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amendment. 1 am afraid we will be iIn the same position we
were 1In yesterday where we struck certain language and then we
had to have an amendment to put the same language back iIn. As
iIf now stands, we have stricken Section 6. If we take the
motion to reconsider and iIf 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, 1 would like to speak another word
for the committee proposal as we drew it up. As 1 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 iIn the primary to be the
running partner of the successful nominee of the primary for
governor. Now, as | 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 1 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.
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becoming governor? For your information Mr. Rivers, 171l 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, |1 would like to say that 1 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 1 have not been
completely in favor of this type of provision at any time
since i1t 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 thatl 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



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 | read it.
Someone will choose that particular man and he will become as
Section 6 reads, '"the governor of the State of Alaska.”™ Now,
iIf 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 | would agree with
going along with Section 6 if 1 knew that that particular
amendment was going to be offered, and that we were going to
have a chance to vote upon that. | 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, 1 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 iIn 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 i1dea so
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far that 1 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 iIn the package with the candidates for governor iIn 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 1 knew that that amendment was going to be
adopted, |1 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: 111 speak once and forever more on this subject. To
me, 1 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 we 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 1is popular.
In the Committee plan I do believe that you will receive the
most efficient secretary of state, because iIf he is selected
and if he 1is unpopular, it will be a detriment to the man
running as governor. I believe like Mr. Nerland, | 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, 1 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 iIn both major parties in Alaska, so 1 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 yourUtopia 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 endhe
should have the prerogative of choosing his own cabinet or

major officials.



NORDALE: Mr. President, |1 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 | 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 . 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 1 want to have a secretary
of state elected. I want him compatible with the governor. I
want him nominated in the primary and 1 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 iIn either party, 1 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 |
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.
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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 | 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 iIn the statehouse. When you
come down to it, it costs only a drop iIn the bucket for the
total cost of running a state. Therefore, |1 think the
question iIs not what does he cost, but does he serve a
purpose? | think he would serve one very real purpose. |



agree we should elect a successor to the governor. I think
.Alaskans have been so fed up iIn 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 | think the fact that we
want a strong executive makes the problem even more pressing,
and therefore 1 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 1is, '"Shall the proposed
amendment as offered by Miss Awes be adopted by the
Cpnvlnlj%n?" 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, 1 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?

kK kkk*%x

2158



2193
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, 1 have an amendment to iInsert after
Section 13. It is on the Secretary’s desk.

PRESIDENT EGAN: Between Section 13 and Section 14?
BARR: Yes, i1t will be a new Section 14.

PRESIDENT EGAN: The Chief Clerk may read the proposed
amendment.



CHIEF CLERK: "Page 6, Jine 16, after Section 13, 1insert 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 fTull time to his office and shall not receive any
salary, fees or other compensation from any other source. In
case of vacancy iIn 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"1l 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 -
*k k% *kk**

* %
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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 1is
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 Iin
case there is a vacancy. Now, in presenting this amendment, |1
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 1
still do not disagree with it; however, the reason 1 decided
finally to put bhis amendment iIn 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 1is called
uoon to interpret the law at times. That is a semi-judiciary

function, 1 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, |f

course, the governor might ask him to interpret the law to be



iIs on the right ground when he proposes
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.
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And even if he were entirely honest and tried to render an

impartial decision, 1"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, 1 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 1 believe that
if we are going to elect another official because the people
want it, then it should be the attorney general.

sufe that he
something.



McLAUGHLIN: Mr. President, 1 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. It we

yield ground in one respect, we might as well elect our
commissioner of welfare, our commissioner of education, and
having provided those, 1 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 1 even voted in
favor of the secretary of state as a co-runner for the
governor. I am violently opposed to 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, 1f acted upon, can always be
attacked in the courts by private citizens. His opinion is
worth the paper i1t 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 1t has been evidenced by the variety of opinions ex
"pressed here before this body. I do oppose it, | 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 iIn 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, iIn 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. |
realize the shortness of time here, so 1 will not introduce
that amendment at this time, although in my own heart, 1
believe that we should have an attorney general and
commissioner of labor elected.



SUNDBORG: I would like to know iIf we are creating anywhere in
this constitution the office of the attorney general? And 1
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 1 don"t believe we should do it
by indirection by assigning duties to the man whose office has
not been created, |1 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 iIn 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 iIn 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 i1f 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 | think we are






Table :—Qualifications, Selection, and Term of Attorneys General

Qualifications Selection nnd Term
N Bar. Apg\t/'_d
Minimum Citizenship & State Admission By. With Term"
Jurisdiction age Residency Required Elected  Consent Of (yrs.)
Alabama 25 UsS., 5yrs. Yes X . 4
Alaska — us., lyr. No Gov., Legis. r
Am. Samoa - us No Gov., Legis. _r
Arizona 25 US. (10yrs.), 5yrs.  No X 4
Arkansas 21 US., elector/ 1yr. No X 4
California - U.S, state 5yrs. X 4
Colorado 25 Us., 2yrs. 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. 5yrs. 4
Georgia 25 US. (10 yrs.), 4yrs.  Tyrs. X _ 4
Guam — — No Gov., Legis. N
Hawaii — UsS. Lyr. Implied Gov., Sen. i
Idaho 30 Us., 2yrs. Yes X 4
[linois 25 Us., 3yrs. Yes X 4
Indiana 21 Slate Yes X 4
lowa - Elector No X 4
Kansas - — Yes X 4
Kentucky 30 US., 2yrs. 8 yrs. X 4
Louisiana 25 U.S., elector, 5 yrs. 5yrs. X 4
Maine - - 1No Legis. 2
Maryland — Us., 10yrs. 110 yrs. X 4
Massachusetts — 5yrs. 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 5yrs. X 4
Missouri — us, lyr. No X 4
Montana 25 US., 2yrs. 5yrs. X 4
Nebraska — — No X 4
Nevada 25 Elector, 2 yrs. No X 4
New Hampshire — — Yes Gov., Exec. 4
Council
New Jersey — State Implied Gov., Sen. 4
New Mexico 30 Us., 5yrs. Yes X 4
New York 30 UsS., 5yrs. Implied X 4
North Carolina 21 Elector Yes X 4
North Dakota 25 Elector, state Implied X 4
N. Mariana Is. 5yrs. Gov., Sen.
Ohio 18 Elector Implied X 4
Oklahoma 3l US., elector, 10yrs.  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. —
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 5yrs. X 4
Virgin s, . U.S. Yes Gov., Sen.
Washington 21 Elector Yes X 4
West Virginia 25 us., 5yrs. Yes X 4
Wisconsin - U.S., elector Implied X 4
Wyoming 21 Elector 4yrs. Gov. _f

~"Note limt ull jurisdictions except Kentucky nnd New Mexico nllow tho Attorney General to serve successive terms. Beginning in 1991 New Mexico
wili also nllow_the Attorney General to serve Successive terms. ) )
*For a definition of "elector,” seo the constitution of the specific slate that has this requirement.
sThe term may run for an indefinite number of years.

"Tho term runs concurrently with the stale governor, . o o . .
+There are no statutory requirements in Puerto Rico for the office of Attorney General. Historically, qualifications related to U.S. citizenship nnd

admission to the bar are required.
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FAX: (907)276-3697

KEY BANK BUILDING
100 CUSHMAN ST., SUITE 400

FAIRBANKS. ALASKA 99701-4679

PHONE: (907)451-2811
FAX: (907)451-2846

April 17, 1997 P.O. BOX 110300-DIMOND COURTHOUSE
ft JUNEAU. ALASKA 99811-0300

Honorable Joe Green PHONE.  (907)465-3600
. FAX: (907)465-6735

Representative

Alaska State Legislature

State Capitol Room 118

Juneau, Alaska 99801-1182

Re: HJR 19 - Proposing a constitutional
amendment to elect the attorney general

Dear Representative Green:

| am sending this memorandum for the record to accompany my testimony on
HJR 19 (proposing a constitutional amendment to elect the attorney general).

In order in ensure that all of the debate at the constitutional convention is before the
Judiciary Committee, | have attached a copy of the debate for the committee files. The debate
includes discussion of whether to have elected officers other than the governor and lieutenant
governor (then secretary of state), and specifically whether to elect an attorney general. Two strong
points were made in favor of the concept of an appointed attorney general. The first point concerned
the nature of the office of attorney general. Those in favor of an elected attorney general
characterized the office as the "attorney for the people.” In that connection, it was argued that the
attorney general needed a franchise to office granted by the people rather than by the governor. This
concept was strongly refuted by delegate McLaughlin when he said:

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.
Minutes of the Alaska Constitution Convention at 2196.

The attorney general is the governor’s chief legal advisor. In this capacity, he advises
notonly the executive, but the principal department heads and state agencies under the governor’s
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supervision. By enjoying the confidence of the governor, the public interest is benefited by a
consolidated law office that is both efficient and economical.

The second point made related to accountability of the government to the people.
Convention delegates were prepared to make drastic changes from the diffused form of government
provided through the Territory of Alaska. You will recall that many basic state responsibilities were
under federal agency jurisdiction. The governor, collector of customs, adjutant general, U.S.
marshal, judges, district attorneys, and other officials were federal appointees. To dilute the
authority of these federally appointed officials, the territorial legislature provided for a number of
locally elected officials including the attorney general, treasurer, highway engineer, and
commissioner of labor. As a result of this fragmentation of authority, no single officer was
accountable for the performance of government. The rationale fora minimum number of elected
officials was expressed by Delegate Lundborg as follows:

We in our committee felt that it would be the wishes of the majority of the
Convention to have a strong executive. By that we did not mean a dictator,
one who would getinto power and be the absolute power in the state, but one
who through appointive powers would be able to select his co-workers down
through the various offices so that when the state's functions would be
successful, we could say that we had a good governor, and when they would
not be successful we would know who to blame and could vote accordingly

at the next election.

Minutes of the Constitutional Convention at 2217. | submit that these reasons have confnued
viability over 40 years after they were expressed. | have also enclosed a copy of a transcript of
testimony on a senate resolution on this subject, and a copy of an article that appeared on the Opinion
Page of the Anchorage Daily News.

| offer the following comments concerning specific provisions of the resolution:

(1) The Judiciary Committee should carefully consider sec. 2, which prohibits the
governor from reorganizing the Office of the Attorney General. This would leave organization of
the office entirely up to the attorney general and to a lesser degree, the legislature, which can
influence organization by prescribing certain duties by law. This insulation of the attorney general
may be desirable to preserve independence, but it may also create a wall between the governor and
his lawyer that cannot be crossed. This could cause the governor to establish separate counsel within
the Office of Governor and other principal departments.

(2) Section 5 of the resolution provides that the legislature may prescribe
additional qualifications for the Office of the Attorney General. Proposed sec. 28(a). This provision
isexceedingly broad, and tends to hand to the legislature a power thatis not given for other statewide
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officeholders. This provision needs some discussion in committee to develop the intent of the
sponsor.

(3) Section 5 also contains a provision that will fundamentally alter the
responsibilities of the attorney general. In proposed sec. 28(c), the attorney general is required to
defend the state, state agencies, public corporations, or a state public enterprise. No mention is made
of the power of the attorney general to bring suits on behalf of the state. This omission should be
remedied. If the legislature fails to prescribe other non-litigation related duties for the attorney
general, the office will devolve into an agency exclusively engaged in litigation on behalf of public
agencies. This would be similar to the U.S. Department of Justice, which may have the unintended
effect of hastening the establishment of agency counsel in the various principal departments who
would be responsible for general advice to agencies not involving litigation.

(4)  Theresolution may have the unintended effect of expanding the powers of the
attorney general concerning representation of public entities in civil matters. The list of entities to
be represented by the elected attorney general mentioned in sec. 28 (c) could be inteipreted to include
state special service areas, and state chartered corporations not currently represented in litigation by
the Office of the Attorney General. For example, the Alaska Railroad Corporation and the
University of Alaska are typically represented by separate counsel.

