9 5 5 .9 9 1.24 .17-17c

6 /1 9 9 5 6 .4 9 1.22 3 8 -1 7c

9 /199 5 4 .4 3 1.18 36.09V

12/1995 4 .6 9 1.16 36.49V

1995 23.39 4.88 36.0%
3 /199 6 1.56 1.15 .17.49V

6 /1 9 9 6 2.26 1.17 36.09V
9 /1 9 9 6 2.07 1.18 3 6 .4 7 c

12/1996 4 .7 5 1.16 ,17.69V

1996 11.04 4 .7 5

Asset Class Weights til Ktxl of Knelt Period
In te rn a tio n a l  D o m e s tic  F ix e d  In te rn a tio n a l

Equl ty In en n te F ix ed  Incom e R ea l F.slnle

12 .0% 42.0% 0.0% 10 .0%
10.97c 4 2 .6 7 c 0 .07c 10-19V
10.87c 4.1.29V 0 .07c 10.07c
10.77c 4.1.97c 0 .07c 9.69V
1 0.17c 4.1.47c 0 .07c 9.29V

12 .0% 42.0% 0.0% 10.0%
12.89V 41.89V 0.07c 9.67c
1.1.77c 4 1 .9 7 c 0 .07c 9.47c
14.27c 42 .07c 0 .07c 9 .27c
14.29V 4 1.59V 0 .07c 9.17c

12 .0% 42.0% 0.0 % 10 .0%
12.77c 4 1 .6  7c 0 .07c 10-17c
1.1.17c 4 0 .9 7 c 0 .07c 10.47c
1.1.07c 4 0 .3 7 c 0 .07c 10.47c
12.97c 40 ..17r 0 .07c 10.67c

12 .0% 42.0% 0.0% 10.0%
ll„S 7 c 4 1 .6 7 c 0 .07c 9 .67c
10.97c 4 1.69V 0.09V 9 .2 r r
12.09V 42.09V 0.09V 10.09V
1 1.99V 4 2 .0 7 c 0 .07c 9 .77c

12 .0% 42.0% 0.0% 10 .0%
12.27c 4 0 .4 7 c 0 .07c 10.1 9V

12.09V 42.09V 0.09V 10.09V
11.77c 4 1 .9 7 c 0.09V 10.07c
1 1.49V 4 1 .2 7 c 0.07c 9 .8  >V

9.98 4.91 CuiMiliillve Atimitili/ctl lleltint

P o o  fo lio  au tom atically  re ln laneed  if  total equity c t r c c th  .SOT*. II*- p m lfn lin  is rcM a n c cd  annnally rcpard lrss o f  to tal equity 
Animal rc lttm s are slm wn in die row s la M c d  u illt ju st t i e  years.

T n ln l E q u ity  
A llo e n lln n

48.0% 
47.09V 
4 6 .8  7c 
46_S7c 
4 7 .4 7 c

48-5  7c 
48.79V 
4 8 .9 7 c  
49.4^

4 8 .1 7 c  
4 8 .7 7 c  
49.49V 
49.1 f r

48.895*
4 9 .2 7 c
48.09V
48.49V

49.59V
48.09V
48.19V
49.09V
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Current M ix  - Dollar Returns, Capital Gains/Losses (92-96)

Mnrkel Tnlnl Clinnge In Chnngc One to Chnngc Due In Tnlnl Income Cnpllnl
l)nlc Vnluc Mnrkel Vnltie income Cnpllnl Gnln/Tx)s.s Return (7r) Return (7c) Gnln/I.nss (7c)

12/1991 i. nno.no
3/1992 970410 (29.50) 12.34 (41.84) (2.95) 1.23 (4.18)
6/1992 995.60 25.10 13.01 12.09 2.59 1.34 1.25
9/1992 1,028.37 32.77 12.79 19.98 3.29 1.28 2.01

12/1992 1,040.23 11.86 13.07 ( 1 .2 1 ) 1.15 1.27 (0. 12 )

1992 40.23 54.41 (14.17) 4.02 5.23 (1.16)
3/1993 1,092.51 52.28 12.53 39.75 5.03 1.20 3.82
6/1993 1,123.01 30.50 13.32 17.18 2.79 1.22 1.57
9/1993 1,159.28 36.27 12.82 23.45 3.23 1.14 2.09

12/1993 1,168.02 8.75 13.31 (4.56) 0.75 1.15 (0.39)

1993 127.79 56.03 71.76 12.28 4.80 7.23
3/1994 1,142.80 (25.22) 13.18 (38.40) (2.16) 1.13 (3.29)
6/1994 1,147.47 4.66 13.81 (9.15) 0.41 1.2 1 (0.80)

9/1994 1,171.60 24.13 14.06 10.07 2.10 1.23 0.88

12/1994 1,174.55 2.95 14.44 (11.49) 0.25 1.23 (0.98)

