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LASKA PERMANENT FUND

A PUBLIC TRUST
INVESTING FOR ALASKA'S FUTURE

The Alaska Permanent Fund is a savings account which belongs to
the people of Alaska. It was created in 1976 by a voter-approved
amendment to the Alaska Constitution. The Fund is established
as an inviolate trust. This means that the principal of the Fund is
to be invested in perpetuity. The beneficiaries of the trust are all

present and future generations of Alaskans.
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Most of this $2.4 billion of growth was
due to rising financial markets and
higher oil prices. The domestic stock
and bond markets both provided his-
torically well-above-average rates of
return. Qil revenues this year were up
one-third from last year. Fven real
estate and non-U.S. equities, which
underperformed by historical stan-
dards, still produced a positive cash
flow. It should be noted that apprecia-
tion represents unrealized, paper
profits.

The Fund’s in-house investment staff
and external managers also added
value during the year.

- The Fund’s in-house fixed-income
investment staff participated fully in

the strong bond market recovery that

dominated fiscal 1995 results and
earned a total rate of return of
12.88%. This return exceeded the
benchmark Lehman Government/
Corporate Bond Index (excluding
BAA issues) by 35 basis points.
(Note: 100 basis points equals 1%.
Thus, 35 basis points equals 0.35%)

- The Fund’s U.S. stock managers,
although lagging modestly the S&P
500 return of 26.08%, outperformed
the Callan Total Equity Database
median by 180 basis points, earning
a 24.50% return compared to the
median return of 22.68%.

. On the international side, the Fund’s
non-U.S. equity managers earned
4.60% for the year, which was 280
basis points above the MSCI-EAFE
Index median and 285 basis points
above Callan’s Non-U.S. Equity
Database median.

+ The Fund’s real estate advisors pro-
duced a total return of 7.00% which
trailed both the Callan Real Fstate
Fund median of 8.82% and the

NCREIF Index of 7.83%. Real estate,

however, did continue to improve its
year-to-year performance.

The total rate of return earned on all
Fund investments was 14.51% —up
dramatically from last year’s 1.88%.
Although the results for all major asset
categories, other than real estate, were
very competitive with appropriate peer
groups and benchmarks, results for the
total Fund lagged the Callan Public
Fund Sponsor Database median return
of 15.44%. The primary reason was the
Fund's more conservative asset alloca-
tion policy with a lower-than-average
commitment to domestic equities. The
second reason was the Fund’s heavier-
than-average commitment to real estate.

TFor the Corporation which manages
the Permanent Fund, 1995 was also a
year of significant transition. Indeed,
during the 12 months ended June 30,
the entire Board of Trustees changed
membership, and a new permanent
executive director was hired after five
months of exemplary service by interim
Executive Director Martin R. Pihl.

Organizational excellence has always
been a hallmark of the Alaska
Permanent Fund Corporation, and this
year special thanks are due to Mr. Pihl
who added needed continuity and lead-
ership to the day-to-day management
during a period of change, and to out-
going Chairman of the Board John T.
Kelsey.

Mr. Kelsey served on the Board for
nearly eight and one-hall years. 1le was
responsible for moving the Fund’s asset
allocation much more heavily into
stocks, and it was during one of his
three terms as chairman that he signed
the Board authorization allowing the
Fund to begin international investing.
More important, perhaps, than any of
his actions, was the leadership he pro-
vided the Board. We all wish him suc-
cess in his future endeavors.



With an eye toward maintaining
organizational excellence, the
Corporation’s new leadership has
begun to make some changes. For
example, you will notice a different
organizational structure in the staff list-
ing on the back page of this report.

All investment sections, including real
estate, have been consolidated into one
department under the day-to-day
supervision of the chief investment
officer. Legislative liaison and public
information and education efforts have
been brought together in a new
Communications department.
Accounting and data processing func-
tions are now combined in Finance.

Finally, the paramount importance of
due diligence has been recognized with
the creation of a new Investment
Review Committee. These changes will
help the Corporation meet the expand-
ing management needs of an ever-
growing Fund.

It is our goal to maintain the Fund’s
excellent record of preserving princi-
pal, to increase the rate of return, and
to make the organization as cost effi-
cient and effective as possible.

Grace Berg Schaible
Chairperson, Board of Trustees

N\w

roh . Mallott
Executive Director
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ALASKA PERMANENT FUND

THE FUND SHOULD PROVIDE
A MEANS OF CONSERVING A
PORTION OF THE STATE'S
REVENUE FROM MINERAL
RESOURCES TO BENEFIT ALL
GENERATIONS OF ALASKANS

Alaska has a great resource in our
petroleum reserves. Unfortunately,
this source of revenue is non-renew-
able. That means when the oil is gone,
so is the income stream. However,
Alaskans have chosen to convert a sig-

nificant portion of the money petrole-
um provides for us and investitin a
completely renewable resource:
income-producing financial assets. To
date, the program has been very suc-
cessful, earning $12,284,958,000 of
net income since 1976.

Establishment of this great public sav-
ings account ensures that Alaska will
achieve long-lasting financial benefits
despite future reduction in oil rev-
enues.

Permanent Fund Income and State Oil Revenues

Billions
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THE FUND’S GOAL SHOULD
BE TO MAINTAIN SAFETY OF
PRINCIPAL WHILE MAXIMIZ-
ING TOTAL RETURN

The Permanent Fund is a tremendous
resource which must be managed pru-
dently to balance safety with return. To
achieve this goal, the Permanent Fund
Corporation works to protect the Fund
against poor financial markets and the
effects of inflation.

The primary strategy used to reduce
risk and enhance returns is diversifica-
tion. Fund investments are spread
among three major asset classes: equi-
ties, fixed income and real estate. This
not only reduces the possibility of
major losses, it also enables the Fund
to share in the gains made in each of
the asset classes.

Inflation-proofing is another strategy
designed to promote long-term

stability of the Fund. On June 30 each
year, in accordance with legislative
action, Fund income is transferred to
the principal. The amount is sufficient
to offset the effect of inflation on the
Fund during that year. Without this
action, the Permanent Fund would
shrink in value, just like the dollar.
This past year alone that potential loss
would have been almost $348 million.

The Permanent Fund’s
Diversification
Asset Allocation - At June 30, 199
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dividends, real estate cash flow and
fees, and unrealized losses on foreign
exchange contracts. Unrealized profits
from appreciation totaled another
$1,113,837,000.

The use of this income is very clearly

1.00 .
0.80
0.60
The U.S. dollar has lost 60% of its purchasing power
0.40 since 1981. Inflation-proofing has completely offset
this loss for all the dollars saved in the
Alaska Permanent Fund.
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In addition to saving money and keep-
ing it safe, the Fund also produces
income [rom its investments in stocks,
bonds and real estate. For the year
ended June 30, 1995, the Fund gener-
ated net income of $1,012,958,000 in
the form of interest, capital gains,

defined by law. The people of Alaska,
through their elected representatives
each year, decide how the earnings will
be used. This year the largest portion
was paid outin dividends. Then came
inflation-proofing which was trans-
ferred 1o principal. A small portion was
also paid to the Department of Law as
the Fund’s 25% share of the state’s oil
and gas-related legal proceedings. The
remaining amount, along with the pre-
vious fiscal year balance, remains in the
earnings reserve account.

leac «F Nl at e~ s P
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Fiscal 1995 was a year of
accomplishment for your
Permanent Fund. Rising U.5. stock

prices coupled with the

Corporation’s shift in allocations

away from debt and toward
auities substantially increased

the Fund's value. The past 12

months was also a time of

transition with the appointment

f a new Board of Trusteas and

O

selection of a permanent

xecutive Director.
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IN REVIEW

PERMANENT FUND SHOWS
OUTSTANDING GROWTH
DURING 1995

In the 12 months ended June 30, 1995,
the Fund earned $1,012,958,000 in net
income and $1,113,837,000 in appreci-
ation. This equates to a realized rate of
return of 6.99% and a total return of
14.51%. Inflation on the Fund was cal-
culated at 2.61%

The total return was the best for the
Fund in the last ten years. This was
largely due to the fact that the Fund's
stock managers also had their best
returns in ten years. Additionally, the
FFund’s real estate managers had their
best returns in the last five years.