(5) The requirement to defend violations of state criminal law including
infractions and violations may have the unintended effect of shifting to the attorney general the
burden of prosecuting motor vehicle, traffic and other minor offenses charged by municipal peace
officers. This would have a significant fiscal effect on the budget of the Office of the Attorney

General.

The department has prepared and will separately submit a fiscal note outlining the
increased appropriations needed to implement the resolutions.

Thank -you for the opportunity to comment on the resolution.
Very truly yours,

BRUCE M. BOTELHO
ATTORNEY GENERAL

By:
L. Baldwin
Assistant Attorney General

JLB:clh
Enclosures



FISCAL NOTE

STATE OF ALASKA BILL NO. HIR 19
1998 LEGISLATIVE SESSION

Revision Date (Note if correction) Dept Affected Law
Title "Proposing amendments to the Constitution '‘BRU All

relating to the election and the duties of the attorney general” Component All

Sponsor Representative Green

Requester House Judiciary Component Serial No
Expenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES FY 99 FYOO FY 01 FY 02 FY 03 FY 04
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims

Mlscellaneot_:_sOTAL OPERATING 00 e i N ook I

|[CAPITAL EXPENDITURES"

CHANGE IN REVENUES (
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other (Specify Type

( p y yp T)OTAL 0 0 *cooe *kkkk Akhkk *kkkk
Estimate of any current year (FY98) cost: 0.0
POSITIONS

*kkkk

Full-time 0
Part-time
Temporary
ANALYSIS: (Attach a separate page if necessary)

HJR 19 proposes an amendment to the Constitution of the State of Alaska making the attorney general an elected office.
Further, the proposed amendment describes the duties of the attorney general, and prohibits the governor from making a
change in organization or function of a unit of the executive branch headed by the attorney general. Assuming this
constitutional amendment were approved by the voters of the State of Alaska in the November 1998 general election, the
first elected attorney general would take office in January 2003, FY 03. However, it appears that changes in the duties of
the attorney general would take place upon passage of the amendment, as early as January 1999.

The Department of Law cannot accurately quantify a fiscal impact from this resolution. However, itis clear that the
impact on the statewould be significant. In addition to the impacts on the Department of Lav/ discussed below, another

Prepared by /jparrw \ <asson y \ Phone_  465-5370
Division Attorney General's Office \ Date_ 2/2/98
Approved by ( ussionei Bruce M. Botelho, Attorney General Date 2/2/98
Agency ‘/department of Law

JE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

«istribution information, cull the covernors Legislative Office

(Rev 9/97) 98fnfoim Page 1of2



FISCAL NOTE

STATE OF ALASKA BILL NO. HIR 19
1998 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

major cost that may eventually occur as a result of changing from an appointed to an elected attorney general will
be the proliferation of special counsel on the staffs of major departments. In other states with elected attorneys
general, agency counsel have been employed to give department heads a “second” opinion in controversial
matters. These counsel usually do not have the authority to litigate, but they provide legal advice to department
heads and submit amicus briefs in litigation affecting their department's programs. It is not unusual in these
states to see four or five separate briefs filed in a single matter, in addition to the attorney general's brief,
representing the varying viewpoints of different agencies. Costs for a single special counsel, including secretarial
assistance, total approximately $150,000 per year in 1997 dollars. Although it is highly speculative at this time
to accurately say how extensive the use of in-house counsel will be if there is an elected attorney general, over

time, it could easily exceed $1,500,000 per fiscal year.

The greatest potential fiscal impact on the Department of Law from the proposed constitutional amendment
comes from expanded duties as described in Section 28 (¢ ). This language is broader than the language
currently in AS 44.23.020 in two ways. By inclusion of the language "state public corporation”, the proposed
amendment appears to include the Alaska Railroad Corporation and University of Alaska as entities that the
attorney general shall defend in civil actions. Both of these organizations currently maintain their own counsel.

Secondly, Sec. 28 (c | requires the state "prosecute violations of State criminal law, including infractions and
violations". The department assumes that the courts would continue to allow the attorney general broad
discretion over the initiation, prosecution and disposition of cases, both civil and criminal. For example, under
present law, district attorneys do not appear in court for most minor traffic violations. The charging police officer
presents the state's case to the judge. If this language were to cause the court to rule otherwise, the expense to
the state to have district attorneys appear in every case involving a minor infraction or violation would be

substantial.

However, the department cannot make a similar assumption about the addition of state corporations to its
workload. The Alaska Railroad Corporation (ARRC) has on staff three full time attorneys, and currently expends
approximately $200,000 a year on contract outside counsel. The University has a legal staff of four attorneys,
and estimates their annual expenditures on outside counsel at approximately $1 million. Presumably, legal
services could be provided to these agencies through reimbursable services agreements, and the Department of
Law would require sufficient interagency receipt authority to take over these functions. Practically, whether
there would be additional costs lor savings) in implementing such a transfer would require a more detailed

analysis to determine.

In addition, the proposed amendment removes the governor's organizational and supervisory controls over any
function or unit headed by the attorney general. These controls are normally maintained through executive
branch procedural requirements imposed on other executive branch agencies by the Department of Administration

and the Office of Management and Budget on behalf of the governor.

It is anticipated that the Department of Law would continue to use centrally provided services such as
accounting, purchasing, leasing and supply, professional services contracting, information management, and
duplicating services on a "service bureau" basis and still maintain the attorney general's functions free from the
governor's supervision. Personnel administration, however, is more problematic. To use the Department of
Administration's classification system would retain an element of control by the governor over the Department of
Law in terms of imposing functional changes in position descriptions and duties. The department assumes it
would have to do its own classifications, create and maintain position eligibility lists, and maintain a more in-depth
records system for personnel than it now does. The department estimates it would require 2 new PFT Personnel
Assistant | (R12) positions, and 1 PFT Administrative Clerk Ill (RIO) position, at an estimated cost of $217,000
per year to perform these functions (using FY 98 salaries for illustration purposes).

Page 2 of 2



FISCAL NOTE

STATE OF ALASKA BILL NO. HJR 19

1998 LEGISLATIVE SESSION

Revision Date Dept. Affected Office of the Governor
Title "Proposing Amendments to the Constitution... '‘BRU Executive Operations

relating to the election and duties of the attorney general" Component Executive Office

Sponsor Representatives Green, Barnes

Requester House Judiciary Component Serial No.
EXpenditureS/RevenueS (Thousands of Dollars)

OPERATING EXPENDITURES FY 99 FY 00 FY 01 FY 02 FY 03 FY 04
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( m

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type)

K*kkkkk

TOTAL 0.0 0.0 0.0 0.0
Estimate of any currentyear (FY98) cost: 0.0
POSITIONS
Full-time 3
Part-time
Temporary

ANALYSIS: (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 Director; Phone 466-3876
Division Administrative Services Date 2/3/B
Approved by  Jim Ayers, Chief of Staff Date 2/3/8
Agency Office of the Governor A d

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office

(R*v 9/97) 90fnfofm xIVOMB Page_ 1 of 2



HJR 19 fiscal anaysis:

This fiscal impact in below is for illustration purposes only and is based on FY9S costs
and salaries. The fiscal impact associated with an elected attorney general would not be
realized until FY03, and accurate costs will need to be identified then. Additionally, if

the voters approve the constitutional amendment calling for an elected attorney general,
the functions and duties of the attorney general will need to be defined and may result in
further fiscal impact.

This note assumes an increase in Governor’s staff by three positions —an attorney, rg. 26,

a paralegal, rg. 19, and an executive secretary, rg. 14. Fiscal note further assumes
existing state-owned office space would be available and does not include lease costs.

Personal services: three PFTs 196.0

Contractual: comm., phones, postage, tolls 21.6
courier svces., subscripts, etc.

Supplies: office/library supplies 101

Equipment: office furniture, DP and 39.2 *
communication equipment

Total first year costs: 266.9

*39.2 first year set-up costs only and not
required in subsequent years.



Sponsor Statement

HJR 19 - Election of the Attorney General

HJR 19 proposes to amend the Alaska Constitution to elect the state attorney general.

The notion of electing, rather than appointing, the state's chief legal officer is
not new. Presently, 44 other states elect their attorney general. Several
resolutions proposing to do so have been introduced in preceeding Alaska
legislatures. In fact, the subject was considered by the Alaska Constitutional
Convention. Fairbanks delegate Frank Barr proposed a resolution to the
convention that would have allowed Alaskans to elect their attorney general,

but was voted down.

My arguements for direct selection of the attorney general by the voters are:
Election provides for greater autonomy for the attorney general and the
department of law; election provides for freedom from political
manipulation; and, election provides for a stronger link between the attorney
general and his or her real clients -- the people of Alaska.

Current law defines the attorney general as "the legal advisor of the governor
and other state officers” (AS 44.23.020). By definition, the relationship
between the governor and his attorney precludes autonomous, independent
action. Under the current arrangement, the attorney general, as a political
appointee and member of the governor's cabinet, is obligated to take into
account the same political considerations as other cabinet officers. W hile the
attorney general may not necessarily interpret the law to satisfy the political
needs of the governor, it is difficult to imagine that he would not take
potential political consequences into consideration during his deliberations.

In summary, the question is: should the attorney general of Alaska represent
the governor or be the chief legal officer representing the people of Alaska? If
you helieve, like 1 do, that the attorney general should represent the people,
then 1 urge your support of HJR 19.






FISCAL NOTE

STATE OF ALASKA
*997 LEGISLATIVE SESSION

Revision Date

Title Const. Amdt.: Regarding the Permanent Fund
Interest ar\d Dividend

Sponsor Representative Austerman

Requester House State Affairs

Expenditures/Revenues
OPERATING EXPENDITURES
Personal Services

FY 98

Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous

“ TOTAL OPERATING 0.0

CAPITAL EXPENDITURES

ICHANGEIN REVENUES [ ]

FUND SOURCE

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Recoipts
1037 GF/Mental Health
Other

TOTAL 0.0

Estimate of any current year (FY97) coat:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

FY 99

none

BILL NO. HJR 25

Dept Affected Office of the Governor

8RU Elective Operations
Component General and Primary Elections
Component Serial No #22
(Thousands of Doilars)
FY 00 FY 01 FY 02 FY 03
30
3.0 0.0 0.0 0.0
I
i
(Thousands of Dollars)
30
3.0 0.0 0.0 0.0

ocC

031

This figure includes the cost of providing information about this :ssue m the Official Flection Pamphlet as required by AS

15 50 and the programming costs for counting votes cast o-- So measure
If this measure requ.ies priming an additions' bailot card, the costs wiil increase by

printed on a single ballot card

$56.0.

Prepared DY
Division

Dana LaTour Ny
Division of Elections

Approved by Co
Agency

Lt Governor Fran Ulmer _jg ' .. '
Office of the Lleutenant.g'c.verno--

However, only four measures can be

Phone 465-5347
Date 3/7/97
/ Date 3/7/97

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



Alaska Permanent Fund Corporation
P.0. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

MEMORANDUM
DATE: April 30, 1997

TO: Representative Joe Green
Chairman, House Judiciary Committee

FROM: Efynron 1. M al1ottR Ah
Executive Director

SUBJECT: Permanent Fund Legal Issues

| am herewith forwarding to you, for information purposes only, copies of
two legal opinions we received this week from our legal counsel, Ron
Lorensen of Simpson, Tillinghast, Sorensen and Lorensen. Although the
issues raised in these two memoranda relate directly to SB 161, they are
issues which also bear, in a broad context, on the subject discussed earlier
this week in your committee regarding HJR 25.

| understand that House Judiciary voted to table HJR 25. On behalf of
myselfand the APFC staffwho appeared before your committee, we
appreciated the frank discussion and would be pleased to discuss any
Permanent Fund issues with you or your committee anytime at your
convenience in the future.