1994 6.53 57.34 (50.81) 0.56 4.88 (4.17)
3/1995 1,244.90 70.35 14.58 55.77 5.99 1.24 4.75
6/1995 1,325.66 80.76 15.14 65.62 6.49 1.22 5.27
9/1995 1,384.40 58.74 15.61 43.13 4.43 1.18 3.25

12/1995 1,449.33 64.93 16.03 48.91 4.69 1.16 3.53

1995 274.78 70.72 204.06 23.39 4.88 17.88
3/1996 1,471.90 22.57 16.66 5.91 1.56 1.15 0.41
6/1996 14105.19 33.29 17.16 16.13 2.26 1.17 l.lfl
9/1996 14136.32 31.13 17.83 13.30 2.07 1.18 0.88

12/1996 1,609.31 72.99 17.89 55.09 4.75 1.16 3.59

1996 159.97 76.39 83.58 11.04 4.75 6.08
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M ix  A - Returns, Weights & Dates o f  Rebalancing (92-96)

Asset Class W'cIrIiIs til KikI <if Much I’crlnd
Pnrtfo lloT otn l Portfn lin  Income Domestic International Domestic Fixed Inlernnllnnnl

Dnte Return  (%) R eturn (%) Equity Equity luenme Fixed Inenme Renl Estnle
38.0% 14.0% 37.0% 0.0% 11.0%

.1/1992 -3.16 1.18 .18.2% 12.7% 37.6% 0.0% 11.4%
6/1992 2.46 1.29 38.1% 12.7% 38.2% 0.0% 11.0%
9/1992 3.13 1.23 38.1% 12-5% 38.9% 0.0% 10.6%

12/1992 1.16 1.22 39.5% 11.9% 38.5% 0.0% 10.1%

1992 3.51 5.00 38.0% 14.0% 37.0% 0.0% 11.0%
.1/1993 5.13 1.15 37.7% 14.9% 36.8% 0.0% 10.6%
6/199.1 2.87 1.17 36.8% 16.0% 36.9% 0.0% 10.3%
9/1993 3.26 1.09 .16.6% 16-5% 36.9% 0.0% 10.0%

12/1993 0.83 1.10 37.1% 16.5% 36.5% 0.0% 9.9%

199.1 '2 .60 4.60 38.0% 14.0% 37.0% 0.0% 11.0%
3/1994 -2.00 1.08 37-1% 14.8% .16.6% 0.0% 11.4%
6/1994 0.60 1.16 37.2% 15.4% .15.9% 0.0% 11.4%
9/1994 2.19 1.18 38.2% 15.1% .15-1% 0.0% 11.4%

12/1994 0.2.1 1.18 38.1% 14.9% .15.4% 0.0% 11.6%

1994 0.98 4.68 38.0% 14.0% 37.0% 0.0% 11.0%
.1/1995 5.99 1.19 39.1% 1.1-5% .16.6% 0.0% 10.6%

6/1995 6-19 1.17 40.5% 12.7% .16.7% 0.0% 10.1%

9/1995 4.60 1.13 4131% 12.7% 35.7% 0.0% 9.8%

12/1995 4.77 1.08 42-1% 12.6% .15.7% 0.0% 9.4%

1995 23.58 4.65 38.0% 14.0% 37.0% 0.0% 11.0%
3/1996 1.86 1.11 39.1% 14.1% 35.5% 0.0% 11.0%

6/1996 2-18 1.12 40.2% 14.0% 34.8% 0.0% 11.0%

9/1996 2.09 l . l l 40.6% 1.1.7% 34.7% 0.0% 11.0%
12/1996 4.94 1.09 38.0% 14.0% 37.0% 0.0% 11.0%

1996 11.72 4.51

10.20 4.69 C ttm n litllv c  A tim n ili/.cd lU 'l l tn i

Portfnlin automatically rebalanced if total equity exceeds 55%. 'Il>c ixirtrolin is rehalniKetl annually regardless of total equity 
Annual returns arc shown in tlK rows labeled with just I Ik years.

Tnlnl Equity 
Allocution 

52.0%
51.0 Vo 
50.8* 
50.5% 
;i.4%

52.6%
52.8%
.'.1.1%
5.1.6%

52.1%
52.7%
5.1-1%
5.1.1%

52.8%
5.1.2%
54-5%
54.9%

5.1.5%
54.2%
54-1%
52.0%

Callan Associates Inc. March /.?. 1997 Page 22



M ix A  - Dollar Returns, Capital Gains/Losses (92-96)

Mnrkel Tnlnl Chnnge In ChnriRC Due lo Chnnge Due lo Tnlnl Income Cnpllnl
Dnlc Vninc Mnrkel Vnlnc Income Cnpllnl Gnin/I.oss Return (*7r) Return (7r) Gnln/T.oss ( 7 r )