Additions to Principal
Fiscal 1995*

_ i $500 million
5348 million from net special appro-
income for inflation- priation
pIooHng (*effective

July 1,1995)

30%

27%

$£318 million
from dedicated state
oil revenues

$6 million from
net income per
AS 37.13.145 (d)

Fund principal grew by more than

$1 billion thanks to rising oil revenues,
the inflation-proofing transfer and the
special appropriation of $500 million

Fund Growth in Fiscal 1995
il Revenues, Net Income and Appreciation
Millions
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from the Fund’s earnings reserve
account effective July 1, 1995.

Combining net income, appreciation
and oil revenues, total Fund growth
was $2,444,880,000.

During the year, the Fund was a net
seller of $466 million of bonds and a
net buyer of $742 million of common
stocks and $404 million of real estate.
These sales and purchases marked the
continuation of Board policies
designed to reduce the Fund’s percent-
age holdings of debt instruments and
correspondingly increase the Fund's
holdings of appreciating assets.

In fiscal 1995, at the direction of the
Board of Trustees, the Permanent
Fund, for the second straight year, real-
ized significant write-downs in the val-
ues of several of its properties. Real
estate losses amounted to $37.5 mil-
lion in fiscal 1995 and $74.3 million in
fiscal 1994.
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The Fund recognizes losses on real
estate values that are considered per-
manent in nature. If the market value
of a property is less than 80% of the
cost, the Fund performs a permanent
impairment analysis of that investment.
If the analysis results indicate that the
property’s cost will not be recovered
over the expected holding period, the
Fund recognizes the difference
between the current market value and
the cost as a realized loss. Fund man-
agers believe that the real estate portfo-
lio is currently reported at the appro-
priate value.

Fiscal 1995 also marked the first year
the Permanent Fund realized a signifi-
cant amount of realized gains on cur-
rency, $106 million. These gains result-
ed from the significant depreciation of
the U.S. dollar against most major for-
cign currencies during the period.
Currency gains (or losses) occur
because the Fund buys stock in foreign
countries using local currencies. When
these stocks are sold, there may or may
not be a securities gain depending on
whether the market went up or down,
and there may or may not be a curren-
¢y gain, depending on whether the U.5.
dollar went up or down versus the
local currency. This year, there were
net securities losses which were more
than offset by large currency gains.

Six new members of the Permanent
Fund’s Board of Trustees were appoint-
ed by the newly-elected Knowles
Administration. William 1.. Condon, a
former Attorney General, automatically
became a member as the new
Commisioner of Revenue. William
Hensley, a former bank chairman and
state senator, was named the new com-
missioner of Commerce and appointed
as the other designated cabinet mem-
ber. The public members include:
Grace Berg Schaible, a former Attorney
General; Melphine Evans Reynolds, the
current chief financial officer for the S rd working
Anchorage Telephone Utility; Eric E. ;
Wohlforth, a practicing bond attorney

and a former Commissioner of

Revenue; and Clark S. Gruening, who

nearly 20 years ago was the chairman

of the House Special Committee which -a5t ye
helped write the legislation creating the

Permanent Fund.

With the resignation of William Scott

in September 1994, Martin Phil an
became the Corporation’s interim exec-

utive director, serving until the end of

February 1995 when Byron L. Mallott

was selected by the Board of Trustees

on a permanent basis.




FIXED-INCOME INVESTMENTS
PRODUCED $920 MILLION IN
TOTAL RETURN

In fiscal 1995, the fixed-income
portfolio produced $591 million in
interest, $8 million in realized gains
and $321 million in appreciation for a
total return of $920 million. In addi-
tion, during the year, the Fund loaned
portions of its marketable debt securi-
ties to major financial institutions.
Securities loaned by the Fund are col-
lateralized in excess of 102% and col-
lateral is physically delivered to the
Fund’s custodian bank. For the year,
fees amounted to $1.7 million.

In terms of performance, many of the
same factors that contributed to weak
results in fiscal 1994 explained the
comparatively strong fiscal 1995
results. The mortgage sector of the
bond market outperformed in fiscal
1094 but underperformed in 1995.
The Fund’s low mortgage commit-
ment, therefore, detracted from the
1994 results but helped 1995 returns.

30-Year Bond Interest Rate

1994 - June 30, 1995
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FIRST QUARTER

SECOND QUARTER

Similarly, the Fund’s greater-than- mar-
ket interest rate sensitivity hurt perfor-
mance in 1994 but helped in the
declining rate environment of 1995.

HOW THE FUND SETS ITS
ASSET MIX

Each year, the Board of Trustees holds

a series of asset allocation meetings 10

determine how much of the Fund to

invest in each of the asset classes in the

coming 36-month period. To deter-

mine how much of the Fund to invest

in fixed-income, U.S. stocks, non-U.S.

stocks and real estate, the Board takes

the following factors into considera-

tion:

+ the long-term average rate of return
being sought;

- the amount of risk to which the
portfolio should be exposed:

- the probability of preserving
principal;

- the probability of earning enough to
offset inflation; and

- the probability of earning, in upcom-
ing years, the target rate of return.

'\

THIRD QUARTER FOURTH QUARTER

As interest rates declined during the year, the Permanent FFund’s bond portfolio

increased in value.



1-Year 12.88% 12.07% 9.73% 12.76%

3-Years 7.78 7.70 6.46 7.93
5-Years Q.58 9.35 8.51 9.61
11.5-Years 10.77 10.60 9.80 10.90

Note: This portfolio is measured against three indices commonly used as bench-
marks by the industry because no single index accurately reflects the particular risk
characteristics of the Alaska Permanent Fund’s marketable debt portfolio given its “What Does Our Future Hold?”
unique statutory constraints.

49% $600311,000 $ 921,519,000

Bonds

U.S. Stocks 33 301,272,000 1,103,971,000 o idhes Bav By the vear 2000
Non-U.S. Stocks 10 92,638,000 65.312.000 Jcdnoe cay. & e year 2000,
Real Estate 8 50,161, 000 67.417.000

Note: This table illustrates the impact of asset allocation on the fiscal 1995 Tund
performance in terms of realized income and total return. By statute, Permanent
Fund performance is measured in terms of income actually realized during the
year—that is, interest earned on stocks, real estate cash flow, and capital gains or
losses realized from the sale of stocks, bonds and real estate. This measurement of ¢> hillion annually by 2005.
performance based on income is important because the Permanent Fund dividend - '

calculation is based on income. Total return is important too because it takes into

consideration the changes in market value which, although they are unrealized, are Continued careful management of
real. Total return also more accurately reflects investment decisions made by Fund
managers.



EQUITIES
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Filobal equities are an area in which it
is easy to see that the Trustees’ overall
asset allocation plan is achieving the
desired results. The Fund’s broad
diversification among all major asset
classes has contributed to improved
consistency in year-to-year returns.
For example, during fiscal 1994, inter-
national equities achieved an overall
return of 19.17%. This was well above
the 2.6% result for domestic equities In
the same period. In fiscal 1995, the
pattern was reversed. Domestic equi-
lies returned 24.5%, while internation-
al equities returned 4.6%.

In fiscal 1995, the Fund continued 1ts
steady movement toward an increased
asset allocation to equities. For the
year, three-quarters of a hillion dollars
of new money was invested in stocks.
At year end, fully 42% of the total
Alaska Permanent Find was invested in
equities.

