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I. INTRODUCTION

1.  Purpose of the Study

Projections of state revenue made in 1980 and 1981
indicated that Alaska would enjoy steadily increasing wealth
from o0il production through the end of the decade. In the
1990s, however, petroleum revenue is expected to decline
sharply. A widespread concern among Alaskans today is that
state wealth is not being managed with a long-term perspec-
tive-~that is, with a view to the period of declining reve-
nue and state budgetary constraints. They feel that spend-
ing patterns during the boom should anticipate the coming
bust. One proposed way to mitigate the boom-bust effects of
petroleum revenue is to use current state income to create
an educational endowment fupnd that will generate a stable,
long-term source of revenue for the state's education needs.

The purpose of this study is to discuss the major
economic and public policy issues associated with the pro-
posal to create a large endowment fund for education in
Alaska. The study does not . evaluate a particular fund
proposal, but rather seeks to identify and examine issues
raised by the general concept of a new investment trust fund
for educational purposes. A small number of fund structures
are analyzed by computer simulation. Many others are pos-
sible. As the state's fiscal picture changes, further
analyses of fund structures will be necessary. The computer
analysis in this report identifies key variables that must
be considered in designing an educational endowment fund.
Ne overall recommendations are made about the desirability
of establishing a fund or about the proper size and shape of
a fund. The aim of this report is to provide background
data to help the reader reach his or her own conclusions
about the issues raised by the endowment fund concept.

2. The Endowment Fund Concept

An endowment fund for education {or for any other
specific purpose, such as the arts or recreational land
development) would be a public trust fund similar to the
Alaska Permanent Fund except earnings of the fund would be
earmarked for a designated use. The principal of a
permanent fund is not spent; rather, it is invested and only
the interest, dividends, or other earnings from the invest-
ments may be spent. Although the assets of endowment trusts
are normally inviolate and held in perpetuity (like those of



Lhe Alaska Permanent Fund), a trust fund could be structured
to allow the assets to be withdrawn under certain circum-
stances, or under a certain pre-established schedule. Other
elements of flexibility could alsce be designed into the
fund. For example, enabling legislation could include a
requirement for periodic referenda to reaffirm the public's
commitment to the fund. '

Article IX, Section 7, of Alaska's constitution pro-
hibits dedicating public revenues to specific purposes. A
constitutional amendment (Article IX, Section 15) was neces-
sary to authorize creation of the Alaska Permanent Fund.
Another constitutional amendment would be required to
authorize creation of a substantial endowment fund for
education or any other specific purpose.l!

Alaska already has a small educational endowment fund
which enjoys unique constitutional status. It is the result
of certain land grants made by the federal govermment to
support public schocls in the territory. These school trust
lands no longer exist, and the fund is currently supported
by an annual deposit of one-half of one percent of the
proceeds from all state lands. The school fund has assets
of about 526 million which are earning an average return of
13.74 percent per vear.? However, this existing fund is not
large encugh to make a significant contribution to statewide
educational programs. A new, larger fund would be required
for that objective. Although the attorney general has not
provided an opinion on the question, it is assumed that the
existing fund could not be increased substantially without
new constitutional authorization.

3. QOrganization of this Report

This report begins with the broadest issues associated
with an endowment fund and then treats successively narrower
issues. Thus, the most fundamental issue is presented at
the outset: should a larger portion of current state reve-
nues be saved rather than spent now on capital and operating
programs? This issue is discussed in Section II. The next
major question discussed in Section III is whether the
income earned on additional savings should be earmarked for

lAppendix B contains a discussion of dedicated funds
and the constitutional issues surrounding them in Alaska.

2pppendix C discusses this fund in more detail as well
as similar funds in a sample of other states.



education, If so, how large a fund would be necessary to
meet educational objectives, and how large a fund is
feasible under current budgetary conditions? These ques-
tions are analyzed by means of computer simulation in
Section IV.

Then, how should the fund be created? Finally, how
could an educational endowment fund be managed? These
questions are addressed in Section V.



II. THE FUND A5 A MECHANISM FOR SAVING

Creation of an ecducational endowment fund large enough
to make a significant contribution to future state educa-
tional expenses would require a substantial commitment of
state revenues over the next several years. This commit-
ment, not unlike that being made to the Alaska Permanent
Fund, would represent a decision to save rather than spend a
larger portion of the state's current income. Thus, the
first set of public policy issues presented by the endowment
concept concerns saving (and investing) current state income
in contrast to spending now for capital projects and opera-
tional programs.

1. State Revenues and Expenditures

State revenues and expenditures have increased rapidly
in the years since 1969 when Alaska received $900 million in
North Slope lease bonuses (Tables II.1 and II.2). Currently
almost 90 percent of unrestricted general fund revenue is
derived from petroleum production. If there are no major
0il discoveries on state land in the coming years, the state
faces a fimancial crisis when the productivity of North
Slope fields begins to decline., Unless the rate of increase
of state spending declines drastically and the government
takes other measures to improve its lomg-term financial
future, a wrenching adjustment will be necessary in the near
future. While future oil discoveries of significance may
occur, it is not prudent to base current financial decisions
on this possibility.

2. Saving Lessens the Boom-Bust Effect
of Petroleum Revenue

Saving a substantial portion of petroleum revenue
during the peak years of North Slope production will lessen
the fiscal "bust" which will begin when production declines.
The existing Permanent Fund moderates the fiscal boom-bust
effects of resource development, and an education endowment
fund would have the same counter-cyeclical benefit.

Deposits made in an educational trust would divert a
portion of current revenues away from operating and capital
programs of the state goverment. While the value to society
of these programs would be lost, the money saved would be



TABLE 1I.1

GENERAL FUND APPROPRIATIONS, 1960-1980

Anchorage - Per Capita
Consumer General Fund General Fund
Price Index General Fund Appropriations Appropriations
Calendar October Alaska Appropriations in Constant Dellars in Constant Dollars
Year 1967-100.0 Pupulation? €5 miltions)? (5 millioms) {dollars)
1960 92.0 226,167 45.9 49,8 220
1961 92.9 238,000 52.3 56.3 236
1962 92.6 246,000 65.8 7.0 289
1963 93.3 256,000 82.9 88.8 347
1964 93.9 263,000 79.1 84.2 320
1965 94.2 271,000 86.1 102.0 337
1966 97.9 271,000 93.8 95.8 354
1967 100.0 278,000 113.1 113.1 407
1968 102.6 285,000 124.1 126.9 424
1969 107.3 296,000 154.1 143.6 485
1970 111.5 302,361 314.2 281.7 932
1971 114.4 316,000 292.1 255.3 808
1972 116.9 326,000 333.5 285.2 875
1973 123.8 332,000 379.3 306.3 923
1974 140.0 343,000 451.3 322.3 940
1875 157.4 379,000 590.3 375.0 989
1976 167.6 405,000 692.3 413.0 1,020
1977 177.3 408,000 819.1 462.0 1,132
1978 194.81 411,000 1,071.7 550.2 1,339
1979 211.8 406,000 1,062.3 501.6 1,235
1980 232.0 400,331 3,270.8 1,409.8 3,521

11978-1980 {figures are Anchorage price index for urban wage earners and clerical employees as
of November.

21960, 1970, and 1980 figures based on April 1 census; other figures refer to estimated July 1
population of the U.5. Bureau of the Census.

3(a) The figures are for the fiscal year following the listed calendar year; e.g., in 1960 the
fiscal year 1961 appropriations act of $39.8 million in general funds was signed into law,

(b) 1960~1972 figures from Governor's Budget Document; 1973-1980 figures from Free Conference
Committee Report on the Budget.

(c} Suppiemental appropriations are excluded cxcept for a $580.8 million capital projects
supplemental in 1980,

(d) Appropriations to the Permanent Fund and general reserve which are strictly for investment
are excluded.

SQURCE:  Legislative Allairs Agency, Lepislative Finsuce Division, May 1981,



TABLE II.2

ANNUAL COMPOUND GROWIH RATES

Per Capita
Anchorage General Fund General Fund
Consumer Alaska General Fund Appropriations Appropriations
Period Price Index Population Appropriations in Constant Pollars in Constant Dollars
1960-1980 4.73% 2.90% 23.78% 18.19% 14.87%
1960-1969 1.72 3.03 14.40 12.49 9.18
1970-1980 7.60 2.85 26.40 17.47 14.22

SOURCE: Legislative Affairs Agency, Legislative Finance Division, May 1981.



available for future use. Also, the initial reduction in
spending would facilitate future savings Dbecause state
programs seldom represent one-time expenditures. Present
spending tends to beget future spending. For example,
operating programs create a political constituency both of
those people who receive the new governmental service and of
the state employees who provide it; in the case of capital
programs, new facilities incur ongoing maintenance and
operating costs. Thus, decreasing consumption now would
improve the long-term financial situation of the state by
reducing present and future spending requirements.

Furthermore, saving makes money available for future
spending when petroleum revenues are in decline. Savings
put in a permanent fund generate revenue in perpetuity
through investment of the principal. Thus, saving current
income contributes to the future well-being of the state
treasury by reducing present and future spending and by
providing a new long-term source of public revenue.

3. Savings Provide Capital for Investment

Capital that accumulated in an educational trust fund--
the principal or corpus of the fund--would be available for
investment. The principal could be invested in development
projects in Alaska, such as the North Slope natural gas
pipeline or the gas conditioning plant associated with it
(assuming they were determined to be credit-worthy proj-
ects). The fund's principal could also be invested within
Alaska in commercial real estate, home mortgages, and muni=-
cipal bonds. There is a precedent for this; for example,
the Texas Educational Endowment Fund (discussed in Appendix
C) is a major purchaser of school bonds issued by local
county school districts.

The range of investments allowable by the fund would be
set by its constitutional and statutory framework. If the
fund were expected to generate revenue in perpetuity and
maintain the relative wvalue of its assets, its earnings
would have to be the highest reasonably and safely possible
{not less than maximum money market rates of interest;
equity investments in development projects should exceed
interest rates). This is because the fund would only con~
tribute to educational programs its earnings in excess of
inflation (real earnings). The balance would have to be
reinvested to maintain the fund's principal. With different
expectations of the fund, however, investments could be made
that would earn less than normal market rates of return. In
this way, the fund could subsidize home mortgages, for



example. The fund could also subsidize municipal projects
such as roads and utilities by purchasing local bond offer-
ings at a percentage point or two below market interest
rates. This, however, would reduce earnings of the fund and
would result in a smaller contribution to educational pro-
grams than would be otherwise possible; but there would be
benefits to homeowners, local taxpayers, or other recipients
of subsidized loans.

An endowment fund need not be perpetual; its primcipal
might be consumed over a set period of time. For example,
investments of an educational endowment fund designed to
liquidate itself over a ten~- or fifteen-year period would
have to be made with a view to their liguidity. Municipal
and corporate bonds with appropriate maturation dates would
proba?ly be the preferred investment for a fund of this
type.

4, An Alternative to Savings

An alternative approach to staving off financial crisis
when petroleum revenues are in decline would be to spend
heavily now for such capital projects as transportation
improvements, power systems, airports, and harbors. One
could argue that these projects would promote growth of the
economy, and this economic growth would in turn generate
future tax revenue to offset declining state income from
petroleum sources. This is the argument made for the pro-
posed Capital Investment Fund by Commonwealth North, for
example. 2

An evaluation of this capital investment approach is
well beyond the scope of this study. It would require an
assessment of the likely effects of infrastructure develop-
ment on economic growth, the timing of that growth, and the
effects of the growth on state revenue. In the absence of
such an assessment by its proponents, the strategy does not
seem entirely persuasive. This is because of the uncertain
relationship of infrastructure development to economic

1o fund of this type was proposed in 1981 as Senate
Bill 32 and House Bill B84, A fipancial analysis of it was
prepared by Sutro and Co., Inc., for Representative
Pappy Moss; Alaska Educational Endowment Fund Report,
February 17, 1981.

2Commonwealth North, Investing in Alaska's Future; The
Capital Investment Fund, Anchorage (mo date).




growth; the great magnitude of petroleum revenue that would
have to be replaced by taxing other types of economic
activity; and the loss of revenue through continuing sub-
sidization of uneconomic projects.

The principal of an educational trust fund could also
be used to provide capital for infrastructure projects
within Alaska {as well as capital for credit-worthy develop=-
ment projects and other purposes), but only those financed
by state or municipal bonds which would repay principal and
interest from tax assessments and user fees. Investment of
the trust funds would have to produce income. Insofar as
the Capital Investment Fund contemplates grants for roads,
harbors, airports, bridges, and other infrastructure proj-
ects, it is an approach to long-term state fimancial manage-
ment that is fundamentally different from the savings
approach of the proposed educational endowment fund.

5. Alternative Methods of Saving

An educational endowment fund would represent a spe-
cialized saving mechanism. It would dedicate investment
income to an exclusive purpose. (This issue is discussed
‘below in Section III.}) An educational trust fund would also
be a type of permanent fund in that the principal could not
be spent, or at least not for a specified period of time.
Thus, a significant accumulation of the state's capital
would not normally be available for competing state needs,
which would reduce the state's financial liquidity. Also,
should more than the real earnings (earnings in excess of
inflation) of such a trust fund be withdrawn, the long-term
value of the fund would decline. (This effect is discussed
in Section IV.) If only the real earnings were withdrawn,
comparatively little money would be available for spending.
These are current management concerns of the Alaska
Permanent Fund.

Opponents of increased saving argue that current con-
sumption for a harbor, school, or social program would vield
greater present and future benefits than the earnings of a
savings account. This argument is stronger when the prin-
cipal of a savings account is subject to significant eresion
by inflation and when liquidity is sacrificed. An alter-
native method of saving state revenue would be for the
legislature to simply leave unappropriated money in the
general fund as a year-end surplus. This surplus would be
invested in the same short-term money market instruments in
which the bulk of Permanent ¥und assets are currently
invested. The difference between an endowment or permanent

10



fund and a general fund surplus is that a general fund
surplus may he appropriated whenever the need arises. Thus,
an important issue associated with saving is the proportion
of state revenue that can be prudently "locked up" for a
greater or lesser period and whose return may only be
slightly higher than the rate of inflation. Those who
desire maximum budgetary flexibility may argue for saving by
simply accumulating a general fund surplus. Those who
distrust legislative judgment may argue that inaccessibility
of savings is the advantage that an endowment fund has over
a general fund surplus. That is, an endowment fund would
remove discretion from the legislature to determine rou-
tinely that extraordinary '"need" warranted the spending of
accumulated savings.

Since there are existing mechanisms for saving, it is
not necessary to create an educational endowment fund merely
to acquire a savings device. However, an endowment fund is
a device that could increase total state savings by attract-
ing support for a popular savings program.

11



III. DEDICATION OF INVESTMENT INCOME TO EDUCATION

If it is decided that increased state saving is a
desirable public policy objective and that this saving would
best be accomplished through a type of permanent fund that
would remove the principal from legislative appropriation,
should the earnings of the savings account be dedicated to a
specific purpoese--namely, education?

1. The Issue of Dedication

Dedication of specific public revenues to specific
purposes has advantages and disadvantages.! The primary
objection to this practice is the loss of flexibility that
occurs in preparing annual budgets, Problems are most
likely to become apparent in a period of declining revenues,
but they may appear whenever spending priorities are re-
examined. Adjustments cannot readily be made in dedicated
programs that are protected from legislative scrutiny. For
example, constitutional dedication of certain tax proceeds
to a specific governmental activity could thwart the legis-
lature's desire to eliminate that activity altogether or to
reallocate a portion of its budget to a different program.

The potential loss of budgetary flexibility inherent in
dedicated revenues can be minimized if (a) the protected
program represents a fundamental governmental service, the
need for which is unlikely to diminish in the future;
(b) the dedicated revenue stream covers substantially less
than the total annual cost of the program so that the legis-
lature retains a measure of budgetary control over it; and
(c) the revenue is dedicated to a broadly defined program so
that the legislature may exercise discretion over the
allocation of budget items within that general category.
Proposals for an endowment fund for any purpose should
demonstrate these attributes,

The primary advantage of dedicating the proceeds of a
tax is to gain public support for the revenue measure.
Sportsmen as a group, for example, do not begrudge hunting
and fishing license fees because they know that thesc fees
directly support fish and game management programs. In the
case at hand, savings rather than a tax is at issue. In

A more extensive discussion of dedicated revenues is
presented in Appendix B.

13



order to save, the public must forego services and public
facilities. This sacrifice may be more acceptable if the
benefits of saving are well known and widely spread.?
Therefore, a new permanent fund with its income dedicated to
educational activities may be politically more feasible than
a  commensurate increase in  deposits to the existing
Permanent Fund or an addition to the year-end general fund
surplus.

Creating a new source of revenue and earmarking it for
a basic governmental service would benefit all general fund
programs. Although it could be used for an exclusive pur-
pose, new earmarked revenue would contribute to the general
fund indirectly by increasing the amount of money available
for appropriation to other state functions. In the case of
an endowment fund, income generated by investments of the
fund's principal and dedicated to a specific spending
category (e.g., education) would displace an equal sum of
money previously appropriated to that category. Thus,
endowment fund revenue earmarked for one activity would
permit a greater percentage of state general fund revenue to
be spent on other activities.

2. The Case for Education

Although a case can be made for endowing any of several
basic state programs (public protection, for example), the
case for education stands out. Education is a general
governmental fupction that directly and indirectly benefits
all members of society; it dis the largest single state
operating budgetary category; and it has a tradition of
public endowment.

Education is a basic governmental service. The wvast
majority of the population attends public scheools. In
Alaska, education is a constituticonally mandated respon-
sibility of the state govermment. Article VII, Section 1,
of Alaska's constitution states: "The legislature shall by
general law establish and maintain a system of public
schools open to all children of the State . . ." In fiscal
year 1981, the state provided 76.2 percent of the cost of
local elementary and secondary education in Alaska {the

2An attempt has been made to enhance the popularity of
the Permanent Fund by dedicating half of its earnings to per
capita distribution. This popularity is thought to result
in pressure for reduced state spending in order to increase
contributions to the Fund.

14



federal contribution was approximately 3.5 percent and the
local contribution approximately 20.3 percent).

The state's major financial role in education makes
education the largest of the ten functional categories in
the state budget. Table IJ1.1 shows that the general fund
and total appropriation for education in fiscal year 1982
- equal about a guarter of the state's entire operating budget
(26.3 percent of the general fund and 23.3 percent of total
funds). When appropriations for the University of Alaska
are included, education accounts for about one-third of the
state's operating budget in FY 1982 (32.7 percent of the
general fund and 31.7 percent of total funds). (See Table
IV.1 for information about the growth of educational expen-
ditures between FY 1978 and FY 1982, and Table III.2 for
informaticon about major components of the education
category.)

The importance of public education has long been recog-
nized in this country, and the cost of it has always been a
burden on taxpayers. As a result, there is a tradition in
the United States of endowing the public schools with the
proceeds derived from specially designated public land (land
has long been considered the most plentiful and valuable
public asset.) At the present time, a majority of states
(including Alaska) have permanent school funds which
originated in the nineteenth and early twentieth centuries.?
Texas has the largest permanent endowment fund for public
schools, with assets of $3 billion.® Earnings of this fund
generated $85.10 per pupil in 1981, about 5 percent of the
total operating expenditures per pupil in the state.

3These are statewide averages. Many districts do not
contribute anything to the support of local schools. Urban
districts make the largest local contribution.

“These funds are discussed in more detail in Appendix C.

5Texas also has a large endowment fund for the Univer-
sity of Texas. '

15



TABLE III.1

STATE OPERATING BRUDGET, FY 1982
($ million)

Category General Fund Total Funds®
Education 5506.1 $559.2
University of Alaska 124.8 202.2
Social Services 124.7 236.5
Health 102.8 140.7
Natural Resource Management 117.5 162.2
Public Protection - 29.5 38.2
Administration of Justice 128.9 130.3
Development 226.9 250.5
Transportation 161.3 241.7
General Government 404.7 442.0
Total Operating Budget $1,927.1 $2,403.4

Includes federal revenue, program receipts, special
funds, and other revenue sources as well as general fund
appropriations.

SOURCE: Executive Budget, Fiscal 1983, Book 1-Operating
Budget, p.11.
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An educational endowment fund could be structured to
minimize the public policy objections to revenue dedication.
The dedicated funds would flow to education, a basic state
service, rather than to a program that might conceivably be
eliminated or drastically reduced in the future. Indeed,
the state is likely to expand its financial role in the area
of education. Because state expenditures for public educa-
tion are so large, an endowment fund could realistically
generate only a fraction of the total annual expenditure for
education.® As a result, the legislature would retain ample
latitude to adjust educational expenditures in the face of
budgetary exigency. Also, the budget category of education
is very broad. It presently includes elementary and second-
ary education programs as well as adult postsecondary
support, vocational training, the state library and museum,
and other activities {see Table I1I1.2). The legislature
would retain budget-making discretion over earmarked revenue
within this broad spending category.

3. Implication for Local Comtrol of Education

An educational endowment fund would create a new source
of state education revenues. There is no link between this
source of revenue and the gquestion of legislative control
over local school policy that may arise through the spending
of state revenue, The state presently pays over 75 percent
of the cost of operating schools in the local districts and
Rural Educational Attendance Areas (REAAs) throughout
Alaska. It is the avowed goal of the governor and legislia-
ture to entirely supplant local financial contributions to
the support of basic educational needs. An endowment fund
would not increase the level of state participation in local
educational finance, nor in all probability would it hasten
the realization of the 100 percent goal. Whether central-
ized school financing and decentralized school policy making
can coexist in the long run is certainly an important public
policy issue. The experience to date with REAAs suggests
that this coexistence is possible. However, the issue is
unrelated to the issue of creating a new source of state
revenue for education through an endowment fund.

8This issue is discussed in Section 1V.

17



TABLE I111.2

BUDGETARY UNITS WITHIN THE CATEGORY OF EDUCATION
{excluding University of Alaska)

Elementary and Secondary Education

Teacher Retirement

Foundation Program Components
Financial Support-Districts

Financial Support-Other
Administrative Program Support

K-12 Education Program Support
Executive Administration

Boards, Commissions, and Associations

Education, Information, and Cultural Services

Alaska Historical Commission
Alaska Council on the Arts
Alaska State Museum

Alaska State Library

Adult and Postsecondary Education

Adult and Postsecondary Support

Skill Center

Vocational Rehabilitation

Student Financial Aid

Alaska Commission on Postsecondary Education

SOURCE: Executive Budget, Fiscal 1983, p. 29.
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IV. FISCAL ANALYSIS OF ALTERNATIVE ENDOWMENT FUNDS

Asguming that the creation of the educational endowment
fund is good fiscal policy, can the state afford it? How
large would an endowment have to be to make a significant
contribution to the educational expenses of the state? How
might a fund be structured, and how would various structures
affect the endowment cbjectives?