12/1991 1,000.00
3/1992 968.39 (31.61) 11.76 (43.37) (3.15) 1.18 (4.34)

6/1992 992.17 23.78 12.44 11.34 2.46 1.29 1.17

9/1992 1,023.22 31.05 12.21 18.84 3.13 1.23 1.90

12/1992 1,035.07 11.85 12.49 (0.64) 1.16 1.22 (0.06)

1992 35.07 51.79 (16.72) 3.51 5.00 (1.44)
3/1993 1,088.15 53.08 11.94 41.14 5.13 1.15 3.97

6/1993 1,119.39 31.24 12.77 18.47 2.87 1.17 1.70

9/1993 1.155.91 36.53 12.22 24.31 3.26 1.09 2.17

12/1993 1,165.49 9.58 12.75 (3.17) 0.83 l.lll (0.27)

1993 130.42 53.59 76.83 12.60 4.60 7.74
3/1994 1.142.21 (23.28) 12.63 (35.91) (2.00) 1.08 (3.08)

6/1994 1,149.03 6.83 13.27 (6.44) 0.60 1.16 (0.56)

9/1994 1,174.15 25.11 13.51 11.60 2.19 1.18 1.01

12/1994 1,176.90 2.76 13.89 (11.13) 0.23 1.18 (0.95)

1994 11.41 55.12 (43.71) 0.98 4.68 (3.58)
3/1995 1,247.39 70.49 14.00 56.50 5.99 1.19 4.80

6/1995 1327.14 79.74 14.55 65.20 6.39 1.17 5.23

9/1995 1,388.16 61.02 15.02 46.01 4.60 1.13 3 47

12/1995 1,454.37 66.21 15.01 51.21 4.77 1.08 3 69

1995 277.47 67.58 209.89 23.58 4.65 18.31

3/1996 1,481.48 27.10 16.10 11.01 1.86 1.11 0.76

6/1996 l„5 16.69 35.21 16.63 18.58 2.38 1.12 1.25

9/1996 1348.40 31-71 16.89 14.82 2.09 l . t l 0.98

12/1996 1,624.86 76.46 16.91 59.56 4.94 1.09 3.85

1996 170.49 73.27 97.22 11.72 4.51 6.98
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M ix P - Returns, Weights Sc Dates o f Rebalancing (92-96)

Asset C-ltiss hcIkIiIs ul cikI of cticli |x?H«id
Porlfo lloT nlnl Portfn lin  Income Domestic International Domestic Fixed International Tnlnl Fqully

Rale R elurn{% ) Return (94) Foully Fqul ly Income Fixed Inrnme Renl F.xlnle Allncnllnn

41.0% 16.0% 30.0 % 0.0% 13.0% 57.0%
2/1992 -2-17 1.10 41-1% 14.6% 20.6% 0.0% 12-9% 55.9%
6/1992 2.25 1.21 41.2% 14.6% 31.1% 0.0% 12.1% 55.8%
9/1992 2.89 1.16 41-1% 14.4% 21.7% 0.0% 12.6% 55.7%

12/1992 1.IR 1.16 42.9% 1.1.7% .11.4% n.o% 12.0% 56.6 %

1992 2.87 4.71 41.0% 16.0% 30.0% 0.0% 13.0%
.VI992 5.19 1.09 40.6% 17.0% 29.8% 0.0% 12-9% 57.7%

6/1993 2.90 1.12 29.7% 18.2% 29.9% 0.0% 12.2% 57.9 %

9/1992 2.26 1.02 29.4% 18.8% 29.9% 0.0% 11.9% 58.2%

12/1992 0.9.1 1.05 29.9% 18.8% 29.5% 0.0% 11.7% 58.7%

1993 12.81 4.36 41.0% 16.0% 30.0% 0.0% 13.0%
2/1994 • 1.80 1.0.1 40.1% 16.9% 29.6% 0.0% 12.4% 57.0%

(i/1994 0.8.1 l . l l 40.0% 17.6% 29.0% 0.0% 12-9% 57.6%

9/1994 2-12 1.12 41.0% 17.2% 28-9% 0.0% 12-1% 58.2%

12/1/94 0.2.1 1.12 40.9% 17.0% 28.5% 0.0% 12.6% 57.9 %

1994 1.55 4.45 41.0% 16.0% 30.0% 0.0% 13.0%
2/1995 6.00 1.12 42.4% 15.4% 29.7% 0.0% 12-9% 57.8%

6/1995 6.28 1.10 42.7% 14.6% 29.8% 0.0% 11.9% 58-1%

9/1995 4.82 1.08 45.1% 14.5% 28.9% 0.0% 11-9% 50.5%

12/1995 4.74 1.02 45.6% 14.4% 28.9% 0.0% 11.1% 60.0%

1995 23.69 4.40 41.0% 16.0% 3t).0% 0.0% 13.0%
2/1996 2.29 1.06 42-1% 16.1% 28.6% 0.0% 12.0% 58.4%