In the U.S. during fiscal 1995, large
capitalization companies tended to out-
perform mid-capitalization companies.
This can be seen by comparing the per-
formance of the S&P 500 with the S&P
Mid-Cap Index. The Mid-Cap Index
returned 22.35% for the year, 363 basis
points less than the $&P 500. Itwas
also a better year for growth-style

Stock Diversification
Market Value at June 30, 1995

BY LOCATION
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managers than value managers.
Outside the U.S., the best stock mar-
kets were in Europe.

Atyear end, the Fund employed 14
equily managers and was invested in
the stock markets of 33 countries.
Worldwide, the total number of com-
panies in which the Fund had an own-
ership interest reached 1,419. Total
investment reached $7.2 billion.

As of June 30, 1995, the Fund had

$5.5 billion invested in the U.S. and
$1.7 billion invested in 32 countries
outside the U.S. For the year, the
Fund’s equities produced $137 million
in dividends, $263 million in realized
gains and $775 million in appreciation.

Passive



"OUNTRY ALLOCATION INVESTEC COUNTRY ALLOCATION INVESTEL

Argentina <1% $ 8.6 l.uxembourg <l% % 4
Australia 4 66.4 Malaysia 3 52.9
Austria <] 16.5 Mexico <l 4.4
Belgium 2 34.1 Netherlands 6 02.7
Brazil <] 24 New Zealand 1 184

Canada <| 15.1 Norway <l 11.6
China (Taiwan) <1 1.7 Philippines <] 7.5 How Is Fund Income Earned?
Denmark 1 17.9 Portugal <] 4
Finland 1 21.0 Republic of Korea <1 10.7 -
France 9 147.8 Singapore 3 49.1 S
Germarny O 1033 Spain 3 50.5
Hong Kong 6 06.3 Sweden 5 90.0 s ST b et
India <] 31 Switzerland 4 73.8 D .
Indonesia <] 9.2 Thailand | 22.1
Ireland <] 7.8 United Kingdom 14 239.5 prudently investing in a broac
ltaly I 238 United States <1 36
Japan 23 3827 Tota 100% $1,685.3
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14 Permanent Fund Equity Managers

Active Active Active
100% S&P 500 60% S&P 500 | Euro)
* Invesco | | 40% EAFE Index « Clay Finlay
| | = Ark Asset » UBS international
80% S&P 500/ e Alliance |
| 20%5&PA00 | « Capital Guardian | Pacific Basin
» Chancellor | | = Lazard Freres Ex-Japan
* RCM | i « Brinson Partners = Schraders
| AR | L e
100% S&P 400 | -—-—-J e ——y
» Society Asset | | Pasive |
Management | ] |
| = Goldman Sachs | S&P 500
b | « Bankers Trust |

Fiscal 1995 Performance

U.S. Managers \Non-U.S. Managers
Large-Cap Active 2562%  EuropeActive 18.77%
Large-Cap Index 2048 Pacific ex-Japan Active 8.12
|arge-/Mid-Cap Active 2451 Total Non-U.S. Active $.21
Total U.S. Active 23.92 MSCI FAFE Free Index (US. $)  1.75
Combined U.5. 24.50%  MSCI Europe Free Index 18.74
SE&P 500 Index 26.08 Pacific Ex-Japan Custom Index 6.34
80% Sé“P 500/ Global Managers
20% S&P Mid-Cap 25.33 Combined Active 1351%
S&P Mid-Cap Index 2235 6% S6P 500 Index/
All Fund Managers 40% MSCI
All Managers Combined 18.70% EAFE Free Index 15.88%

The table above describes the collective performance of the Fund’s U.S., non-U.5.
and global managers, comparing it to their respective benchmarks. For example,
Large/Mid-Cap Active Managers includes the combined performances of
Chancellor and RCM.

+ The S&P 500 Index is a capitalization-weighted composite of 400 industrial, 40
financial, 40 utility and 20 transportation stocks.

. The S&P Mid-Cap 400 is a composite of 400 domestic common stocks with a
median capitalization of approximately $700 million. Stocks in this index are
not included in the &P 500 Index.

. The MSCI EAIE Index is composed of approximately 1,000 equity securities rep-
r_senting the stock exchanges of Europe, Australia, New Zealand and the Far
[ast. This index excludes the non-free chares in Finland, Norway, Sweden and
registered shares, when not available to foreigners, in Switzerland. The indexis

capitalization weighted, includes currency changes and is expressed in terms of
U.S. dollars.

. The FAFE Index (Europe-only) is composed of approximately 600 equity securi-
lies representing the stock exchanges of 13 European countries.

. The Custom Index, designed for the Pacific Basin excluding Japan, is composed

of approximately 90 equily securities representing the stock exchanges ol
Hong Kong, Singapore/Malaysia, plus approximately 7 0 Australian and New
Zealand securities.



FUND INVESTMENT IN OIL S&P 500 Stock Index
STOCKS IS PRUDENT AND June 30, 1994 - June 30, 1995
PROFITABLE

One of the key purposes behind — /
creating the Permanent Fund was 515

to provide Alaska with significant

diversification away from oil. This has

given rise to the question, why should 485

the Fund invest in oil company stocks?

Currently, the Fund owns $527 mil-
lion worth of stock in 0il companies
operating around the world. Twenty-
seven of these companies have a pres- Ity
ence in Alaska, including the seven
owners of the Alyeska Pipeline Service

Company. In all cases, the percentage Vi NN OLK FORTFOLIC
of ownership is very small, amounting 2k ? W D
to less than one half of 1% of the stock RS Do
outstanding in most of these compa- o — . -
nies. In the few instances in which the i A o e o e il bk
Fund holds more than this amount, OF STARES NAME L b S MEMITD
the largest percentage of ownership is 1,977,000 General Electric  $ 728 $ 1115 $ 38.4
less than 1.7%. These investments rep- 1,326,600 Philip Morris 72.2 98.6 26.4
resent less than 3.3% of the total 1,703,300 Merck & Co. 60.0 83.6 236
investments ol the Fund. 786,000 IBM 64.0 754 11.4
1412,724 AT&T 619 74.8 12.9
A Smdy 0[ the Fund'_l.; investments in L‘ 159,440 In[el Cﬂrp. 328 734 40.6
oil company stocks conducted in fiscal 624,012 American Int’l Group 40.7 71.1 30.4
1995 indicates the Fund is well posi- 875,600 Iewlett Packard Co. 25.1 65.2 40.0
tioned to participate in these compa- 1,638,648 McDonalds 40.0 64.1 240
nies’ success while maintaining a low 929,262 Boeing Company 40.7 58.1 17.5
exposure, protecting the Fund’s 1,280,894 Allied Signal 453 57.0 11.7
returns in the case of underperfor- 807,200 AMOCO 24.7 53.6 28.9
mance. This is an excellent example of 840,500 Coca Cola 24.7 53.6 28.9
the type of diversification which exists 640,100 Eli Lilly & Co. 38.1 50.2 122
throughout the Permanent Fund'’s 662,800 Proctor & Galzllj_le 304 476 . 173
portfolio. Totals $672.4  $1,037.8 $364.2
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REAL ESTATE EARNINGS
CONTINUE TO IMPROVE

During the past year, the Permanent
Fund’s equity real estate portfolio
carned its highest total return since
1000, For the 12 months ended

June 30, 1995, the total return was
7.00%, consisting of an 8.29% income
return and 1.29% in negative apprecia-
tion.

As a result of strengthening markets
and a corporate focus on acquiring
propertics projected to produce strong,
cash yiclds, cash flows from the portlo-
lio continue to grow bothin total dol-
lars and in return percentages.

Negative appreciation, which has per-
sisted throughout the 1990s in all real
estate assel lypes, is now primarily evi
dent in the office segment of the indus-
try. In fiscal year 1995, the value of the

Fund's residential propertics appreciat-
ed, industrial and retail remained sta-
ble and office properties continued to
decline, although the pace of devalua-
tion has slowed.