This section examines these and related guestions about
the fiscal implications of different endowment funds which
vary according to such characteristics as origin, timing,
performance, and rate of exploitation. The analysis points
to the limits of what can reasonably be expected from an
endowment fund in terms of its size and ultimate contribu-
tion to state educational programs.

1.  Two Approaches to Analysis

The fiscal dimension of the endowment fund concept can
be approached from two different directions.

One approach is to establish the desired objectives of
2 fund and then determine the size and other characteristics
of the fund that would be required to achieve those objec-
tives. The other approach is to establish a reasonable
amount of money that could be committed to building an
endowment fund and then determine what the accomplishments
of the resulting fund would be. The first is the Target
Fund Approach; the second is the Available Revenue Approach.
Together they identify the range of feasible alternatives
for an endowment fund.

Target Fund Approach

Here the analysis focuses on the question, "How much
money must be contributed to the fund principal each year to
achieve certain endowment objectives?" The answer to this
question depends upon certain characteristics of the fund.
Thus, there are a number of important independent variables
in the analysis. These are:

1. Definition of education expenses to be endowed

2. Portion of education expenses to be paid by
the fund's earnings

19



3. Rate of future growth of educational expenses

4. The vear contributions to principal begin
5. The year contributions to principal end

6. The vear withdrawals begin

7. The amount of fund earnings that are with-

drawn and the amount reinvested

8. The real rate of return on the fund's principal.

Table 1V.1 summarizes general fund expenditures for
education programs between FY 1978 and FY 1982 (including
the Governor's proposed FY 1983 expenditure}. Three sets of
expenditures are identified: (1) the entire state budgetary
category of education (this excludes the University of
Alaska, which 1is a separate state hudgetary category);
{2) elementary and secondary education, which is the largest

subcalegory of oducation; and (3) the foundation program,
which is the largest subcategory of elementary and secondary
education.! These are three possible sets of educational

expenditures  that an  educational permanent fund could
attempt to endow.

Because it is not good public policy to earmark revenue
Lo pay 100 percent of the costs of a governmental service
(see Appendix B), a lesser portion of one of these sets of
expenditures should be established as an endowment objec-
tive. For example, an endowment fund might be designed to
generate enough revenue Lo pay 50 percent of all state
elementary and secondary expenditures.

Since withdrawals from the endowment fund would pre-
sumably not bhegin for several years after contributions to
1t were initiated (Lo allow time for a sufficient accumula-
tion of principat), tuture educational expenses must be
projected. That 1is, an endowment fund designed to pay
50 percent of elementary and secondary expenditures must do
so at some future date. Therefore, the apnnual rate at which
these expenditures would grow is an important variable, and
an assumption about this rate of increase must be made for
purposes of the analysis.

lSee Table [I1.2 for all of the budgetary units within
the category of education.
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TAEBLE IV.1
GENERAL FUND EXPENDITURES FOR EDUCATION, FY 1978-1983

{million current $)

Total Operating Education Elementary

Budget -~ Category {Percent and (Percent Foundation (Percent

Fiscal Year General Funds {excluding UA) of Total) Secondary of Tota}l) Program of Total)
1678 750.7 320.2 (42.7) 234.9 (31.3) 166.8 (22.2)
1979 887.6 295.9 (33.3) 278.9 {31.4) 194.5 (21.9)
1980 1,034.8 338.4 (32.7) 311.3 (30.1) 215.5 (20.8)
1981 1,377.1 432.8 (31.4) 390.6 (28.4) 267.4 (19.4)
1982 1,927.1 506.1 (26.3) 458.0 (23.8) 348.4 {(18.1)
19831 2,104.3 561.4 (26.7) 533.8 (25.4) 408.0 (19.4)

lGovernor's Request (Editor's Note: This request was reduced in Maxch 1982, in the light of
revised revenue forecasts.)

SOURCE: Executive Budgets, FY 1980-1983



A key set of variables are the dates at which (1)} con-
tributions to the fund principal would begin, (2) when they
would end (if ever), and (3) when withdrawals would begin.
For example, a fund might be designed to receive contribu-
tions for a five-year period during which time it would
reinvest all of its earnmings. At the end of the period,
contributions to the fund's principal would cease except for
that portion of earnings reinvested.

Major considerations in the design of an endowment fund
are (1) what portion of earnings should be used to support
educational programs and (2} what portion of earnings should
be reinvested. None of the computer simulations in this
report withdraws principal. If 100 percent of the fund's
income were spent, a smaller fund corpus would be required
to meet the endowment objective in the year that withdrawals
commence. However, the value of the corpus would erode from
the effects of inflation in this case, so the fund would
cover a steadily diminishing proportion of education
expenses. If, on the other hand, only the earnings in
excess of inflation (the real earnings} were spent and the
remainder were reinvested, the value of the corpus would
maintain itself over time. However, in this case, a sub-
stantially larger corpus would be required to meet a given
endowment objective.

A last variable of obvious importance is the real rate
of return on the fund's investments (the return in excess of
inflation). In the long run, it seems reasonable to expect
a real rate of return of about 2 or 3 percent annually.

Available Revenue Approach

Here the analysis focuses on the question, "What could
an educational endowment fund accomplish if it were created
by certain annual contributions?" The dependent variable in
this approach is the percentage of educational expenses paid
for by fund earnings, which is one of the independent vari-
ables in the Target . Fund Appreach. The annual contribution

15 an independent variable in this approach whereas it is
the dependent variable in the Target Fund Approach.
An even greater number ol  independent variables

influence the cutcome of the Available Revenue analysis than
influence the outcome of the Target Fund analysis. These
are:



1. Definition of education expenses to be endowed

2, Rate of future growth of these expenses
3. The year contributions to principal begin
4.  The year contributions to principal end

5. The year withdrawals begin

6. The amount of fund earnings that are with-
drawn and the amount reinvested

7. The revenue base from which contributions are
made
8. The rate of contributions from the revenue
base
9. The real rate of return on the fund's principal
10. Petroleum revenue projections
11.  General fund expenditure patterns.

Independent variables unique to the Available Revenue
analysis are (7), (8), (10), and (11).

A plausible method of creating an endowment fund is to
set aside annually a certain portion of a certain category
of revenue. The Permanent Fund, for example, is built with
a vyearly contribution of at least 25 percent of nontax
petroleum income (royalties, rental payments, and lease
bonuses}. The possible contribution bases used in this
analysis are nontax petroleum income; general fund current
account surplus (state revenue in excess of that legally
spendable without voter approval under the proposed spending
limit); and Permanent Fund earnings. Different proportions
of these revenue categories (variable [8]) could be assigned
to the fund. For example, the corpus of the fund might be
built by contributions of 50 percent of the annual general
fund current account surplus.

The key to the question of economic feasibility of an
educational endowment fund is, of course, the state's public

wealth. This wealth is a function of petroleum-related
income which is, in turn, a function of the worid market for
0il (see Appendix A). Thus, the critical variable in the

fiscal analysis of alternative endowment funds is petroleum
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revenue projections. Two revenue assumptions are used in
Lthe following computer simulations: one is Lhe long-term
revenue forecast by the Department of Revenue issued in
January 1982 (DOR 1/82); the other is an across-the-board
reduction of these figures in proportion to the short-term
revenue projections issued by the Legislative Finance Divi-
sion in February 1982 (LF 2/82). (See Appendix A.)

Availability of state revenue from a general fund
surplus account depends upon the general spending pattern of
the legislature. Therefore, some set of "spending rules”
must he asswmed. [For purposes of the following analysis, it
is assumed that the spending limit as described in the
proposed constitutional amendment is observed, either as a
legal requirement or as a de facto constraint to legislative
appropriations. T

2. Computer Simulalions

The number of possible fund structures that can be
created from variables identified above is clearly enormous,
Also, other variables could be used in the analysis, such as
withdrawals of principal as well as investment income. Only
a small, representative sample has been analyzed by the MAP
model . (The MAP model is discussed in Appendix B.)
However, these sample cases illustrate general patterns and
trends which suggest the boundaries of reasonable expecta-
tion for any endowment fund. Additional simulation will be
necessary when petroleum prices have stabilized and more
contident, long-term revenue projections are available.

Table IV.2 summarizes the cases analyzed by the Target
Fund Approach. Table IV.3 summarizes cases analyzed by the
Available HKevenue approach. A detailed description of the
compuler analysis ol each case follows Table 1V.3.

In Table 1V.2, there is one bhase case (1 {al) and two
variations of it which test the sensitivity of key vari-
ables. In Table IV.3, there are three base cases (2 [a],
3 [a], and 4 [a]) and variations of them that also test the
sensitivities of one or more important variables.

Note that there are some common elements to all of the
base cases. FEach base case uses FY 1982 elementary and
secondary education expenditures as the endowment objective.
These expenditures are approximately 91 percent of the total
general fund expenditures for education and approximately
130 percent of the [foundation program expenditures (see
Table IV.1). Thus, the factors .90 and 1.3 may be applied
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TABLE IV.2

SUMMARY OF ENDOWMENT FURD SIMULATIONS
(TARGET FUND ANALYSIS)

Dependent
Independent Variables Variable
Case Target Contributions Contributions Withdrawal Amount Real Rate Revenue Annual
No. Coverage? Begin End Begins 2  Withdrawn of Return Projections® Contribution
1 (a) 50% 1986 1990 1991 Real 2% LF 2/82 $5 Billion
Earnings
(b) - Total $1 Billion
Earnings
() DOR 1/82 $5 Billion
(d) 40% $4.2 Billion

1See Glossary.
2Earnings of the fund are reinvested prior to the commencement of withdrawals.

3Revenue projections do not influence the dependent variable. However, they influence general fund
revenues, which are shown in the computer case simulatioms (general fund expenditures are assumed to be
constrained by the spending limit). LF is the projection by the Legislative Finance Division; DOR is the
projection by the Department of Revenue. See Appendix A

NOTE: Where no entry is shown, it is the same as the base case (a) of the series.



9c

TABLE IV.3

SUMMARY OF ENDOWMENT FUND STMULATIONS
{AVAILABLE REVENUE APPROACH)

independent Variables

Dcpéndcnt Variahle

General Fund

Case Contribution Contribution Withdrawal Amount Contribution Contribution Real Rate Revenue Expenditure (Peak
No.. Begins Ends Begins! Withdrawn Base Rate of Return? Projections Patterns Coverage?d Year)
2 (=) 1986 When Surplus 19540 Real G.F. Current 25% 3% LF 3782 Constitutional 1.4% (1991)
Ends Earniogs Acceount Limit
Surplus
(b) 50% 2.8% (1991}
{c) ' Total 4.8% €1991)
Earnings
(d) 2% 4.3% (1991)
{e) 50% . DOR 1/82 41.9% (1997)
3 (a) 1986 When ‘Surpius 1990 Total Non~Tax 25% . 3% LF 2/82 5/6 Constitu=~ 32.8% (1996)
Ends Earpnings Petroleum tienal Limit
Revenue
(b) 2% 29.5% {1996)
(¢} Real 13.1% (1996)
Earnings
(d} . DOR 1782 54.3 (1926)
4 {a) 1986 Do not end 1990 Real Permanent 50% 3% LF 2/82 Const%tgtional 21.2% {2005)
: Earnings Fund Earaings Limit
(b) Total 42.6% (2005)
Earnings
) 2% DOR 1/82 i8.8% (2005)

'Earnings of the fund are reinvested prior to the commencemeat of withdrawals. .
2LF is the projection by the Legislative Finance Division; DOR is the projection by the Departmentof Revenue. See Appendix A.
3See Glossary. ‘ ‘



to the outcome of each case to estimate the outcome for
these alternative endowment fund objectives.

Annual growth of education expenditures is assumed to
equal the annual rate of inflation plus the annual rate of
population growth.? These rates are calculated by the MAP
model and consequently vary from year to vear. They are the
same rates that determine spending under the spending limit.
Thus, education expenses increase at the same pace as the
spending limit.

Contributions are assumed to. begin in fiscal year 1986
in all cases. This is the earliest that contributions could
begin if a constitutional amendment were adopted in the
second session of the Twelfth Legislature (1983) and
ratified by the voters at the following general election
(Fall 1984; fiscal year 1985).

Earnings of the fund are reinvested prior to the
beginning of withdrawals.

Cases 1 (a), (b), and (c): The Target Fund Approach

The base case shows that §5 billion would have to be
deposited in the endowment fund asnnually between 1986 and
1990 to create a self-sustaining fund that would pay 50
percent of annual state elementary and secondary education
expenses from 1991 (assuming 2 percent real rate of return).
This is clearly an impossible objective under the recent
revenue estimates of Legislative Finance (2/82), as the
required annual contribution exceeds the total general fund
income for the years FY 1986-90. Note that this hypotheti-
cal fund is actually not entirely self-sustaining. The
percentage of education costs paid by the endowment earnings

20ur assumption is that all major categories of the
state budget would grow at an annual average of approxi-
mately the same rate as the spending limit. This is in the
neighborhood of 9 to 12 percent {annual inflation and popu-
lation growth are computed by the MAP model). Note in
Table IV.1 that annual expenditures for education generally
grew faster than this between 1978 and 1982. TFor example,
expenditures for elementary and secondary education grew
18.7 percent between fiscal year 1978 and 1979; 11.6 percent
between fiscal year 1979 and 1980; 25.5 percent between
fiscal year 1980 and 1981; and 17.3 percent between fiscal
yvear 1981 and 1982. This was a period during which state-
wide enrollment declined slightly.
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declines slowly (from 51.1 percent in 1990 to 43.6 percent
in 2005) even though only the real earnings are withdrawn.
This phenomenon, common to all cases where real earnings are
withdrawn, results from the fact that real expenditures are
increasing because of population growth, whereas real fund
earnings remain constant after contributions cease.

Case 1 (b) shows that approximately 50 percent of
elementary and secondary education expenses could be paid by
fund earnings in 1991 with an annual contribution of $1 bil-
lion between fiscal year 1986 and 1990 if all of the earn-
ings were withdrawn from the fund. In this case, however,
the wvalue of the fund principal erodes rapidly (from
48.7 percent in 1991 to 14.5 percent in 2005).

Case 1 (c) is identical to 1 (a) except that state
general fund revenues are higher. Greater state income deoes
not affect the size of the required annual contribution
{55 billion}, but it may affect the political and economic
teasibility of an ambitious fund.

Case 1 (d) indicates the sensitivity of the annual
contribution to changes in the endowment objective. A
target endowment objective of 40 percent of elementary and
secondary expenses would require annual contributions of
$4.2 billion under assumptions similar to .the base case.

Cases 2 (a), (b), {c), and (e):
Investing General Fund Current Account Surplus

These cases examine the fund that would result from
annual contributions of a portion of the general fund cur-
rent account surplus (revenues in excess of expenditures
made under the spending limit). In a situation of high
petroleum prices and, therefore, ample state revenues, this
would be a relatively painless method of creating an educa-
tional trust fund. This is because the money would be in
excess of that which could be appropriated by the legisla-
ture alone under the spending limit. Here the critical
variable is state petroleum revenues., Under the LF 2/82
forecast, no more than 4.8 percent of education expenses
would be paid by fund earnings (case 2 f[c}), and this amount
would decline rapidly because all of the fund earnings would
be withdrawn.

. Case 2 {e) shows that under revenue assumptions of
DOR 1/82, if 50 percent of the current account surplus were
dedicated to the fund principal, real earnings would be able
to cover almost 42 percent of state expenditures for elemen-
tary and secondary education.
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Cases 3 {(a), (b), (c), and (d): Investing Royalty Income

These cases explore the possibility of creating a fund
from a share of the state's annual royalty (nontax petro-
leum) income. The contribution base is the same as that of
the existing Permanent Fund. However, contributions would
cease when there was no longer a current account surplus.
In order to extend the period over which contributions to
the fund are made, the spending limit has been lowered by
one sixth. These cases are alsc sensitive to petroleum
revenue forecasts, but not nearly so sensitive as the set of
cases 2 (a) through (e) where contributions are restricted
to revenues in excess of expenditures. In this series of
cases, the contribution "comes off the top"; that is, the
contribution reduces the amount of money available to the
legislative appropriation process.

The critical variable in this series of cases is the
amount of withdrawals: protecting the long-term value of
the corpus by withdrawing only real earnings dramatically
decreases the fund's ability to pay education expenses in
each year but allows payments to continue longer (from
32.8 percent amnnually withdrawing total earnings in
case 3 [a} to 13.1 percent in case 3 [cl).

Cases 4 (a), (b), and (c): Investing Permanent Fund Earnings

This set of cases examines potential endowment funds
built from earnings of the Alaska Permanent Fund. Half of
the Fund's earnings are currently dedicated to the per
capita dividend distribution program. This series of cases
dedicates the remaining half to the corpus of an endowment
fund. In the base case, half of the earnings of the Perma-~
nent Fund are contributed to the principal of the endowment
in perpetuity beginning in 1986, Withdrawals from the fund
begin in 1990. Note that the percentage of educational
funds covered grows steadily. It reaches 21.2 percent in
case 4 (a) at the end of the simulation period (2005).
However, early in the program, the contribution of earnings
to state education programs is small (4.3 percent in 1990).
In the long run, the outcome of this approach to building an
endowment fund is very sensitive to interest earnings of the
fund. The ultimate achievement of case & (c), which earns
at 2 percent, is less than case 4 (a), which earns at
3 percent, even though petroleum revenues are substantially
higher in 4 (c).
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3. Conclusions

Table IV.3 suggests that an endowment fund might
reasonably be expected to pay between approximately 13 per-
cent and 55 percent of state expenses for elementary and
secondary education (12 teo 50 percent of general education
expenses; 17 to 72 percent of foundation program expenses).

Of the twelve computer simulations shown in Table IV.3,
case 3(d) makes the largest contribution to elementary and
secondary education expenses: 54.3 percent coverage in 1996.
However, total earnings of the fund are withdrawn in this
case, which means that the percentage of coverage would
decline substantially after 1996. Also, this case assumes
that the optimistic revenue projections (DOR 1/82) prevail.

Case 2(e) 1is another one near the upper limit of the
hypethetical funds examined. Here 41.9 percent of elemen-
tary and secondary education expenses are covered in 1997,
This case builds the corpus of the fund from the general
fund current account surplus (50 percent contribution rate),
whereas case 3{d} builds its corpus f{from royalty income
(25 percent contribution rate). This promising case with-
draws real earnings only (so the corpus retains its relative
value in the long run), but it too requires the optimistic
revenue projections to be met.

Case 4(b) is also promising (42.6 percent coverage),
but its productivity is not realized for many years (2005).

At the lower end of the scale are cases 2(a}), 2(b),
2{c<), and 2(d). These are built from the general fund
current account surplus, which under the pessimistic revenue
projections (LF 2/82) is small. Case 3(c) makes a modest
but presumably worthwhile contribution to public education
expenses (13.1 percent of elementary and secondary expenses
in 1996). This case withdraws only real earnings, and it
can be built under the pessimistic revenue projections. It
would resemble the Alaska Permanent Fund in that it would be
huilt by 25 percent of the state's royalty income.
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GLOSSARY

Contribution Rate - The annual contribution to the principal
of the tund is derived from this percentage of the contribu-
tion base as specified in the base case {a) of Table 1IV.3
(i.e. either general fund current account surplus, nontax

petroleum revenue, or Permanent Fund earnings).

Annual Contribution - This is the amount contributed yearly
to the fund principal calculated by the contribution rate
multiplied by the contribution base.

Total Contribution - This is the total yearly contribution
to the fund's principal; it includes annual contribution
plus annual earnings that are reinvested.

Earnings ~ This is the annual earning on the investments of
the fund principal.

Real Earnings =~ This is the annual eérning of the fund
principal net of annual inflation.

Fund Balance - This is the fund's principal (also referred
to as the corpus of the fund)}.

Withdrawals ~ This is the amount of earnings withdrawn
annually (in the computer simulations it is either the total
earnings or the real earnings, although it could be another
amount, for example half of the annual interest earnings).

E & S Ed. Expenses - These are state expenses for support of
elementary and secondary education {a subcategory within the
general state budgetary category of education--see Table
IV.1) which are assumed to be the endowment objective of the
fund,

Coverage - This is the percentage of educational expenses
paid for by annual withdrawals from the fund (withdrawals
divided by E & 5§ Ed. Expenses).

G. F. Revenues - Annual general fund revenues,
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ENUJUWIIENL PUND DLNIULAL LUN

CASE NO. 1 (a)
Annual Total Real Fund

Year Contribution Contributier Earnings Earpings Balance.
jq\i"-" Oo OQ Oo 00 00
‘”“3 ; ':?« Oo Oo 00 01
1984 O Qe 0. G Q.
15ES 0, 0. 0. Q. O
19Hs G000, 000 . Q. Q. G000,
1987 5000, G475 . 475, 52*613 10475,
1988 G000, 999 .12 P95.124 176,835 14470.1
1789 G000, GUb4 66 1564.66 292, ”PB 230324.8
19%0 G000 7188.3 2188.3 420.388 30223.1
1991 0 2247 .88 2871419 603.313 32491,
1992 O 2445,27 3086, 464 641,363 349346.2
1993 0. 24601 .45 3318.94 717.488 37537.7
1994 Q. 27744 33646,08 7FL.EFT 40312.1
LPPH 0. 2986 .41 3B829.485 B4Z. 231 43298.5
1994 0. 3200.59 4113.3% PL2.7461 46499, 1
190? 0. 3428 .4 4417 .41 B2.012 49927.5
1998 O 370449 4743, 11 1038.41 534632,2
Leee G 37469 .92 G095.05 113513 G7602.1
2000 Q. 4256065 447“0~ 121134 S18462.7
2001 ¢ JN 44604,12 UB74.96 1372.84 466446.8
20402 0. 4930.34 6314;34 1383499 71397.1
2003 0. T293.14 HT7BR.T72 1489.57 76490.2
2504 . 5681.32 7285.57 1604425 82371.4
IG0n 0. 4102.51 782529 1722.78 8B474.1
. E & 8 Eg. General Fund

Year Withdrawal Expenses  Coverage  Revenues

1982 0. 458 . 0O .. 4437.92

1983 0. G2Z.004 Q. 2848.31

L FHa 0. 386,375 0 32350.97.