6/1996 2-94 1.07 42.1% 15.9% 28.1% 0.0% 12.9% 59.0%

9/1996 2.10 1.06 42-5% 15.6% 28.0% 0.0% 12 9% 59.1%

12/1996 5.05 1.04 44.9% 15.1% 27.4% 0.0% 12.6% 60.0%

1996 12.52 4.30

10.41) 4.44 CniiniliiHvc oimicillz.cd l t d  urn

Portfolio automatically rclnlanccd if total ccpiily exceeds 60%. Ilie portfolio is rebalanced annually regardless o f  total cqsiily 
Annual returns are slioun in the roos labeled ssilli just the scars.
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M ix B - Dollar Returns, Capital Gains/Losses (92-96)

Mnrkct
Dntc Vnluc

12/1991 1 ,000.00
3/1992 966.35
6/1992 988.12
9/1992 1,016.66

12/1992 1,028.69
1992

3/1993 1,082.08
6/1993 1,113.48
9/1993 1,149.81

12/1993 1,160.48
1993

3/1994 1,139.59
6/1994 1,149.03
9/1994 1,175.67

12/1994 1,178.42
1994

3/1995 1,249.18
6/1995 1,327.66
9/1995 1,391.72

12/1995 1,457.64
1995

3/1996 1,491.09
6/1996 1,529.02
9/1996 1,561.20

12/1996 1,640.11
1996

Callan Associates Inc.

Totnl Change In Chnngc Due lo Change Due lo
Mnrkel Vnluc Income Cnpllnl Gnln/Loss

(33.65) 11.00 (44.65)
21.77 11.72 10.05
28.53 1 1.s7 17.06
12.04 11.75 0.29

28.69 48.46 (19.76)
53.39 1 1 .2 1 42.18
31.40 12.09 19.31
36.32 11.46 24.87
10.67 12.08 (1.41)

131.79 50.55 81.24
(20.89) 11.94 (32.83)

9.44 12.61 (3.17)
26.65 12.83 13.81

2.75 13.21 (10.46)
17.94 52.42 (34.47)
70.76 13.25 57.51
78.48 13.80 64.68
64.06 14.28 49.78
65.93 14.25 51.68

279.22 64.12 215.10
33.44 15.41 18.03
37.93 16.00 21.94
32.18 16.24 15.94
78.91 16.18 62.73

182.47 70.46 112.00

March 13. 1997

Tolnl Income Cnpllnl
Return (%) Return (%) Gain/Loss (7 r)

(3.37) 1 .10 (4.46)
2.25 1.2 1 1.04
2.89 1.16 1.73
1.18 1.16 0.03

2.87 4.71 (1.78)
5.19 1.09 4.10
2.90 1 .12 1.78
3.26 1.03 2.23
0.93 1.05 (0. 12 )

12.81 4.36 8.19
(1.80) 1.03 (2.83)
0.83 1 . 1 1 10.28)
2,32 1 .12 1.20
0.23 1 .12 (0.89)
1.55 4.45 (2.81)
6.00 1.12 4.88
6.28 1 .10 5.18
4.82 1.08 3.75
4.74 1.02 3.71

23.69 4.40 18.70
2.29 1.06 1.24
2.54 1.07 1.47
2.10 1.06 1.04
5.05 1.04 4.02

12.52 4.30 7.97
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k j .L v  P.O. Bos 2JM , Kodiak. Alaska <m if « 0 7 l 48K.5930 • Session: State C'apilot. Juneau. Alaska 99801 4A3-2487

REPRESENTATIVE ALAN AUSTERMAN A laska  .Stale le g is la tu re

A pril 22 , 1997

R epresen ta tive  Joe G reen f
C hairm an , Jud iciary  C om m ittee

R eference: I-IJR25 -  C hanges to  Perm anent Fund 

C hairm an  G reen,

Y ou  had  asked a question  at the com m ittee hearing  yesterday  on 
H JR 25 i f  the 25%  o f  all royalties that is addressed  in Section 2 o f  th is 
reso lu tio n  v/ould have any effect on the 50%  royalty  th a t is covered  in A S 
37 .13 .010 .

A s I tried  to explain  to the  com m ittee, under Section 15 o f  the  A laska 
C onstitu tion , the language is quite clear, “ At least tw enty-five per cent o f  all
m ineral le ase  ” T he “A t least” language gives the legislature the
au tho rity  to p u t a la rger am ount into the Perm anent Fund. T he legislature, 
u nder A S 3 7 .13.010, have increased the am ount to  50%  after certain  dates. 
H JR  25 does not address AS 37.13.010, so has no effect upon the percen tage 
o f  royalty .

T h e  language in HJR25 dealing w ith  percen tages o f  royalties is w hat 
is cu rren tly  in the A laska C onstitu tion and w e are not try ing  to  change th e  
percen tage  language.