Attachments



ATTORNEYS AT LAV

Simpson, Tilunghast, Sorensen 8 Lorensen
A PROFESSIONAL CORPORATION

LESLIE LONCENBAUCH ONB SBAIASKA PLAZA, SUITE 300 DANE. K INOUYE
RONALD V. LOMNSEN JUNEAU, ALASKA 89501 KATHRYN L, KURTZ
E, BUDD SIMPSON PHONE (907) 588-1400 L M2RRQJ. LOWDBN

STEPHEN F. SORENSEN
JON K TTLLINGHAST FAX (907) 080-3066

MEMORANDUM
To:  Byron|. Mallott, Executive Dii*jr*"APFC

From: Ron Lorensen, STS&L
Date:  April 29, 1997

Re: LiabiIiXissues 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 ontheir behalf. You

have asked whether and under what circumstances a municipality whose assets were managed by

Eho APFC might be able to assert a claim againsttho corporation based on its investment policies or
ecisions.

As very general rules of thumb, liability would not arise where a loss is the result of external
market forces over whichthe APFC had no control, The circumstances under which liability might
arise are those in which the decision or action ofthe 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. Tiujnghast. Sorensen 8 Lorensen, P.C

Byron 1. Mallott
April 29,1997
Page 2

amend SB 161 by adding aprovisionto AS 37.13.310 that expres_sI?/ limits the APFC’s liability to
munlltupalltles whose assets it manages. The following is possible language to accomplish that
result:

1 Re-designate present subsection (d) as (g).
2. Inserta new subsection (d) to read:

(d) Amunicipality that directs the corporation to manage its assets under this
section accepts the investment policies and decisions ofthe 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
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Simpson, Thunghast, Sorensen S Lorensen
A PROFESSIONAL CORPORATION

LESLE LONGENBAUCH ONE {EALASKA PLAZA, SUTE 300 DANIEL H. INOUYE
RONALD W. LORENSEN JUNEAU, ALASKA ‘99301 KATHRYN L KLRTZ
E_BUDD SIMPSON PHONE (907) 588-1400 : OWDE

STEPHEN F. SORENSEN i
JON K TMINCHaJT FAX (3071 588-3085

MEMORANDUM
To:  Byron I. Mallott, Executive Dfrefctor, APFC
From: Ron Lorensen, STS&L/I | \b '

Date:  April 29,1997 \
Re:  SB 161, Relating to management of certain municipal assets by the Alaska Permanent Fund
Corporatlon

Our File No.: 84-6.1

Atyourrec%uest | 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 ("APFCJ)
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. 880b-I et seq. Under 15 U.S.C. §800»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 ofhis official duty" are excluded from coverage ofthe Act
unless a specific provision ofthe Act expressly applies. | 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.  JimBaldwin, Assistant Attorney General

1 | also looked at the related question ofwhether the APFC mi tht be subject to federal
regulation under the separate Investment ComFany Act of 1940 (15 U.S.C. 880a-l et seq.). The
answer is the same: that Act also expressly.excludes States and thelr agencies and officers, etc.



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

(907) 465-2047

MEMORANDUM
DATE: April 28, 1997

TO: Representative Joe Green
Chairman, House Judiciary Committee

FROM: JimKellyJ?
Director of Communications

SUBJECT: Permanent Fund Information

Peryourrequest, attached please find two sets ofanalysis performed for
the Alaska Permanent Fund Corporation (APFC) by our investment
consultant, Michael O'Leary, executive vice-president of Callan Associates,

Inc.

The first attachment, “APFC Asset Allocation Stress Test,” examines the
impact on Permanent Fund total return and net income —assuming a
variety ofdifferent asset allocations- during a period ofan extended bear

market.

The second attachment, “APFC Board Workshop”provides a primer on
endowment management which outlines the investment policy questions
faced by investment boards like the APFC Board of Trustees; and
compares the impact of different distribution policies on Fund growth and

spending.

Ifyou would like to discuss any ofthe findings contained in this material
or need additional information, please let me know. | hope this is

responsive.
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November 27,1995

Alaska Permanent Fund Corporation
Board Workshop

Prepared by

Callan Associates Inc.
550 East 8th Avenue
Denver, CO 80203

(303) 861-1900

Michael J. O’Leary, Jr., CFA
Executive Vice President
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Endowment Management
A Primer

Our objective in this segment of the report is to outline the investment policy questions
confronting overseers of endowment assets. We will briefly describe key management issues,
basic investment concepts and modern endowment management practices and trends.

Purpose

Endowments typically represent the permanent funds of an educational or other institution. They
are designed to provide revenues that will support the institution forever. Conceptually, most
would argue that the level of support should be neutral from an intergenerational perspective. In
other words, the support provided current operations should be maintained in perpetuity.

Goals

The goals implicit in an endowment's basic purpose are to preserve principal and to provide a
meaningful and stable flow of revenue to help fund operations. These two basic goals inherently
conflict. It also is obvious that both presume attainment in inflation adjusted terms. Preservation
of principal is actually preservation of purchasing power. Maintaining a meaningful and stable
contribution to operations dictates a revenue stream that giows with inflation.

The table below illustrates the effect of inflation on purchasing power.

Inflation Time to Half
Rate Purchasing Power
2% 36 Years
3% 24 Years
4% 18 Years
5% 14 Years
6% 12 Years

Mr. David Swensen, Chief Investment Officer of Yale University, illustrates the conflict between
the dual endowment goals by contrasting two extreme distribution (spending) policies: “On one
hand, if the institution could spend only the real returns generated by the portfolio, asset
purchasing power could be maintained perfectly. Assume investment returns are 10% in one year
and inflation is 4%. Ifthe 6% real return on endowment value is distributed to the operating units
and the 4% attributable to inflation is reinvested in the endowment fund to maintain purchasing
power, all constituents are satisfied. In the following year, assume that investment returns are
only 2% and inflation is 7%. Now the institution faces a serious problem. Compensation for
inflation requires a 7% reinvestment in the endowment, but the fund only generated a return of

Callan Associates Inc. Page 1



2%. The endowment manager cannot go to the operating units and ask for 5% rebates to
maintain the purchasing power of assets. Thus, a policy that seeks to maintain asset purchasing

power without exception is not feasible.

The other pob'cy extreme, pursuing the goal of providing a completely stable flow of resources to
the operating budget could be accomplished by spending a fixed amount that is increased each
year by the amount of inflation. In the short-term, the flow of resources from the endowment to
the operating budget will be perfectly stable and quite predictable. Under normal market
conditions, such a policy might not be harmful. In a period of sustained declines in endowment
market value, however, spending at a level independent of the value of assets could cause a loss
of capital thatwould permanent’ iamage the endowment fund.

A spending policy must be devised that addresses the conflicting objectives of preserving
purchasing power and providing a stable flow of resources to the operating budget. Most
institutions achieve the balance by determining a sensible long-term target rate of spending and
applying thatrate to a moving average of endowment market values.”1

Historical Perspective

Managing an endowment portfolio provides a fiduciary challenge similar to that of managing a
trust in which there are distinct income beneficiaries and remaindermen. Taking actions to
enhance the income beneficiary’s return works to the disadvantage of the remaindermen and the
converse, emphasizing growth penalizes the income beneficiaries. Prior to 1970, many, if not
most, endowments had spending policies that were linked to income. Managers attempted to
balance conflicting interests by investing a portion of the fund’s assets for growth and a portion
forincome generation. The Ford Foundation, in 1972, published a study that strongly advocated
the use of a “total return™ investment approach and a market linked spending policy. While the
timing of the study was unfortunate and many of its conclusions criticized, the basic principles
have achieved wide spread acceptance among major endowments and foundations.

A 1992 Survey of Educational Endowments conducted by NACUBO found the following
spending policies:

Spending Rule Percentage
Spend all CurrentIncome 17.4%
Spend a PercentofaMoving Average Market Value 48.4%
Spend a Percent of Prior Year Spending 5.7%
Determine Spending Rate Each Year 13.8%
Other Spending Rule 14.7%
Total 100.0%

1References 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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The extensive reliance on a spending policy that is independent of income is consistent with the
heavy reliance that private educational endowments and foundations have placed on equity

oriented investments and a "total return2 investment philosophy.

It, however, should be noted that public sector funds, of which there are comparatively few, tend
to employ spending policies that are linked to income (or realized return). There have been
attempts to shift toward market linked approaches but they have not achieved notable success.
Some opine that a primary factor slowing acceptance in the public arena is the heavy historic
emphasis placed on fixed income assets. Movement away from an income based distribution
approach mightresultin lower current distributions, a frequently unacceptable consequence.

Callan assisted the New Mexico State Investment Board evaluate the implications of a proposed
constitutional change that was unsuccessful, but which may provide useful insight. Realized
return from the State’s Tax Severance Fund is added to the State's General Fund. Realized return
from the State's Permanent Fund is used to support education. The proposed constitutional
change would have changed spending from a realized return basis to a percent of moving average
market value approach. Since current distributions exceeded the proposed moving average
percentage, the proposed change also included a transitional element that stipulated that each
year’s spendbg had to, at a minimum, be 102% of the prior year level. The consequence of this
feature was that perceived benefits of the change (in terms of inflation protection) were not likely
to be realized for more than a decade. The proposed change also included provisions that would
have liberalized the current legal list investment approach. Some opponents felt that limitation on
spending was unnecessarily inflexible, that it would tie the hands of future state legislatures and
administrations. Others were concerned that the 102% of prior year spending rule would result in
an invasion of principal.  Still others were concerned with the broadening of permissible
investments. Supporters of the change felt that the current “realized return” distribution policy
resulted in too heavy an emphasis on fixed income securities. They also argued that pressure to
increase current earnings increased in periods of low interest rates. Some supporters of the
change felt that achievement of a strategic asset allocation policy that would be consistent with
maintenance of purchasing power could not be accomplished with the current spending approach.
They noted that in the 1960°s and 1970, the funds failed to keep pace with inflation and, in fact,
were distributing corpus. They viewed the 1980's and early 1990’s as an extraordinary

investment environment.

In the final analysis, proponents argued that something like a 50/50 asset mix policy was essential
for attainment of long-term goals and that such a policy could best be implemented and
maintained if distribution levels were determined independently from short-term earnings (i.e., a
percentage of market value related approach). Opponents, while agreeing with the heavier than
historic equity targets, argued that there was notneed to change the constitution to implement the

strategic asset mix target.

Essential Conclusion

Regardless of the approach utilized to determine distributions, it is obvious that inflation is the
primary obstacle to achievement of long-term objectives. It is, therefore, apparent that some

Callan Associates Inc. Page 3
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portion of average current earnings must be retained to preserve purchasing power. For example,
presume an all bond portfolio, steady inflation of 4% and a coupon return of 7%. |If all earnings
were distributed, the fund would, in effect, be distributing 4% of principal each year. If 5% of
year-end market value were distributed, there would bhe a 2% average erosion of purchasing

poOWer corpus.

To achieve the dual long-term goals, the distribution policy must be reasonable and consistent
with the fund’s investment policy. For example, either an income based distribution policy or a
market value linked spending policy combined with a risk averse short-term fixed income
investment policy, will fail to preserve purchasing power. An income based spending approach
combined with an 80% equity related investment policy probably would result in a comparatively

low and volatile distribution stream.

As the survey of spending policies noted earlier demonstrates, comparatively few endowments
and foundations rely on an income hased spending approach.

Endowment Investment Practices

Major endowments and foundations tend to be comparatively aggressive investors. The 1995
Money Market Directory found that less than 35% of endowment and foundation assets were
allocated to fixed investments. Public pension funds typically had 40-45% allocation to
comparable investments. It also should be noted that the endowment and foundation universe is
comparatively small and can be dominated by the investment practices of the larger entities. The

Money Market Directory included the following:

Number Assets
Corporate Plans 45,554 S1,698 billion
Union 1,520 240 billion
Government 1,1678 1,239 billion
Endowment 816 116 billion
Total 49,057 3,293 billion

Mr. Swenscn, of Yale, explains the comparatively high equity orientation by opining: "The
tension between the goals of an endowment can be relaxed by investing for high rates of return.
Hence, investment with an equity bias is the first tenet of endowment investment philosophy.”