1989 0 672,728 Qs 42%91.12

1986 Q. 771,833 O 4871 .41

.,.‘.«'Ea? Oo 8480\.18? Oo 5074071

1588 Q. P09.I59F Q4 472031

1989 Q. 988,784 Qs 5027 .74

1990 Q. 167634 (¢J9 4495295

VSR HOF3LF L179.49 0.311 6”3'

R a4l . 36T 13287,42 0.498 4522.13

iRPE 717488  1401.55 0.512 5001.,36

1994 PRLWE77  1930.7 0.317 494%.08

1e9E 543,231 3669 Bé Q0.508% 4453.15

1996 PL2.761 BR2.99 0.501 3995.69

1997 PEF.OL2 1991 72 0,497 38B245.52

1598 1038.41 2170.468 0.478 3314.49

1999 1125.13 2347.4 0.475 25B7.37

2000 1241.54 2582.37 0.4469 164483

2001 1272.,84 2809 .46 0.453 B04. 151

LTV IE) ¢383+99 059,98 0.452 ~B24.928

Z003 1489 .57 33BE3.04 O 447 —-2433.03

4 14504259 24631.09 0.4432 ~4485.73
om0 72278 3955.,19 0.4346 -464616.62

. Table IV-2 describes the elements of this case.
explanation of the terms used on this page.
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elements of this case.
used on this page.

CASE NO. 1 (b)
Annual Total Real Fund
Cogtribution Centributiocn Earnings vEarnings Ralance
[ O- O¢ Oo 04
0 O (N Qs [OJ%
O! OC O' O‘ 00
G, 0Oy O 0. O,
1000, 1000, O Qe 1000,
LGOO . 1095, P54 10.523 20935,
1000, L199.02 199.025 354,371 3294,02
1000, 131293 312,932 58.452 A406.95
1000, 1437 .44 43766 84.078 6044.41
Q. Qs 574,238 120,883 &044.,61
O Q. 074,238 119.319 64044,461
Q. Qs 574.238 124,139 6044.41
O Q. J74.238 127482 46044.61
Qs O S74.238 126,439 4044.61
Qe O 074,238 127,424 6044.461
O Oy 574.238 128,586 6044.461
0. Q. D74.238 125.718 &044.461
0. Q. 574.238 1246.808 4044,461
0. Qs 074,238 127,134 40444561
0 G G74.23 124,349 4044.461
O Qe a74.+238 125.842 &6044.461
0. Q. 074.238 126411 L0044 .41
0. Qs a74,238 124.445 6044.461
Q. O+ 574.238 126 .421 6044.41
JE & § E4, General Fund
Withdrawal Expenses Coverage Revenues
Q. 458 . O 4437 .52
0. 523.004 s 2848.31
T 86375 O I3G50.9%
Q. &72.728 3 4291 .12
0. 771.833 O 487140
Q. 248.583 (O 3454 .71
Q. 90?¢u9d o 551641
0y ?age?gﬁ Qe éé??m¢9
0y 127834 Qs L2400 HF
GEALEEE LIV .40 Qe dB7 - &B91. 8
S7AL A8 138742 Qeddd OF67 .41
GYALEEE 1401.950 Q41 7H02, 82
BGRB8 153047 0. 375 7723.48
G7ALEEE 1669 .86 0.344 7439.057
J/40L58 1822.95 0.318 7196.58
""" JTAL2EE 1991.92 0,288 7254.92
i“&.LaB 2170.468 0.265% 7019.18
P, 238 23867.4 Q243 HGI7 .29
”'¢.EHH DEHERL.37 0,222 5905, 48
S, 3R 2B0OT. 44 Q. 110037
LS, REE %Ojﬂ 253 O+188 4103 .82
SFA 33 5¢uﬁ G172 2840012
B 0,158 119u+h“

See the Glossary for
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CASE NO. 1 {c)
Annual Totel Real Fund
Contribution .Contribution Ezrnings Earnings Balance
N O O O O
O O e T O
O# OC ()‘ C'+ OQ
O O 0. e O
G000 . 54?5. 47T 93+1%4 104745,
500G, 399534423 T 124 178.044 146470.1
TO00. nuuw.ué 1564 .66 294,108 23034.8
G000, /'”8.3 2188.3 23.09  30223.1
. 77 2871 .19 6064246 32487.8
e 77 3086, 34 H44.371 3492%.8
WIN et 2318.33 719.988 I7528.2
0 2FVLVE7 3H&L 17 773803 402%99.5
3 ’*uZ‘ES 282845 8453.158 43282.8
0, 319761 4111.864 Fl4a.2446 464804
e IARG L HA 44154463 990.0?7 49905 .9
Oy S701.,88 "41.06 10"0 9360?+3
C‘n \.:IZ"CJ({.\#EB.}‘ ,...0?1 1 A 5ou1 \J/l"_'
e ARTT 5 q4é?.ué 1212:06 uJB«ﬂ.?
O 4H00. 02 S874.02 12739 GHA4EZ .4
0y ARAE.9L 0 L311.07 1384.146 7135¢.2
U BRE9.73 677912 1489.4 TEH48 .9
Qs J&77 .89 281,64 16G3.735 82324.8
G 6099 .04 78 1 .04 1722, BEAZS .8
E & § Ed. General Fund
Withdrawal  Expenses  Coverage _ Revenues
D: "1584 Oc . 443?092
Q. $23.004 O 4104, 4
0. H8&6.318H Qs BQIG. 70
s 6734178 0. 6398.90
N V72736 O, 7428 E7
Q. E5%0.089 0 520%.08
e 11872 Qs B163.3
292,168 Q. P71 . 2%
JO!_JO+\)q Oo ’}840 'a"‘\
Ligl.id O.012 9237.83
I 0. 498 QG477 34
00531 J.O A./e.:..
0515 11032.46
0.503 10884,
iBaé.ﬁE Q,498 10%934.4
2007.3? Q.4%3 11586.2
“8/<41 Q872 1196% .8
2504.?8 Q.460 11924,
283,87 Q.449 1478343
J088.,.45 Q0,448 11477.4
33+4‘81 0,443 110234.,6
Fhed .54 0437 102317
FeFd, 4] 0.431 947464

Table IV~2 describes the elements of this case.
explanation of the terms used %2 this page.

See the Glossary for



ENDOWMENT FUND SIMULATION

CASE NO. 1 (4)
Annual Total Real Fund
Year Centribution Contribution Tarnings Earnings Balance
O Qe Q. G
Oi OQ 01‘ G'
Of 00 00 0!
O Q. O O
42000 0‘ Oo 43&01
? 4599, 39%. 44,195 BP9,
: «MQO. 5035, 9 835,904 148,558 13834.9
CBR00. u414¢;1 1314.31 245,494 1934902
4200, H058 . 1838.17 JU341246 2HIET .4
0. 19ou.02 2411.8 GQ& .. 783 272904
e 2004,03 2092.78 G38.747 2934é.4
Q. 2185.22 2FE7.91 A02.69  JiTIL.H
O. 2350.5 2995,51 465,009 338651
0. 2008,59 3216.9 708314 FaIJ7C.TF
0. 2688.5 345,22 764,719 FFOL9.2
0. 2B79.85 3710482, - 830.77 A4193%.1
0. Ji1l.95 3984.21 {72265 AG0T1.
O 3I334.74 4279 .84 fALL10F 483858.5
L JO7B.YH 4596 .64 1017.7 G19A%.T7
G a86z.4é 49346.64 1069419 HBEE3z.2
0, 4141.5 J304,05 1142.35 G9Y7E.7
O, Ad4s, 020 H497.49 1231424 &64419.79
D A772.31 6119.89 1347.37 6%192.2
SO0N Q. Gl2b.12 ST73V 25 1447.,14 743318.2
E & § Ed. General Fund
Withdrawal Expenses  Coverage Revenues -
O 458 . O A437,92
O G23.004 O 2948, 31
0, G8& .37 O, A3GE0.F7
o 72728 0. 4291 .12
71,833 Q. 4871 .41
548,583 O S150.71
0T, E59E O 4679.53
958,984 Q. H278.11
107634 Qs 4845 .37
f!r 009 0043 49860?8
128742 Q418 4913.38
: : La0L.55 043 HAL7 W5
;m:¢av7 13307 Q.434 H3IP2.985
EaALA 1&EY . RA Q424  A930.98
?um+1f9 1823, w5 0.421  A507.78
o 1991 .92 0417 437507
2170 68 G402 3907.23
DESET A 0.399 3222.54
AER2.37 0.394 23246,53
IBOY .44 0,381 1242.81
JOLYFD Q.28 —37 4672
BEHEX 04 G375 ~158h. 14
3 «OF Q371 =3076.74
SPUIL LY Qs 3hd ~06G0. 373

Table IV-2 describes the elements of this case.
explanation of the terms used on this page.
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ENDOWHMENT FUND SIMULATION
CASE NO. 2 (a)

Contribution Total Real
Rate Contribution Earnings  Earnings Fund Balance
IR Q. O, Q. Q.
! G G e 0.
Q4 O, LN O
O O Q. 0
GG 27 Qe O b4 429
127.8795 4.96 1.38 194,144
Ga.12 20.387 S22 280,285
193,847 29,43 7+774 474,132
PR2eB03 49,784 13,394 HaH 434

42,504
45839
48,754
D1.997
G3.971
37785
&4 27 4q
&5, 433
Fhe803
e w 79,852
86.28%
2 404
FP+203

e alud 106047‘8
JERELO Gedd 114,372
E & S Ed.

Withdrawal Expenses

G9.476
63,938
680 ‘?S
73.87
79,33
BI.206
21,505
FH.251
165,542
113354
121.739
130.799
149501
1504918
162.098

44,44

47726

General Fund

Revenues

. 458,

' G23.004
. G846 3T
G72.728
. 771.833
N 848.583
. 09,593
. YEB,FEA
' 16 34
&5
42
NN,

—r

7

230y D D S 3 e £ D
.

56
9o
P2

68

37

:
— NETCY e
aquf.wm

L g
alewvlh

3333 04

3
" N o p
O Gaal 0%
N ‘

_Coverage

0.
Qs
Q.
Q4
Qe
Q.
G
Qo
0:012
0.014
0.014
0.014
0014
D014
G.014
G014
04013
0.013
Q.013
0013
0.013
0012
0.012
GL0LE

“Table IV-3 describes the elements of this case.
eauplaznnticn of the terms used on this page.

4437 + 72
26848. 31
I3T0.F7
4291,12
487141
O54%, 4%
GHFT 0T
SUEE 0T
HETHR . A
ABEAL D
HERE, 3
FOET L
FEB1 .7
FIVE.4
7149, 7
7206,04
HP87 .22
HU02¢71
DB48.08
S04% 36
4040.08
AVFIER
L1354

o
WES R

aQE. 73R
ABA7H7
PACCRR P

UG .GE

#31l.4%

Q7475

PEGNTER
LOCD 14
107780
1159.42
1245.71
133811
143731
134377
LG8, 1&

See the Glossary for



ENDOWMENT FUND SIMULATION
CASE NO. 2 (b)

Tund Balance

Contribution Total Real
Rate Contribution Earnings Earnings
':' 4 C' + O + 0 *
e Oc Qs G e
. 0. O e
(Y 0 Qe e
C'+CI !32058 O O
0.5 252,603 13.921 2.721
0.5 162,848 40444 10.355
e I73, 785 97545 - 15.206
Gl 147,899 76793 264042
. 81.771 114,422 32.651
L 86,148 123,008 34,84
Tl 23,799 132,266 38 ..a87
P 100035 142115 42,05
O 107.67% 152,618 44,959

-
3§
LI

-

O Ly T O
.
e
[

A
L

—
oF
<

-
L.

11%.402
133,616

133,978

LaZ. 141
1036249
168,008
177.771
120.852
204,848
220035

E & S Ed.

Withdrawal

Expenses

163,923
176,042
189,021
203,047
2184077
2344207
251,638
270.304
290,343
311.852

Coverage

48 .5232
D2+ 426
%43
P+ P00
H4 . 4T3
68 + j ??
73887
79 452

85,455

P1.8L7

General Fund

Revenues

4
A
1

bl

-
i

oy
P
[yt

vy s
21704

408 .

5230004
naé6 370
672,788
AL LESE

848,083

POV H90
FRE, Y84
U7 34
7R A
2RV AR
4G50

13
Ll
o
i

é)és’ .
BRE T

FEL.

oy
S

T N2 0
o2 28 SN e Y

23467 .4

IRk )
WLV e &4

3V .98

[
FQ+U4

Qs

O

0.

G.

Q.

Q.

0

O.
0.024
00206
Qe0a7
00027
0027
G027
Q.027
0024
0.024
Q.025
0.0%3
Q.02
0. Q2
Q. 024
0.024
D023

Table iIV-3 descrites the elements of this case.
terms used on this page.

e rlenation of th-

37

4437 .95
2848.31
330097
4291 .12
487141
U371
D4E7BFA
640 .88
HAEIAITLOF

b K e
&HOAR T

H8F4. 05
FUR6b .
7E4Z L RE
735450
FlOs. 8%
71460.%3
HP1F .27
HAGH2 .37
57;50I4
493,22

39813

g to=
5'3 FAEV N PR W e

1OAD 82

-~ &
4

s e a4 e
it e LS

O
0.
Q.
O

132.5

385.183
w48, 051

21.6836
1089.73
1171.71

A
125% a7
1353.47

145353
1941 .2
1676 .75
1800.%
L1935 T
2074,
2230,
2356055
L7432
2745.18
L976.00
I1P0.GA

N} G

See the Gleossary for



Contribution
Rste

¥ Withdrawal

»

e
fu
=

CASE NO. 2 (c)

Total

LNUUWIENL FUND SINMULATLON

Contribution Earnings

l’\l
S0
"

LV

0

Ay

»,
]
~z

OH& 38
BT,

SN ]
84,132
193 .8347
AH 011

0

o

by
&

N
Q.
e
O
Qe
OG
e
{4
O
O
.
Qe
Q.
O
Uy

E & § Ed.
Expenses

l::l +
0

L

‘:..,' +

0
O
Ou
e

Qs

(.(}t
::.': +
4"7‘ *
Th
S8
S 4
N
e
Ui e
S8«
G364,
=
34
T
T
e
Sh

Gb .

Gé
387
43
784
&1
&l
ol
a1
&l
&1
A1
& 4
)
4l
&1
41
41

%

b1

Coverage

Real
Earnings

Fund Balance

0‘
b

O,

O

12

+

V]
1 PRyl
O

General Fung

Revenuesg

408 .
iy

A3 004

e un

:-Tl'\’:s(f) 4 ad Sl

R
548,583
PO 595
PEE, 984

1G7 4,54

L1179, 6%

IR
140 ]
v

Lo g
El)

B3 0 Oy e i

.
H

-
~3
‘

v
G
O
Qs
Qs
0.
Q.
O
o
o
Woe

Odd
048
a4
G4

037
O34
031
028

O2é

004
s r’:. P.\
S
G
G
017
Gl é
G104

CcLie IV-3 delcribes the elements of this case.
.7 iustion of the terms used gg this page.

37 G2
2848, 31
3305057
R R
48T 4
GO43 .42
HeP7 .05
SIS, 0T
L] 3

3
I
=

L4
~
jes]

v

DG
wj

oy r
g T %
P
P
(e

BRI

NEOSNE ONE N O O O
D1 B

*
I3

-3
O o o] B o]

s
N
»
B
"

&
O
0.
e
65429
194,166

PR
286,289

132
143
143
143
143
43

Fea Bl i jez
NN
o

143
[ . [
\.IS Ve ; 4 )
G339 143

9394143
11m e g

GAY 143
WL P N
539,343

See the Glossary for



ENDOWMENT FUND SIMULATION
CASE NO. 2 (d)

Contribution Total Real
Rate Contribution Farnings Eezrnings Fund Balance
C'o 01 Oo Of Oo
C Qe Qe Q. Qe
Oo Od 01\ OQ
O' Ol OQ OQ
G e 29 Q4 N {f"é#:?
i 127.212 298 O.6%8 1939038
5 84.114 18,383 3267 277618
LSS 653 A9 A44.499 B.549 G32.0%0
LER O a0 .+549 10,622 G32.099
LEER 04 50.549 10,504 H32. 099
O 50,549 10,528 532,057
LEES (s GG, 549 11423 qi;.O??
1Y G 04549 114,13 2.0%%
LA Qe D0.049 11.217 \Jq:cb‘?“
1EEY (e 30,549 11.317 GID.0EE
i Qe 50,549 L1 Gav S3E2.009
O TO. 549 114143 ML Ay
0. G0.549 11,182 AR A
K 0,949 10,948 D82 099
O S50.549 11,079 B32.0F%
Q. T0.549 114101 S32.0%9
G G0.54% 11.i3% H32.09¢%
0. G0.549 114129 N32.099
_ E &S Ed.’ General Fund
Year Withdrawal Expenses Coverage  Revenues
1982 Q. 458 . Qs 4437 .92
LEES O 523,004 Qs - 2848.31
LrEia O T84+ 370 0. I350.97
RS G H72 728 G 4291 .18
”“? . 771833 0 4871.41
g e 848,583 [ HEAZ .41
Q. POY TGP0 O HEPT7 .00
0. P88.7846 0. UG+ T
EA 107634 0.041 '6685o55
LL7F 46% H.,043 68918
1287 .42 0.03% 49470410
1401 .55 G.036 7602.8%
1330G.7 0.0338 T7F7RIAE
. WRINS 16469 86 Q.03 TA43Y L ET
SO.0%  1832.95 0.028 7196.28
ZO.Oa%  L1991.92 0025 7234.52
$0.594%  Z170.468 0,023 7019.18
SQ.Ha% 2367, 4 GLO21 AHET7 .29
GLOaY 208BR2.37 . O.02 S5905.48
D034 200%. 44 Q.018 G5110.387
W, IaY  J0G59.98 OL.017 410383
HOL.04%Y 3333.04 G019 2840.11
STV 3. .04 1190.97
O TSI OLOL3 =H14s0le

Teble IV~3 descrihes the elements of this case. See the Glossary fnr
explainstion of the terms used on this page.
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ENDOWMENT FUND SIMULATION
CASE NO. 2 (&)

: Contribution Total . - Real
Rzte Contribution‘Earnings Earnings Fund Balance

P f

1sag 0. ’ g. - 0. : 0. Q.

1923 0. 0. . 0. .

1agq 0. 0. 0. . ' 0. n.
1955 0. D, a. i, 0.
1988 0.5 390,79 n. 0. 15%0.79
1987 0.5 1851.7% 146,023 £a,7v04  zESR.s8
1qza .S 2007.32 241.3521 27,81 2259.89
19z% 0.&% Zel2. Ne a2, 288 146.541 7Brl.eg

1290 0.3 2736 286,554 2e2.307 10445.5
1991 -0.5 594, 38 1096, 78 214,045 13039, 9

1992 0.5 ce15.96 129,19 2E9, 026 15658%,9

159593 0% 2GS, BE ieds, v 473, 285 186066

1994 0.5 oz, 1932.69 EV9.R35 gig14.8

1993 0.5 erav.es cSoe%,. 55 LE9, 472 24358,

1996 0.5 RGN eose. il Vo2, 211 28897.7

laqy 0.% 2580, 7S - gécd. 26 S41.923 29478, 5

1238 0.5 244 0. 95 I0%E. 24 SOZ, ¥ESY 21919.4

1599 .S fasl, 99 SoE1.54 Q@ 55 Z4e281. 4.

o . & 2R354 2999, 55 T0ed4. 81 3&=16.4

E & S Ed. General Fund

Year Withdrawal Expenses Coverage Revenues

1988 . 452, i. 4427, 22

1983 a. SE3. 004 0. 4106. 4

1224 0. ERR.518 f. Sn1s,va

1945 0. £73. 178 0. ' ERTE. ST

1986 a. 7Ve.736 .. c4cg.2v

1487 .- gon. 089 0. 85931.48

1988 o, g11.6872 a, 8850, 75

1289 Q. 992, 166 0. 10140.8

1560 EE3.307  1080.58 0,207 10514.2

1991 214,045 1185.14 0. 263 10848.7

1958 359,036 18%94.21 cTi! 11159, 6

1293 479,265 1409.2 . &4 iz2i1g2.8

14494 8F9.635 1540.355 0.376 12680.4

1295 L6, 472 1681.44 0,3%98 12571.6

1936 roe.zll 18326.42 0.412 12693,

1987 S41.985 2007.3¢ N.41% 138449, 8

1298 S0g.7ER  2188.52 0.413 13859, 7

1439 qga, 55 oEe7. .41 0.414 14131.3

c0nn 1064, 81 cRl4, 98 0.409

1427v2.8

Table IV-3 describes the elements of this case.
cxplanation of the terms used on this page.
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ENDOWMENT FUND SIMULATION
CASE NO. 3 (a)

Contribution Total Real
Rate Contribution Earnings Earnings Fund Balance
Oo OO Oo C‘o Oq
. O 0 0. O O
0. 0. Q. Q. Q.
Ot 00 Q. Oo Oo
Qo:,"ﬁ 4300(}5 Oo Oo 430'65
0,25 43668 45,218 8,838 $74,318
0.25 46446 .803 102,303 2613 1421412
i o I 770.%968 170.218 44,978 2392.09
i 020 582,19 251,149 &7 G77 @974.24
LETL 0,20 39035 F12.295 89,114 3824.59
LEE Gedd WL T RWES 370.082 104,821 4071.34
TRER O30 TRy 427 . 4% ”4.3”? GEH2T7 .99
Bl 0,25 5584 485,958 43 . E8D  T5184.59
1965 O 25 510.75 044,591 150¢QM/ 54697434
19%6 D O 5vg, 20 L77.077 G&97 .34
1y 023 O 598.22 178,103 Ta8%Y7.34
LPEH 0,25 O nEE .22 170+26% 53697 .34
Ly Q.35 0 BE8.22 176,496 TE%7 .34
\“}4251 o 598622 .L/(Su-'..)'-. ..J 569."‘034
.2l 0. 598.22 174197 549734
O 20 Qe B98.22 175,600 569734
G20 Q. u?sohh 175,838 Ta%7.34
Qe 0. H98.22 176,153 T697.34
D25 Q. L E598. 22 176,132 T697.34
Vear _ E & § Ed. General Fund
‘ Withdrawal Expenses Coverage Revenues
7. 408 . O 4437, 72
Q. GEZLQGA Q. 2848.31
K B86 375 0 3398.55
G &FR T8 O 4391.52
O 7714833 Qs 503949
0 548,583 O 5759.55
0 09 .U99 Oy 9971.2
POE. P84 Qs 4EY9 .36
1074434 .h53 7aey, R
TI7Y .89 J265 Ta44.81
LERY 42 O‘hS/ FERLLE2
1401 50 Q.300 J744.08
153G.7 0.317 9121.7
146869 .84 (.326 PICB. .S
LERZ .90 Q.328 PL73.28
1991 .92 Oo3 PEHVT LT
2170.588 {278 9734,3
2EAT .4 i .o.hq GFLTFE
Wi QB E7 G232 2871,
' 2007, 446 Q213 ¢347.2
S00Y. e G199 a%Ba.UE
'fp? O G179 B4AT0.HA
S A Q.16 7627418
T AFUG LY 48 7

0. 1051

Tzble IV-3 describes the elements of this case.
ﬁ\p‘anatlon of the terms used on this page.