I spoke to T am  C ook this m orning and  she agrees w ith m y above 
s ta tem ents. I f  there are still questions in your m ind abou t th is, p lease let m e 
kn ow  and  I w ill get a  w ritten  opinion from  Tam  Cook.

A lan  A usterm an

A khiok ° Karluk • Kodiak • Larsen Day •  Old H arbor • Ouzinkic • Port Lions
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MEMORANDUM

Dates March 10, 1997

To:

From

Byron I. Mallott, Execute ctor, APFC

Ronald W. Lorensen, STS&L "

Re: HJR 25 & SJR 18, Proposing amendments to the Alaska 
constitution relating to the permanent fund 

Our File No.; 846.1

The purpose of this memo is to express a cautionary note 
regarding possible issues relating to the tax status of the 
permanent fund that may arise if the amendments to Article IX, sec. 
15 of the Alaska Constitution proposed by HJR 25 and SJR 18 are 
ultimately adopted. Based on the analysis set out in certain 
studies with which I am familiar, it appears that adoption of the 
proposed amendments might weaken the State's long-standing position 
that the income of the fund is not subject to federal taxation. 
Unfortunately, because of the sensitive nature of the fund's tax 
status, I am not able to address specific concerns in a public 
record such as this memorandum. However, with the permission of 
the APFC, I could provide information about those studies on a 
confidential basis to appropriate legislative committees or staff.

K J f t  ^  

5.



March 10, 1997

CALLANASSOCIAXES«

MICHAEL J. O'LEARY. JR , CF\ 
EXECUTIVE VICE PRESIDENT

s a n  r u a  CISCO 

nivyoRx 

CHICACO 

A tlA N TA  

DENVER

M r. Tun K elly
A laska  Perm anent F und  Corporation 
801 W . 10th S treet, Suite 302 
P .O . Box 25500 
Juneau, AK 998C2-5500

R E : P ro p o se d  C o n s titu tio n a l A m en d m en t

Dear Jim:

A s requested, I w an t to share several initial thoughts regarding the proposed constitutional 
am endm ent that you forwarded to m e (Senate Joint Resolution 18). Obviously, the intent of 
the proposal is to  lim it distributions from the Perm anent Fund to dividends (a percent o f 
average realized incom e) unless the electorate specifically approved other distributions. 
Naturally, any decision regarding the use o f Perm anent Fund earnings is entirely a decision for 
the people o f  A laska and their representatives.

C urren t statute and the proposed am endm ent both have significant investment related 
im plications that m ay  influence policy m akers in their deliberations. I  have attem pted to 
succinctly outline several significant issues tha t w arrant careful consideration as the legislature 
proceeds with its analysis.

1. S tocks w ill m a k e  th e  ea rn in g s s tre a m  b o th  h igh er a n d  m o re  vo la tile . Investing 
a  m eaningful proportion of the Fund’s  assets in stocks is critical fo r attainment o f its 
long-term  g o d s . However, the panem  o f stock returns is m uch m ore volatile than 
the partem  o f  bond returns. The current statutory language and the proposed 
constitutional am endm ent, com bined w ith  the growing proportion o f  equities in the 
APFC, resu lt in  greater volatility of earnings (and hence, dividends) than may have 
been originally perceived.

2. A P F C  h a s  n o t  y e t experienced  the d o w n sid e  o f equ ity  in v e s tm e n t Fortunately, 
the Fund has experienced “good" volatility, not both “good” and “ bad” volatility. 
H ow ever, there inevitably will be meaningful periods o f “bad" (i.e., poor m arkets) 
volatility. F o r exam ple, in 265 rolling five year periods from 1926 to 1996, a 50/50 
stock/bond com bination had zero  or negative real returns 21% o f the tim e (55 periods 
o f  0% o r negative  real returns).

550 EAST tfTU AVENUE, DESVEIL COLORADO 80203 TELEPHONE 303.861.1900 FACSIMILE 3O3.S32.8230
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3. Other “ endow m ents”  have moved aw ay  from d is tr ib u tio n  policies tied to e a r n ing s. 
T h e  majority o f endowm ents and foundations link distributions to a  percent o f  m arket value, 
no t to a  proportion o f  earnings. T hey do this to ensure a more consistent and  reliable 
distribution pattern.

4. N ew  M exico m oves f ro m  Incom e to  m a rk e t  v a lu e  app ro ach . The citizens o f  N ew  
M exico  passed a constitutional am endm ent that charged  the distribution pattern for that 
S la te 's  Perm anent and T ax  Severance funds to  a percent o f market value approach. In part, 
the  rationale for the change w as a  recognition that tying distributions to “realized" earnings 
resu lted  in sub-optimal investm ent policy. In effect, a dollar of income return w as m ore 
valuable than a dollar o f  unrealized return. This tended to push policy tow ard higher current 
incom e ax the expense o f  future growth.