He, however, also emphasized the importance of diversification. Forexample, he notes the dismal
performance of equities in the early 1930's and expresses a view that a heavy equity policy
probably would not have survived. He rationalizes Yale's very heavy equity orientation by stating
that: “Diversification without the opportunity costs of investing in fixed income can be achieved
by identifying high-return asset classes that are not highly correlated with domestic marketable

securities."

Callan Associates Inc. Page 4
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According to Mr. Swensen, Yale’s Asset Allocation and Expected A.fter Inflation Return Targets
were:

Expected
After-Inflation

Asset Class Target Weight Return
U.S. Bonds 15.0% 2.0%
U.S. Stocks 22.5% 6.0%
Non-U.S. Stocks 12.5% 6.0%
Private Equity 20.0% 14.0%
Absolute Return 20.0% 7.0%
Real Estate 10,0% 6.0%
Total 100.0% 7.2%

Yale's spending rate was recently raised from 4.5% to 4.75%.

Yale’s investment policy, based on Callan’s experience, is significandy more aggressive than most.
However, other major educational endowments such as Harvard and Stanford also employ

comparatively aggressive strategies.

Major endowments have been particularly receptive to the use of “private equity” (including
leveraged buyout, management buyout, and venture capital funds). Many have been receptive to
non-traditional investment strategics such as "merger” arbitrage, investment in distressed
securities, and "market neutral" investment approaches.

Obviously APFC cannot currently pursue investment approaches utilized by these educational
endowments. Current law limits overall equity exposure and precludes the types of arrangements
that are the norm for investing in private equity. Statute also precludes the use of many of the
instruments and techniques that are employed in the absolute return category (e.g., short selling,

futures, options, and derivatives).

Callan Associates Inc. Page 5



tutklUUIMIt | Wilt/ Will

Comparison ofthe Impact of Distribution Policies
on Growth and Spending

The long-term returns achieved from equity and high quality fixed investments are well known
and documented. In sum, equity investments have far outpaced fixed investments, albeit with

greater volatility.

What is less well documented but critically important is the impact of alternative distribution
policies on long run growth.

To examine this question, in conjunction with staff, we developed two alternative distribution
rules. They were:

L 1/2 of average five year total return is distributed.
2. 4% of average five year market value is distributed.

Using Ibbotson Associates return data, we then modeled three alternative investment policies.
The policies were:

L 50% equity (S&P 500) and 50% bonds (Salomon Brothers High Grade Long-Term

Corporate)
2. An aggressive policy (70% equity), and
3. A conservative policy (30% equity).

For each of the three investment policies, we calculated market values and annual distributions
(spending). For each, we used data from 1926, for the past 40, 30, 20, and 10 year periods. We
considered the multiple timeframes to minimize the risk of drawing conclusion that had a

particular time period bias.

The distribution rule based on 1/2 of five year average earnings is similar to, but different from,
APFC’s actual distribution pattern. Your distributions are based on "realized" return not total
return. Thus, the distributions associated with our model are more volatile than those that you
have actually observed. However, in a true economic sense, the total return approach utilized is

very meaningful.

Data limitations precluded the use of international equities, real estate and broader measures of
the bond market. Inclusion of these additional asset categories should dampen overall observed
volatility but not distort the conclusions of the analysis.

Graphs portraying the results of the analysis for the 50/50 policy follow this text. Results for the
aggressive and conservative policies are presented in the Appendix.
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Review of the output demonstrates the following conclusions:

1 The policy of distributing halfof average return erodes the growth in assets relative to the
market value based distribution policy when returns arc high. As should be expected, the
greater spending in these periods does not allow as much reinvestment to take advantage

of subsequent market returns.

2. The second conclusion is that the return based distribution policy leads to more volatile
cash flows than the market value policy.

3. Whichever policy produces lower initial spending produces greater subsequent market
values (growth). On balance, the 4% spending policy produced lower spending than the
halfreturn policy, and, therefore, fund growth was greater with the market value spending

approach.

Several other points pertaining to the historic analysis are noteworthy. Regardless of spending
policy, the asset growth and long-term spending are greater with higher equity commitments. At
the 50/50 investment policy, there were extended periods where the half return policy produced
higher market values. However, for the entire period and for the 40, 30, 20, and 10 year periods,
the market value distribution approach resulted in higher ending market values. Market value
differences were greater with the more aggressive policy and mixed with the more conservative

investment policy.

Technical Note: In order to develop spending comparisons in the initial five years for each
comparison, wc used averages of increasing duration. Spending in the initial year was based on
the first year market value, in the second year on the average of the first and second year market
values, and so forth. In order to make the comparison apples-to-apples. wc followed the same
procedure for calculating the average returns-. These assumptions have the greatest impact on
shorter timeframes by introducing additional time period bias.

Other Conclusions

While not apparent from the analysis, wc believe the following additional observations are
important;

1 Long run returns have been positive, thus, lengthening the period used for averaging
(e.g., from 5 to 7) tends to reduce the effective distribution. Lower distributions result in
more rapid asset growth. Conversely, shortening the averaging period would result in
larger distributions, thereby retarding asset growth.

2. The magnitude of the impact on asset growth would vary significantly with the investment
policy and the time period considered.

Callan Associates Inc. Page 2
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ALASKA PERMANENT FUND CORPORA HON
ASSET ALLOCATION “STRESS TEST”

Introduction and Overview

In recent years, APFC’s equity allocation has been increased. The increase has contributed
mportantly to the Fund’s growth because stocks have significantly outperformed fixed
income investments. At present, the Fund’s equity allocation is essentially at current
statutory limits. As an important part of the Board’s regular asset allocation policy review,
Callan has been asked to examine how the current policy and two alternative policies, with
even greater equity exposure, would have fared in a weak market environment.

We believe that this is a particularly useful exercise since investors, over the past 10-15
years, a period that corresponds to APFC’s entire experience in equity investing, have

enjoyed exceptional returns.

To complete the assignment, we examined two five-year periods. The first, 1973-1977, was
a five-year period which includes a severe bear market (1973 and 1974) and a strong

subsequent recovery.

The second five-year span is the most recent five-year period ended 12/31/96. It illustrates
the potential rewards associated with the current policy and two alternatives with heavier

equity commitments.

Simulation Process

In order to evaluate the alternatives, we had to make certain important simplifying
assumptions. First, owing to limited market index history, we had to exclude international
bonds from the analysis. Second, we had to approximate the income and appreciation
components of real estate index returns.

The three policies considered for both time periods are presented in Table | below. The
S&P 500 Stock Index was used as the proxy for domestic equities, the Lehman
Government/Corporate Bond Index rs the proxy for the bond market, the Morgan Stanley
Capital Index - Europe, Australia and Far East Index (EAFE) as the proxy for international

stocks, and the Callan Real Estate Index for real estate.
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TABLE 1
ASSET MIX ALTERNATIVES EVALUATED

Asset Mix Alternatives Evaluated
Asset Class Current Mix  Mix A Mix 13

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

100% 100% 100%

Decision Rules

A hypothetical portfolio was constructed at the beginning of each period. Each asset
category was presumed to achieve market returns. At the end of each calendar quarter, the
total equity allocation (sum of domestic and international) was examined. |If it exceeded a
limit, rebalancing to the policy was conducted at no cost. At the end of each calendar year,
the portfolio was rebalanced to the policy target. The maximum equity commitment for the
current policy was set at 50%; 55% for Mix A and 60% for Mix B.

51-1. 5

1973-1977 Results

Graph | below depicts the total return for each of the three alternative policies. As one
would expect, the current policy, owing to its lower equity commitment, had the best returns
in the two bear market years (1973 and 1974). Over this two year span, the current policy
had a negative cumulative return of 17.2%. A dollar of value at the beginning of 1973 had
declined to 82.8 cents by the end of 1974. Policy B, total equity exposure of 57%, declined

20.55% over the same span.
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GRAPH 1

Calendar Year Total Returns
(1973 - (Y m
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Graph 2 depicts the cumulative return for each policy over the full five-year period. The most
conservative policy achieved the highest cumulative return. Over this span, $1,000 invested in
the current policy would have grown to $1,218, an annualized compound return of 4.02%. The
most aggressive policy (Mix C) would have produced an ending value of $1,184 foi a compound

annual return of 3.44%.
GRAPH 2

Cumulative Portfolio Growth
(1973 - 1977)
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Income Return

The current mix total return was positively affected by its greater income component. Graph 3
depicts the income return by calendar year for each policy.

GRAPH 3

Calendar Year Income Returns
(1973 - 1977)
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Portfolio Composition

Details of portfolio composition and return for each policy by calendar quarter are presented in
the Appendix. The graphs below illustrate the composition of the three hypothetical portfolios
throughout the five-year period. It is clear that each policy’s broad diversification and the
rebalancing rules resulted in only minor shifts in portfolio composition throughout the period.

GRAPH 4

Asset Class Weights =Current M ix
(1973 - 1977)
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GRAPH 5

Asset Class Weights - Mix A
(1973 -1977)
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1992-1996

As one should expect, the results for the 1992-196 period were the mirror image of the 1973-
1977 analysis. The most aggressive policy produced the highest return. Graphs 7 and 8 depict
the cumulative and calendar period performance for the three policies. Policy B produced a
compound annualized return of 10.4% while the current policy returned 9.98%.

GRAPH 7

Cumulative Portfolio Growth
(1992 -1996)

GRAPH 8

Calendar Year Total Returns
(1992 - 1996)
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The income return pattern was as expected; the most conservative policy had the highest income.
It is, however, important to note that for all three policies, the income oniponent of overall
return was less than half of the total return. In contrast, during the 1973-1977 span, the income
component of return was actually greater than the total return (i.e., losses detracted from the
income return).

GRAPH 9

Calendar Year Income Returns
(1992 - 1996)
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Graphs 10-12 illustrate the asset mix composition throughout the five-year period. Owing to the
strong equity market, the maximum equity limitation forced more frequent rebalancings.

GRAPH 10

Asset Class Weights - Current Mix
(1992 - 1996)
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Summary

The stress test helps illustrate the worst reasonable case that one might expect for each of the
three policies. One might think that the differences are comparatively small. They are.
However, the range of policies was narrow. The most aggressive policy only had 9% more in
total equity than the most conservative (57% versus 48%). Nonetheless, during a weak market
environment, the differences in return were meaningful. It also is important to recognize that
despite the fact that a positive total return was achieved in the 1973-1977 period, the real return
was negative. This is depicted in Graph 13.