41
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See the Glossary for



ENDOWMERT FUND SIMULATION
CASE NO. 3 (b)

Total
Contribution Earnings

Contribution
Rzte

Real
Earnings Fund Balance

-

e e 0. 99 (.
. G e G e Qe
@ D . O Qs
0 O 0. WA O
o v & (0 G 430,463
i GEF B2 40,912 4,532 P70.0L1
0 5460 Fa.101 16377 14606.46
0} Fa3.383 12,4633 2831 2EE0. 09
X G821 224,204 A3G71 294207
279.508 GJ8.V32 0 3492054
331,792 G422 PEt
e - .

S35,

£

+

; 436,614 .
289481 1 R

S3IB.208 ¢ 3 .

% HERL202 i GAET,
WAS 202 4 NEAT G

S 202 Haa%,

-

nle TV-2

)
d

ceot

G38.

E & S Ed.

Coverage

Withdrawal Expenses

‘hes

the elements

42

af this case.

o oplanation of the terms used on thils page.

General Fund
Revenuesg

gy ey g

¥ &
P AN R ]

i
208 i GE: GEHT.
338,202 1 Fé HaeT. 2
538,202 L1BIFE UheS.
38208 Ligdedt JEAW L2
3. 202 1i8.488 5485,

Glossary for
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ENDOWMENT FUND SIMULATION
CASE NO> 3 (c)

Real

Contribution Total
Rate . Contribution Earnings
Q. Q. Q.
Qs Qe O+
O Q. Q.
{T); . 00 V ':}0
0425 430¢é5 Ot
+ 25 G943, 5668 45,218
025 4446803 102,303
el 770,548 170.218
Q.25 7ETG 742 251 .169
0625 7B7 3507 331,972
O30 543,662 414,239
0728 PIITL237 2.823
0.2% FEO . 035 598,713
0.2 10057 70L+8617
ey qua’h79 BG7.222
O 20 GOB7E7 B66.8%1
Q.20 BO7 78S 930,808
Qe FO04.877 9P . 875
IR TO4&.A77  1073.89
Qe Bl7.481 1153.32
(e 875.4046 12339/19
Qe P39.822 1331.07
0,”" 100874 LAZ9.79
30 1033.93 1535.+67
Vel "E & § Ed.
Withdrawal Expenses (overage
458 . 0.
G5R23.004 0.
586,375 Q.
A72.728 Q.
771833 Qs
548,583 O
209,595 Qs
- 988,986 Qs
1074434 0.063
1179679 Q.08
128742 0.0%1
PAA 1401355 04104
J?,.Jf/ 1530.7 0.116
S00.E93  1646%9.86 0.1324
EEH. P48 1822.93 0.131
206164 1991 .92 0.13
2FFL0QAF 2170448 Q126
24,998 2347 .4 Q0 125
3i?oﬁ? 2582037 00123
FA5,838 ZBOY.46 012
FHF 748 FOET.T8 0119
391¢?5 ::{3 04 Geil?7
Pl .00y Bell.09 I
(R SEnRELAY Q4114

Table IV~3 describes the elements of this case.
explauation of the terms used on this page.

43

Earpings Yund Balance

O

0.

0.

O

G

8.838

26,193

44.978

67377

P4, 61T
117328
146,236
177.277
20444%3
238.%43
208,144
BTF0ES
494,978
317.3%
33&.838
363,748
3P 2T
421,00%
4352+142

General Fund

Revenues

[ R =

s

4437.,93

2848 .31
3398.53
A4391.32
F039.,49
G75%.83
9971.2

LBFY . 34
711563,
TA29 . 67
742 .V R
8415.,25
B712.37
B&3I0 .97
429,010
2000.354
117 .64
064,64
8878.07
B&04& .87
B2OZX. %4
7641 .,00
L7852
L1 30

e
Qo
O
Oy
430469
74,318
1621,.12
2392.09
31G7.83
EFA4G. 14
A788..8
G702.035
A482.07
768? B4
B2%44 11
28464.84

'!1313.6:3

3
Faw
&

fee B O
i
-

a

9~ﬂ~m~ah3
SN NG GO

5 B B ]

A GE R RO D
3 e

(“):..\J ]
37 0% .

[ .

See the Glossary for



ENDOWMENT ¥UND SIMULATION -
CASE NO. 3 (d)

Total

Contribution Earnings

Real

Earnings Fund Balance

Contribution
1Ear ___Rate
': ! e
a,
U

O
Qe 2
P
+ anet

0.25
020
Gedd
CLE0
e il

e

Q2%

.....

Withdrawal

("
e
O
Q.
71778
06,114
1078401
1284.%935
@70+ 20
PL7 .23
LI 23
Q2775
Y3l.
851,28
B19.5
888.Y
?18.75

E & S Ed.
Expenses

Qs
G
0.
G
0.
734384
176,506
283,696
418,613
GR0.491
b616.802
712.484
809.897
F07.632
$97.033
1C83.08
1176437
1272.84
1370.26
1448494

1047 .03

1665441
1762.8
1862.18

Coverage

foae g
LN I o I8 W

-y
SRS

LB

FOFLAEE

9 2, vn v

458

2T 004
GEE.GLE
473178
FERTES
BoG. 08¢
711.872
FEE L&D
Laao.ha

14

Lad9.08

1T A
L8I& a2

QLT 37

23T .40
2EG4 .98
2ERA.67
FOHE., A5
SEEBa. B
A5h 4G A4
AFP4 Al

O
0.387
0.43%9
QA77
O.5005
Q. 026
0.34
Q0543
Q.04
0938
0.533
00264
0.518
OU07
04 4‘?5
D281
O dddréd

::ble IV-3 describes the elements of this case.
crplunation of the terms used on this page.

ht

113.G6%6
149.034
175,256
207.722
240,287

267 .74

295,527
322,871
347,394

375.81

400231
460.192
489 . 66
Ul9.452
548.308

General Fund

Revenues

4437, 93
4106 .4

3063.34
L4994 36
759444

8866.78
P353.03

1084146

1146463.3
12300.4
12974.6
43404
15248.,9
13591.%
14174.3
17414.9
18373.8
1921463
19288.4
20736.%

2147.8

22148, 3

22098,

Moyt g

YR PL PR R ]
L)

Oy
O
O!
0.
FiF.TS
1623.86
2701.87
3986.81
4957.,06
G874.31
A785, %4
Y ERCPS)
8644,31
PaAYE 54
LO315.1
11203.6
12122.3
130501
139E7. 4
14624,
15861, 1
16798, 1
1773501
1867201

See the Gloessary for



. ENDOWHENT; FUND: SIMULATION-.
© CASE NO..4-(a) - .:

Total = Real ;
.. Contribution - Earnmings Earnings Fund Bzlance Withdrawal -
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i219.79 399.879 13T8Y9.6 ST Y7
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vwroB- & 8 Bde 4 ...+ General Fund - Contribution
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Table IV-3 describes the elements of this case.
explanation of the terms used on this page.
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i ENDOWMENT FUND SIMULATION
L : CASE NO. & (b)

"Total Real

year Contribution Earnings Earnings fund Balance Withdrawal
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M T.ule IV-3 describes the elements of this case. See the Glossary for

cwolzration of the terms used on this page.
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ENDOWMENT FUND SIMULATION
"~ CASE KO. & (c)
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v»yboraticen of the terms used on this page.
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V. CREATION AND MANAGEMENT OF AN ENDOWMENT FUND

-How c¢ould -an endowment fund be created? What prin-
ciples should underlie the institutional structure and
management of an endowment fund? This section deals briefly
with these two questions.

b

1.'_.Creation of .an Endowment Fund

.. It appears that an endowment fund would require a
constitutional  amendment unless it were built with the
remaining 50-percent of the Permanent Fund earnings, which
apparently may be earmarked under existing law. ' '

Constitutional Amendment

A constitutional amendment could be written to mandate
the creation of an educational endowment fund, or it could
be written to authorize the creation of a fund. A constitu-
tional mandate could specify the source of revenues and the
proportion contributed annually (such- as 25 percent of
mineral royalties or 50 percent of the annual general fund
current account surplus created by the proposed spending
limit), or it could leave the financial structure of the
fund in the hands of the legislature. A fund could also be
created by the legislature under a constitutional authoriza-
tion which might be limited to educational endowment or be
broadly applicable to other purposes as well (Article IX,
Section 7 could be repeated, for example).

Leaving to legislative discretion the overall fiscal
structure of a fund and the annual appropriations to it is
appealing from the abstract public policy principle of
retaining budgetary flexibility. But legislative discretion
might not be appealing to strong supporters of an Alaska
educational endowment fund who would prefer to specify the
structure and ‘annual appropriations in constitutional
language. Statutory provisions can be changed by the legis-
lature, and, therefore, they offer far less protection from
changing public sentiment than would be provided by an
explicit constitutional provision.
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Creation Under Existing Law

Article IX, Section 15, of the Alaska Constitution
states that the earnings of the Alaska Permanent Fund shall
be deposited to the general fund "unless otherwise provided
by law." Half of the Permanent Fund earnings have already
been dedicated by law to per capita distribution.! The
remaining half appear to be available for dedicating to the
corpus of an endowment trust fund. The obvious disadvan-
tages of this approach from the point of view of endowment
fund proponents are that the fund would not enjoy the
security of constitutional protection, and the earnings of
the Permanent Fund would strictly limit the potential size
of the fund. However, statutory dedication of a portion of
Permanent Fund earnings to an endowment fund may be the only

feasible means of creating an- educational endowment (espe- .-

cially in the near future). Alsc, quite enduring funds can
be created by statutory earmarking. The Alaska Permanent
Fund dividend program is likely to be very popular and
long-lasting. Statutory highway trust funds at the national
and state level also seem to be permanent fiscal institu-~
tions. Thus, & statutory educational endowment fund that
enjoyed wide popularity might well become politically
sacrosanct. . o . ax

S

L1

2. AManééemeht of an Endowment Fund

E:Tﬁé.béihéiples for‘managiﬁg ﬁublic financial trusts afe

‘well established in Alaska law, and a new endowment fund

should adhere closely to them. The institutional structure
and management of the Alaska Permanent Fund are sound prece-
dents for a major new educational endowment trust. Prin-
ciples for the investment of public trust funds in general
are set forth in AS 37.14.160-170. Management of the Alaska
Permanent Fund is specified in AS 37.13.010-070.2 :

IThere has not yet been a formal opinion from the
Attorney General about whether the dividend distribution law
dedicates this revenue. Apparently, there is dispute among
lawyers about whether the phrase "unless otherwise provided -
by law" permits earmarking.

2Management of the Alaska Permanent Fund may be com-
pared by the reader with aspects of the management of the
Texas educational endowment fund, information about which is
presented in Appendix D.
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If an endowment fund is to have an independent board of
directors, its members should be professionally competent to
manage the assets of the fund and politically independent
from--yet accountable to--the representative institutions of
the state. Achieving the proper balance of independence and
accountability is the difficult task in creating a manage-
ment “scheme.

Independence of the Permanent Fund managers is sought
by making half of the trustees private citizens, staggering
the ‘terms of trustees, and giving each trustee:-a three-year
term:of office from which he or she may be removed only for
cause (a judgment by the governor that must be ratified by
the- legislature)., Accountability of the trustees of the
Permanent Fund is sought by making half of the trustees
heads of major departments of the state administration
(commissioners), sharing appointment authority between the
governor and legislature, and providing a process for
removing trustees. Competence-on the part of the Permanent
Fund trustees is sought by making the commissioner of
revenue cone of the three cabinet member trustees and speci-
fying relevant expertise as a statutory qualification for
public members of the board. An endowment fund would also
attempt to achieve competence, independence, and account-
ability in its management structure through similar
statutory requirements. '

It is not necessary (although certainly possible) that
an endowment fund have its own staff responsible for day-to-
day investment decisions. Assets of the Permanent Fund are
invested routinely by employees of the Alaska Department of
Revenue. The Fund's Board of Trustees provides only general
investment guidelines and strategies. An endowment fund
could be managed the same way without the need for its own
investment staff. Financial consultants and professional
investor services could be used to manage day-to-day invest-
ments in areas currently outside the domain of Department of
Revenue officials (such as equity securities, for example)
if these investments were allowed by the fund's enabling
legislation.
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APPENDIX A

REVENUE FORECASTS AND MAP MODEL

As this report is being written (March 1982), there is
great uncertainty about future state revenue from petroleum
sources. Revenue projections are so uncertain that the
legislative finance committees and the administration are
unsure of the amount of money that will be available for
appropriation in the next fiscal year (FY 1983). This
situation is the result of a rapidly deteriorating world
market for crude oil. Almost 90 percent of the state's
revenue is derived from petroleum, and the amount of petro-
leum revenue the state receives is dependent upon its market
value. Therefore, state income is directly linked to the
world price of oil..

0il prices have fallen sharply since December 1980,
when the spot market price of Saudi Arabian crude exceeded
$40/barrel. Spot market prices are now in the neighborhood
of §30/barrel. Lower prices reflect reduced demand which
has resulted from o0il conservation measures and a world-wide
recession.

Whether prices will continue to decline in the near
future is unclear. Large producing countries such as Saudi
Arabia may restrict output in an effort to stabilize prices.
In the long run, however, oil prices are expected to
increase again as a world energy shortage reasserts itself.
When prices will begin to increase and the rate at which
they will increase is imponderable at the present time.

The key variable in the analysis of alternative endow-
ment fund structures is state petroleum revenue., Initial
computer simulations of various endowment funds used petro-
leum revenue projections made by the Department of Revenue
(DOR) in January 1982. Table A.1 shows the petroleum
elements of the DOR revenue forecast.l

IThis is a computer-based forecast of total state
revenues that is built around estimates of petroleum revenue
that are supplied by the Department's Petroleum Revenue
Division. The January 1982 DOR projections reflect informa-
tion in the December 1981 guarterly report of the Petroleum
Division {Petroleum Production Revenue Forecast, Quarterly
Report, December 1981). The methods and assumptions used to
forecast state petroleum revenue are explained in the
quarterly publication. The DOR projections extend to 1997.
Estimates for subsequent years were made by the authors.




TABLE 4.1

STATE PETROLEUM REVENUE FORECASTS,
DEPARTMENT OF REVENUE, JANUARY, 1981
(MILLTONS OF CURRENT DOLLARS)

Fiscal Severence Property Income Bonus

Year Tax Tax Tax Royalty Sales Total
1981 1170.2 143.0 860.1 1491.3 15.2 3679.8
1982 1718.7 155.0 713.0 1678.4 1.6 4266.7
1983 1819.6 157.0 304.0 1767.0 @ 4047.6
1984 2214.1 225.0 360.0 2145.1 ¢ 4944.2
1985 | 2616.1 283.1 373.0 2542.6 [ 5814.8
1986 2958.9 304.2 400.0 2870.6 @ 6533.7
1987 3420.7 317.9 430.0 3323.2 @ 7491.8
1988 3179.0 317.9 460.0 3630.1 # 71587.0
1989 3540.8 318.0 490.0 4004.8 ' 8353.6
1990 3386.2 318.0 520.0 3881.4 8 8105.6
1991 3139.6 318.0 550.0 3688.7 # 7676.3
1992 3061.4 305.0 580.0 3645.4 8 7591.8
1993 3085.7 293.0 610.0 3710.8 ¢ 7709.5
1994 3092.8 281.0 640.0 3724.3 @ 7738.1
1995 2740.0 270.0 670.0 3405.3 8 7085.3
1996 . 2572.0 259.0 700.0 3277.6 ¢ 6808.6
1997 2771.3 251.0. 730.0 3553.8 @ 7306.1
1998 2800.9 238.0 730.0 3674.6 ¢ 7443.5
1999 2850.0 226.0 730.0 3711.3 '/ 7517.3
2000 2850.0 212.0 730.0 3748.4 @ 7340.4



World oil prices continued to decline between January
and early February 1982, and analysts predicted further
decline. As a result, the recent DOR forecasts overstated
revenue to the state, particularly in the short term. In
late February, a two-year forecast of state revenue was
issued by the Legislative Finance Division of the Legis-
lative Affairs Agency that proposed high, medium, and low

case§~~all of which were lower than the January forecast of
DOR.

In this fluid fiscal situation, it became very dif-
ficult to make a close analysis of the financial implica-
tions of funding a major endowment program. It was well
beyond the scope of this research project to develop
original revenue estimates. Furthermore, the unsettled
situation made long-term forecasting an unusually uncertain
enterprise. Therefore, two petroleum revenue forecasts were
used in this analysis so that various endowment funds could
be examined under different revenue assumptions. The
revenue figures in the January DOR forecast were used to
bracket a high case {although in the long run these esti~
mates could conceivably understate petroleum revenues). A
forecast to bracket a low case was devised by reducing all
of the DOR petroleum revenue figures in propertion to the
Legislative Finance medium-case, short-term revenue estimate
(this was equivalent to reducing the DOR severance tax and
royalty income about 40 percent through the year 2000).

A computerized econometric model of Alaska's economy
was used to analyze the fiscal effects of wvarious endowment
fund formulas in Section IV. This is the MAP model deve-
loped by the Institute of Social and Economic Research at
the University of Alaska. The MAP model generates a general
fund revenue forecast on the basis of assumptions about
petroleum revenues and independent projections of other
revenues ., *

General fund revenue projections by the MAP model vary
somewhat from case to case in the computer simulations even
under the same petroleum revenue projections (either
DOR 1/82 or LF 2/82). This is because the timing, rate, and

®Memorandum from Milt Barker, Fiscal Analyst, to Chair-
men of the Legislative Finance Committees, '"General Funds
Available for Appropriation, FY 83," February 24, 1982.

3A detailed description of the MAP model is presented
in two publications by Scott Goldsmith of ISER: MAP Model
Documentation, 1979; and Improvement to Specifications of
the Map Model, 1981. Both are available from ISER.
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size of contributions to the endowment fund influence the
size of the general fund balance, and interest earnings on
the balance are an important source of revenue to the
general fund. Earnings by the endowment fund, which are a
function of its size and the real rate of return, also
indirectly influence the size and, therefore, earnings of
the general fund balance.

It should be noted that an important assumption of the
MAP model simulations in Section IV is that a spending limit
exists identical to that of the proposed constitutional
limitation. Expenditures under the limit are used to fund
operations (2/3 of the limit), capital projects (1/6), and
loans (1/6). General fund expenditure patterns are assumed
to reflect this limit whether or not the proposed constitu-
tional amendment is ratified. Other key assumptions of the
MAP model simulations are:

. Moderate private sector economic growth,

. Future expenditures are cash (not financed by
bonds).

) Permanent Fund earnings are distributed to

residents (50 percent) and reinvested
(50 percent),

. All state revenues not spent or put into the
Permanent Fund go into the general fund.

] General Fund real rate of return is 2 percent.
» Permanent Fund real rate of return is 3 percent.
) Expenditures outside the constitutional limit

include debt service, Permanent Fund per
capita dividends, and expenditures financed
by nongeneral fund sources of revenue (inter-
agency receipts, federal and other grants,
enterprise fund receipts, and other special
fund revenues).



APPENDIX B

DEDICATED REVENUES: THE THEORY AND PRACTICE IN ALASKA

I. Introduction

An important policy issue of endowment funds is that of
dedicating public revenues to special purposes. What is the
consequence of dedicating public revenues? What is the
legal status of dedicated funds in Alaska? This appendix
discusses these and related gquestions about dedicated funds
and their use in Alaska.

I1. Dedicated Revenue

Dedicating revenues--also called earmarking--is the
practice of allocating specific tax receipts to specific
purposes., The practice is widespread at the federal, state,
and local level throughout the United States. For example,
federal gasoline taxes are earmarked for interstate highway
construction, and state gasoline taxes are also earmarked
for highway construction and repair in numerous states., At
the local level, the ubiquitous special service districts
with separate property tax levies represent a form of
earmarking.

Dedicated tax receipts collected in one year are
typically spent the following year for their intended pur-
pose. Only a few dedicated funds are of the permanent fund
type, which automatically accumulate the earmarked revenue
as their corpus (i.e., principal, or assets) and generate
spendable income through investment of this corpus. The
earnings of a permanent fund may or may not be dedicated.
Income earned by Alaska's Permanent Fund is not earmarked by
the constitutional provision that creates the fund. Unless
earmarked by legislative action {which has occurred with
respect to a portion of the fund's earnings, as discussed
below), income from the fund is deposited to the general
fund for appropriation to any purpose. The Alaska Permanent
Fund ie, nonetheless, a dedicated fund because certain state
revenues {25 percent of mineral lease income) are auto-
matically deposited to it without legislative appropriation.
It would be possible to create an educational endowment fund
with contributions made by legislative appropriation from
the general fund. In this case, even though contributions
were made by appropriation, the fund would be a dedicated
fund because the earnings of it (that is, a certain category



of state revenue) would be set aside for educational pur-
poses and these .would circumvent legislative control. A
permanent-type fund would not be a dedicated fund only if
the legislature appropriated the deposits to the fund and
was free to allocate its income to whatever purpose it
chose.