5. A t  A F P C ’s d irec tio n , C a lla n  b  “s tre s s”  te s tin g  A P F C ’s c u rre n t a n d  a lte rn a tiv e  a sse t 
a llo ca tio n  po lities to  help  th e  B o a rd  an d  s ta f f  u n d ers ta n d  how earn in g s  m a y  be  
a ffe c te d  by  a poor m a rk e t  en v iro n m en t. In this analysis, we will exam ine the 1973-1977 
m arket environment and illustrate how  A P FC ’s current asset allocation policy w ould have 
perform ed. By looking a t this poor m arket period, policy makers may better understand the 
im plications o f  the current statutory and proposed constitutional amendments implications for 
d iv idend payments and inflation proofing.

I hope that this letter helps you address the questions confronting you.

Sincerely,

M ichael J. O ’Leary, Jr., CFA 
E xecutive  V ice President
M ichael J.

M JO :dsb

H J R  9 - s ' ** TOTAL PfiGE.ei **
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C o r p o r a t i o n .

A rtic le  1. A la sk a  P e rm a n e n t F u n d .
S ection  Section

10. Alaska permanent fund 110.
20. Findings 120.
30. Purpose 140.
40. Alaska Permanent Fund Corporation 145.
50. Composition in d  qualifications of board of trust- 150.

ee 3  160.
60. Term of office 170.
70. Removal and vacancies ISO.
30. Quorum and voting 190.
90. Compensation of board meracers 200.

100. Corporation staff 205. Regulations

Comicis of interest
Investment responsibilities if the board 
Income
Disposition of income 
Carpers non budge:
Audits
Reports and publications 
Tai exemption 
Political ictivities 
Pusiic access :o information

Sec. 37.13.010. A laska perm anen t fund, (aj Under art. IX, 5 15 of the state 
constitution, there is established as a separate fund the Alaska permanent fund. The 
Alaska permanent fund consists of

(1) 25 percent of all mineral lease rentals, royalties, royalty sale proceeds, net profit 
shares under AS 38.05.180(f) and (g), and federal mineral revenue sharing payments 
received by the state from mineral leases issued on or before December 1, 1979, and 25 
percent of all bonuses received by the state from mineral leases issued on or before 
February 15. 1980;

(2) 50 percent of all mineral lease rentals, royalties, royalty sale proceeds, net pront 
shares under AS 38.05.180(f) and (g), and federal mineral revenue shanng payments 
received by the state from mineral leases issued after December 1. 1979, and 50 percent 
of all bonuses received by the state from mineral leases issued after February 15, 1980;

(3) any other money appropriated to or otherwise allocated by law to the Alaska 
permanent fund.

'b) Payments due the .Alaska permanent fund under (a) of this section shad be made 
to the fund within three banking days after the day the amount due to the fund reaches 
at least $3,000,000 and at least once each month.

(c) The Alaska permanent fund shad be managed by the Alaska Permanent Fund 
Corporation established in this chapter. (§ 5 ch 18 SLA 1980; am § 2 ch 134 SLA 1992)

E ffect o f am en d m en ts . — The 1992 am endment, 
ielective Ju ly  1. 1992,-inserted ‘within three banking 
days after the day the am ount due to the nind reaches 
a: '.east 33,000,0C0 and a t lease1 in suosection ib).

Legislative h is to ry  re p o rts . — For the Free Con­
ference Committee Report oc th. .3. SLA 1969 
fFCCSSB 161). see 1980 House Journal. Joint Supple­
ment No. 7, April 2, I960.

NOTES TO DECISIONS

S ta te d  in State, Dep't of Revenue v. Coaio. 358 R2d 
621 'A laska 1993).

Sec. 37.13.020. F in d in gs. The people of the state, by constitutional amendment, 
have required the placement of at least 25 percent of ad mineral lease rentals, royalties, 
royalty sale proceeds, and federal, mineral revenue sharing payments and bonuses 
received by the state into a permanent fund. The legislature finds with respect to the fund 
that

(1) the fund should provide a means of conserving a portion of the state's revenue from 
mineral resources to benefit ad generations of Alaskans;

(2) the fund’s goal should be to maintain safety of principal whde maximizing total 
return;

(3) the fund should be used as a savings device managed to adow the m a x i m u m  use of 
disposable income from the fund for purposes designated by law. (§ 5 ch 18 SLA 1980; am 
§ 3 ch 134 SLA 1992)
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E ffect of a m e n d m e n ts . — The 1992 am enam eot. 
effective July 1. 1992. inserted near :he beginning 
"fund includes income of the earnings reserve account

escaoiisne-a ir.cer Acs 3 
and iuosr.tutea ’fund" 
places.