GRAPH 13

1973 - 1977 Real Return Comparison

O Current Policy BMixA El Mix B

Michael J. O’Leary, Jr., CFA
Executive Vice President
Callan Associates Inc.
March 13, 1997
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Total Return (1973 - 1977)

Domestic Fixed

Dale  Domestic Etjulty  Internntlonnl Equity Income Renl Fsinlc Inflnlton
3/1973 +4.86% 10.63% -0.44% -0.36% 1.96%
6/1973 *5.79 -1.16 0.30 1.21 2.00
9/1973 4.78 -7.03 2.50 2.74 2.34

12/1973 -9.25 -16.32 -0.05 -1 2.21
1973 -14.77 -14.93 2.30 2.56 8.78
311974 -2.81 113 -1.79 161 3.32
6/1974 -1.54 -6.03 -3.47 -2.12 21
9/1974 -25.05 -21.24 0.06 -1.03 3.25
121974 941 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 3.62 153
6/1975 15.31 -0.37 2.83 147 1.70
9/1975 -10.92 +8.89 -1.08 +0.17 1.86
12/1975 8.64 13.37 6.44 261 1.64
1975 37.15 35.50 12.29 7.70 6.90
311976 14.96 2.39 3.90 2.33 0.72
6/1976 2.46 -1.77 1.12 120 1.60
9/1976 189 -3.09 433 2.57 140
12/1976 3.18 5.20 5.45 3.77 1.04
1976 23.83 2.54 15.59 10.22 4.84
31977 -1.44 1.62 -0.80 133 222
6/1977 3.28 451 3.02 261 2.0
9/1977 -2.80 5.65 0.82 2.21 131
12/1977 0.13 5.16 -0.04 4.19 1.13
1977 -7.20 17.99 2.99 10.79 6.83
Cunulative 0.20 1.38 6.50 6.03 7.92
Iljed Return
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Domestic Fixed

milonnl F/pilly Income Real Fsintc
3/1973 0.07% 0.50% 1.04% 1.05% 190%
<5/1973 0.77 0.49 1.07 1-58 2.00
9/1973 0.78 0.57 17 1.70 2.34
12/1973 0.90 0.52 1.72 1.78 221
1973 3.16 2.16 6.91 6.88 8.78
3/1974 0.8C 0.711 1.70 1.04 3-32
C974 0.99 (0]0))] 1.83 1.52 2.71
9/1974 117 0.70 1.97 1a 3.25
12/1974 1-35 0.90 2.04 1.49 2.55
1974 4.4 3.0 A% 6.41 12.36
3/1975 1.19 1.13 1.98 1.52 1.53
Cn975 1.07 0.78 1.90 1.01 1.70
9/1975 1.03 0.70 1.95 1.33 180
'.2/1975 1.05 0.90 2.03 1-18 1.04
1975 4.4 3.5 8.16 538 6.0
3/197C 0.91 0.04 1.94 1.52 0.72
C/97C 100 0.09 1.92 1.00 100
9/197C 0.98 0.09 191 1.24 1.40
12/1976 100 0.87 1.89 1.09 1.04
1976 3% 291 7.0 557 4.8
3/1977 1.03 0.70 1.80 144 2.22
Cla77 1.19 0.75 1.80 1.42 2.01
9/1977 1.14 0.78 1.81 1.04 13
1211977 1.39 0.78 1.85 1.98 1.13
1977 4.3 3.®B 7 6.4 6.83
_Cumu lative 416 o 767 6.3 7.
Annualized Return
March /.?. 1997 Page I
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Current Mix - Returns, Weights Sc Dates of Rebalancing (73-77)

Dale

31973
6/1973
91973
1211973
1973
31974
6/1974
9/1974
1211974
1974
31975
6/1975
911975
121975
1975
3/1976
6/1976
9/1976
1211976
1976
319
6/1977
91977
121917
1977

Return (%)

+0.69
+190
200
.28
*5.89
147
*5.09
1114
6.15
*11.99
13.%
6.80
547
768

107
190

4.02

Return(%)

5.69

Portfolio Total Portfolio Income ~ Domestic

Equity
36.0%
34-6%
33.1%
34.0%

. 36.0%

36.0%
35.6%
34.6%
36.0%
37.1%
36.0%
36.0%
36.0%
36.0%
36.3%
36.0%
38-6%
38.9%
38.7%
38-3%
36.0%
34.2%
34.3%
33.2%
3221%

International

Equity
12.0%
134%
13-6%
12.3%
12.0%
12.0%
12.3%
12.2%
12.0%
11.6%
12.0%
12.0%
120%
12.0%
12.6%
12.0%
114%
11.1%
10.6%
10.6%
12.0%
12.6%
12.7%
134%
13.9%

Income
42.0%
42.1%
431%
43.3%
42.0%
42.0%
41.9%
42.6%
42.0%
421%
42.0%
42.0%
42.0%
42.0%
41.6%
42.0%
40.6%
40.6%
41.3%
41.7%
42.0%
4221%
42.7%
42.9%
424%

Cumri: tlive Atmmllzed Helton

Asset Class Weights nl End of luieli I'erintl
Domestic Fixed International

Fixed Ineome
0.0%
00%
0.0%
00%
0.0%
0.0%
0.0%
0.0%
c®)
0.0%
00%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
00%
00%
0.0%
00%
00%
00%
00%

Real Estate
10.0%
10.0%
104%
104%
10.0%
10.0%
10.3%
10.6%
10.0%
9.6%
10.0%
100%
10.0%
100%
9.6%
10.0%
9-6%
9.6%
9.5%
9.6%
10.0%
104%
10.3%
10.6%
10.9%

Portfolio autonrtieally rclxilnxtcd if total ccfiily exceeds .SOT-, 'lie portfolio is rehninircd titnually regardless of Inin! ctftily
Araiiri rclitnn arc shown inlhc rows Inhelcd wilhjusl lie years.

Callan Associates Inc.
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Total Equity

Allocation
4R.0%
47.9%
46.6%
46.3%
48.0%

4721%
4621%
48.0%
4R7%

48.0%
48.0%
48.0%
49.0%

49.9%
50.0%
49.2%
4821%

4621%
46.9%
46-6%
46.7%
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Current Mix - Dollar Returns, Capital Gains!Losses (73-77)

Market  Totnl Change In Change Due lo  Chnngc Dug In Total Income Capital
Dntc Vnluc Market Value Income Capital Galn/l-oss  Return () Return (%)  Gain/liOKs (7¢)

121972 1,000.00

3/1973 993.05 (6.95) 1161 (18-56) (0.69) 116 (1.86)
6/1973 974.14 (18.91) 1186 (30.77) (1.90) 119 (3.10)
9/1973 993.59 19.45 1215 7.30 200 125 0.75
1211973 941.14 (52.44) 1201 (65.35) (5.28) 130 (6.58)
1973 (58.86) 46.99 (105.85) (5.89) 4.9 (10.49)
3/1974 927.34 (13.80) 12.22 (26.03) (1.47) 130 (2.77)
6/1974 880.13 (47.21) 1257 (59.78) (5.00) 136 (6.45)
9/1974 780.32 (99.80) 13.19 (113.00) (11.34) 150 (12.84)
1211974 828.30 47.98 12.50 35.48 6.15 160 455
1974 (112.84) 48.70 (161.54) (11.99) 5.83 17.1D)
3/1975 94397 115.67 1281 102.86 13.96 15 12.42
6/1975  1,008.19 64.22 1382 50.39 6.80 146 534
9/1975 953.06 (55.13) 1418 (6932) (5.47) 14 (6.88)
1201975 1026.26 73.20 14.08 59.12 768 148 6.20
1975 197.95 61.85 136.10 23.90 6.03 17.12
31976 120367 7741 14,09 63.33 754 137 6.17
61976 1118.16 14.49 1539 (0.90) 131 139 (0.08)
01976  1,14490 26.74 15.17 1156 239 136 103
1201976  1,195.10 '50.20 1561 34.60 4.38 136 3.02
1976 168.84 66.94 101.91 16.45 5.60 10.42
31977 1,162.99 (32.11) 16.20 (4831) (2.69) 136 (4.04)
61977 120082 37.83 16.82 21.01 3.5 145 181
01977 120494 4.12 1732 (13.20) 034 144 (MO)
121977 121784 1290 18.90 (6.00) 107 157 (0.50)
1977 22.74 72.34 (49.60) 1.9 5.4 (3.86)

Callan Associates Inc. March 13, 1997 Page 13



Mix A - Returns, Weights & Dates of Rebalancing (73-77)

Date

11971
6/197.1
9/197.1
121197.1
1973
111974
6/1974
9/1974
121974
1974
111975
6/1975
9/1975
12/1975
1975
1/1976
6/1976
9/1976
12/1976

1976
111977
6/1977
9/1977

1211977

1977

Portfolio Total

Return (%)

+0.56
*2.04
181
*5410
-6.57
+1-19
621
+12.27
6.12

-12.99
1491
6.97
*6.0.1
7.75
24.45
.12
129
2.19
411
16.30
275
129
0-19
121
2.0S

3,73

Callon Associates Inc.

Portfolio Income

Return (91)

1.12
115
1.20
1.26
482
1.26
1-11
145
1.56
5.70
l.si
142
1-15
1.44
5.83
1-12
1-15
1.1
1-12
540
[-il
141
1.40
1.54
5.78

5.51

Domestic

Equity
38.0%
.16.4%
15.0%
16.0%
.18.0%
38.0%
37.5%
36.5%
38.0%
19.2%
38.0%
38.0%
41.0%
3841%
19.2%
38.0%
40.6%
4141%
40.9%
40.5%
38.0%
16.2%
16.2%
35.0%
34-5%

International

Equity
14.0%
15.6%
15.7%
14-1%
14.0%
14.0%
14.4%
14.2%
14.0%
1.15%
14.0%
14.0%
13.0%
12.6%
13-1%
14.0%
[+ \r%

12
12>%
14.0%
14.6%
14.8%
15.6%
16.2%

Income
37.0%
17.0%
37.9%
38.2%
37.0%
37.0%
36.9%
37-5%
37.0%
3641%
37.0%
37.0%
35.6%
37.4%
17.0%
37.0%
35.7%
35.6%
36.4%
.1641%
37.0%
17.7%
37.6%
1741%
17-1%

Cimitlnlive AinitBilizctl Rclum

March 13. 1997

Asset Clnss Weights ul Entl of Knelt Period
Domestic Fixed

International
Fixed Income
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

Real Estate
11.0%
11.0%
11.4%
11-5%
11.0%
11.0%
111%
11.7%
11.0%
10_S%
11.0%
11.0%
10.4%
11.1%
10.6%
11.0%
10.4%
10.4%
10-5%
10.4%
11.0%
11-5%
11.4%
11.6%
11.9%

Portfolio ntimnwic.dly reMmred if mini equity exceeds 55%. Hr pirlfolio is relxilnvcdmatMIy reennllcss or mini equity
Amin rctimrs nre sttown 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%
511%-
52.895-

5041%
S1.0%
50.695-
50.7%

Page 14



Mix A - Dollar Returns, Capital Gains/Losses (73-77)

Market  Total Change In Change Dueto ~ Change Due to Tolnl Income Capital
Dale Value Market Value Income  Capital Galn/l.oss ~ Return (%) Return (%)  Cnln/Ix).™ (%)
12/1972 1,000.00
V1973 994..19 (5.61) 11.20 (16.81) (0.56) 112 (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 1173 6.06 1.81 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) 1l (6.52)
9/1974 766.11 (107.18) 12.69 (119.87) (12.27) 145 (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 1227 108.92 1491 151 1340
6/1975 999.33 65.16 13.26 51.90 6.97 142 5.56
9/1975 939.04 (60.30) 1345 (73.75) (6.03) 155 (758)
12/1975 1,011.77 72.74 13.48 59.26 1.75 144 6.31
1975 198.78 59.02 139.76 24.45 5.83 17.86
111976 1,089.87 78.10 1338 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 33.80 431 152 3.00
1976 164.95 63.58 101.37 16.30 5.40 10.48
111977 1,144.36 (32.36) 15.46 (47.83) (2.75) 131 (4.06)
6/1977 1,181.95 37.59 16.09 2151 3.29 141 1.88
9/1977 1,186.57 4.62 16.61 (11.99) 0.39 1.40 (1.01)
1211977 1,201.16 1459 18.24 (3.66) 1.23 154 (051)
1977 24.44 69.47 (45.03) 2.08 5.78 (3.55)
March 13, 1997 Page 15
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Mix B - Returns, Weights & Dates ofRebalancing (73-77)

Dnlc

V1973
6/1972
9/1972
1211972
1973
211974
6/1974
9/1974
1211974
1974
2/1975
6/1975
9/1975
12/1975
1975
211976
6/1976
9/1976
12/1976
1976
2/11977
6/1977
9/1977
12/1977

1977

Callan Associates Inc.