PERMANENT FUND MAKES
ITS FIRST 100% REAL ESTATE
INVESTMENTS

In May 1994, the Permanent Fund's
investment authority was expanded 10
allow the Fund to hold a larger owner:
ship interest in individual real estaie
investments. Priorto 1 90U+, Alaska
Spatutes limited the Fund’s ownership
1o 40%. With this amendment to the
statutes, the Fund is now allowed ©0
hold up to 100% interest in real estate
investments valued at less than

150 million, and up to a 67% interest
in those investments valued in excess
of $150 million.

1701 K Hlt’v:‘l,'\J\»"ashiugmn,‘D.l‘.'.. Oneolt
liscal 1995,

he two olfice buildings acquired by the Fund in




to the Fund's portfolio in 1995,

This expanded investment authority
has allowed the Fund better access o
quality properties. During fiscal 1995,
the Permanent Fund acquired interest
in 27 new real estate investments. The
Fund owns 100% of thirteen of these
investments, three are controlled
through a majority interest, and ten are
co-investments with the Permanent
Fund holding a 45% interest. This was
the most active year for the real estate
portfolio since 1983, the year the Fund
began investing in real estate. In total,

Folsom Ranch Apartments, Folsom, California, is one of

|

i

14 new residential properties added

$465.7 million was funded for new
acquisitions.

Minority interests in seven real estate
investments were sold during the year.
Net proceeds from the sales were $69.1
million, resulting in a net realized gain
ol $6.6 million. However, the Fund
recognized $44.1 million in permanent
impairment losses on six other proper-
ties, netting a total realized loss for the
year of $37.5 million.

1 Yc-ar l

7.00%

3-Years 272
5-Years 1.12
11.5-Years 8.06

7.83%

8.82%

2.68 355
(0.07) 0.08
432 3.97

Note: Equity real estate returns have been computed by Callan Associates,
Period returns are annualized. The Fund's first purchase of equity real estate
was made in October 1983, The Callan benchmark index consists of data
from more than 150 portfolios having a total asset value of $40 billion.



During the past 12 months the

Permanent Fund has expanded its

real estate holdings with an

emphasis on residential and

industrial properties. Demand for

commercial real estate is
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. States in which the Permanent Fund owns properties.

TOP PERFORMING PROPERTIES BY CATEGORY

As of June 30, 1995

PROPERTY CATEGORY LOCATION BY STATE___CASH RETURN
INDUSTRIAL PARKS

Dallas Industrial Portfolio Texas 8.26%
MIW-OPUS Properties 11, IN, MI, MN, W1 797
Tech Properties Oregon, Washington 743
Harman International California 4.19
Alameda Industrial Properties California 4.10
OFFICE BUILDINGS

4111 Northside Parkway Georgia 9.91%
Frontier Building Arkansas 8.57
One Corporate Plaza Kentucky 7.62
Westwood Place California 7.08
Goldbelt Building Arkansas 6.99
RESIDENTIAL PROPERTIES

The Enclave Apartments Colorado 11.87%
Eastridge Apartments Utah 11.64
Skyler Ridge Apartments Kansas 11.32
Royal F'arms Apartments Utah 11.08
Brentridge Apartments Tennessee 10.70
SHOPPING CENTERS

Fiesta Mall Arizona 8.79%
Plaza Port West Alaska 8.05
Oakwood Mall Oklahoma 8.00
University Mall Florida 7.33
Monroeville Mall Pennsylvania 7.12



Alameda Industrial Prop
Blue Ash Business Park
Dallas Industrial Port
Eastpoint Associates *
Firicsson Counterpoint®
Harman International
International Place®
MIW-OPUS Properties
MNTX Business Center
Sand Lake West*
Southgate Business Park*
Tech Properties

135 Fast 57th Street
1701 K Street®

1818 Market Street

37 West 57th Street
4111 Northside Parkway
580 Walnut Building
919 North Michigan
Aramark Tower
Arboretum Lakes

Bank of California Center
Frontier Building
Goldbelt Building

One Corporate Plaza
One O'Hare Center
Tower Center 11"
Westwood Place

COMMMINGEE
A VIV 3 L

Aetna Fund |
Cigna

JMBII

JMB

Amador Oaks Apartments

Amberwood Apartments
Aspen 1ills Apartments™
Avalon Park Apartments
Bent Tree Apartments™
Brentridge Apartments®
Bridgewater Apartments
Bristol Place Apartments
Brookstone Apartments
Cedar Key Apartments
Chatham’s Mark

Club Apartments

Club at Tanashourne

Colonnade at Willow Bend*

Hayward, California
Blue Ash, Ohio

Dallas, Texas

Dallas, Texas
Richardson, Texas

Los Angeles, California
Richardson, Texas
MN, WL, ML 11, IN
Tden Prairie, Minnesota
Orlando, Florida
Lanham, Maryland
Oregon, Washington

New York, New York
Washington, DC
Philadelphia, Pennsylvania
New York, New York
Atlanta, Georgia
Cincinnati, Ohio

Chicago, llinois
Philadelphia, Pennsylvania
Lisle, llinois

Sacramento, California
Anchorage, Alaska

Juneau, Alaska

Louisville, Kentucky
Rosemont, lllinois

Liast Brunswick, New Jersey
Los Angeles, California

Nationwide
Nationwide
Nationwide
Nationwide

Nationwide

Dublin, California
Cary, North Carolina
Smyrna, Georgia
Tigard, Oregon
Centreville, Virginia
Nashville, Tennessee
St.Petersburg, Florida
Tampa, Florida

Chapel Hill, North Carolina

Davie, Florida
Irving, Texas
Tennessee, Georgia
Hillshoro, Oregon
Plano, Texas

PROPERTIES - LOCATIO

Conservatory Apartments Minnetonka, Minnesota
Crystal Creek Apartments Henderson, Nevada
Fastridge Apartments Midvale, Utah

Folsom Ranch Apartmentis*

Hampton Woods

Folsom, California
Norman, Oklahoma

Hunt's View Apartments  Greensboro, Nort h Carolina

Huntington of N. Dallas*
Innesbrook Apartments
Island Club Apartments
Lakefront Apartments
Lemay Lake Apartments
Lexington Farms Apts*
Logan’s Mark

Mill Pond & Coniler Creek
Oakwood Apartments™
Ontario Place

Overlook Apartments
Park at Wells Branch Apts
Polo Club Apartments”
Preston Village Apts*
Remington Station Apts*
Riverbend Apartments
Royal Farms Apartments
Sawgrass Apartments®
Siesta Key Apartments
Skyler Ridge Apartments
South Park Tower

The Enclave Apartments
The Springs Apartments
The Wyndham*

Tree Tops Apartments
Tuscany Bay Apartments®
Villages of Forest Ridge
Waterford Place Apts
Williamsburg Apartments
Zia Vista Apartments

120 East 87th Street*
Builder’s Square 11*

Commons at Willowbrook*

Danada Centers
Darien Towne Center®
Fiesta Mall

Galleria at Southpointe*
McKinley Mall
Monroeville Mall
QOakwood Mall

Orland Towne Center®
Plaza Port West

St. Louis Center
Tysons Corner Center
University Mall

Villa Marina

Westside Pavilion

Dallas, Texas

Durham, North Carolina
Miami, Florida

Orlando, Florida

Eagan, Minnesota
Raleigh, North Carolina
Irving, Texas

Aurora, Colorado
Orlando, Florida
Chicago, llinois
Albuquerque, New Mexico
Austin, Texas
Strongsville, Ohio

Dallas, Texas

Westerville, Ohio

Atlanta, Georgia

Sali Lake City, Utah
Corpus Christi, Texas
Deerfield Beach, Florida
Owverland Park, Kansas
New York, New York
Englewood, Colorado
Indianapolis, Indiana
Iampton, Virginia

West Chester, Pennsylvania
Orlando, Florida
Charlotte, North Carolina
Woodinville, Washington
Dallas, Texas

Santa Fe, New Mexico

New York, New York
Houston, Texas

Houston, Texas

Wheaton, lllinois

Darien, Illinois

Mesa, Arizona

Mt. Lebanon, Pennsylvania
Hamburg, New York
Monroeville, Pennsylvania
Enid, Oklahoma

Orland Hills, linois
Ketchikan, Alaska

St. Louis, Missouri
Mcl.ean, Virginia

Tampa, Florida

Marina del Rey, California
Los Angeles, California

* Properties purchased in fiscal 1995



LEGISLATURE APPROPRIATES
%565 MILLION FOR DIVI-
DENDS AND %348 MILLION
FOR INFLATION-PROOFING

As part of the state’s fiscal 1996 operat-
ing budgets, the Legislature made a
number of Permanent Fund-related
appropriations. They fall into three cat-
egories:

]) Expenditures of Fund Income:
- $565,257,000 from the income of
the Permanent Fund to the dividend
fund for payment of the 1995
Permanent Fund dividends and
administrative and associated costs,
These costs include:

+ $536,175,000 to the Department
of Revenue for payment of 1995
Permanent Fund dividends.