Public finance experts debate the advantages and dis-
advantages of earmarking.l Certain taxes are more palatable
to the public if they are jidentified with a specific govern~
mental service. It is, therefore, often easier for govern-
ment to undertake or expand an activity by assigning a
particular tax revenue to it than it is by incorporating the
cost in the general budget and raising general taxes. In
some cases, earmarking may roughly equate the benefits
received from a service and the payments for it made by each
user. Further, some earmarking gives voters a wider range
of expression of opinion on various forms of govermment
spending.

The primary disadvantage of earmarking is the loss of
budgetary flexibility that results. Shortfalls and deficits
in other spending programs cannot be covered by revenue
flowing to the special-purpose funds. Programs protected by
dedicated taxes do not receive annual legislative scrutiny,
and spending priorities camnot be readily adjusted from one
area of government activity to another as conditions change.
For example, the existence of the federal Highway Trust Fund
has maintained the strong momentum of highway constructien
even though mass transit programs are widely considered a
.more relevant solution to long-term national transportation
needs,

The authors of a recent survey of public finance in the
United States make the following observation about earmarked
revenue;

!See James M. Buchanan, "The Economics of Earmarked
Taxes," Journal of Political Economy, Val. 71 {(October
1963), pp. 457-469; Walter W. McMahon and Case M. Sprenkle,
"A Theory of Earmarking," Natiopal Tax Journal, Vol. 23
(September 1970), pp. 255-261;  McMahon  and  Sprenkle,
"FEarmarking and the Theory of Public Expenditure," National
Tax Journal, Vol. 25 (June 1972) pp. 229-230; Per Eklund, "A
Theory of FEarmarking Appraised,” National Tax Journal,
Vol. 25 (June 1972) pp. 223-228, '




The popularity of earmarking is a major
illustration of the distrust shown by voters in
the wisdom and integrity of state legislatures. A
group of citizens, deeply interested in state
performance of a particular activity, will try to
free that activity from legislative control by
having earmarked funds provided for it. Legisla-
tures often acquiesce, debarring themselves from
periodic exercise of judgment concerning segments
of the state budget. This practice also hampers
the chief executive of a state who should frame a
budget with full knowledge of how all state
government resources are utilized and with freedom
to recommend changes,?

ITI. Dedicated Funds in Alaska

Framers of Alaska's constitution. sought to create
strong legislative and executive branches of pgovernment.
They did not want state government crippled by restrictions,
hedges, and prohibitions on the exercise of legislative and
executive power. In the area of public finance, therefore,
they prohibited dedicated funds, with two exceptions. As
originally written, Article IX, Section 7 read:

The proceeds of any state tax or license shall not
be dedicated to any special purpose, except when
required by the federal government for state
participation in federal programs. This provision
shall not prohibit the continuance of any dedica-
tion for special purposes existing upon the date
of ratification of this constitution by the people
of Alaska.

A dedicated fund existing at the date of ratification
and, therefore, protected by the grandfather clause in
Section 7 is the "School Fund" of AS 43.50.130. This fund
receives proceeds from the tobacco tax, which may be used
only for school construction and repair. Another revenue
dedication protected by the grandfather <clause is the
permanent school fund of AS 37.14.100, which initially

“James A. Maxwell and J. Richard Aronson, FYinancing
State and Local Governments, 3rd ed., Washington, D.C.:
Brookings Institution, 1977, pp. 227-228.
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received proceeds from the sale or lease of school lands
granted to the state by the federal government by the
Statehood Act.3

New earmarking is permitted by the constitution only
when it is necessary for the state to participate in a
federal program. This is the case with the "Fish and Game
Fund" of AS 16.05.100, to which sport hunting and fishing
license fees are dedicated. Federal law requires this
dedication for the state to receive certain fish and game
revenue-sharing money.

In the late 1960s, the state began to receive signifi-
cant royalty income from Cook Inlet oil and gas fields. In
1969, Alaska received $900 million in Jlease bonuses, and
there loomed the prospect of a bonanza of royalty income
once the Prudhoe Bay began to produce. Technically, lease
rentals, bonuses, and royalty payments are not "proceeds of
a tax or license," and the question arose about the inclu-
sion of this revenue in the constitutional ban on ear-
marking. Two opinions of the state attorney general in 1969
declared that mineral rovalties and related dincome were
exempt from the prohibition of Article IX, Section 7, and
that the legislature could legally earmark these revenues.?®

In 1974, the legislature dedicated 5 percent of state
receipts from mineral lease rentals, bonuses, and royalties
to a newly created renewable resources investment fund. The
following year, a number of bills were introduced to earmark
more of this revenue: SB 147 dedicated one percent for
recreational resources development fund; HB 171 and SB 185
dedicated 15 percent for hydroelectric power development;
and HB 324 dedicated 95 percent of bonus income to a general
state permanent fund.

In May 1975, the attorney general reversed the inter-
pretation of Article IX, Section 7. The new opinion stated
that the delegates of the constitutional convention clearly
understood the phrase "proceeds of any state tax or license"
‘to mean all state revenue, including oil and gas royalties
and that, therefore, this category of income was included in
the constitutional prohibition against earmarking.®

3See Appendix C for a more detailed discussion of this
fund.

41969 Opinions of the Attorney General No. 3 (April 4,
1969) and No. 5 {April 15, 1969).

51975 Opinions of the Attorney General No. 9 (May 2,
1975).
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In response to this new interpretation of the language
of Article IX, Section 7, a constitutional amendment was
proposed and ratified by the voters in order to create the
Alaska Permanent Fund.® The renewable resources investment
fund is now considered unconstitutional.’

The last sentence of Article IX, Section 15, which
creates the Alaska Permanent Fund, states: "All income from
the permanent fund shall be deposited in the general fund
unless otherwise provided by law.”" By this provision, the
constitution appears to permit the legislature to earmark
earnings of the fund. In fact, the legislature has
dedicated 50 percent of this revenue stream to per capita
distributions based on the length of residence in Alaska.®
The remaining half is deposited to the general fund, and
although there are conflicting views on the matter, it
appears to be available for statutory earmarking in the
future.®

SA new section 15 was added to Article I¥, and Section 7
was amended to include an exception for Section 15.

71980 Opinions of the Attorney General No. 16 (July 29,
1980).

8AS 43.23.050(b).

°In FY 1983, the fund is expected to earn $440 million.
By FY 1990, it is forecast to earn over §$1 billion per year.

Alaska Department of Revenue, Revenue Forecast, January,
1982,
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APPENDIX C

EXISTING PERMANENT SCHOOL FUNDS IN ALASKA AND OTHER STATES

I. Introduction

Approximately thirty states, including Alaska, have
some type of permanent school fund. Sixteen of these state
funds are mandated by the comstitution (see Table C.1).
Permanent school funds are typically quite small and make
only a marginal contribution to the annual cost of public
education. Texas has the largest permanent school fund,
with assets of about 53 billion, but its annual earnings
($217.6 million in FY 1981) comstitute only a small fraction
of the total yearly cost of elementary and secondary educa-
tion in Texas (much of which is funded by local property
taxes as in other states.) )

Alaska's permanent school fund has assets of $26 mil-
lion. In FY 1983, it is expected to generate only .4 per-
cent of the state's total general fund expenditure on
education {excluding the University of Alaska.)

The purpose of this section is to discuss the origin
and operation of existing school funds in Alaska and other
states. To provide an overview of school funds outside
Alaska, funds in Texas, New Mexice, and Nevada are
described. The Texas school fund is of special interest
because of its size, and, therefore, considerable statutory
regulations and other information about its management are
presented. This information is summarized for the smaller
funds of New Mexico and Nevada.



TABLE C.1

STATES WITH CONSTITUTIONALLY MANDATED
PERMANENT SCHOOL FUNDS

State

Arizona
Arkansas

Colorade

Connecticut

Indiana
Towa
Kentucky

Nevada

New Mexico
North Dakota
Oregon

Rhode Island

South Dakota
Texas

Utah
Washington

Consitutional Provision

Art. XI, Sec. 8

Art.
Art.

14, Sec. 2
IX, Sec. 3

(see also Sec. 9 and 10)

Art.

Art.
Art.
Sec.
Art.

Art,
Secs.
Art.
Art.

Art.
Art.
Art.
Art.

8, Sec. 4

g, Sec. 2 (see also Sec. 7)
9, Sec., 3

184

II, Sec. 3

XII, Sec. 2

153-158, 160-161, 163-165
VIII, Sec. 2, 4, 5
XIT, Sec. 2

VIII, Sec. 2
VII, Sec. 2-ba
X, Sec. 3

1¥, Sec. 3



IT1. Alaska's Public School Fund

Origin and Development

Alaska's public school fund, like that of many other
western states, originated in certain land grants made by
the federal government to endow public education. In the
case of Alaska, Congress authorized grants of school land in
1915, Section 1 of the Act of March 4, 1915, stated: "When
the public lands of the Territory of Alaska are surveyed

. sections number 16 and 36 in each township in said
Territory shall be reserved from sale or settlement for the
support of common schools . . . [Tlhe entire proceeds or
income derived from said reserved lands are appropriated and
set apart as separate and permanent funds in the Territorial
treasury, to be invested and the income from which shall be
expended only for the exclusive use and benefit of the
public schools of Alaska . . ."! In Section 6 (k) of the
Alaska Statehood Act, Congress repealed the Act of 1915 and
granted all lands set aside under its provisions to the new
state "for the purposes for which they were reserved . . ."

In this way Alaska acquired school lands and a per-
manent public school fund, just as many other western states
did by way of similar federal grants during their terxi-
torial period or at the time of their admission to the
United States. According to the law pertaining to these
special purpose grants, title to the land is held by the
respective states as trustees to fulfill the educational
endowment purposes of the original grants.? The states are
required to administer the lands under the rules of law
applicable to trustees acting in a fiduciary capacity. In
this capacity, state legislatures may sell, lease, or other-
wise deal with the lands in a manner consistent with state
constitutional provisions.

In Alaska, very little land had been surveyed by the
time of statehood, so the total amount of school land
acquired by the state was not great {about 100,000 acres).
Further, only a portion of these had been sold or leased, so
school lands in Alaska did not generate a substantial sum of

138 Stat. 1214; 48 U.S.C., Sec. 353.

2See the discussion of school lands under "Public
Lands" in 63 American Jurisprudence 2d, 107; and in
73 Corpus Jurus Secundum 87.
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money for the public school fund. Assets of the fund at the
end of fiscal year 1978 stood at $8.5 million.?®

Management of school lands by the Department of Natural
Resources was complicated by their special designation.
These complications led to a fundamental change in the
status of Alaska school lands in 1978.% The legislature
redesignated school land as general grant land of the state
and directed the Department of Revenue to pay each year into
the public school fund in lieu of earnings of the former
school lands a sum equal to one-half of one percent of the
total annual receipts derived from the management of all
state land.® This annual sum includes one-half of one
percent of state petrolevm revenues and, therefore, exceeds
previous yearly earnings of school lands. It also exceeds
earnings that might reascnably have been expected from these
lands in the future. {None of the school trust lands were
potential oil and gas land on the North Slope.) Thus, the
legislative action was considered consistent with the
state's fiduciary vresponsibility acquired through the
statehood act.

Assets and Earnings

Assets of the Public School Fund reported in the
Monthly Investment Report of the Department of Revenue on
November 30, 1981, were §26,476,054. These assets were
invested in certificates of deposit, U.S. Treasury notes and
bonds, and federal agency securities with an average yield
of 13.74 percent. Current annual earnings are, therefore,
in the neighborhood of $3.6 million.

Interest received from investments of the fund assets
are posted directly to the general fund and are used exclu-
sively for education. The interest earnings are shown in the
executive budget as source of funds for the general budget
category education which includes elementary and secondary
education, information and cultural services program, and
adult and post-secondary education program.

38tate of Alaska, Annual Financial Report, Fiscal Year
Ending June 30, 1978. The permanent school fund should not
be confused with the school fund created by AS 43.50.140.

4Chapter 182 SLA 1978. Similar changes were made in

the status of mental health and university trust lands in
the same bill. '

5AS 37.14.100.
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Management

Alaska's public school fund is managed by the Depart-
ment of Revenue with other state funds. The laws pertaining
to this management are found in AS 37.14.110-170 and
AS 39.35.110.

Although the corxpus of the fund is not large, its
growth has been rapid since 1978 when the basis of annual
contribution changed from actual earnings of school land to
.5 percent of all proceeds from state lands. Assets of the
fund bhave increased 240 percent between the beginning of
FY 78 and approximately the mid-point of FY 1982.

TABLE C.2

PUBLIC SCHOOL FUND ASSETS

Percent Change from

Date Assets Previous Year
June 30, 1977 $ 7,800,227
June 30, 1978 8,531,939 9.4
June 30, 1979 9,840,198 15.3
June 30, 1980 16,982,098 72.6
June 30, 1981 24,423,000 43.8
November 30, 1981 26,476,054

SOURCE: June 30, 1977-1981, State of Alaska Annual Financial
Reports; November 30, 1982, Department of Revenue
Treasury Division, Monthly Investment Report.
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1I11. The Texas Permanent School Fund

Texas has a long tradition of endowing public schools
through the dedication of public lands for that purpose.
During the period of the Republic, vast tracts of land were
set aside to establish a permanent source of revenue for the
school system. When Texas joined the United States, the
federal government acquired very few public lands in the
state. The first state constitution provided that all
public lands granted in the past or future for public
schools could not be alienated and could be leased for no
more than twenty years. In 1854, the Permanent School Fund
was created with $2 million of a $10 million settlement of
Texas' boundary claims paid by the federal government. Over
the vyears, additional land was reserved for the support of
public schools and proceeds from it placed in the Permanent
School Fund. Each Texas constitutien carefully stipulated
that the principal of the fund should not be used and that
only the earnings of the fund could be placed in the avail-
able school fund for appropriation for educational purposes,

Assets of the fund grew spectacularly when oil and gas
were discovered on West Texas school endowment land in the
1940s and 1950s. Prior to that time, income to the fund had
been primarily from land sales and grazing leases.

Assets and Earnings

Assets of the Texas Permanent School Fund were
$2.986 billion on August 31, 1981.° These assets were
invested in U.S. Treasury notes and other government obliga-
tions, corporate bonds, municipal bonds, commercial paper,
and equity securities. Debt securities comprised approxi-
mately 54 percent of total fund assets; and equity
securities, approximately 45 percent. The overall rate of
return on the fund was 8.1 percent at the end of FY 1981.
Earnings in FY 1981 were $217,695,445.

Income earned by the fund each year is deposited in the
available School Fund and distributed to the public schools
on a per capita basis derived from the previous vyear's
average daily attendance. In fiscal year 1981, this

SThis and the following data is derived from Annual
Report for Fiscal Year Ending August 31, 1981, The
Permanent School Fund of Texas, Texas Education Agency,
Austin, Texas, 1981.

C-6



distribution was $83.58 per child. (In FY 1980, Texas spent
$1,658 per pupil for current and operational purposes.)’

Additions to the fund in fiscal vyear 1981 were
$531.2 million, of which $509.5 million was receipts from
the General Land Office and $21.7 million was net gain from
security transactions. This represents a 21.5 percent
increase in the assets of the fund since the close of the
previous fiscal year.

Management

Because the Texas permanent school fund is presumably
most comparable in size to an educational endowment fund
that would be created in Alaska, details of its management
are of special importance to this study. Therefore, copies
of the statutes, regulations, and agency procedures perti-
nent to the operation of the fund are included in Appendix D.
Also included is a copy of an article in a southwest regional
trade publication, Financial Trend, about ‘the strategy of
the fund managers regarding equity investments.

IV. The Permanent School Fund of New Mexico

Origin and Development

By a law known as the "Ferguson Act of 1898," Congress
granted to the Territory of New Mexico Sections 16 and 36 of
every township for support of the common schools. The act
also granted selection rights to about 5.5 million acres of
public land for the support of various other public insti-
tutions and buildings. Additional federal land grants were
made for the support of public schools when New Mexico
became a state. The Enabling (statehood) Act provided that
Sections 2 and 32 in every township were to be held in trust
by the state for the support of public schools. Also, the
Enabling Act specified that five percent of all revenues
derived from sales of public domain land within the state
were to be deposited into the state permanent school fund.

Arizona's constitution confirms these federal grants of
trust lands and provides for other sources of income to the
permanent school fund. Article XIT, Section 2 states:

’U.S. Census Bureau, Finances of Public School Systems
in 1979-1980, p. 3.




The permanent school fund of the state shall
consist of the proceeds of sales of Sections Two,
Sixteen, Thirty-Two and Thirty-Six in each town-
ship of the state, or the lands selected in lieu
thereof; the proceeds of sales of all lands that
have been or may hereafter be granted to the state
not otherwise appropriated by the terms and condi-
tions of the grant; such portion of the proceeds
of sales of land of the United States within the
state as has been or may be granted by congress;
also all other grants, gifts and devises made to
the state, the purpose of which is not otherwise
specified.

Article XII Section 4 creates the current schoel fund:

All fines and forfeitures collected under general
laws; the net proceeds of property that may come
to the state by escheat; the rentals of all school
lands and other lands granted to the state, the
disposition of which is not otherwise provided for
by the terms of the grant or by act of congress;
and the income derived from the permanent school

fund, shall constitute the current school fund of
the state.

Thus, several revenues are constitutionally earmarked
for education in addition to earnings of the permanent
school fund.

Assets and Farnings

At the end of fiscal year 1981, the New Mexico perma-
nent school fund had assets of $1.0 billion. The assets
were held in the form of New Mexico securities (27.6 per-
cent), common  stock (6.8 percent), corporate bonds
(32.9 percent), government-sponsored enterprises (4.4 per-
cent), and "U.S. government direct obligations and those of
instrumentalities bearing guarantee or insured" {(28.3 per-
cent). Earnings deposited to the current school fund in
1981 were $77.5 million, equivalent to an average return of
7.8 percent (other vrevenue to the current school fund
totaled $98.1 million in 1981).
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Management

Day-to-day administration of the permanent school fund
is the responsibility of the State Investment Officer.
Investment policy is established by the State Investment
Council, which gives general direction to the investment
officer. The council is composed of the governor
(chairman}, the state treasurer, the commissioner of public
lands, the secretary of finance and administration, four
public members appointed by the governor {who serve without
compensation}, and the state investment officer. Duties and
procedures of the council and investment officer are set
forth in the New Mexico statutes, Article &, 6-8-1 through
6~-18-18, The statutes also establish broad legal con-
straints on how the corpus of the fund can be invested.
With regard to equity securities, the law requires that the
corporation issuing the stock have minimum assets of
§10 million; that the stock be listed om at least cne
national exchange; that the combined funds of the state
shall not at any one time own more than 10 percent of the
voting stock of a company; that not more than 50 percent of
the fund may be in corporate bonds and equities. Further,
the law states, "Preferred and c¢ommon stocks purchased by
the investment shall be held for the long-range possibility
of reasonable cash dividends and growth of the capital
investment. Preferred and common stocks may be sold only
because of a fundamental change in their investment quality
and not because of the vagaries of the market." (NMSA 6-8-9

[E]).

V. The Permanent School Fund of Nevada

Origin and Development

Nevada's permanent school fund, like that of Alaska and
New Mexico, originated from federal land grants (Sections 16
and 36 of each township) to endow education. The constitu~
tion of the state creates a permanent schoel fund with
proceeds derived from the trust lands and from other
sources, including all fines collected under the penal laws
of the state and estates that may escheat to the state.
State laws earmark additional miscellaneous minor revenues
for deposit to the permanent school fund.
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Agsets and Rarnings

Assets of the Nevada permanent school fund were
515.3 million at the end of fiscal 1980. The fund audit
report for FY 1980 shows only 5$3.7 million invested, with
most of the remaining assets held as cash with the state
treasurer. Investments were in U.5. securities, state
bonds, Nevada school district bonds, and Nevada municipal
securities. No average rate of return is indicated.

Between 1979 and 1980, the fund corpus increased by
$1.5 million, 75 percent of which was derived from fines.

Management

Management of the Nevada permanent school fund is the
responsibility of the State Board of Finance (Nevada
Statutes 355.010-130, 287-010-030). The  purchase of
securities and record keeping are the responsibility of the
state treasurer and controller. The auditor's report
(FY 1980) included the following statement: "A major
problem encountered in auditing the Permanent School Fund is
the fragmented assignment of responsibilities within the
State Controller's Office for different elements affecting
the Fund. No one person is responsible for all the source
documents and records. Responsibility for different aspects
of the Fund is not well definmed" (p. 15).
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APPENDIX D

TENAS EDUCATION CODE

CHAPTER 15. STATE FUNDS FOR THE

SUPPORT OF PUBLIC SCHOOLS

Seitien

1501, Composition of the Pubdic School Funds.

1502, Investment of Pormanent Schood Fund.

1883, Purchase and Sale or Exchange of Securities.

1504 Treatment of Premnivm and Discount.

1505, Prepuryment of Certsin Gends Held by the Permanent
Schuel Furd.

e, Delanlt of Bchool Distriet Seenrities Held by the Permanent
Schuol Fund

1507, Auvthurized Helunding of Defaulted Schoot Bonds.

130, Pefurding Cther Defaulted Obligations.

1 Jurisdiction.

1530 Daties of the SGie Compirolier of Publie Accounts.

1L Duties of the Bate Trousurer,

1502 s of Avigialide Schuol Fund,

1514, Use of Commuerciul Banks rs Agents for Collection of In-
come frum Mernunent Schoot Fund Investments.

1804, Perticipntion in Fully Sccured Securities Loan Programs,

£15.05. Composition of the Public School Funds

ta) The permanent school fund, which shall consti-
lute a N_T']m'll]dl endowment for the publie free
“.wn.s of this state, shall consist of;

(1) sil tand appropriated for the public schools
hy the constitution and Liws of Texas;

| | § 15.01

(2) all the unappropriated public domain re-
maining in Texas, including 4ll land recovered
hy the state by suit or otherwise except pine
forest land as defined in Section 12, Article
2613, Revised Civil Statutes of Texas, 1925, as
amended; !

(3) all proceeds from the authorized sale of
permanent school fund land, or any portion
thereof, surveyed or unsurveyed;

(4) all proceeds from the lawful sale of any
other properties belonging to the permanent
school fund;

(5) all investments (authorized in Scction 15,
02 of this code) of properties belonging to the
permanent school fund; and

(6) all income from the mineral development
of land constituting the permanent school fund,
including income from mincral development of -
riverbeds and other submerged land.