Porifolio Tninl
Return (%)

*0.47
-2.22
168
-6.44
-7.42
-1-70
-5-25
-12.46
6.08
-14.24
16.04
7.26
-6.47
7.86
25.57
7.99
1.28
1.94
421
16.18
-2.86
2-22
0.42
143
2.23

t44

Portfolio mmmniicnlly rch.il.meed if lolnl equity exceeds 60%. Hie portfolio is reKil.meed mnimlly rcenrdlcss of lol.il equily

Porlfnllo Income

Return (9)

1.07
110
115
121
461
121
1.26
140
121
5.48
1.46
1-26
128
1-27
5.59
1.26
129
124
1.26
5.14
126
1-25
1.26
1-20
5.59

5.28

Annual rclurns are shown in Ihc rows libeled ivilhjust lire years.

Domestic Internnllonnl

Eqnlty Equity Income
41.0% 16.0% 30.0%
39.2% 17.8% 30.0%
37.8% 18.0% 30.8%
38.9% 16.4% 71.0%
41.0% 16.0% 30.0%
41.0% 16.0% 30.0%
40.4% 16.4% 29.9%
39.4% 16.3% 30.4%
41.0% 16.0% 30.0%
42.3% 15.5% 29.9%
41.0% 16.0% 30.0%
41.0% 16.0% 30.0%
44.1% 14.9% 28.8%
42.0% 14.5% 30.4%
42-1% 15.2% 30.0%
41.0% 16.0% 30.0%
43.6% 15.2% 28.9%
44.2% 14.7% 28.8%
44.1% 14.0% 29.5%
4.7.7% 14.1% 29.8%
41.0% 16.0% 30.0%
39.1% 16.7% 30.6%
39.1% 16.9% 30.5%
37.8% 17.8% 30.7%
37.2% 18.5% 30.2%

Cniiiiiliillve Annualized Reluni

March /.?. 1997

Asset Class Weights tit ICtttl of ICtich I'criml
Domestic Fixed

Inlcrnntinnnl
Fixed Inenme
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

Renl Estntc
13.0%
13.0%
13.5%
13.6%
13.0%
13.0%
13.4%
13.8%
13.0%
12.4%
13.0%
13.0%
12.3%
13.1%
12.5%
13.0%
12.3%
12.3%
12.4%
12-2%
13.0%
13.6%
13.5%
13.7%
14.1%

Tninl Equity

Allucnlinn
57.0%
57.0%
55.7%
55.4%
57.0%

56.8%
55.7%
57.0%
57.8%

57.0%
58.9%
56.5%
57.5%

58.8%
58.9%
58.1%
57.8%

55.8%
56.0%
55.6%
55.7%

Page Ili



Mix 1 - 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 GnIn/l.oss  Return ((v) Return (7r)  Clnlu/l.ow(9i>)
12/1972 1,00(.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) 110 (3-13)
9/1973 989.47 16.35 11.22 5.13 168 115 0.53
121197.1 925.79 (63.68) 11.98 (75.66) (6.44) 1.21 (7.65)
1973 (74.21) 42.67 (116.88) (7.42) 4,61 (11.63)
3/1974 913.76 (12.03) 11.18 (21.21) (1.30) 1.21 (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) 140 (14.86)
12/1974 793.95 4551 i .27 14.24 6.08 151 458
1974 (131.84) 43.48 (175.31) (14.24) 5.48 (18.93)
1/1975 921.30 127.35 11.59 115.76 16.04 146 1458
6/1975 988.17 66.87 12.55 54.31 1.26 1.36 5.90
9/1975 924.27 (63.90) 12,67 (76.57) (6.47) 128 (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 1253 67.12 7.99 1.26 6.73
6/1976 1,090.34 1374 1391 (0.17) 128 129 (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 3.32 135 19
9/1977 1,167-15 4.87 15.80 (10.92) 0.42 136 (0.94)
1211977 1,184.08 16.72 17.55 (0.83) 143 1.50 (0,07)
1977 25.79 66.21 (40.41) 2.23 5.59 (3.23)
March 13. 1997 Page 17
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Date

V1992
6/1992
9/1992
12/1992
192
198
6/199.1
9/199.1
12/1993
193
3/1994
6/1994
9/1994
12/1994
194
.1/1995
6/1995
9/1995
12/1995
195
3/1996
6/1996
9/1996
12/1996
19%6
Amilnlinc
Arunllizad Retum

Callan Associates Inc.

Total Return (1992 . 1996)

Domestic F/pilty

256%
198
311
5.10
7.0
4.26
053
2-57
224
94l
3.84
040
491
aa
127
971
95.1
799
5.95
3751
5.47
451
109
8-15
23.14

B2

Domestic Fixed

International Ktjnity Income
-11.87% -1.50%
2.12 4,05
1-40 4.89
-3.86 0.08
-12.18 70
11.99 4.65
10.06 3.00
6.63 3.31
0.87 +0.29
257 1n.®
3.49 -3.13
5.11 +1.24
010 0.49
-1.02 0.37
7.8 3481
1.86 4,98
0.73 6.49
4.17 191
4.05 4,66
n2 102
2.89 -2.34
158 0.47
0 1.76
1-59 1.06
6.6 290
8.16 7.18

March 13. 1997

Real Fstntc

0.26%
-0.84
-1.03
-3.13
4.0

1®
0.62
0.37
-0.27
173
119
129
1.46
211
6.3
17
158
129
105
5.6
2.24
185
2-11
2.46
9.16

3.5

IntInlion

0.81%
0.80
0.72
0-40
2.8
091
0.64
0.42
0.49
2.9
0.77
0.69

1M
0.20
2.72
1.02
081
0.47
0.20
222
131
0.78
0.65
0.52

3.2
2.8

Page 18



Income Return (1992 . 1996)

Domestic Mxed

Date  Domestic Fjpilly  International Frpilly rncon>c Renl fistntc InDallon
3/1992 0.68% 0.41% 1.90% 1.44% 0.81%
(5/1992 0.85 0.51 1.95 142 0.80
9/1992 0.71 0.52 1.89 155 0.72
12/1992 0.79 0.46 181 148 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 0.44 173 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 2.77 171 7.04 6.96 2.50
3/1994 0.63 0.35 164 171 0.77
6/1994 0.75 0.37 172 175 0.69
9/1994 0.75 0.36 178 175 1.03
12/1994 071 0.37 181 1.89 0.20

1994 2.88 1.47 7.13 7.28 2.y2
3/1995 0.67 041 1.84 1.7 1.02
6/1995 0.66 0.42 1.80 1.82 0.81
9/1995 0.64 0.42 172 1.88 0.47
12/1995 0.55 0.42 1 191 0.20

1995 2.54 1.68 7.26 7.59 2.52
3/1996 0.61 0.40 1.64 1.92 133
6/1996 0.61 0.38 1.69 2.08 0.78
9/1996 0.57 041 172 2.09 0.65
12/1996 0.57 0.40 172 1.89 0.52

1996 2.38 1.60 6.94 8.23 3.32

Cunulative 2.73 1.67 7.23 7.21 2.78
li7jad Return
March 13, 1997 Page 19
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Current Mix - Returns, Weights & Dates of Rebalancing (92-96)

Asset Class Weights til Ktxl of Knelt Period

Portfolio Total Portfolio Incooic Domestic International Domestic Fixed International Tninl Equity
Dale Return (7c) Return(7¢) Equity Eqully Inennte Fixed Income Real F.sinle Alloenlinn
36.0% 12.0% 42.0% 0.0% 10.0% 48.0%
.1/1992 -2.95 121 36.19V 10.97¢ 42.67c 0.07c 10-19v 47.09V
6/1992 2.59 114 35.99V 10.87¢ 4129V 0.07¢ 10.07c 46.87c
9/1992 3.29 1.28 35.99V 10.77¢ 4.1.97¢c 0.07¢ 9.69V 46_STc
12/1992 1.15 1.27 37.19V 10.17¢ 4.1.47¢c 0.07¢ 9.29v 47.47c
1992 4.02 5.23 36.0% 12.0% 42.0% 0.0% 10.0%
.1/1993 5.03 1.20 35.79V 12.89V 41.89V 0.07c 9.67¢ 48-57c
6/1993 2.79 1.22 ,15.09V 1.1.77¢ 41.97¢ 0.07c 9.47¢ 48.79V
9/1993 1.23 1.14 34.79V 14.27¢ 42.07¢ 0.07c 9.27¢ 48.97¢
12/1993 0.75 115 35.20V 1420V 4150V 0.07¢ 9.17c 49.40
1993 12.28 4.80 36.0% 12.0% 42.0% 0.0% 10.0%
\Vlgg4 -2.16 1.13 35.49V 12.77¢ 41.67c 0.07¢ 10-17c 48.17¢
6/1994 0.41 121 35.49V 1.117c 40.97c 0.07c 10.47¢c 48.77¢c
9/1994 2.10 121 30.47c 1.1.07¢c 40.37¢ 0.07c 10.47¢ 49.49V
12/1994 0.25 123 16-19v 12.97¢ 40..17r 0.07c 10.67¢ 49.1 fr
1994 0.56 4.88 36.0% 12.0% 42.0% 0.0% 10.0%
3/1995 5.99 1.24 17-17¢ 11,S7¢ 41.67¢c 0.07c 9.67¢c 48.895*
6/1995 6.49 1.22 38-17c 10.97¢ 4 169V 0.09V 9.2rr 49.27¢
9/1995 4.43 1.18 36.09V 12.09v 42,09V 0.09v 10.09V 48.09V
12/1995 4.69 1.16 36.49V 1199V 42.07¢c 0.07c 9.77c 48.49V
1995 23.39 4.88 36.0% 12.0% 42.0% 0.0% 10.0%
3/1996 1.56 1.15 17.49V 12.27¢ 40.47c 0.07c 101V 49,59V
6/1996 2.26 117 36.09V 12.09vV 42.09V 0.09v 10.09V 48.09V
9/1996 2.07 1.18 36.47¢ 11.77¢ 41.97¢ 0.09v 10.07¢ 48.19V
12/1996 4.75 1.16 17,69V 1149V 41.27c 0.07¢ 9.8V 49.09V
1996 11.04 4.75
9.98 491 CuiMiliillve Atimitili/ctl lleltint

Poo folio automatically relnlaneed if total equity ctrccth .SOT* II*- pmIfnlin is rcManccd annnally rcpardlirss of total equity
Animal rclttms are simwn in die rows laM cd uilltjust tie years.

Callan Associates Inc. March 13. 1997 Pane 20



Current Mix - Dollar Returns, Capital Gains/Losses (92-96)

Inlc
12/1991
3/1992
6/1992
9/1992
12/1992
1992
3/1993
6/1993
9/1993
12/1993

1993
3/1994
6/1994
9/1994

12/1994

1994
3/1995
6/1995
9/1995

12/1995

1995
3/1996
6/1996
9/1996

12/1996

1996

Mnrkel

Vnluc
i.nno.no
970410
995.60
1,028.37
1,040.23

1,092.51
1,123.01
1,159.28
1,168.02

1,142.80
1147.47
1,171.60
1,174.55

1,244.90
1,325.66
1,384.40
1,449.33

1,471.90
14105.19
14136.32
1,609.31

Callan Associates Inc.