- $4,418,000 to the Dividend
Division to administer the divi-
dend program.

+ $21, 887,000 from the dividend
fund to the Department of Health
& Social Services for dividend
hold-harmless costs to replace
public assistance benefits a recipi
ent loses as a result of receiving a
dividend.

+ $803,000 from the dividend fund
to the Department of Corrections
to help fund sex offender treat-
ment programs and provide gate
money for released felons.

+ $1,974,000 from the dividend
fund to the Department of Public
Safety to help fund the Violent
Crimes Compensation program.

Note: The two appropriations
above were made in lieu of divi-
dends being paid to felons.

+ $7,460,000 from Fund receipts Lo
the Department of Law to pay 25%
of the Department’s fiscal 1996 costs
relating to legal proceedings and
audit activity involving oil and gas
revenue due or paid to the state or
state title to oil and gas land.

2) Transfers from Fund income to
principal:
$347,614,000 from the earning
reserves account of the Permanent
Fund to principal to offset the effects
of inflation.

3) Corporation operating expenses:
- $33,891,598 from Fund receipts o
the Alaska Permanent Fund
Corporation for its fiscal 1996
expenses.

GOVERNOR’S VETO RESULTS
IN $500 MILLION SPECIAL
APPROPRIATION

Included in this year’s legislative bud-
get was a special appropriation to Fund
principal of all but $100 million of the
balance remaining in the earnings
reserve account effective July 1, 1995.
This would have amounted to $1,103
million. Governor Knowles reduced
this line-item appropriation to $500
million.



THE FISCAL GAP IS REAL

AND GROWING

The State of Alaska Long-Range
Financial Planning Commision, estab-
lished by the governor and the legisla-
ture in March 1995, has assessed the
state’s financial condition. They have
found that Alaska spends more than it
takes in cach year, and has done so for
six ol the past nine years. This year, it
is estimated the state will spend $523
million more than it takes in—this is the
liscal gap. Over the next ten years, this
gap will grow. Based on the assump-
tions adopted by the Commission, the
gap will grow to more than $ 1.3 billion
by the year 2000 unless the state takes
corrective action.

State spending has been reduced by
5% per year [or the past five yearsin
inllation-adjusted terms. The legisla-
ture, the governor, and state agencies
are working to close the gap by cutting
expenditures and holding the line on
their growth. Unlortunately, these

efforts have not been enough to offset
the decline in revenue. However, with-
out this steady attention to reducing
expenditures, the gap could soon force
drastic reductions in services and pro-
grams, resulting in the loss of the
Permanent Fund or significant new
Laxes.

Although Alaska has a considerable
Constitutional Budget Reserve fund
established to minimize the effects of
declining revenues, this reserve is
being spent at a rapid rate.

What can be done 1o fill the fiscal gap?
The Long-Range Financial Planning
Commission has considered several
alternatives, including: cut spending;
use reserves and other state assets;
raise taxes and user fees; raise revenue
through economic development; use
Permanent Fund income; and increase
oil production. Their recommenda-
tions will be made to the legislature,
the governor and the people of Alaska
on October 1, 1995.
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$565 MILLION IS LARGEST
DISTRIBUTION IN FUND
HISTORY

For the third consecutive year, the
amount transferred to the Permanent
Fund’s dividend program is in excess
of half a billion dollars. On June 30,
1995, more than $565 million of Fund
earnings were set aside for the direct
distribution program including admin-
istrative and associated costs. This is
the largest distribution in the 14-year
history of the program which has paid
out more than $5 billion to Alaska resi-
dents.

The Alaska Permanent Fund continues
to have a tremendous impact on the
state’s financial well-being, The annual
distribution puts more money into the
state’s economy than the total payroll
of all but three of our major industries:
petroleum, the U.S. military, and civil-
ian federal government. Or, to put it
another way, dividends make a greater
in-state economic contribution than the
wages paid to Alaska workers in any of
the following industries: seafood, con-
struction, tourism, timber, mining or
agriculture.

The dividend program is separate from
the Alaska Permanent Fund Corp-
oration and is administered by the
Dividend Division in the Department
of Revenue.

Income Paid Out for Dividends
£5.2 Billion Over 14 Years
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Since 1988, the Alaska Permanent
FFund Corporation has offered special
internships to Alaska college students
interested in furthering their education
or preparing for careers in the areas of
finance, data processing or accounting.
Two types of internships are available.
An in-house program provides four
internship opportunities annually for
college juniors or seniors attending any
college in Alaska. As of 1995, sixteen
students have worked at the
Corporation, and six of these interns
have become [ull-time employees with
the Corporation or the state Treasury
Division.

The external program provides sum-
mer internships with companies doing
business with the Permanent Fund
Corporation. To date, 38 Alaskans
have worked as interns in 21 of these
companies located throughout the U.S.
This year's opportunities were provid-
ed in New York, Boston, Atlanta,
Dallas, San Francisco, 1.os Angeles,
Seattle and Cleveland.

aska Certificates of Deposit
This special program makes funds
available on a continuing basis to
Alaska financial institutions at market

rates of return.

At June 30, 1995, $116 million was
outstanding, up from $109 million one
year ago. To date, there have never
been any losses in this program, and
the rates of return remain competitive
with other investment opportunities.



The Alaska Science and Technology
Endowment Fund was created by an
act of the 1989 Legislature to provide
financial support for the Alaska Science
and Technology Foundation. By
statute, the Alaska Permanent Fund
Corporation holds and invests the prin-
cipal of this endowment fund. Income
from these assets, which are commin-
gled with the assets of the Fund for
investment purposes, is not included in
the computation of Fund dividends. At
June 30, 1995, assets of the endow-
ment totaled $107 million. Income
earned in 1995 totaled $7.3 million.

On July 3, 1995, the Permanent Fund
Corporation received $200 million to
invest on behalf of the Alaska Mental
Health Trust Authority. The Corp-
oration is to manage this Fund in a
manner similar to the Alaska Science
and Technology Fund. The assets of
the Trust have been commingled with
the assets of the Fund for investment
purposes.

In the fall of 1994, the Corporation
mailed a short questionnaire to every-
one who received a Permanent Fund
dividend and asked Alaskans to
describe what they do with their divi-
dend checks. People were also invited
to answer the question: “What does the
Alaska Permanent Fund mean to you
and your family?”

The response was overwhelming.

More than 30,000 Alaskans returned
the questionnaire and shared their
thoughts with us. We were struck by
the personal impact and significance
that these dividends have in the lives of
all Alaskans. We learned that...

“Our family has a rule that whatever we
spend the dividend on, it must be spent
Inmﬂy, "

“During the Alaska economic downturn
in the late ‘80s, the dividends literally
kept me afloat. Now that I am working
steadily, I endeavor to save the money for
the next financial downturn.”