{1y} The available school fund, which shall he ap-
portioned annually to the several countics of Texas
according to the scholustic population of each, shall
consist of:

{1} the interest and dividends arising from
any securities or funds belonging to the perma.
nent school fund;

(2} all interest derivable from the proceeds of
the sale of lund sct apart for the permanent
school Tund;

{(3) all money derived from the lease of land
belenging to the permanent school fund;

{4) all revenue collected by the slale from an
annual state ad valorem (ax of an amount not
to exceed 35 cents on the $100 valuation, exclu-
sive of delinquencies ang cost of collection;

{5} one-Tourth of all revenue derived from all
state occupation taxes, exclusive of delinquen-
cies and cust of collection;

(6) 31 dollar from cach.poll tax collected by
the stale, exclusive of cost of collection;

(T aone-fourth of revenue derived {rom stute
gasoline and special fuels excise taxes as provid-
ed by law; and

(8) all other appropriations to the available
school fund as made or may he made hy the
legisluture for puldic free school purposcs,

{c) The term “scholastic population” in Subscetion
{b} of this section, and when and wherever found in
the several laws governing the apportionment, dis-
tribution, and transfer of the state availabie school
fund, 15 hereby defined to mean and include all
pupils within scholastic age enralled in average daily
attendance the next preceding scholastic year in the
public elementary and high schoel grades of scheol
districts within or under the jurisdiction of a county
of this state. The basig provided hercin for the
apportionment, distribution, and transiers of the
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S 1501

sinte available schoel fund shall be applicable to
such find o be apportioned for the year beyinning
Seprenatter 1, 1969, wnd annuanlly thereafier,
[Aets e f1st Loy, po 2709 ¢h. 889, § 1, ¢ff. Sept. 1, 1969;
Acte 1071, 620d Leg., o 3459, cho 405, § 17, off. May 26,
1T )

PFezeawd, see. now, § R4 111

£ 15.02. Investment of Permanent School Fund

{a) In complivnce with provisions of this scetion,
the Stute Bouard of BEduestion is authorized and
ermpowered Lo invest the permanent school fund in
the types of sccaritivs, which must be carefully
examined by the State Board of Edueastion und be
feund to be sufe snd proper investments for the
fund as specified below:

{13 seeunties, honds, or other obligations is-
sued, intured, or guaranteed in any manner by
the United States Government or any of its
agencies; and in bonds issued by the State of
Texas;

{2) obligndions and pledges of The University
of Texus;

(3 corporante bonds, debentures, or obliga-
tions, of United States corporations of at least
A" rating;

{4} bunds issued, sssumed, or guarantecd Ly
the Inter-American Development Bank, the In.
ternationat Bunk of Reconstruction and Devel-
opment {the Warld Bank}, and the Asian Devel-
opment Hunk;

(5) bords of eountics, school districts, incorpo-
rated cities or {owns, road precincts, drainage,
irrigation, navigation, and levee districts in Tex-
as, under the following rules and regutations:

{A) such sceurities, prior to thuir pur-
chuse, must have been diligently investigat-
ed by the atlorney general of Texas both as
1o their form und as to their legal compli-
ance with applicable laws;

(B) the attarney generul's certificate of
validity procured by the party offering such
Yonds, oblipations, or pledges must secom-
pany thuse scourities when they are sub-
ritted for regigtration to the state comp-
tralier, who must preserve the ceruificates;

{C) Chese public sceurities, i purchased,
and when certified and registered as speci-
ficd albove, shall be incontestable uvnless
jerucd  Trawdulently or in viclation of a
constitytional limitation, and the certificates
of the attorney general shall be prima facie
evidenee of the validity of the bonds and
covpons thereto; and

(I after the issuing political subdivision
of Texas has received the proceeds from

TEXAS FDUCATION CODE sh

the sules of such public securitivs, the
isruing ageney shall he estopped (o deny
their validity, and the same shall be held to e
valid and binding obligrations;

{(6) preferred stocks and commaon stocks as Lo
the State Board of Education may deem to be
proper investments for the permanent school
fund, under the following rules and regulations:

{A) in making all such investments the
Stute Bourd of Educalion shall exercise the
judgment and care under the circumstances
then prevailing which men of vrdinury pru-
dence, discretion, and intelligence excrcise
in the management of their own affuirs, not
in regard o speculation hut in regard Lo the
permanent disposition of their funds, von-
sidering the probable income therefrom as
well as the probable safety of their cupital;

(B) stocks eligible for purchase are ro-
stricted to stocks of companies incarporated
within the United States which have puid
dividends for five consecutive years or long-
er immedintely prior to the dide of pur-
chuse and which, except for bank stocks und
insurance stocks, are listed wpon an ex-
change registered with the Securitics and
Exchange Commission or its successors;

(C} not more than one percent of the
permanent school fund may be invested in
stock issued by one corporution nor shall
more Lhan five percent of the voting stock
of any one corporition be owned;

(D) at the discretion of the State Bourd
of Education, corporate scecurities of the
permanent schoul fund may Be sold and the
proceeds reinvested for the fund under the
terms of this code; and

(7} notwithstanding any other law or provi-
sions in Lhis code, first lien real estate mortgagre
sceuritics insurced by the Federal Housing Ad-
ministration under the National Housing Act of
the United States,! as amended from time Lo
time, or in any other first lien reu! estute mort-
page sceurities guaranteed in whole or in part
by the United States Government or any encey
thereof.

{b) to {g) Repealed by Acts 1979, 66th Lug., p
1537, ch, 661, § 2, eff. June 13, 1979,

{Acts 1969, 61st Leg., p. 2799, ch. 889, § 1, eff. Sept. 1, 1968,
Acts 1971, 62nd Leg., p. 1490, ch. 405, § 18, off. May 26,
1071, Acts 3971, 62nd leg., p. 1G68, ch. 472, § 3, off. Aug.
a0, 1971; Acts 1977, 65th Leg., p. 1957, ch. 779, & 1, ol
June 16, 1977; Acls 1979, 66th Leg., p. 1535, ch. 661, §§ 1,
2, off. June 13, 197¢.]

P12 USCA B 1701 £l aeq
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NG TEXAS EDUCATION CODE

&Il Purchase and Rale or Exchange of Sccu-
rities . :

(1) The State Bourd of Education may suthorize
v purchase af all of the types of seeurities in which
it is wulhorized iy luw {o invest the permanent
schoo] fund in cither registered or negotiable form;
and il mey
held at uny iime for the account of the permanent
schoal furd in either registered or negotiable form.
The Stute Bourd of Education may authorize the
sule of uny of the seeurities held for the account of
the permanent school fund and reinvest the proceeds
of sale for the fund; and it may suthorize the
exckange of any of the securities held for the
aeeeint of the permanent school fund.

» YL None may be sold for a price less than the

Toaetuy! smount of money of the permanent
sehool fund invested in it

% ¥y Nane may be exchanged for a public se-

curity having a principal value less than the

printipel value of the security exchanged; and

(b) In muking each and all of such purchases,
eales, exchanpes and reissues the State Board of
Flucation shadl exercise the judgment and care un-
der vhe ¢ircumstanees then prevailing which men of
crdinury prudence, discretion, and intetligence exer-
cise in the management of their own affairs not in
regard to speculation but in regard to the permanent
dizpesition of their funds, considering the probable
jneome therefrom as well as the probable safety of
their capital.

@) When any securities are sold, reissued, or ex-
sranget az provided in Subsection (a) of this section,
the Lustodinn of such sceurities shall make delivery
¢f the seeurities sold, reissued, or exchanged in ac-
o rtznce with the dircetions of the State Board of
Edueztion.

fActs 1908, Bist Lag, po 2801, ch. 529, § 1, eff. Sept ),
Wi Acts 1977, Ghth e, p. 1958, ch. 779, § 2, off.
Jone 16, 1T Acts 1974, 66th Leg., p. 1537, ch. 661, § 3,
f fune 13, 1974

1504, Treatment of Premium and Discount
" 17 the Stute Buard of Educution authorizes the
3--,-'-.':%.;-:.'. vl 8 premium out of the permanent school
f.nd in ahe purchase of any bond, obligation, or
el s oan En\'r.-slmu.ug fur that fund, then the
;:".7'..".',:;-.1 of such sccurities und an umount of the
onest first aecraing thereon equal te the premiom
vt rhedl T treated as prineipal in such invest-
o nnd when the first interest i collected, the
it uf the premium shall be returned to the
-t school fund.
ke Sate Bourd of Edueation authorizes the
co ol apubilie seeurity at less than par, the
2 recdived in the purekase shall be paid to the

authorize the reissue of such securities |

Lis D L“a‘.} Gren, é/’}ér/? 7

§ 15.06

availuble school fund when the hands, obligations, or
pledges are paid off and discharged.

[Acts 1969, 61st Leg., p. 2802, ch. 889, § 1, eff. Sept 1,
1969.)

§ 15.05. Prepayment of Certain Bonds Held by the
Permanent School Fund

(a) The State Board of Education may authorize
the governing boedy of any school district or political
subdivision in Texas W pay off and discharge, at any
interest paying date whether the Londs are matured
or not, all or any part of any outstunding hond
indebtedness now owned or hereafter to be owned
by the permanent school fund, under the rules and
regulations of this section.

{(b) The governing body of the respective politicnl
subdivision desiring to pay off and discharge any
such bonded indebtedness owned by the fund shall
mitke such desire known by direet application in
writingr to the State Board of Education, at least 30
days before any interest paying dale on the honds,
describing the bonds or part thereof it desires to pay
off and discharge. The application shall be accom-
punied by an affidavit stating that only such tax
mongy as may be collected by virtue of tax levy
made for the specific purpose of providing a sinking
fund and paying interest on the particular honds to
be redeemed shall be expended in the redemption,
taking up, or paying off the bonds.

(t) The State Board of Education upon receipt of
such application and affidavit shall take action on
them in such manner as it may deem hest and notify
the applicant whcther the application is refused or
granted in whole or in part.

{d) Tt shall be unlawful for any person on whem
any duty rests in carrying outl the provisions of this
section to give or receive any commission, premium,
or compensation for the performance of such duty,

{e} Only such tax money as had been collected hy
virtue of tax levies made {or the specific purpose of
providing a sinking fund and payving interest on the
particular bonds 1o be redeemed shall be expended in
the redemption, taking up, or paying off of such
honds as provided in this section, unless such bonds
are being redeemed for the purpose of being refund-
ed.

[Acts 1969, 61st Leg., p. 2802, ch. 885. § Y, eff. Sept, B,
1969.)

§ 15.06. Default of School District Sccuritics Held

by the Permanent Scheol Fund

(a) If interest and/or principal has not been paid
for two years or more on any bonds issued by any
school distriet {city controlled or otherwise) and huld
by the permanent school fund, the State Beard of
Educition shall have the authority deseribed in this
seetion,
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o oot of Palucation may compel any
dirtrict to levy a tax sufficient to meet
e qterest sad prineipn) payvments as thea or later

LA

sy sneh ddisiriet furmishes to the Stule
et satisfactory proof thal its taxing
v s inufficient, the State Board of Education
v require the district to exhaust all legal remedics
v et ecting tuxes then delinquent, and to levy a tax
a1 the mavimun lawlul rute on the hona fide valua-
ten of taxable property located in the district.

tl Revenue eollcted by cither method specified
‘o Buleections (b)) and {¢) of this scction shadl be
disirihuted proporticnately to all owners of the de-
Suulied seearities and shall be in compliance with the

r ot i 1 -
LU WY TAES

(1) The projortionste share for each owner
will be hased on the interest and principal re-
quirements of the original sceurity before au-
thorized refunding; and

19y Prior sceepance of refunding securities
wild net reduce an ownee's praportionate shire.

() As long as any such schoob district is delin-
quent in its payments of prineipal and/or interest on
e bonds owrned by the permanent school
fund, the Stale Board of Ndueation shall have the
cusherity o gpeeify the method of crediting pay-

g r
IS IR

vl
Ry

1) The compirolier of public uccounts shall not
wny warranl frem the Toundation school fund
1o ep for the heesfit of any district which has been
Sor as fong ne twe years in default in the payment of
crincival or Bitercst on any seeurity awned by the
sormunent sehieol fund unless wnd until the State
ced ol Frlueation certifies that the district hus
cotifnetarily eanplicd with the appropriate provi-
Jans o[ this seethen, in which event the comptroller
satne minkine prvmenty eoor for the benefit
2 ke district, including the making of pretermitted
{ayments,

Frees S600 Sist T, jo 803, cho 829, § 1, eff. Sept. 1,
S]]

and interest,

et
VEALT

shad! o

SRR of

Authenzed  Hefunding
Neled Ronds
{1 In ecrapiinnee vtk ihe provigions of this sce-
von, the State Board of Fducition is authorized to
v, rendinst, mediTy refinance, or refund de-
e bonds pesoaed By iy school distriet in Texas
pened by dther the permanent school fund or
svsdinhte sehioal fandd,

Defaulied

e

by Application must be mude Lo the State Board
; sian Ly the distriet which issued the bonds

oy U haw

10 A B ny coresl Gotads at Teast B pors
cont of sine seeneinad anseunt of the bondss and

ments Lo the state made by the distriet as to princi-

TENAS EDUCATION CODK

S8

(2) taxuble valuation has deereasad o cuch un
extent that a full application of the procecds of
the voted authorized tax avthorized to he levied

on the $100 taxable property valuation will not
meet nterest and principal anacally maturinge
an the bonds.

(¢) The State Board of Education muy effeet y
refunding of the debt due and to become duc andy if
the board finds that: )

(1) the district is unable to pay the sums
already matured and the sums contracted o I
paid as they mature by paying annualiv (o the
State Bourd of Educstion the full procecds of o
50-cent tax levy on the %100 of o1l tuvulsde
valuation of property within the districy;

(2) the taxable valuation of praperty in the
district has decreased at least 75 pereent sinee
the bonds were issued and that 1he deeronse was
not caused by the district or any of its officinls:

(3) the district for a period of at least five
vears hefore applying to the Btate Reapd of
Education for refunding has levied a tax of 50
cents on the $100 of taxable valuation of proper-
ty in the district, and that despite such hevies,
the aggregate amount due the State Bourd of
Education exceeds the aggrepate amount due at
the beginning of the period;

{4) no additional bonds of (he district huve
boen authorized and sold doring the five-year
period immediately preceding the applicution;
and

(5} the district has in good fuith endunvored
to pay its deht in accordance with the contract
evidenced by the bonds held for the account of
the permanent school fund or the available
school Tund. _

(d) If the conditions specified in Sulsection (o) of
this seetjon are found to exist, the districl shadl, for
the purposes of this section, be deemed to be insol-
vent, and the State Board of Education may ex-
change the bonds, interest coupons, and other evi
dences of indeldedness for new refunding honds of
the district issued in complimee with the filiowine
ropulitinns:

(1) The prineipal ameunt of the rofvwmding
honds shall not be less than the tetad amount of
the bonds, matured intercst coupons, aecrued
interest, and interest on delinovent interest
then aetually due to the permanent sebool Tind
and/or the avidlable sehool fund;

(2) The rate of interest L he borne by the
refunding bonds may be lower than that borne
by the bonds to be refunded if in considerndon
of the interest reduction the distriet qeres 1a
fevy u Lax cach year for a perind of 40 vears o o
rate sufficient to preduce annually o s eqaal
to M0 percent of the smount That can fee ealen.
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Lived by the fevy of g tax at the rate of 50 cents
on the §100 of taxable valuation of property as
determined by the latest approved tax roil of
the district, and in determining the rate of
inturest G b borne by the refunding honds, the
State Buard of Fdueation shall be governed by
the following: '

{A) The Sude Board of Education is au.
thorized 1o require the rate to be such per-
cent per oannum as in o its judgment will
ripresent the maximum rate that cen be
petid by the district and still permit an
orderly and certain retirement of the re-
funding bands within 40 years from their
d:l.l'..’;

¢{B) The interest rute of refunding bonds
to be reecived in exchange for bonds owned
by the permanent schood fund shall not be
less than the minimum rate a1 which bonds
raay then he purchased as investments for
the pernssnent school fund; and

(C) The rate of interest of refunding
honds lo be reccived in exchange for bonds
awned by the available school fund may he
set by the State Board of Education at any
rate which 1€ deems feasible, and such re-
funding bonds may, at the diserclion of the
State Buard of Education, be made non-in-
terest bearing (o such dute as may be fixed
by the haard.

{e) No revision, readjestment, modification, refi-
cancing, of refunding shall e made by the State
Beard of Bdocution that will release or extinguish
amy debt or obligation then due and payable 1o the
perminent school fund or to the available school
fund.

i} Except as otherwise provided or permitted by
this section, Lthe refunding of the bonds of school
districts bercin suthorized - shall he in compliance
with the guncral provisions with regard to the re-
funding of school distriet bonds as specified in this
code.

[Acts 1668, Glst Loy p. 2808, ch. 889, § 1, eff, Sept. 1§,
1664 ]

§ 1505 lefunding Other Defaulied Obligations

ta) Delinlted oblipations (other than honds of
shool diztricts wx provided in Seetion 15.07 of this
coded due the availabie school fund may be refi-
ranced or refunded with the upproval of the State
Board of Education in comptiunce with the provi-
sons of this seetion.

(b} “Defauited oblrations,” as used herein, shall
jretude definquent interest whether represented by
enupons of nol, interest on delinquent interest, and
gry other Torm of Clbedion due the available schod)
f5nd.

{c} The obligor must muke application Lo the State
Board of Education and show:

{1) that the obligations due the available
sehool fund have been in default in whole or in
parl for a continuous period of at least 15 years;
and

(2) that Lhe obligor is not in default in the
payment of the principal of any bonds owned hy
the permanent school fund,

{d) If the State Board of Education {inds that the
above-specilicd requirements have heen met, it may
approve a refinancing or the issuance of refunding
honds on the conditions:

{1) that the refunding bonds must mature
serially in not exceeding 40 yeirs from the date
of issuance;

(2) that the principal amount of the refund-
ing bonds shall be not less than the total amount
of the obligations then in default and due the
available school fund;

(3) thut the refunding bonds shall bear inter-
est at such rate of rates as may be determined
by the State Board of Education to be for the
best interest of the availuble school fund.

(e) The State Board of Education in ils discretion
is authorized to accept refunding bonds in licu of
cither matored or unmatured bonds held for the
benefit of the permanent school fund, provided that
the rate of interest on the new refunding honds is at
least the same rate as that of the bonds being
refunded. . :

(f) Refunding bonds issued with the approval or
pursuant & refunding agreement with the State
Board of Education in compliance with either this
section or Seclion 15.07 shall, on the order of the
State Bourd of Eduecation, be exchanged by the state
treasurer for the defaulted - obligations they have
been issued to refund.

[Acts 1969, 61st Lep., po 2805, ch. 889, § 1, eff. Sept. 1,
1962.)

§ 15.08. Jurisdiction

The district courts of Travis County shall have
jurisdiction of any suit on honds or abligations be-
Jonging to the permanent school fund, or purchased
therewith, concurrent with that of any other court
having jurisdiction in said case,
[Acty 1969, 6151 Leg, p. 2806, ch. 889, § 1, off. Sept. 1,

11969.]

§ 15.10. Duties of the State Comptroller of Public
Accounts
{(a) On or before July 1 of cach year, the comptrol-
ler of public accounts shall cstimate the amount of
the availabie school fund receivable from every
source during the coming scholastic vear and report
this estimate to the State Board of Education.
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B Onoor before the mecting of each regular
sozies of the Jegistature, the eomptroller of puldic
cinte shall report (o the leprisliture an estimate
Sothe semnant of the avairlible school Tund to be
sevenved for the sucecoding two yveares, and the sever-
;:! saurees from which the same acerves, and which
by subject to appropeiation for the establishe
"1t'l and supmort of publie schools,

(e} On or Ywfore the first working duy of cach
woith, the comptreller shall certify (o the stale
cemmissioner of cducation the total sminount of mon-
Ly vttt from every source during the preceding
cenih and on hand to the ereddit of the availuble
school fund.

() On receipt of certifientes issued to him by the
commissiener of clucativn, the compiroller shall
draw bis wureants on the slate treasurer and in
faver of the treasurer (depnsitory) of the available
‘-‘mu! fund of ¢ach schoal district for the amounts
cuted i the cortificates. Al such warrants shall be
revisterod and transmitted” (o the state treasurer,
1Rd, flst Lo, po 2906, ch, 889, § 1, eff. Sept. 1,

§ 15.11. Duties of the State Treasurer

fr) At bewsy 80 duys hefore cach regular session of
vhe legistuture and 10 days before aay special session
w1 which there can he legisiution respecling the
pablic sehools, the vinte tressurer shall report to the
governar the condition of the permanent school fund
and the availehle schedd fund, the amount of cach
and the munner of Hs disbursement.

{h) The treasurer shall proavide the State Board of
Fiucation with the reports speeified in Subscetion
{z) f this scetion, and with such additional reporis
25 10 those funds which the State Board of Educa-
tion may reguest,

{¢) The treasurer shail sce to it that no portion of
gither the permanent =hool fund or the available
school Tund is used to pay any warrant drawn
agauinst wny other fund.

id) The treasurer shall receive and hold in a spe-
e ﬂi deposit and keep account for sll properties be-
aoing o the availehle echool fund. Al warrants
swnoon this fund by the compiraller of pablic
dvenanis pursuant W eerdificate of the stule commis-
sloner of cducalion must be reglistered by the state
crezsurer and then tras mitted Lo the commissioner
of wdocation; and whon properly endorsed shalt he
piid iy the treasurer in the arder of their presenta-
tisn.