15 145 ’•"et income j f  i r - '  
for *:orroracson’ in :hr»e

Sec. 37.13.145. D isposition of income, ' a; The earnings reserve account is estab­
lished as a separate account in the fund. Income from me fund sr.ail be deposited by me 
corporation into the account as soon as it is received. Money in the account shall re 
invested in investments authorized under AS 37.13.120.

t.b) At the end of each fiscal year, the corporation shall transfer from the earnings 
reserve account to the dividend fund established under AS 43.23.345. 50 percent of me 
income available for distribution under .AS 37.13.140.

(c) After the transfer under (b) of this section, the corporation shall transfer from the 
earnings reserve account to the principal ot the fund an amount sufficient to offset the 
effect of inflation on principal of the fund during that fiscal year. The corporation shail 
calculate the amounc to transfer to the principal under this subsection by

(1) computing the average of the monthly United States Consumer Pnce Index :or ill 
urban consumers for each of the two previous calendar years;

(2) computing the percentage change between the first and second calendar year 
average; and

(3) applying that rate to the value of the principal or the rund on the iast day of me 
fiscal year just ended.

id) Notwithstanding (b) of this section, income earned on money awarded in or 
received as a result of State v. Amerada Hess, et ai., 1JU-77-S47 Civ. (Superior Cour.. 
First Judicial District), including settlement, summary judgment, or adjustment to a 
royalty-in-kind contract that is tied to the outcome of this case, or interest earned on the 
money, or on the earnings of the money shall be treated m the same manner as otner 
income of the Alaska permanent fund, except that it is not availaoie for distribution to me 
dividend fund, and shall be annually deposited into the pnncipai of the Alaska 
permanent fund. (§ 9 ch 31 SLA 1982; am § 2 ch 28 SLA 1986; am § 19 ch 134 SLA 1992'

C o n d itio n a l re p e a l o f  su b sec tio n  (d). — Coder 
j 23, ch. 134. SLA 1992, subsection id) “is repealed on 
-_he day that the ren so r of statutes certifies to the 
legislature "hat the .Alaska Supreme Court has made 
a anal aeurm anauon tha t, in the absence of .AS 
43.23.045ft). repealed by sec. 29 of this Ac:, or .AS 
37.13.145(a), added by sec. 19 of tnis Act, no judge or 
juror is disqualified from serving as a judge or juror

solely because the judge or juror may qualify to 
receive a permanent fund dividend.'

Cross re fe ren ces . — "or transfer of r e ta in  n- 
come earned by the Alaska perm anent fund pro.- ic 
Juiv J. 1952, to the tin o tstr .bu te i income account. =ee 
j 15. ch. 31. SLA 1982.

Effect o f am en d m en ts . — The 1992 amendment, 
effective Ju iy  1, 1992, rewrote this section.

NOTES TO DECISIONS

S ta te d  in State, Dep't of Revenue v. Cosio, 358 P.2d 
621 (Alaska 1993); Exxon Corp. 7. Heinze, Nos. 92- 
35266, 92-35323, 32 F.3d 1399 .9th Cir. 1994).

Sec. 37.13.150. C orporation  budget. The revenue generated by the fund’s invest­
ments must be identified as the source of the operating budget of the corporation in tie  
state's operating budget under AS 37.07 (Executive Budget Act). The unexpended balance 
of the corporation's a n n u a l  operating budget does not lapse at the end of the fiscal year 
but shall be treated as income under AS 37.13.140. (§ 5 ch 18 SLA 1980; am § 10 ch 31 
SLA 1982; am § 20 ch 134 SLA 1992)

E ffect o f a m e n d m en ta . — The 1992 amendment, 
effective July I. 1992, substituted "fund's invest­
ments" for 'corponinon's investm ents.’



Deposits Into the Permanent Fund 
by the Alaska Legislature

O il R oyalties 1978 -1996 $5,711 Billion

In fla tion  Proofing 1983 -1996 $4,624 Billion

A dditional Legislative A ppropria tions:

1981 $900 M illion
1982 $800 M illion
1983 $400 M illion
1984 $300 M illion
1985 $300 M illion
1987 $1,264 Billion
1995/6 $1,842 Billion

A dditional Legislative A ppropria tions Total $5.807 Billion

Total Deposits 1978 -1996 $16,142 Billion*

* D oes no t represent the total am ount in the Fund at this time; does 
n o t include some earnings.

S o u rc e ; J im  K e l ly ,  A la s k a  P e rm an en t F u n d  C o rp o ra t io n

M M /p ck p



PRINCIPAL OF EARNINGS

THE PERMANENT NET INCOME TO RESERVE

FUND GENERAL FUND FOR 
APPROPRIATION OU1UI jii.inuj&ftti

ACCOUNT
(Undistributed

AK CONSTITUTION
easssass&a&p

AK CCNSTTTUTICN
Income)

AS 37.13.145

Art. IX. Sec. 15 Art. IX. Sec 15 (Chanae to Const. 