“This year our dividends gave us a chance
to take our terminally ill child outside for
a vacation, not our quarterly trips to
Seattle for treatment! We want him (o
know what real vacations are like and
enjoy his shortened life. Thank you.”

“I like the inherent democracy of the sys-
tem and the way it ensures that all
Alaskans benefit directly from our oil
money.”

“My job doesn’t pay much, and I live
check to check. The Permanent Fund
Dividend helped pay for some dental work
and car repair.”

“I believe the dividend should be stopped
until the future economic picture for
Alaska becomes clearer.”

“My daughter’s Permanent Fund is an
exceptional way to save for her college
education. She was born in 1991, and we
have been saving and investing her divi-
dend for the future.”

“Tam 69 years old. This dividend helps
me with my winter electric bills, needed
service on my old car and a little some-
thing at Christmas for my four grandchil-
dren. 1am so very grateful to my state.”

“This is money real Alaskans can count
on, and I want it protected for our chil-
dren’s future.”

The Corporation has prepared an

| I-minute video and an accompanying
16-page booklet detailing the findings
of the survey. Copies are available
upon request.




LONG-TERM PERFORMANCE

Long-term stability and security

are key to the success of the

Permanent Fund. Investment

strategies are established and

continually reviewed to ensure

that portfolio performance meets

the goals of the Trustees. In the

19 years since inception, this

policy has allowed the Fund to

earn a 10.61% average realized

rate of return. Forthe fast 11.5

years, the total return has been

similar at 11.33%. Over the long

term, realized and total returns

become virtually the same.
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Growth of Fund

Since Inception
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Operating Expenses

Per $100 of Fund Income Corporation Expenses
Fiscal 1995 Thousands
Operating
Rent, Property &
e Equipment $325 1%
. Other Expenses
$713 3%
Investment,
3 Management,
;‘;c;f:g Custody & Travel $179 1%
Safekeeping, and
Fees $20,246

Nata: The Corporation's expense ratio, that is, operating expenses per dollar of assets under management is 0.14%.

Average Annual Total Returns

PERIODS ENDING TOTAL FIXED U.S. NON-U.S. REAL
JUNE 30 FUND INCOME STOCKS STOCKS ESTATE
85 25.58% 25.77% 2931% - 18.55%
86 23.06 20.89 35.94 - 18.25
87 7.62 3.99 22.19 - 13.09
88 5.44 7.19 5.71 - 14.81
89 12.18 11.54 18.65 - 1140
90 9.26 7.20 18.06 - 11.00
91 9.15 10.35 8.15 - 5.05
92 1148 14.17 13.37 4.35% (4.34)
93 12.65 13.04 16.09 14.27 (1.92)
04 1.48 (1.87) 243 19.19 1.88
05 1451 12.88 26.05 4.60 7.00
3-Years 941 7.78 14.44 1252 272
5-Years 975 9.58 12.95 - 1.12
11.5-Years 11.33 10.77 15.09 - 8.06



By]anuary 1994, the U.S. economy
was into its third year of economic
expansion with relatively low inflation
rates, moderate wage pressures, and a
corporate market that was producing
healthy profits. The Dow Jones indus-
trial stocks started off the year at a level
near 3,800 points, experienced major
setbacks throughout the year, but
ended essentially unchanged.

Bonds did not do as well. Beginning in
February 1994, the Federal Reserve
raised short-term interest rates by one
quarter point; the first increase in five
years. This increase, and the five that
followed during the course of the year,
was prompted by a strong and unsus-
tainable economic growth that also
appeared inflationary. Although these
increases were designed to curtail this
rapid growth, and the prospect of high-
er inflation, they inflicted significant
damage to the bond market, causing
the worst bond market losses in
history. The rate increases also caused
financial havoc to mutual funds, finan-
cial institutions, and highly leveraged
speculators resulting in several financial
crises in both the private and public
SECTors.

By the fourth quarter of 1994, it
appeared as though higher interest
rates were having the desired effect on
the economy. The thirty-year bond had
reached a yield of over 8%, the highest
in two years, and despite some signs of
inflationary pressures, the Consumer
Price Index remained in check. Asa
result, when the Federal Reserve com-
pleted its sixth hike in short-term rates
in November, the increase instilled a
level of confidence in the markets, and
long-term interest rates began to fall
from their historically high levels. As
we moved into 1995, the Federal
Reserve continued its restrictive policy,
extending its series of rate hikes, raising
short-term rates 50 basis points in early
February.

L
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During the preceding year and into
1995, the U.S. dollar continued to come
under pressure, particularly against the

Japanese Yen and the German

Deutschemark. The dollar decline
became pronounced when, in February,
the U.S. Senate failed to pass the bal-
anced budget amendment, undermin-
ing the NAFTA agreement and throw-
ing the Mexican Peso into a free-fall. At
the same time, the Dow Jones
Industrials temporarily broke through
the 4,000 point mark, and the Standard
& Poor’s 500 reached new highs.

Aﬁ; the second quarter approached,
economic activity began to show signs
of slowing. Sales growth was down.
Inventory accumulation was up.
Manufacturing was down and unem-
ployment was up. Additionally, com-
modity and other prices began to reflect
a softness, showing signs that prices
were receding. As a result, the Federal
Reserve began to back away from its
restrictive stance. The bond market ral-
lied, and long-term interest rates fell
from their highs of over 8% in the third
quarter of 1994, to 6.5% by June 1995.
Meanwhile, the Dow Jones Industrials
reached an all-time high of 4,736 in July
1995, and real estate markets contin-
ued to improve across the nation, show-
ing positive changes in income and a
slowing in capital depreciation.

During the fourth quarter of 1995, we
expect the U.S. economy to exhibit
moderate GDP growth somewhere in
the range of 2 to 2.5%. We agree with
the view that key commodity price
indices and inflation will remain fairly
anemic, resulting in inflation rates rang-
ing between 3 to 3.5% over the next
year. This premise should allow the
Federal Reserve to maintain a neutral
posture, with a bias toward further rate
reductions if signs of economic weak-
ness begin to surface. We believe that
long-term interest rates will end the
year somewhere in the range of 6.5 10

7%. However, we expecl occasions
when rates will deviate outside these
ranges.

The U.S. stock markets appear to be
overvalued if analyzed by most tradi-
tional standards. Nevertheless, we
expect that the Dow Jones Industrials
will continue to trade in the current
range, with minor corrections, [or the
next few months before resuming an
upward trend toward the 4,800 to
5,000 point mark. The international
equity markets will continue to attract
capital from the U.S. market as
investors continue to diversily and seek
higher returns.

The U.S. dollar should stabilize and
show improvement as the current
account deficit is narrowed between
our major trading partners and the U.S.,
and events such as the crisis in Mexico
and Japan are resolved and Congress
takes serious steps to eliminate the bud-
get deficit.

The real estate recovery that began in
1994 should continue through the
remainder of 1995 and into 1996. A
low interest-rate environment, com-
bined with a renewed interest in the
real estate industry, will mean an
increased availability of capital for real
estate. In addition, the demand for
commercial real estate should continue
to increase as the economy continues to
grow. Real estate value, fueled by
increased capital flows and a growing
economy, are trending upwards. As
long as investors exercise patience and
discipline, capital flows into real estate
will not create new supply at a faster
rate than the market demands and real
estate values will continue 1o rise.



Realized and Unrealized Income
Miillions
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Realized rates of return measure realized income only. Realized income is cash actually received by the Fund such as dividends
paid on stocks, interest paid on bonds, fees and other income earned on equity real estate, and realized capital gains. Total
returns measure realized income and the net change in unrealized gains (losses). In fiscal 1995, the Fund earned $1,044 million
in realized income and $1,114 million in appreciation for a total return of $2,158 million.