{¢) Op arder of the State Board of Bducation, the
trensurer shadl exclimmege or accept refunding bonds
in liew of:

(1) either matured or mamtured honds held
e the benefit of the jermanent school fund,
Y ey canded under the terms of
e ’

Dasitr ol
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(2) defaulted eMigations held Tor the Ieenelit
of the aviilable school fund, provided that the
refunding bunds are isseed o eomplianee with
Scetian 1508 of this code;

(3} defaulted obligations of any school disirict
of Texas held for the benefit of the permunent
schoo! fund or the avadlable school fund, provid-
ed the refunding bonds arc tssued in complinnee
with Scetion 15.07 of this code;

{4) refunding bonds of any schoedd distriet of
Texas for school bonds not matured held by the
state treasurer for the permanent school fund,
when sueh new refunding bonds are wsued by
the school distriet in complinnee with this code

(I} The state treasurer shall be the custodian of all
securitics ¢numerated in Subdivision (5) of Subsce-
tion (a) of Sectien 15.02 of this code and of such
other securitics as may be designated from lime to
time by the State Bourd of Education in which the
school funds of the state have been or may hereafter
be invested, and shall keep these sceuritics in his
custody until paid off, discharged, delivered as re-

quired by the State Board of Education, or otherwise

disposerd of by the proper authorities of the stale,
and on the proper installment of any interest or
dividend, shall see that the proper eredit is given,
and the coupons on bonds, when paid, shall be prop-
erly scparated therefrom and cancelled by the trea-
surer,

[Acts 1969, 61st Leg., p. 2806, ch, 889, § 1, off. Sept. 1,
1969; Acts 179, 66th Leg., p. 1537, ch. 661

84, off June
13, 1979.]

§ 1512, Uke of Available School Fund

{a) All available public schoal funds of Texax shall
be approprialed in cuch county for the cdueatinn of
its children.

{b) No part of the permancnt school fund ar the
available school fund shall be appropriated or used
far the support of any sectarian school,

{¢) Repealed by Acts 1979, 66th Leg., p. 1326, ch.
602, § 35(a), eff. Aug. 27, 1979.

[Acts 1869, Glst Leg., p 2507, ch, 839, § ), eff, Scpi. 1, 16t
Acts 1975, 64th Leg., p. 2378, ch. 734, § 3, off. June 21,
1975; Acts 1879, 66th Leg., p. 132G, ch. €02, § d44(a), ofT,
Aug. 27, 1979.)

§ 15.13. Use of Commercial Bunks as Agents for -
Collection of Income from Permanent

School Fund Investments

{a) The State Roard of Edueation is autherized
and empowered to contract with a commercial hank
or hanks to reccive payvments of dividends and inter.
est on securitics in which the state permanent school
funds are invested and to transmit such money with
identification of thuir source o the stile treasurer
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for the uecount of the availubie school fund by the
fastest availeble means,

(b} In choasing cach commereial bank or bianks
with which to contruct s authorized in Subscetion
Lo of this secvion, the Stite Board of Education
shall assure scll of:

(1) ihe financial stability of such commercia)
DaNk;

{2} the location of such commercial bank with
respeet (0 LS prroximity to the banks upon which
cheeks are drawa in pryment of dividends and
interest on seceurities of the permanent school
fund;

" L]

{3) the exprivnce and relinhility of such com-
mercia] hunk in acting as agent for others in the
sinibier collection and expeditious remittance of
maoney; and

(1) the reasonablencrs of sueh commercial
bank's churges for such services, both in ameunt
of such charges und in relation fo the inereased
investment earnings of the available school fund
which will result from speedier receipt by the
slate ireasurer of such money.

pActs I, Guth dag, v 1558, ch. 661, § 5, eff. June 13,

1uta)

¥ 15.14. Participation in Fully Secured Securities

Lwun Programs

o The Sate Board of Education is authorized
amd empowered to contraet with a commercial bank
ar tathe 1o Berve hoth as o cudtodian of scegrities in
whiwh the stale permanent school funds are invested
amd 1 fend these securitivs, under the conditions set
sl i Subscclion (WY of this section, W seearities
brarors and deslers on short-term loan.

thi The State Bonrd of Education may contract
with @ commercizl hank or bunks pursuant Lo this
zeclion oniy in aecardance with the following re-
fuire rents:
1) the hunk 2huli B located in oo city having
s major =liwk exchange;
21 the lank shadl by expuerienced in the aper-
ction of o fuily secored securitios Toan program;
{3) the Lunk shall have adequate capital in
the prudent judigment of the State Board of
Education 10 ussure the safely of he securities
entroxied to it us o cusindinn;

(i1 the Lank shall require of any sceuritics
hrober e dueader o which it lends sceurilics
swird Ly the state permanent senool fund that
~uch Lroker or dealer deliver to it cash collateral
for =uch fean of scearitics, which eash collateral
shidl ot alb times he not less than 100 percent of
v muarhoet vicne, from time te time, of such
courities lent

§ 15.14

(5) the bank shall execute an indemnification
agreement, satisfactory in form and content to
the State Board of Edueation, fully indemnify-
ing the permanent znd available school funds
against loss resulting from the bank's service as
custodian of securitics of the permanent school
fund and its operation of a securities joan pro-
gram using securities of the permanent school
fund;

(6) the bank shall speedily collect and remit
on the day of collection by the fastest available
means to the state treasurer any dividends and
interest collectible by it on securities held by it
as custodian together with identification as to
source; and

{7} the bank or banks chosen shall be the
bank or banks agrecing to pay to the available
school fund the largest sum or highest percent-
age of the income derived by it from use of the
securities of the permanent school fund in the
operation of a securities loan program.

[Acts 1979, 66th Lep., p. 1538, ch. 661, § 6, eff. June 13,
1976.] :
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Change 80:2 Page 1

12.03 Investment of the Permanent School Fund

.010

.020
.030

Authority: Section 15.02, Texas Education Code.

Investment Authority

The State Permanent School Fund shall be invested in accor-
dance with constitutional and statutory law, as directed by the
State Board of Education.

Standard of Care in Investing Permanent School Funds (Repealed)

Goal and Objectives for the Permanent School Fund

Statutory Citation

In making each and all investments, the State Board of Education
shall "exercise the judgment and care under the circumstances then
prevailing which men of ordinary prudence, and discretion, and
intelligence exercise in the management of their own affairs not in
regard to speculation but in regard to the permanent disposition of
their funds, considering the probable income therefrom as well as
the probable safety of their capital." (Section 15.02(a)(6){A),
Texas Education Code)

Rule
(a) Goal

The goal of the State Board of Education for the State Perma-
nent School Fund shall be to obtain the greatest amount of
total income consistent with the safety of principal. To
achieve this goal, there shall be a continuing careful admin-
istration of the investment of the Permanent School Fund in-
cluding the thorough investigation and analysis of securities
available for purchase and the continuous study and review of
all securities held in the portfolio of the Permanent School
fund.

{b)} Objectives

(1} The preservation and safety of principal shall be a
primary consideration in the investment of the Permanent
School Fund.

(2) Fixed income securities shall be purchased at the highest
income return consistent with safety and preservation of
principal emphasizing current rather than deferred
income.
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040

.04

.042

. 050

{3) The administrators of the Permanent School Fund shall
hedge, insofar as possible, against inflation through the
purchase of equities emphasizing stability and growth of
future earnings and dividends rather than current return,

{4) Securities shall be selected for investment on the basis
of long term investment merits rather than short term
gains with the exception of investments for cash manage-
ment purposes as provided in Section .072 of these rules,

Investment Program

“Investment program" shall be defined as the investments made
in each period between meetings of the State Board of Education.

Authorized Investments of the Permanent School Fund:
Fixed Income Securities (Repealed)

Authorized Investments of the Permanent School Fund: Equity
Securities {Repealed}

Long-range Diversification Pattern

The percentage division of proposed investments between fixed
income and equity securities and the industry diversification
within each of these groups shall be determined periodically by the
Board Investment Committee with the advice of investment staff, the
investment counsel, and the Investment Advisory Committee,

.060 Approved List of Corporations for Security Purchases

.061

The specific corporations to be included in the 1ist of ap-
proved corporations or deleted therefrom shall be recommended by
the investment officer, acting with the advice of investment
counsel and the investment staff, and approved by the State Board
of Education,

Equity Transactions

{a) A1l equity securities must be purchased from the approved
1ist of corporations for security purchases,

(b} Specific equities from the approved list to be purchased or
sold, including a recommended price, shall be approved by the
Board Investment Committee. Al1 transactions shall be made
within 10% or better of the recommended price unless otherwise
specified by the Board Investment Committee.

(¢} A1l consummated transactions shail be reported in writing to

the Board Investment Committee at the first subsequent meeting
of the committee.
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062

.070

071

Q072

. 081

Fixed Income Transactions

(a) Any fixed income security on the approved list of corporations
for security purchases with at least an "A" rating may be
purchased,

(b} Fixed income securities rot on the approved 1ist may be pur-
chased if they meet the quality standards set forth in the
investment operating manual.

(c) Specific Fixed income securities to be sold shall be approved
by the Board Investment Committee. A recommended price may be
included at the discretion of the committee.

(d) A1l consummated transactions shall be reported in writing to
the Board Investment Committee at the first subsequent meeting
of the committee.

Approved Brokerage Firms for Equity Transactions

{a) Under the direction of the investment officer, normal purchase
and sale transactions shall be effected through brokerage
firms on the approved 1ist, Additions or deletions to the
1ist of approved brokerage firms shall be submitted by the
investment officer for approval by the Board Investment
Committee,

{(b) Equity brokerage commissions shall be allocated among the
approved firms on a basis established by the Board Investment
Committee and shall be reported in writing to the Board
Investment Committee,

Brokerage Firms for Fixed Income Transactions

(a) Transactions shall be conducted on a net basis with well
established, financially secure brokerage firms hav1ng fixed
income trading capability.

(b} Purchases shall be reported in writing to the Board Investment
Committee by brokerage firm name on a par value basis,

Cash Management

Excess funds not needed for immediate investment shall be
placed by the investment staff in appropriate short-term fixed
income securities for the purpose of obtaining the highest income
available consistent with safety of principal.

Restrictions and Limitations of Investments: Fixed Income

Securities {Repealed)



CATEGORY 12.

Change 80:2

STATE BOARD OF EDUCATION : 12.03
Policy

Page 4

.082 Restrictions and Limitations of Investments: Equity Securities

(Repealed)

.090 Quality Standards (Repealed)

.100 Items Recuiring State Board of Education Approval

(a) The following items require approval by the State Board of
Education:

(1)

(2)

the total amount of funds to be invested in each invest-
ment program (Rule 226.12.03.040};

the allocation between equity and fixed income sécurities
in each investment program (Rule 226.12.03.040};

authorization for shoét-term investments in each invest-
ment program (Rule 226,12.03.072);

the approved 1ist of corporations for security purchases
(Rule 226.12.03.060);

the appointment of members to the Investment Advisory
Committee (Rule 226.12.03.110); and

the con?ract with the investment counsel {(Rule 226.12
.03.111}.

(b) The status of the Permanent School Fund shall be reported in
writing to the State Board of Education at each regular
meeting of the board.

.110 Committees

To administer the affairs of the Permanent School Fund, the
following committees shall be established:

(1) Board Investment Committee

(A)

(8)

A committee of six or more members of the State Board of
Education with the Chairman of the Board serving as an ex
officio member shall be appointed by the Chairman of the
Board.

The total amount of funds to be invested for each invest-
ment program and the allocation between equities and
fixed income securities shall be recommended by the Board
Investment Committee to the State Board of Education.

The committee shall direct the activities of the invest-
ment officer in implementing the policies of the State
Board of Fducation concerning investment of the Permanent
School Fund. '

D-11



CATEGGRY 12. STATE BOARD OF EDUCATION 12.03

Change 80:2

(D)

Policy

Page 5

The committee shall direct and monitor each board ap-
proved investment program, and counsel with and receive
reports from the investment officer, Investment Advisory
Committee, and investment counsel.

Specific stocks to be purchased or sold shall be approved
by the Board Investment Committee.

" Specific fixed income securities to be sold shall be

approved by the Board Investment Committee.

Changes in the list of approved brokerage firms for
equity transactions shall be approved by the Board
Investment Committee.

Irivestment Advisory Committee

(A)

(8)

(E)

A committee of five members having investment backgrounds

- and responsibilities, such as representatives of commer-

cial banks, industrial corporations, public utilities,
and insurance companies, shall be appointed by the State
Board of Education.

Members of the commitee shall be appointed for three-
year terms.

The terms of the members of the committee shall be stag-
gered so that at all times a majority of the members will
have had experience on the committee.

The committee shall meet in Austin quarterly and at the
call of the chairman of the Board Investment Committee or
the chairman of the State Board of Education. A schedule
of regular meetings shall be fixed annualily by the Board
investment Committee.

The committee shall provide an independent and continuous
review of the investment policies, procedures and nature
of investments, and shall advise with reference to
investment plans and programs. Advise shall include, but
not be limited to, recommendations concerning changes in
the diversification pattern, changes in the method of
developing the list of approved corporations, and secu-
rity purchase and sale patterns. Advice shall not in-
clude any recommendation regarding specific securities or
corporations.

11 Investment Counsel

(a)

A professional investment counseling firm §ha]1 be recommended
by the Board Investment Committee and retained by the State
Board of Education.
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(b} The investment counseliing firm shall be a firm of national
scope which has:

(1)

(2)

(3)

(¢) The

a large and complete research division for the analysis
of industries and individual corporations;

an economics department competent in analysis and fore-
casts in all facets affecting the general economy or the
economy of particular industries; and

an organization that will provide for combining the
knowledge and judgments of all departments in order that
the advice and recommendations made to the Permanent
School Fund will have evolved from the opinions of many
rather than one individual.

investment counsel shall serve in an advisory capacity

only and shall advise on both policy and on specific securi-
ties transactions. Within the policy framework established by
the State Board of Education, the investment counsel's advice
or recommendations shall include:

(6)

the economic conditions in prospect;

diversification of investments between equities and fixed
income securities;

proper diversification among industries;

the companies in each industry which are the most
attractive;

specific stocks and/or corporate bond issues; and

general advice on the timing of purchases and sales.

112 Investment Staff

.120
.130

The Texas Education Agency shall have an investment officer,
with a staff to be adjusted as necessary, who functions directly
with the Board through the Board Investment Committee concerning
investment matters, and who functions as part of the internal
operation through the office of the Deputy Commissioner for Program
Administration and Finance.

Specific Authorizations and Requirements (Repealed)

Provision for Emergency Action

In case of emergency or urgent public necessity, the Board
Investment Committee or the State Board of Education, as appro-
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nriate, may hold an emergency meeting in accordance with Article
6252-17, V.T.C.S.

140 Investment QOperating Manual

The investment staff shall develop and maintain an Investment
Operating Manual.

.150 System of Internal Controls

{a) There shall be a system of internal controls. The system of
internal controls shall be documented. The objective of
internal control is to provide reasonable assurance as to the
safequarding of assets against Toss from unauthorized use or
disposition, and the reliability of financial records for pre-
paring financial statements and maintaining accountability for
assets.

(b) The system of internal controls shall be reviewed and tested
at Teast once each year by the Division of Audits, Texas Edu-
cation Agency.

.160 Proxies i
\

In. general, proxies shall be voted with management. Unusual
situations, where such a vote might be detrimental to the Permanent
School Fund, shall be brought to the attention of the Board Invest-
ment Committee by the investment officer. Such proxies shall be
voted as directed by the Board Investment Committee.

Board Action and Date . Effective Date

Adopted: May 1972

Amended: October 1977 November T, 1977
May 1980 June 9, 1980
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Approved SBOE
Sept. 13, 1980

INVESTMENT GPERATING MANUAL FOR THE
STATE PERMANENT SCHOOL FUND

The following Investment Operating Manual for the State Permanent
School Fund is promulgated under the authority of and in compliance
with Rules 226.12.03.010 - .160, The Investment Program of the
Permanent School Fund, approved by the State Board of Education

on May 10, 1980, The volume also contains an appendix which is
developed, maintained and changed as needed by the Investment
Office.

Duties and Responsibilities of the Investment Staff

1. Staff will carry into effect all orders of the State Board of
Education and the Board Investment Committee and handle all
details of purchasing, paying for, obtaining delivery on, and
checking the securities purchased.

2. Staff will conduct a continuous research program into all secu-
rities held by the Permanent School Fund and report to the
Board Investment Committee any pertinent information, including
reports and statistics on the status of the Permanent School
Fund, for guidance in administering the Fund.

3. Staff will make recommendations regarding investment matters
to the Board Investment Committee.

4. Staff will keep fully informed regarding all market and economic
conditions which might affect present or future 1nvestments of
the Permanent School Fund.

5. Staff will maintain a close liaison with the Investment Advisor(s)
and furnish any information regarding the Permanent School Fund
to such Advisor{s).as is requested. Also, staff will be pre-
pared to offer investment opinions to the Board Investment
Committee regarding the Advisor's investment recommendations.

6. Staff will keep records on all security purchases, sales, and
redemptions; maintain individual accounts for each issue in the
portfolio and post all entries to same; keep records on dis-
counts received and premiums paid on bonds and initiate action
for transfer of premiums; maintain controls on (1) total invest-
ments of the Permanent School Fund, (2) investments by classes
of securities and type of issuing agency, (3) outstanding pur-
chase commitments, (4) accrued interest paid on purchases,

{(5) interest collected by categories, (6) cash balance of Per-
manent School Fund, and (7) balance books with controls, the
State Treasurer's and the State Comptroller's balances.

7. Staff will perform all necessary liaison duties pertaining to
the Permanent School Fund which involve the State Board of-
Education, Attorney General's Department, the State Comptroller,
the State Treasurer, banks, and other interested parties.
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8. Staff will advise officials, investment houses and interested
individuals regarding the powers, limitations, and prohibitions
involved in investing the Permanent School Fund which have been
placed upon the State Board of Education by statutes, Attorney
General's opinions, and court decisions, and of the policies and
operating procedures of the State Board of Education with
respect to the investment of the Permanent School Fund.

B. Administration

The placement of the administration of the Investment Program within
the Texas Education Agency shall be in accordance with the most
recently approved organizaticnal chart.

C. Securities Transactions

1. Securities transactions will be conducted only by those personnei
specifically designated by the Investment Officer.

2. Stock Rights and Warrants; Stock Splits

a. 7The decision to sell or exercise a right or a warrant is to
made by the Board Investment Committee,

b, Fractional shares received from splits or dividends are to
be sold.

3. Trading profits and losses on all securities are credited or
charged to the principal of the Fund.

4, Securities will be purchased for long-term investment purposes,
and not for speculation. .

5. Equity securities are to be purchased on a modified dollar cost
averaging principle. Purchases are to be made as funds become
available.

6. The Board Investment Committee may authorize exchanges of fixed
income securities into other fixed income securities within the
guidelines stipulated by the State Auditor..

7. To be eligible for purchase, corporate fixed income securities,
(with the exception of Commercial Paper - See #9 below), which
are not on the approved list for security purchases must;

a. Meet statutory requirements. In meeting the statutory
requirement of at least an "A" rating for fixed income
securities (Texas Education Code, Section 15.02 (a)(3), the
"A" rating must have been issued for the particular debt
issue in question by a major bond rating service. And,

b. Meet or exceed the following financial statement standards.

These standards apply to the initial purchase only, and are
computed as averages of the past five years,
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(1)

(2)

(3)

Public Utility Companies

Farnings for Fixed Charges
Fixed Charges

Earnings for Fixed Charges
Total Fixed Obligations

Jotal Fixed Obligations
Total Invested Capital

Total Invested Capital
Fixed Charges

Industrial Companies

Earnings for Fixed Charges

Fixed Charges

Earnings for Fixed Charges
Total Fixed Obligations

Total Fixed Obligations
Total Invested Capital

Net Current Assets
Total Fixed Obligations

Railroad Companies

Earnings for Fixed Charges

Fixed Charges

Earnings for Fixed Charges

Total Fixed Cbligations

Total Fixed (Qbligations
Total Invested Capital

Margin of Safety

at Teast 2.05x

at least 18%

not to exceed 60%

at Teast 30x

at Jeast 7x

at least 30%

rnot to exceed 35%

at least 100%

at least 4x

at least 22%

not to exceed 50%

at Jeast 12%

8. Corporate fixed income securities may be purchased only at yields
which exceed by 1/4% (25 basis points) the yields on the highest
yielding U, S. Treasury Bond of comparable length maturity.

9. Purchases of Commercial Paper* will be limited to the highest

grade then available.

Commercial Paper need not be on the

Approved List of Corporations for Securities Purchases nor meet
the above listed financial statement ratio standards for tong-
term fixed income purchases. '

D.

Selection of Securities Brokers

1. Equity Brokers

{(*) A short-term note which matures in less than 1 year,
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Will be recommended by staff for approvait by the Board Invest-
ment Committee. '

2. Fixed Income Brokers

Properly designated staff members will distribute business among
those firms which;

Offer sound information and advice.

Offer the best possible price. ‘
Offer the most efficient handling of orders.

Are willting to commit capital to assist in trades,

B = N o B s pll oY

E. Approved List of Corporations for Securities Purchases
(Latest approved list to be placed here)

F. Document of Internal Controls
(To be developed)



Million-a-Day Money Minders

Texas Permanent School Fund Managers
Fight Inflation, Eye Children of Future

By SAM WEINER

-"When we buy 2 s10ck and
I gues down, that doesalt
pother anmbody, Nexd week we
can buy 11 a1 2 better yield and
cheaper.”

~"We uunk thsl hindsight 1
beuer thas loresight. We think
thal the dustery ol what a
vemspany fids done i beiter than
what an analyst tells ut 11's going
to do 1 the next 10 yeans.”

~"We  wouldnt  buy
campany whose carningt have
had an taplosion in the past
three o four oi five years whete
their 10-year growth rate would
seem Lo be vnreafistic.”

Those are the kinds of
comments that Financial Trend
got when chatting with Jim M.
Houks Jr., one of » snal group
ol Texans who have sumethlng
ke §1 milon s day at their
dispasal to shvert an ntocks and
bonds.

The otlenn who join with
ex-stockbroker Heoks In
reachung  decisions on  which
stocks and bonds 10 invest that
huge dady cash flow in are 3
crops-section of Texst' citizenry
- 0 5an Antonlo real estate min,
a La Marque oUman, a Houston
ssgeon. & De Sota newspaper
publishes, a redred Greenvilie
banker, and 3 Lubbock
butinessman.

Il the investment philotophy
and the unusual asortment of
wattutional investars lo run a
52 bitlien fund sem unusual,
1t's with good reason,

The money they'se investing
belongs §o the Permanent School
Fund of the State of Texss, und
they’re mvesting for the benefit,
nol  only of Teiss school
children who are living today,
bui for those yet unbom- who
might not bt born for another
50 or 100 vesrs or more.