Tninl Clinnge In Chnngc One to

Mnrkel Vnltie

(29.50)
25.10
32.77
11.86

40.23
52.28
30.50
36.27

8.75

127.79
(25.22)
4.66
24.13
295
6.53
70.35
80.76
58.74
64.93
274.78
2257
33.29
3113
72.99

159.97

income

12.34
1301
12.79
13.07
54.41
1253
13.32
12.82
1331
56.03
1318
1381
14.06
14.44

57.34
1458
1514
1561
16.03

70.72
16.66
17.16
17.83
17.89

76.39

Chnngc Due In
Cnplinl GnIn/Tx)s.s

(41.84)
12.09
19.98
(1.21)

(14.17)

39.75
17.18
23.45
(4.56)

71.76

(38.40)
(9.15)
1007

(11.49)

(50.81)

55.77
65.62
43.13
4891

204.06
591
16.13
13.30
55.09

83.58

March 13. 1997

Tninl
Return (7r)

(2.95)
2.59
3.9
115

4,02
5.03
2.79
3.3
0.75

1228

(2.16)
041
2.10
025

0.56
5,99
6.49
4.43
469

23.39
156
2.26
207
475

11.04

Income
Return (7c)

123
134
128
127
5.23
1.20
122
114
115
4.80
113
1.21
123
123
4.88
124
122
118
116
4.88
115
117
118
116
4.75

Cnplinl
Gnln/l.nss (7¢)

(4.18)
125
2.01

(0.12)

(1.16)
382
157
2.09

(0.39)
7.23
(3.29)
(0.80)
0.88
(0.98)

(4.17)
475
5.27
3.25
353

17.88
041
LIfl
0.88
3.59

6.08
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Mix A - Returns, Weights & Dates of Rebalancing (92-96)

Dnte

1/1992
6/1992
9/1992
12/1992
1992
1/1993
6/199.1
9/1993
12/1993
199.1
3/1994
6/1994
9/1994
12/1994
1994
.1/1995
6/1995
9/1995
12/1995
1995
3/1996
6/1996
9/1996
12/1996
1996

Callan Associates Inc.

-3.16
2.46
3.13
116
351
513
2.87
3.26
0.83

'2.60

-2.00
0.60
2.19
021
0.98
5.99
6-19
4.60
4.17

23.58
1.86
2-18
2.09
4.94

11.72

10.20

PnrtfolloTotnl Portfnlin Income

Return (%) Return (%)

118
129
123
122
5.00
115
117
1.09
1.10
4.60
1.08
116
118
118
4.68
119
117
113
1.08
4.65
11
112
111
1.09

451

4.69

Domestic

Equity
38.0%
18.2%
38.1%
38.1%
39.5%
38.0%
37.7%
36.8%
.16.6%
37.1%
38.0%
37-1%
37.2%
38.2%
38.1%
38.0%
39.1%
40.5%
4131%
42-1%
38.0%
39.1%
40.2%
40.6%
38.0%

International

Equity
14.0%
12.7%
12.7%
12-5%
11.9%
14.0%
14.9%
16.0%
16-5%
16.5%
14.0%
14.8%
15.4%
15.1%
14.9%
14.0%
1.1-5%
12.7%
12.7%
12.6%
14.0%
14.1%
14.0%
117%
14.0%

luenme

37.0%
37.6%
38.2%
38.9%
38.5%
37.0%
36.8%
36.9%
36.9%
36.5%
37.0%
.16.6%
.15.9%
15-1%
15.4%
37.0%
.16.6%
16.7%
35.7%
15.7%
37.0%
35.5%
34.8%
34.7%
37.0%

Cttmnlitllve Atimnili/.cd U lltni

March /.?. 1997

Asset Class Welrlils til Kikl<if Much I’crind
Domestic Fixed

Inlernnlinnnl
Fixed Inenme
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

Renl Estnle
11.0%
11.4%
11.0%
10.6%
10.1%
11.0%
10.6%
10.3%
10.0%
9.9%
11.0%
11.4%
11.4%
11.4%
11.6%
11.0%
10.6%
10.1%
9.8%
9.4%
11.0%
11.0%
11.0%
11.0%
11.0%

Portfnlin automatically rebalanced if total equity exceeds 55%. 'lI>c ixirtrolin is rehalniKetl annually regardless of total equity
Annual returns arc shown in tIK rows labeled withjust Ik years.

Tninl Equity

Allocution

52.6%
52.8%
B )
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%

Page 22



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

Mnrkel  Tninl Chnnge In ChnriRC Due lo Chnnge Due lo Tninl Income Cnplinl
Dnlc Vninc Mnrkel Vninc Income  Cnplinl Gnin/l.oss ~ Return (*7) Return (7r) ~ Gnin/T.0ss (7r)
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 1.29 117
9/1992 1,023.22 31.05 1221 18.84 3.13 1.23 1.90
1271992 1,035.07 11.85 12.49 (0.64) 1.16 122 (0.06)
1992 35.07 51.79 (16.72) 3.51 5.00 (1.44)
3/1993 1,088.15 53.08 11.94 4114 5.13 1.15 3.97
6/1993 1,119.39 31.24 12.77 18.47 2.87 117 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 .11 (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) 0.60 116 (0.56)
9/1994 1,174.15 25.11 1351 11.60 2.19 1.18 101
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 6.39 117 5.23
9/1995 1,388.16 61.02 15.02 46.01 4.60 1.13 347
12/1995 1,454.37 66.21 15.01 51.21 477 1.08 369
1995 277.47 67.58 209.89 23.58 4.65 18.31
3/1996 1,481.48 27.10 16.10 11.01 1.86 111 0.76
6/1996 l,,516.69 3521 16.63 18.58 2.38 112 1.25
9/1996 1348.40 31-71 16.89 14.82 2.09 [.tl 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 11.72 451 6.98
March 13. 1997 Pa,ge 23
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Mix P - Returns, Weights Sc Dates of Rebalancing (92-96)

Rale

2/1992
6/1992
9/1992
1211992

V1992
6/1993
9/1992
1211992

211994
(i/1994
9/1994

12/1/94

2/1995
6/1995
9/1995
12/1995

2/1996
6/1996
9/1996
12/1996

1996

Relurn{%)

-2-17
2.25
2.89
LIR

5.19
2.90
2.26
0.9.1
28l
+1.80
08.1
2-12
021
1.55
6.00
6.28
4.82
4.74
23.69
2.29
2-94
2.10
5.05
12.52

1041)

Callan Associates Inc.

PorlfolloTnInl Portfnlin Income

Return (94)

1.10
121
1.16
1.16
471
1.09
112
1.02
1.05
436
o
I.11
112
112
4.45
112
110
1.08
1.02
4.40
1.06
1.07
1.06
1.04
4.30

4.44

Domestic

Foully
41.0%
41-1%
41.2%
41-1%
42.9%
41.0%
40.6%
29.7%
29.4%
29.9%
41.0%
40.1%
40.0%
41.0%
40.9%
41.0%
42.4%
42.71%
45.1%
45.6%
41.0%
42-1%
42.1%
42-5%
44.9%

International

Fqully
16.0%
14.6%
14.6%
14.4%
1.17%
16.0%
17.0%
18.2%
18.8%
18.8%
16.0%
16.9%
17.6%
17.2%
17.0%
16.0%
15.4%
14.6%
14.5%
14.4%
16.0%
16.1%
15.9%
15.6%
15.1%

Income
30.0%
20.6%
31.1%
21.7%
11.4%
30.0%
29.8%
29.9%
29.9%
29.5%
30.0%
29.6%
29.0%
28-9%
28.5%
30.0%
29.7%
29.8%
28.9%
28.9%
3) 0%
28.6%
28.1%
28.0%
27.4%

CniiniliiHvc oimicillz.cd Itd urn

Portfolio automatically rcinlanccd if total ccpiily exceeds 60%.
Annual returns are slioun in the roos labeled ssilli just the scars.

March /.?. 1997

Asset C-ltiss helklils ul cikl of cticli [x?Hid
Domestic Fixed

International
Fixed Inrnme
0.0%
0.0%
001
U/
no%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

Renl F.xInle
13.0%
12-9%
12.1%
12.6%
12.0%
13.0%
12-9%
12.2%
11.9%
11.7%
13.0%
12.4%
12-9%
12-1%
12.6%
13.0%
12-9%
11.9%
11-9%
11.1%
13.0%
12.0%
12.9%
129%
12.6%

Ilie portfolio is rebalanced annually regardless of total cgsiily

Tninl Fqully

Alincnlinn
57.0%
55.9%
55.8%
55.7%
56.6 %

57.7%
57.9%
58.2%
58.7%

57.0%
57.6%
58.2%
57.9%

57.8%
58-1%
50.5%
60.0%

58.4%
59.0%
59.1%
60.0%

Page 21



Mix B - Dollar Returns, Capital Gains/Losses (92-96)

Mnrkct  Totnl Change In Chnngc Due lo  Change Due lo Tolnl Income Cnplinl
Dntc Vnluc Mnrkel Vnluc Income  Cnplinl GnIn/Loss  Return (%) Return (%)  Gain/Loss (7r)

12/1991 1,000.00

3/1992 966.35 (33.65) nw (44.65) (3.37) 110 (4.46)
6/1992 988.12 2177 11.72 10.05 2.25 1.21 104
9/1992 1,016.66 28,53 117 17.06 2.89 116 173
12/1992 1,028.69 12.04 11.75 0.29 118 116 0.03
1992 28.69 48.46 (19.76) 2.87 471 (1.78)
3/1993 1,082.08 53.39 .21 42.18 5.19 1.09 4.10
6/1993 1,113.48 31.40 12.09 19.31 2.90 112 178
9/1993 1,149.81 36.32 11.46 24.87 3.26 1.03 2.23
12/1993 1,160.48 10.67 12.08 (1.41) 0.93 1.05 (0.12)
1993 131.79 50.55 81.24 12.81 4.36 8.19
3/1994 1,139.59 (20.89) 11.94 (32.83) (1.80) 103 (2.83)
6/1994 1,149.03 9.44 1261 (3.17) 0.83 111 10.28)
9/1994 1,175.67 26.65 12.83 1381 2,32 112 120
12/1994 1,178.42 2.75 1321 (10.46) 0.23 112 (0.89)
1994 17.94 52.42 (34.47) 1.55 4.45 (2.81)
3/1995 1,249.18 70.76 13.25 57,51 6.00 112 4.88
6/1995 1,327.66 78.48 13.80 64.68 6.28 1.10 5.18
9/1995 1,391.72 64.06 14.28 49.78 4.82 1.08 3.75
12/1995 1,457.64 65.93 14.25 51.68 474 1.02 371
1995 279.22 64.12 215.10 23.69 4.40 18.70
3/1996 1,491.09 33.44 1541 18.03 2.29 1.06 124
6/1996 1,529.02 37.93 16.00 21.94 2.54 1.07 147
9/1996 1,561.20 32.18 16.24 15.94 2.10 1.06 1.04
12/1996 1,640.11 78.91 16.18 62.73 5.05 1.04 4.02
1996 182.47 70.46 112.00 12.52 4.30 797
March 13. 1997 Page 25
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REPRESENTAT'VE ALAN AUSTERMAN Alaska .Stale legislature

kji.Lv  P.O. Bos 2JM, Kodiak. Alaska <Mif «071 48K.5930 « Session: State C'apilot. Juneau. Alaska 99801 4A3-2487

April 22, 1997

Representative Joe Green f
Chairman, Judiciary Committee

Reference: I-1JR25 - Changes to Permanent Fund

Chairman Green,

You had asked a question at the committee hearing yesterday on
HJIR25 ifthe 25% of all royalties that is addressed in Section 2 ofthis
resolution v/ould have any effect on the 50% royalty that is covered in AS
37.13.010.

As | tried to explain to the committee, under Section 15 ofthe Alaska
Constitution, the language is quite clear, “ At least twenty-five per cent of all
mineral lease " The “At least” language gives the legislature the
authority to put a larger amount into the Permanent Fund. The legislature,
under AS37.13.010, have increased the amount to 50% after certain dates.
HJR 25 does not address AS 37.13.010, so has no effect upon the percentage
ofroyalty.

The language in HIR25 dealing with percentages of royalties is what
is currently in the Alaska Constitution and we are not trying to change the
percentage language.

| spoke to Tam Cook this morning and she agrees with my above
statements. Ifthere are still questions in your mind about this, please let me
know and | will get a written opinion from Tam Cook.