Basis)

INFLATION 
PRCCFNG DEPOSITS 

AS 37.13.145

(Change lo Const.

NET INCOME FROM 
EAPNINGS RESERVE 

ACCOUNT 
AS 37.13.140
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Qastfif

DIV1DB4DS 
AS 37.13.140 
AS 37.13.145 

(Change lo Constitution:
Basis)

INFLATION -PROOFING 
AS 37.13.145

(Change (o ConstiQilcna
Basis)

Senator Green s 
Amendment would 

require voter aocrcvul . 
belore the und istrru ieo1 
income could t-e sr-er:!.



C H A P T E R  3

WHAT HAPPENS TO PERMANENT 
FUND INCOME?
Present Use of Fund Income
Incom e ea rn e d  d u r in g  tho fiscal year 
is c red i ted  d u r in g  the year  to the 
e a rn in g s  reserve  accoun t in the 
P e rm a n e n t  Fund . O n  June 30 o f  each 
year, a p p ro p r ia t io n s  a re  m ade  from 
th a t  accoun t first for d iv id en d s ,  then 
for inf la t ion-proofing .

th e  e a rn in g s  reserve  accoun t to the  
D iv id e n d  Fund  in the G enera l F u n d  
by  leg is la t ive  ap p ro p r ia t io n .

T he  a m o u n t  transferred  for inflation- 
p ro o f in g  is calculated  by m u lt ip ly in g  
the  p e rce n tag e  change  in the  p r io r  
c a le n d a r  y e a r  average  of the  U.S. 
c o n s u m e r  price index  for all u rb an

O n  June 30 o f each year, appropriations are made from the 
earnings reserve account first fo r dividends, then for inflation- 
proofing... i f  there is insufficient net income to fu lly  pay 
dividends or inflation-proofing, any previously-accumulated 
undistributed income in the earnings reserve account would be 
drawn down for those purposes.

T he  d iv id e n d  fo rm u la  is calculated 
to p ro d u c e  a s tab le  flow of d iv i ­
d e n d s  o v e r  time: (1) a d d  together the 
F u n d 's  net incom e for the last five 
years ; (2) m u lt ip ly  that n u m b e r  bv 
21%; a n d  (3) d iv id e  tha t n u m b e r  in 
half. T h a t  a m o u n t  is t ransferred  from

c o n s u m e rs  by the F u n d 's  p rinc ipa l  
b a lan ce  at the end  of the fiscal year. 
T ha t a m o u n t  is au tom atica lly  t r a n s ­
fer red  from  the earn ings  reserve 
a c c o u n t  to the P e rm anen t F u n d 's  
p r inc ipa l  o n  June 30 of each  year  by  
leg is la tive  app ro p ria t ion .

6 * 1  M%
Sp^cjl App'cpr'aiicn

Ejrnmgs ■!eserve Account

If any  incom e rem a in s  after  the 
transfers, it rem ains  in the  earn ings 
reserve accoun t as u n d is tr ib u ted  
income. In fu tu re  years , if the re  is 
insufficient net incom e to fully pay 
d iv id e n d s  o r  inf la t ion-proofing , the 
trustees w o u ld  req u es t  tha t any  pre­
v iously -accum ula ted  und is tr ibu ted  
incom e in the  ea rn in g s  reserve  
accoun t be d r a w n  d o w n  for those 
pu rposes .  T h is  h a p p e n e d  in fiscal 
1QC)0 a n d  1 1. The leg is la tu re  rrav
a p p ro p r ia te  funds  from  the ea r r in g s  
reserve accoun t at a n y  tim e for a:w 
lawful pu rpo se .

The Dividend Program
The d iv id en d  p ro g ra m  is a finely - 
crafted piece of public  policv which 
w as specifically in tended  to create a 
b ro ad  a n d  pow erfu l constituency  to 
pro tec t the Fund, en co u rag e  its 
g row th ,  and  d is tr ibu te  a significant 
po rt ion  of F und  incom e for tlie bene­
fit of the cu rren t  genera tion  of 
A laskans. A n d  it has w orked .

Since every  m an, w o m a n  and  child 
w h o  is an A laska re s iden t is entitled 
to a port ion  of each y e a r 's  earnings, 
there  is s t rong  interest in the Fund 's  
o pera ting  a n d  inves tm en t activities. 
Further, e a rn ings  of th e  Fund  un d er­
g o  special public  sc ru tiny  since any 
ex p e n d i tu re  o f  such ea rn in g s  must 
be subject to the legislative ap p ro p r i­
ation  process.

N o  o th e r  s ta te  in the U.S. has  any ­
th ing  like A laska 's  d iv id en d  p ro ­
g ram . Each Alaska res iden t w ho  
m akes  applica tion  a n d  qualifies, no 
m a tte r  ho w  y o u n g  o r  old, rich or 
poor, gets  a personal sh a re  of the