REALIZED RATES OF RETURN TOTAL RETURN

inea Incentior In Millions

FISCAL FISCAL NET TOTAL

YEAR NOMINAL — INFLATION = REAL YEAR INCOME + APPRECIATION = RETURN
78 7.53% 6.45% 1.08% 78 b 2 $ 0 $ 2
79 8.24 7.66 0.58 79 8 0 8
80 11.29 11.26 0.03 80 32 2 34
81 16.00 13.52 248 81 150 (52) 98
82 15.10 10.37 4.73 82 368 10 378
83 12.76 6.10 6.66 83 471 79 550
84 10.89 322 7.67 84 530 (353) 177
85 11.61 4.26 735 85 658 690 1,348
86 14.36 3.57 10.79 86 1,021 584 1,605
87 13.37 1.92 11.45 87 1,069 (430) 639
86 9.01 3.65 5.36 88 789 (302) 487
89 9.14 4.08 5.06 89 868 367 1,235
90 9.00 4.80 4.20 90 916 32 948
91 0.44 541 4.03 91 1,030 4 1,034
92 8.73 4:24 4.49 92 1,036 389 1,425
93 9.55 3.01 6.54 93 1,226 495 1721
04 7.97 295 5.02 94 1,098 (916) 182
95 6.99 261 4.38 95 1,013 1,114 2,127

Average 10.61% 5.11% = 5.50% Total $12,285 $1,713 = 13,998
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STATEMENTS OF ASSETS, LIABILITIES, PRINCIPAL

AND EARNINGS RESERVE
June 30,

1995 1994
Assets

Cash and temporary investments $ 967,848,000 808,093,000
Receivables, prepaid expenses and other assets 335,991,000 264,390,000

Investments —
Marketable debt securities 7,152,401,000 7,621,218,000
Preferred and common stock 5,762,303,000 5,019,878,000
Real estate 7 1,433,830,000 1,064,777,000
Alaska certificates of deposit 116,200,000 108,825,000
TOTAL INVESTMENTS 14,464,734,000 13,814,698,000

TOTAL ASSETS

Liabilities
Accounts payable
Science and Technology Endowment Fund
Income distributable to the State of Alaska "

TOTAL LIABILITIES
Principal and Earnings Reserve
Principal **
Principal held in escrow !

Earnings reserve "

TOTAL PRINCIPAL AND EARNINGS RESERVE

TOTAL LIABILITIES, PRINCIPAL AND FARNINGS RESERVE

Soee notes 1o finencial stalements
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$15,768,573,000

14,977,181,000

$ 214,331,000
106,617,000
572,717,000

893,665,000

13,644,742,000
27,559,000
1,202,607,000
14,874,908,000

$ 15,768,573,000

186,667,000
109,208,000
566,224,000

862,099,000

12,972,898,000
25,525,000
1,116,659,000
14,115,082,000

14,977,181,000




<TATEMENTS OF REVENUES AND EXPENSES

Years Ended June 30,
1995 1994
Revenues
Investment income **
Interest 591,101,000 616,430,000
Dividends 136,621,000 113,187,000
Real estate and other income 89,370,000 81,290,000
Total investment income 817,092,000 810,907,000
Realized gains (losses) on —
Marketable debt securities 7,535,000 123,041,000
Preferred and common stock 170,259,000 271,457,000
Real estate _ (37,534,000) (74,307,000)
Foreign exchange contracts (12,494,000) (2,962,000)
Currency " 105,575,000 4,818,000
Total realized gains 233,341,000 322,047,000 *
Unrealized losses on foreign
exchange contracts ! (6,051,000) (5,960,000)
TOTAL REVENUES 1,044,382,000 1,126,994,000
Expenses
Operating expenses " (24,164,000) (21,080,000)
INCOME BEFORE OTHER ITEM 1,020,218,000 1,105,914,000
Science and Technology Endowment
Fund earnings " (7,260,000) (8,329,000)
NET INCOME $ 1,012,958,000 1,097,585,000

sen notes ta Hnan: lai statements
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STATEMENTS OF CHANGES IN PRINCIPAL
AND EARNINGS RESERVE
Years Ended June 30, 1995 and 1994

PRINCIPAL
HELD EARNINGS
ToTtaL PRINCIPAL IN Escrow RESERVE
Balance, June 30, 1993 $ 13,374,060,000 12,385,338,000 23,300,000 965,431,000
Escrow earnings - - 2,225,000 (2,225,000)
Appropriation to the
Deparunent of Law (10,613,000) — - (10,613,000)
Dedicated State revenues 209,636,000 209,636,000 — -
Net income 1,097,585,000 - - 1,097,585,000
Dividends (555,595,000) - - (555,595,000)
Inflation-proofing - 372,304,000 - (372,304,000)
Settlement earnings - 5,620,000 - (5,620,000)
Balance, June 30, 1994 $ 14,115,082,000 12,972,898,000 25,525,000 1,116,659.000
Escrow earnings - - 2,034,000 (2,034,000)
Appropriation to the
Department of Law (5,960,000) - - (5,960,000)
Dedicated State revenues 318,085,000 318,085,000 - -
Net income 1,012,958,000 - - 1,012,958,000
Dividends (565,257,000) - - (565,257,000)
Inflation-proofing - 347,614,000 - (347,614,000)
Settlement earnings - 6,145,000 - (6,145,000)
Balance, June 30, 1995 $ 14,874,008,000 13,644,742,000 27,559,000 1,202,607,000
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STATEMENTS OF CASH FLOWS

Years Ended June 30,
1995 1994
Cash Flows from Investments
Net (purchases), sales and maturities of investments — ,
Marketable debt securities $ 466,231,000 998,782,000
preferred and common stock (742,425,000) (1,502,280,000)
Real estate (404,264,000) (57,281,000)
Alaska certificates of deposit (7.375,000) (5,000,000)
Net change in unsettled trades (35,317,000) (106,559,000)
Total net (purchases), sales and maturities (723,150,000) (672,338,000)
Investment income received 1,058,118,000 1,142,888,000
Amortization 2,586,000 *2,254,000
Undism'bmed real estate income 35,211,000 62,900,000
NET CASH PROVIDED BY INVESTMENTS 372,765,000 535,704,000
Cash Flows from Non-capital Financing
Contributions from the State 294 401,000 207,794,000
Income distributions (564,724,000) (536,824,000)
Science and Technology Endowment Fund distributions (9,851,000) (6,010,000)
NET CASH USED BY NON-CAPITAL FINANCING (280,174,000) (335,040,000)
Cash Flows from Operations (22,836,000) (18,830,000)
Cash Elows from Capital and Related Financing - -
Net increase in cash and temporary investments 69,755,000 181,834,000
Cash and temporary investments at beginning of year 898,093,000 716,259,000
$ 967,848,000 808,093,000

CASH AND TEMPORARY INVESTMENTS AT END OF YEAR

Reconciliation of Net income to Net Cash Flows from Operations

Net income
Adjustments to reconcile net
income to net cash flows from operations —
Investment earnings
Net change in operating assets and liabilities
Science and Technology Endowment Fund earnings

NET CASH USED BY OPERATIONS

$1,012,958,000

1,097,585,000

(1,044,382,000) (1,126,994,000)
1,328,000 2,250,000
7,260,000 8,329,000

$ (22,836,000) (18,830,000)
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NOTES TO FINANCIAL STATEMENTS
June 30, 1995 and 1994

1. ENTITY

The Constitution of the State of Alaska (the “State”) was amended by public referendum in 1976 to
dedicate a portion of certain natural resource revenues Lo the Alaska Permanent Fund (the “Fund”).
The principal of the Fund is to be invested in perpetuity. The Alaska State Legislature (the “Legis-
lature™) created the Alaska Permanent Fund Corporation (the “Corporation”), a government instru-
mentality of the State that is administered by a board of trustees (the “Trustees”), to manage the invest-
ments of the Fund. By statute, (i) a portion of annual earnings is transferred to the State’s dividend
fund, and (ii) a portion of the earnings reserve account sufficient to offset the impact of inflation is
transferred to the principal of the Fund. The balance of earnings is held by the Fund in the earnings
reserve account and is subject to appropriation by the Legislature.