Alan Austerman

Akhiok ° Karluk « Kodiak ¢ Larsen Day ¢ Old Harbor ¢ Ouzinkic  Port Lions



ATTORNEYS AT LAW

Simpson, Thunchast, Sorensen S Lorensen
A PROFESSIONAL corporation

LESLIE LONCENBAUCH ONE JEAIASXA MA2A, SHTE 300 DANIEL R INOUTE
RONALD V. LORENSEN JUNEAU. ALASKA 99601 KATHRYN L XEJU2
STEPHEN . SORENSEN PHONE (907) 560°1400 L VCERRU, LOTDEN
JON X. TOJUNCHAST FAX (007) 589-3095
MEMORANDUM

To: Byron 1. Mallott, Execute ctor, APFC

From Ronald W. Lorensen, STS&L "

Dates March 10, 1997

Re: HIR 25 & SJR 18, Proposing amendments to the Alaska

constitution relating to the permanent fund
Our File No.; 846.1

The purpose of this memo iIs to express a cautionary note
regarding possible 1issues 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 HIJR 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 i1ncome of the fund is not subject to federal taxation.
Unfortunately, because of the sensitive nature of the fund"s tax
status, |1 am not able to address specific concerns iIn a public
record such as this memorandum. However, with the permission of
the APFC, |1 could provide information about those studies on a
confidential basis to appropriate legislative committees or staff.

KJft »



san rua CISCO
nivyoRx
CHICACD

AtIANTA

DENVER

CALLANASSOCIAXES«

March 10, 1997 MICHAEL J. O'LEARY. JR, CF\
EXECUTIVE VICE PRESIDENT

Mr. Tun Kelly

Alaska Permanent Fund Corporation
801 W. 10th Street, Suite 302

P.0. Box 25500

Juneau, AK 998C2-5500

RE: Proposed Constitutional Amendment

Dear Jim:

As requested, 1 want to share several initial thoughts regarding the proposed constitutional
amendment that you forwarded to me (Senate Joint Resolution 18). Obviously, the intent of
the proposal is to limit distributions from the Permanent Fund to dividends (a percent of
average realized income) unless the electorate specifically approved other distributions.
Naturally, any decision regarding the use of Permanent Fund earnings is entirely a decision for
the people of Alaska and their representatives.

Current statute and the proposed amendment both have significant investment related
implications that may influence policy makers in their deliberations. | have attempted to
succinctly outline several significant issues that warrant careful consideration as the legislature
proceeds with its analysis.

1. Stocks will make the earnings stream both higher and more volatile. Investing
a meaningful proportion of the Fund’s assets in stocks is critical for attainment of its
long-term gods. However, the panem of stock returns is much more volatile than
the partem of bond returns. The current statutory language and the proposed
constitutional amendment, combined with the growing proportion of equities in the
APFC, result in greater volatility of earnings (and hence, dividends) than may have
been originally perceived.

2. APFC has not yet experienced the downside of equity investment Fortunately,
the Fund has experienced “good" volatility, not both “good” and “bad” volatility.
However, there inevitably will be meaningful periods of “bad" (i.e., poor markets)
volatility. For example, in 265 rolling five year periods from 1926 to 1996, a 50/50

stock/bond combination had zero ornegative real returns 21% of the time (55 periods
0f 0% or negative real returns).

550 EAST tFTUAVENUE, DESVEIL COLORADO 80203 TELEPHONE 303.861.1900 FACSIMILE 303.532.8230

ftayc 3



Mr. Jim Kelly
Page Two
March 10. 1997

3. Other “endowments” have moved away from distribution policies tied to earnings.
The majority of endowments and foundations link distributions to a percent of market value,
not to a proportion of earnings. They do this to ensure a more consistent and reliable
distribution pattern.

4. New Mexico moves from Income to market value approach. The citizens of New
Mexico passed a constitutional amendment that charged the distribution pattern for that
Slate's Permanentand Tax Severance funds to a percent of market value approach. In part,
the rationale for the change was a recognition that tying distributions to “realized" earnings
resulted in sub-optimal investment policy. In effect, a dollar of income return was more
valuable than a dollar of unrealized return. This tended to push policy toward higher current
income ax the expense of future growth.

5. At AFPC’s direction, Callan b “stress” testing APFC’s current and alternative asset
allocation polities to help the Board and staff understand how earnings may be
affected by a poor market environment. In this analysis, we will examine the 1973-1977
market environment and illustrate how APFC’s current asset allocation policy would have
performed. By looking at this poor market period, policy makers may better understand the
implications of the current statutory and proposed constitutional amendments implications for
dividend payments and inflation proofing.

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

Siceely

Michael J. O Leary, Jr., CFA
Executive Vice President

MJO:dsh

R *TOALPIGEe *
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423 Alaska Permanent Fund on Copjoratiov

Article 1. Alaska Permanent Fund.

Section Section
10. Alaska permanent fund 110. Comicis of interest
20. Findings 120. Investment responsibilities if the board
30. Purpose 140. Income _
40. Alaska Permanent Fund Corporation 145. Disposition of income
50. Composition ind qualificationsof board of trust- 150 Carpers non budge:

ee3 160. Audits
60. Term of office 170. Reports and publications
70. Removal and vacancies ISO. Tal exemption
30. Quorum and voting 190. Political ictivities .
90. Compensation of board meracers 200. Pusiic access :0 information
100. Corporation staff 205. Regulations

Sec. 37.13.010. Alaska permanent 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 gg), 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.

'n) 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. (§ 5ch 18 SLA 1980; am § 2 ch 134 SLA 1992)

~ Effect of amendments. — The 1992 amendment, Legislative history reports. — For the Free Con-
ielective July 1. 1992 -inserted ‘within three banking ference Committee Report oc th. .3. SLA 1969
days after the day the amount due to the nind reaches  fFCCSSB 161). see 1980 House Journal. Joint Supple-
a: ".east 33,000,0C0 and at leaselin suosection ih). ment No. 7, April 2, 1960.

NOTES TO DECISIONS

Stated in State, Dep't of Revenue v. Coaio. 358 R2d
621 'Alaska 1993).

Sec. 37.13.020. Findings. The people of the state, by constitutional amendment,
have required the placement of at least 25 percent ofad mineral lease rentals, royalties,
royalty sale proceeds, and federal, mineral revenue sharing payments and bonuses
{ﬁc?ived by the state into a permanent fund. The legislature finds with respect to the fund

a

(1) the fund should provide a means ofconserving 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 axim um USe of
dl?osable income from the fund for purposes designated by law. (8 5ch 18 SLA 1980; am
§ 3 ch 134 SLA 1992)
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429 Alaska Permanent Fvnd .ot Corporation § 37.13.150

AS 37.13.145. (8 5¢ch L3 SLA 1980: am 4 3ch 31 SLA 1982; am } 1ch 28 SLA 1986; am
j 18ch 134 SLA 1992)

Effect of amendments. — The 1992 amenameot. ~ escaoiisne-a ir.cer As 3 15 145 "< income jf ir-'
effective July 1 1992. inserted near :he beginning and iuosr.tutea fund" for *:orroracson’ in" :hr»e
"fund includes income of the earnings reserve account — places.

Sec. 37.13.145. Disposition 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.

th) 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 durin? 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. _ o _

id) otwﬂhstandmc}; (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 ofthe Alaska permanent fund, except that it is not availaoie for distribution to me
dividend fund, and shall be annually defosned into the pnnufal of the Alaska
permanent fund. (§ 9 ch 31 SLA 1982; am § 2ch 28 SLA 1986; am § 19 ch 134 SLA 1992

~ Conditional repeal of subsection (d). — Coder ~ solely because the judge Qr_é'urorl may qualify to
j 23, ch. 134. SLA 1992, subsection id) “is repealed on ~ receive a permanent fund dividend.
- he day that the rensor of statutes certifies to the

| Cross references. — "or transfer of retain n-
legislature "hat the .Alaska Supreme Court has made ~ come earned by the Alaska permanent fund pro.- ic
a anal aeurmanauon that, In the absence of AS

Juiv J. 1952, to the tinotstr.butei income account. =e¢

43.23.045ft). repealed by sec. 29 of this Ac:, or AS | 15.ch. 31. SLA 1982.
37.13.145(a), added by séc. 19 of tnis Act, no judge or _Effect of amendments. — The 1992 amendment,
juror is disqualified from serving as a judge or juror  effective Juiy 1, 1992, rewrote this section.

NOTES TO DECISIONS

Stated 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. Corporation budget. The revenue generated by the fund 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 corBoratlon‘s annual operating budget does not lapse at the end of the fiscal year
but shall be treated as income under AS 37.13.140. (§ 5ch 18 SLA 1980; am § 10 ch 3L

SLA 1982; am § 20 ch 134 SLA 1992)
Effect of amendmenta. — The 1992 amendment,

effective July 1. 1992, substituted "fund's invest-
ments" for 'corponinon's investments.’



Deposits Into the Permanent Fund
by the Alaska Legislature

Oil Royalties 1978 -1996 $5,711 Billion
Inflation Proofing 1983 -1996 $4,624 Billion

Additional Legislative Appropriations:

1981 $900 Million

1982 $800 Million

1983 $400 Million

1984 $300 Million

1985 $300 Million

1987 $1,264 Billion

1995/6 $1,842 Billion
Additional Legislative Appropriations Total $5.807 Billion
Total Deposits 1978 -1996 $16,142 Billion*

*Does not represent the total amount in the Fund at this time; does
notinclude some earnings.

Source; Jim Kelly, Alaska Permanent Fund Corporation

MM/pckp
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WHAT HAPPENS TO PERMANENT

FUND INCOME?

Present Use of Fund Income

Income earned during tho fiscal year
is credited during the year to the
earnings reserve account in the
Permanent Fund. On June 30 of each
year, appropriations are made from
that account first for dividends, then
for inflation-proofing.

the earnings reserve account to the
Dividend Fund in the General Fund
by legislative appropriation.

The amount transferred for inflation-
proofing is calculated by multiplying
the percentage change in the prior
calendar year average of the U.S.
consumer price index for all urban

On June 30 ofeach year, appropriations are madefrom the
earnings reserve accountfirstfor dividends, thenfor inflation-
proofing... if there is insufficient net income tofully pay
dividends or inflation-proofing, any previously-accumulated
undistributed income in the earnings reserve account would be

drawn down for those purposes.

The dividend formula is calculated
to produce a stable flow of divi-
dends over time: (1) add together the
Fund's net income for the last five
years; (2) multiply that number bv
21%; and (3) divide that number in
half. That amount is transferred from
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consumers by the Fund's principal
balance at the end of the fiscal year.
That amount is automatically trans-
ferred from the earnings reserve
account to the Permanent Fund's
principal on June 30 of each year by
legislative appropriation.
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If any income remains after the
transfers, it remains in the earnings
reserve account as undistributed
income. In future years, if there is
insufficient net income to fully pay
dividends or inflation-proofing, the
trustees would request that any pre-
viously-accumulated undistributed
income in the earnings reserve
account be drawn down for those
purposes. This happened in fiscal
10 and 1 1 The legislature rrav
appropriate funds from the earrings
reserve account at any time for a:w
lawful purpose.

The Dividend Program

The dividend program isa finely -
crafted piece of public policv which
was specifically intended to create a
broad and powerful constituency to
protect the Fund, encourage its
growth, and distribute a significant
portion of Fund income for tlie bene-
fit of the current generation of
Alaskans. And it has worked.

Since every man, woman and child
who is an Alaska resident is entitled
to a portion of each year's earnings,
there is strong interest in the Fund's
operating and investment activities.
Further, earnings of the Fund under-
go special public scrutiny since any
expenditure of such earnings must
be subject to the legislative appropri-
ation process.

No other state in the U.S. has any-
thing like Alaska's dividend pro-
gram. Each Alaska resident who
makes application and qualifies, no
matter how young or old, rich or
poor, gets a personal share of the