2. SIGNIFICANT ACCOUNTING POLICIES

Contributions

Contributions from dedicated State revenues are recorded when certain revenues defined by statute
are received by the Alaska Department of Natural Resources. Contributions from appropriations and
other sources are recorded when received.

Dividend Appropriations

Current statutes require that one-half of twenty-one percent of the Fund’s net income for the last five
fiscal years, excluding earnings from contributions made in the North Slope royalty case (State v.
Amerada Hess, et al.) settlements and unrealized gains and losses, be made available [or the payment of
dividends and other appropriations each year.

Forward Exchange Contracts

The [und is party to a variety of forward contracts in its trading activities and in the management of its
foreign exchange rate exposure. These contracts are speculative in nature, and the contract amounts
do not appear on the balance sheet. Realized and unrealized gains and losses are currently included in
income and are determined on the maturity date of the contracts. Unrealized gains and losses are cal-
culated using foreign currency forward rates at the balance sheet date.

Inflation Impact

The impact of inflation is measured by the change in the prior calendar year average of the United
States consumer price index for all urban consumers, applied against the balance of contributed equity
at the end of the fiscal year.

Interest Income
Interest income is accrued monthly as earned and is shown net of amortization of premiums and accre-

tion of discounts on marketable debt securities.

Income Taxes

The Internal Revenue Code provides that gross income for tax purposes does not include income
accruing to a state or any subdivision thereol, which is derived from the exercise of any essential gov-
ernmental function. The Fund is a political subdivision of the State performing an essential govern-
mental function and is therefore exempt from Federal and State income taxes.
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Investment Valuation
By resolution, the Trustees have adopted the following accounting policies for the valuation of investments:

TYPE BASIS
Marketable debt securities Cost adjusted for amortization of
premiums and accretion of discounts
Real estate Equity
Preferred and common stock Lower of cost or markel
Alaska certificates of deposit Cost

If, in the opinion of management, a permanent impairment of value has occurred, the investment is writ-
ten down to fair market value by a charge to operations.

Market Values
Fair market values are obtained from independent sources for debt and equity securities and by inde-
pendent appraisals for real estate. Market values for all other assets approximate cost.

Real Estate

Investments in real estate are carried at cost plus undistributed equity from the results of operations.
Income from commingled real estate funds and pools is recognized as distributions are declared.
Income [rom other real estate is recognized as earned. Unrealized losses that are deemed to be other
than temporary are charged to current income as realized losses.

Realized Gains and Losses

Realized gains or losses on the sale of investments are determined on the transaction date by average
cost for investments in preferred and common stock, and by specific identification for all other invest-
ments. '

Reclassification of Prior Year
Certain prior year balances have been reclassified to conform with a change in reporting format. The
reclassification had no effect on previously reported net income.

Securities Transactions
Securities transactions are recorded on the date that securities are purchased or sold.

Statement of Cash Flows
The Fund considers all highly liquid short-term investments purchased with a maturity of one year or
less to be cash equivalents for purposes of the statement of cash flows.

3. CASH AND TEMPORARY INVESTMENTS

All cash and temporary investments bear interest at competitive rates and are summarized as follows at June 30:

1995 1294
Operating account (a) $ 65,000 67,000
Cash management accounts (a) (b) 214,273,000 273,110,000
Repurchase agreements (¢) - 57,900,000 94,500,000
U.S. agencies (d) 389,435,000 -
Treasury bills (d) 143,425,000 260,969,000
Commercial paper (¢) 162,750,000 269,447,000
TOTAL CASH AND TEMPORARY INVESTMENTS $ 967,848,000 898,093,000

(a) Insured by the Federal Deposit Insurance Corporation (FDIC) to $100,000 per account. Remaining balance uninsured and uncollateralized.

(b) Share ownership in a money market fund, payable on demand. Collateralized by underlying securitics held by the fund in the name of the
custodian, Not considered an investment nor assigned a specific risk category.

(¢) Uninsured and unregistered. Underlying collateral securities generally comprised of debt obligations of the ULS. Government and held by the
counterparty bank.

(d) Debt obligation guaranteed by the U.S. Government.

() Commercial paper rated A-1 by Standard & Poor's or P-1 by Moody's, or the foreign equivalent.
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4. RECEIVABLES, PREPAID EXPENSES AND OTHER ASSETS

Receivables, prepaid expenses and other assets at June 30 are as follows:

1995 1994

Interest receivable $151,051,000 158,887,000
State dedicated revenues receivable 35,778,000 12,094,000
Securities sold 132,893,000 77,527,000
Dividends receivable 16,108,000 15,589,000
Other receivables 27,000 184,000
Prepaid expenses 134,000 109,000

TOTAL RECEIVABLES, PREPAID EXPENSES AND OTHER ASSETS $ 335,991,000 264,390,000

5. MARKETABLE DEBT SECURITIES

The Corporation is authorized by statute to invest Fund assets in (i) corporate bonds rated A or better
by Standard & Poor’s or Moody's, or the foreign equivalent; (ii) obligations of the United States
Treasury, its agencies and instrumentalities; and (iii) obligations of foreign governments. All marketable
debt securities are held by custodian banks in the name of the Corporation on behalf of the Fund.

Marketable debt securities at June 30 are summarized as follows:

AMORTIZED UNREALIZED
1995 COST MARKET GAINS (LOSSES) YIELD
Treasury notes/bonds $5,186,567,000 5,381,279,000 194,712,000 7.17%
GNMA pools 102,954,000 106,924,000 3,970,000 8.60%
Other federal agencies 109,706,000 117,972,000 8,266,000 7.93%
Corporate bonds 1,684,792,000 1,733,812,000 49,020,000 7.63%
Yankee bonds 68,382,000 75,140,000 6,758,000 8.82%
TOTAL MARKETABLE
DEBT SFCURITIES $7,152,401,000 7,415,127,000 262,726,000 7.32%
1954
Treasury notes/bonds $5,825,207,000 5,790,916,000 (34,291,000) 6.90%
GNMA pools 115,879,000 117,234,000 1,355,000 7.97%
Other federal agencies 24,813,000 25,742,000 929,000 8.20%
Corporate bonds 1,540,051,000 1,508,196,000 (31,855,000) 7.26%
Yankee bonds 115,268,000 120,648,000 5,380,000 8.32%
TOTAL MARKETABLE
DEBT SECURITIES $7,621,218,000 7,562,736,000 (58,482,000) 7.09%
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6. PREFERRED AND COMMON STOCK

The Corporation is authorized by statute to invest Fund assets in the preferred and common stock of

United States and non-domestic corporations. All preferred and common stock investments are

held by custodial banks in the name

Preferred and common stock at June 30 are summarized as follows:

1995
Domestic
Non-domestic

TOTAL PREFERRED AND
COMMON STOCK

Domestic security gains
Non-domestic security gains
Currency gains

TOTAL UNREALIZED GAINS

1994

Domestic
Non-domestic

TOTAL PREFERRED AND
COMMON STOCK

Domestic security gains
Non-domestic security gains

Currency gains

TOTAL UNRFALIZED GAINS

CosT

$ 4,252,243,000
1,510,060,000

$ 5,762,303,000

of the Corporation on behalf of the Fund.

MARKET

5,544,786,000
1,685,284,000

7,230.070,000

UNREALIZED
GAINS

1,292,543,000
175,224,000

1,467,767,000

$ 3,430,001,000
1,589,877,000

$ 5,019,878,000

3,919,845,000
1,792,427,000

5,712,272,000

$ 1,292,543,000

50,159,000
125,065,000

$ 1,467,767,000

489,844,000
202,550,000

692,394,000

489,844,000
110,622,000
91,928,000

692,394,000
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