Naturaliy,  that  exlensive
fduciary responnbility carries
with it @ gpecial  implied

obltgstion for fairnew, cautlon,
wisdon, and virtuully everything
¢hie  dhort  of omniscitnce,
Presumably, such atinbutes are
Jusc ay likely te be found among
4 surgeon, a1 newspaper
publisher, 3 banker and so forth,
as chey are among sophisticated
Wall Stieel money managers.

Bur thr gix people wha
vonsutute the beard investment
committes (3 committee
apponsted  lrom within  the
2member State  Board  of
tducation) would probably be
the tast lo admit that they
wen’t  capable  of  wisly

munsgng the invesiment of §1
miilion a day without quite a bit
of professional advice,

That  professional  advice
comes from several sousces — Jor
ont thing, frum s Invesiment
counsel, First  lnlernational
Investment Mansgement Inc., 2
subsidiary of First Iaternational
Bancshares Ine. (NYSE), Dallas.

it asa comes from its own
Investment  staff, headed by
Hooks as investiment officer, and
from the Investment Advlory
Corninittee, s group of Texm
financial cXPeELlE sand
£CONOMIsLs.

In & sense, the commaiiee wiso
gets quite & bil of help in the
form of the swollen duily cash
flow that inflstion has sprwned
in the form of soaring worldwide
oil end gas prices in recent yeass.
The Permanent School Fund,
which owns vast acreage in West
Texas and which gots ol bonuses
end royeiies from the Texay
offshate waters and tidelands,
last year alone enjoyed almuost
$200 million n ol and gas
ray aities.

On a2 direct basis, loday’s
Texas school chiddren gel none
of that to help offict the
pemiciout effects of inflation on

ichool construclion and
cquipment programs, The
oyalues  are regarded 1]
principal, and nane of the

principdd in that perpetuad mate
trust can be touched by anyone,
ather than to be reinvesied.

Indirectly, however, as the
upward apiraling soyaitier are
plowed into stocks and bondi,
they creste & bigger base for
dividends and intetest — and
those, being income, go directly
te the school districts acros
Texus to help meet their costs,

In fiscal 1979, the income
wnounted 10 $30.75 for every
whool child in Texas. Hooks
notes that In 1961 each Texas
whool child got only §7.27 ftom
the fund's thcome.

And even as tecently w1970,
the fund was generaling income
of only about $35 million o
year'It's now up to about $130
million a year,

“It has continued to increase
dut 1o the new money being
invested ang also  due to
increases in dividends,” Hooks
szid, “'Last month, we picked up
an extis 31 nullion on an annugl
basis just in dividend increases
on our stock portfalio.”

The pressing need of school
districts for current income to
help ward off inflation could
obviously be betier met by
slling off big chunks ef the
fund's porifolic of stocks and
remvesting  the

fixed-income  secunties  which

money  in’

sr¢ today yielding 10% or more,

But Hooks noles that this
might penalize school children
of the futues, Including thom
yel unborn.

“It's very euny to demonstrale
thai in the long run the Mocks
that we are buying now are
probably going to  be
out-yielding bonds,” Hooks sald.

The fund's overall portfolio of
securities i cumendy divided
Into about 60% bonds and 40%
equities, with the emphasls over
the past sevarsl years having
thifted gradunlly to increnss the
percentage  in  equites,

particularly stocks with itrong

1O-year  compounded growth
toter in earnings and dividends.

Hooks, who would personally
like to see abaul s $0-50 split
eventually between bonds and
Hocks, declares that the board's
invesymenit commitiee is “very
conctrned about what inflation
60t 1o the corpus {principal) of
the fund,

"'y interesting to note that
¢ven latt yerr, with the infiux of
3250 rillion In new money, our
principal teally just broke even
in terme of preservation, because
Inflation & esting away w1 32
billion at the e of 0% to
12%," he said.

The fund, crested by Texay'
Fifth Legidsture n 1854 with
an appropriation of §2 million

plus some millions of acres of
anid West Texus jand which were
vinually wotthless #t the time,
wan't sllowed for more than a
century 0 invest in anything
excepl government bonds and
municipal issues, mostly schoal
district bondz,

In 961 the fund managers
were suthorized 1o dnvesl also in
corporaté securities, and since
then the [und's growth has
sprinted, with principal growing
by 334% and inceme increaslng
849% through fiscd 1979,

The overall 1ate of retumn on
the fund alnce 1961  hax
Increased from 3.38% to 6 .83%.

What's keeping that
percentage sa fow relative to
1oday’s high-yielding securities is
muinly 8 mascive canyover of
low-coupoi govemmenl bonds
bought many years yo. For
Instance, tha fund holdy 5158
millon of governmant bonds
benring interest of 3.99% a year.
Arnother $34 million # in 4.99%
government bonds. About $7.5
million in  goveramens bonds
bear 2.99% coupons.

Fortunstely, the fund in 1980
will roll-over some 543 mition
in government obligations which
wre maturing — fortunataly, that
b, i today's  highyielding
government [aues don't vanish
by the tme the roll-overs (ake
place st Dec, 34, 1980, Infiation
being what i1 is, thers imn't much
likethood of rstes  dropping
back below 5% anylime in the
fosesocable future,

Another  §$2] million of
government  obligations  will
mature at the end of 1963, with
2 block of 542 mililon wcheduled
Lo mature 4t the and of 1990,

Meanwhile, of coures, the big
ceish flow from off and gm
royaitles  wnd  bonumt  from
tidelands and offshore lexse sales
is helping 10 create  the
additional dividends and interest
which wil tend to increase the
fund's overall rate of return,

Hooks points out thal, again
in keeping with the proteciion
of the interesit of ichool
children of the future, the fund
Is curzently buying siocks with
future potential even though
they may be yielding only aboyt
4% % to 5% #t present.

“With  the market ar jyy
current stage,” he said, “you're
not paying much of x premium
for potential growdh,”

The stocks chosen must meet
carelully designed cntem, and
that's where. in part, you'll find

[Conlnued on hext page}
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Fund

{Contnusd trom grecading pegsl

wi explination for  Hooks'
sislement that the wvesument
commities leans townrd
tandught rather than lorepght in
PICRINg £quities,

A key fepure in the computes
1exdouts on the fund's common
sock pertfolio is the “10-year
compound  prowih rete” listed
ot earmngs and dividends.

"We'te most concerned with
this arex, because (o keep up
with inflation, we feel that we
need at lexst an overall postfotio
prowlh tate of dividends around
B%," Hooks said.

And, in thit respect, Hooks
. indicated, “we think thal we can
fely more on the hittory of what
L 3¢k has done than what
people think 1t can do”

“How do you turn around a
company that has had » 3%
growth 1o one that hasa 7% to
% pgrowth rate?" he asked
rhetorically. "It is very, very
diffieult, and it b rare that it
happens. This is history (the
company’s past petformance),

This i3 what it sctually has
done.™

Future growth of the fund
could be gently gored at times
on the horns of the dilemma of
Irying to provide income for
today, and gtowth fot
tomnorrow, but that sppears 10
be somewhat the nature of the
beast,

Quite obvioudy, when one bs
looking back at s 10-year record
of earmings and  dividends
growth, he Iy going to mits out
on shares of a budding Xerox or
IBM which hasn'y yet begun to
feel 145 oats,

And, on the other hand, if he
opts Tot the budding Xerox or
I[BM which  han't yet
demonsteated  that it can
consistently  produce  pood
earnings and dividends, he would
be gambling at the expense of
current  income that is w0
critically needed by Texas
school districts today.

At r matter of fact, the stress
on current income with future
poicntigl far steady, il not
speclacular, growth in carnings
and  dividends, s constanily
monitored by the investment
committes,

“We rale every siock that we
have according to eamungs and
dividends, and if we wee a stock
{in the porifolic) that has not
gpiven us a goud giewlh in
earnings end dividends for the
past few years, thas is ¢ kind of a
flag 1o us that we want (o Lake s
good, hard look at it and jurtlfy
whethes we thould hold it or self
1t," Hooks ssys.

The fund's  holding  of
luurance stocks have proven
over the pant 10 yeuss to be the
best periormers in the porifolie
inyoiar as growth in earnings and
dividends i concened.

Cepital Holding (NYSE), an
Intgrence holding company, is
the superstar of the insurance
and finznce group in Lhe fund's
portfobio, showing a  13%
compounded growth in eamnings
ind 25% growth in dividends on
1 10-year basis.

Liberty Nationat Lile (O0TC)is
another of the wolid performers
in the group, with a }3%
compounded growth in caraings
and a0 18% compounded growth
in dividends for the 0-year
peniod.

Southwestern Lilfe (OTC) and

Amencan Generdd (NYSE) are
two other stellar pesformers in
the group. Southwestem Life,
which recently agreed to be
acquired by Tenpeco, has a
compounded 3% growth in
camingy and 5% growth in
dividends for the 10-year period,
while American Genenl in the
ume period showed o 15%
compounded growth in earnings
and 9% growth In dividends.

“Stocks thet are  highly
cyctical In thelz nature — such a1
steel, prpers, nd metals ~ have
had very poor rates of growth in
terms of  eemnings  and
dividends," Hooks said.

“So rght now” he added,
“we are [ooking at whether we
shoutd de-emphasize all cyclical
areas. because they don't meet
our goaly.”

Aboui two years ago the fund
hed an overall growth sate in
dividends of just above 5%, "end
WE are now trying 10 1aise that
to around 8%," Hooks said,

“We feel that the fundamental
long-term pattem of inflation is
going to be at feast 7% 10 8%,"
he said. “S0 i we can match or
exceed that, that's the whole
putpose of this portfolio. Not

B e e e )

If You're Not the Bluest Chip, Don't Bother to Call

These sn't any pont in trying 1o peddle “hot new
Biues” 1o e six-membee investment committee of the
State Board of Eduention who manuge the $2 billion
Permenert School Fung,

“We really buy the industry leaders exclusively,” sayy
Jim M, Hoaks Jr., investment officer for the fund. “We do
nel buy the mnatler capitatized companies. We do not buy
the tiny little growth-type compunies. We buy the large,
eslablisheddeedership-type companies”

The isuet that are bought don't hieve to be stocks that
are lisied on ane of the major exchanges. As » matter of
fact, some of (he stocks which the commusice prizes highly,
ate traded over-the.counter.

“These are s fot of listed stucks not as good a5 & lot of
overthe-counser stocks, ot pure,” 1ays Hooks,

Hooka, 2 pative of Dullas who grew up at Abitepe, Texas,
graduated from Texas Tech dn 1961 with 1 business degree
and subsequendy graduated from the University of Texas
Law School in 1964, He is 2 member of the Texas state bar,

A special agent for the FBI from 1964 10 1967 in Seatile
ané S Lake City, he then tumed to the securities
bustness, becoming a stockbroker a0 Austin for Rauscher
Picrve unlid 1975, when he joined the Permanent School
Fund as agsistant invesument officer.

"1 winted fo stey 1 Ausun and wanled 1o stay in the
irvesunient gres. but | owanted 1o gt out of commusion
sales,” he says.

There were only two investment stafl membent {or the
fund when Hooks joined - himsell und Melvin Olle, who
wus then invessnent officee. OUe bought the bonds for the
funy, and Hooks bought the flocks,

“To bandle that much money - just twa people ~ is
kind of amazung,” Hooks chuckles.

The fund at that ume conmsted of aboul §1 billion,
Today, fwe years later, it's st 52 bulion, thanks largely ta
the - ail and gas boem that brngs miilions of dotlars in
toyalties and jease bonus money into the fund's coffen
ezch month,

Hooks moved up 10 investment of ficer when Ofle retired
late last summesr and Walier J. Arcllano became the
assistant invesimens offlcer. There are also now three
sdditonal s1afl members ~ Steve Sample, bond anaiyst,
Jolin Wnght, bond trader, and Adnan Gentry, stock trader,

The dipveszment staf7 works in Austin under the
teperisson of Riymond L. Bynum. deputy commisuoner

.. o e,
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for program administration and finance in the Texas
Educasion Agency. and a1 the apex of the agency s Alton
0. Bowen, comnussioner of education and executive officer
of the State Board of Education.

it's the 24-member hoard of cducstion (chowen from
each congressional district) which has responsibility for
managing the Permanent Schaol Fund, but, s a practical
malter, il dees tlus via @ six-member [nvestment Commitiee
ik names from among its members,

The board invesisuent committce 15 headed by Jimmy L.
Elzod of San Antonio as chairman. He is in the teal estate
business. Other inembers of the commitiee are W, H, Feiter
of La Marque. an vilman; Joseph €. Gathe, M.D., 2 Houston
sutgeon; Jun Hothingsworth, 3 newspaper publisher w1 De
Sote; Peul Mathews, former boatd chairman of the Figst
Geezpville Nagional Bank: and James H. Whiteside, 2
L.ubbock husincssman.

In addition to the investinent counseling that the board
wnvesiment commitlee ge1s from Hooks and the investment
staff, it also each month receives counstling, plus » list of
recommended secusiries. from its invesiment counsel, First
[ntemalionad Investment Management Inc.

The buard investment committes alse gets same broader
overviews on finance and economics from s $member
wvesimeny advisury comimittee. Members of this commartee
are T. L. Ausun Jr., chaimnan and chiel executive officer of
Texas Utilities Co., G0 V. Cecil, » retired Mernll Lynch
Pierce, Fenne: & South executive; C. Marke Hinton, former
president of Barber 08 Corp.: W. Ry Montgomery, lorner
chuel financial olficer fo1 Southiand Life {nsurance Co., and
Dr. Arthur A Smith, former economist of the First
Nationd Bank 1n Dallas.

Al of the inveument sdvisory commitiee members
except Hinton are from Dallas. Hinton lives in Houston,

Hooks sssmales that the fund, ar present, is growing at
the rate of about §1 billion every four years.,

“Out growth is directly related to the price of oil and
2as,” he noted. “"Whatever it does 15 what we'll do._ 1 think
we'li be ut $3 billion in 3% 10 4 years from now. Aftes
then, it'+ sticty speculstion on what the price of ol and
gas does, how many new fields they hit offthore and
onshote — oo many variables for us to know, But | think
that we can iook forward 10 a very farge cath flow far quite
4ome time.” ~SAM WEINER
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capital gans, hut putting more
and more  moacy into  the
Available School Fund. And, of
course, we feel that il we're
successful in structuring  this
portfolio 1o get the earmnings
growih and the dividend growth,
the gins will follow - they
must eventually.”

One of the mont
statistics  that the investment
commitiee  watches on  the
portfolio’s computer seadvuts is
what the yield is compared with
the book value {cost) of the
securities in the pertfolio,

““1f we can keep that going up,
then that's what this fund i all
sbout — at jeast on the equity
side,” Hooks said.

crucind

One of the nicest yields
compared with conl that the
fusd has in Qs portfolic it
Continental Coip, (NYSE), an
insurznce  holding  company,
with 2 yield of 15.16%
compared  with cost. The
comptny also, over & 10-year
basis, has a compounded growth
of 2I% in carnings and & 9%
growth in dividends.

Three o stocks in  the
portfelio — Exxon, Mobil und
Standard of Californis - also
have high yiclds relative to their
cost, Exxon's is 11.51%; Mobil's,
10.44%, and Standard  of
California's, 10, 15%.

One of the cylical siocks,
incidentally - Carpenter
Technotogy, a cumpany whicp
produces  stainless,  high-abloy
steels - Lops the entire pertfolio
with & yield relstive 1o cost ol
16.83%. ity 10.year
compounded growth fate
carnings, however, is only 7%,
and in dividends, 4%.

Although al capital gains are
welcome, since they are tegarded
a3 part of the fund’s capital and
wre channeled back into new
investments 10 incicase curreat
ncome, the Lnvestment
commitiee  doesn't frown on
equilies fagging in this respect,

Usited Technologies (NYSE),
for  instance, is currenily
showing @ small paper lose, with
a cost of §$15.6 million, or
$38.98 1 share for the 400,500
shares in the porifolivs, vs, a
recent markel value of §15.2
mullion, of $37.875 a share.

But st has 2 pood [Oyear
compaunded growth rate, with
carnings up H% and dividends 9%
- Uand  that's whal  wt're
looking for," Hooks sud,

Overall, the fund's common
stock porifolio in mid-November
of this year showed 1 6.42 yicld
compared  with cost, and o
matket value of $925.7 million
vi book vilue (cost) of $844.5
mullion, or an appreciation of
$79.2 million, or 9.4%,

As might be expected, the
biggest  appreciation among
industry proups in the fund's
cquities portfalio was recorded
by the oils, up 71.83%, dosly
followed by the transportation

iContinuid on nant page)



Fund

1Conunued Fiorm preceding pags)
group, up 71.23%.

Oil ook In ke portfclo
fuve apprecated o 2 totdl
market value of $205.8 mubon
from & cost of $119.8 milhon,

Exxon, Gulfl 0Oif, Marathon,
Phillips  Petroleurmn,  Mobil,
Standard of Califomis, Standard
of Indianw, and Stundard of
Ohdo.

The  franspoitation  group
showed & paper gun of $16.1
million, or 71.23%, from a cost

Union Pacific, with paper losses
belng shown by the othér two
stocks in the group ~ Norfolk
Westerm Rallway and Southern
Raflwzy.

Union Pecifle, in particular,
showed & strong gain, to @
37050 per share recent market

The bigpest  paper  oiset
among the industry groups wese
aHo tires, down 40.11%; sieelx,
down 14.13%: utilities, down
11.93%;  auto  munufactusers,
dawn 13.77%; tctadl trade, down
23.01%, wnd  miscellaneous
ocks, down 331.36%,

“If we can't get dividend
powth out of a company,” he
said, "we may as well buy
bands,

“And, of course, Lhis is not &
trading account,” Hooks added.
“We try to buy issucs that we

for 1 gain of 386 milbon, o . of $227 million to a value from the 326,33 a share Hooks observes that although  feel aro going 10 be good for a
TL.B3 % riid-November market value of the fund paid for the 264,500 the investment comumittes o glad  very, very long time, and we
Amung e big puiners were  $38.9 mflilon. The gring were shares it holds. That's a gain of fo tee capilal galns, “they tend  don't worry sbout shoti-tsrm
Almntic  Richifield, Conece, registered by Santa Fe and 168%. to be sort of immateral. fluctuationt in the market,”
. .
How School Fund's Stock Portfolio Has Fared
No. Bhernt Cont Racent Valus Chengt No, Shareg Cont Racent Value Changs
AUTOMOTIVE olLS
176,976 Ford Mower $ 7,282,000 § 8,348.000 -13% 448,000  Atlantic Richfield $ 20,326,000 % 35,168,000 +13%
161,680 General Motors 10,262,000  B771,000 -—14% 232,200  Conoca Ina 5,221,000 10,768,000 +108%
336,480 Exxon Corp. 12,868,000 10,084,000 +5I%
BANKS 330,600 Gul Ol Corp. 8,051,000 14,418,000 +24%
238,000  BankArmerics Corp, 4401000 5904000 +33% 104,000  Haliiburton Co, 7.488,000 8,266,000 +10%
216,800 Chase Manhatian 8,157,000 7,803,000 - I% 215,624 Marathon Oil 4,881,000 10,372,000 +112%
185,600  Chamical New York Corp. 9,286,000  6,080.000 -36% §74,000  Phillips Petroleum 15,280,000 26,547,000 +74%
257,800  Firn Chicago Corp, 5,222,000 3,965,000 -24% 863,200  Mobil Corp, 19,067,000 33,401,000 +76%
22,707 Security Pacdic Corp, 5,640,000  6598,000 +17% 147,262  Stendard Oliof Californh 4,641,000 6,743,000 +88%
361,850  Wenern Bancorporation 6,395,000 10,854,000 +70% 91,300 Standsrd 06 of Indisns 3,190,000 7,385,000 +132%
: 288,000  Standard Oil of Qhio 7,684,000 23,629,000 +200%
BUILDING 344,000 Texaco Inc 9,651,000 10321000 + 4%
418,700 JohayMaavilie Corp. 12,GC8.000 10,082,000 —23%
235,000 ML Industries 4814000 7,214,000 +4@% PAPER PRODUCTS -
195,500 PPG industries 4172000 5828000 +40% 264700  Crown Zellerbach 0.000,000 682,000 + 8%
344,000 Intorrational Paper 14,138,000 12,943,000 -~ 8%
CHEMICALS . ' 114,400  Kimberly-Clark Corp, 3,609,000 4,733,000 +21%
43.080  Allwed Chemxal 2,090,000 1,082,000 ~ 4% 205,000 Scott Paper Co, £,383,000 3,687,000 ~33IN
49020  Americsn Cyanamid £,333.482 4515000 -16% 200,600 St Regis Paper Co, 6,243,000 6,821,000 —10%
152,000 Dow Chamical 2,873,000 4587000 +A0%
244,500 E.L duPont de Nemours 8,682,000 8714000 - 9% PUBLIC UTILITIES
183,000 Eammen Kodek 10,483,000 0422000 ~10% 110,968  Ametican Electric Powsr 3,196,000 2,144,000 -33%
120,000 Harcules [ne 2,310,000 2280000 - 1% 305,000 American Natural Hesources 13,059,000 12,086,000 - %
178,800  Union Carbide $,272000 7,082,000 -24% 365,000  American Tel. & Tl 19,050,000 19,020,000 — 6%
©3,000 Central {llinols Pub. Setv. 2,378,000 1,067,000 -54%
DRUGS 43,400  Columbus & Southern Ohky 1,487,000 038,000 -I6%
59,000 Abbott Laberatorles 2,212,600 2327000 + 6% 64,000 Consalidated Natursl Gas 2,083,000 2400000 +17%
624,000 American Home Products 16,856,000 17,660,000 + 4% 102,019 Consumers Power Co. 4,180,000 2,021,000 —E2%
600,300 Ptizer Ine 18,042,000 23460000 +30% 605,000  Galf States Utliities 10,213,000  €,736,000 -J4%
49400  Aichwrdmom-Merraly 1,095,000 1,160,000 + 8% 427,400  Houston Industries 14,772,000 11,967,000 -19%
442,00¢  Upjohn Co. 18,197,000 20,332,000 +26% 24,000 illinois Power Co. 826,000 468,000 -6i%
. ' 65300  Kansas Gas & Electrie 1,469,000 #40,000 38X
ELECT RICAL 267,800  Panhandle EasternPips Line §,827,000 13,821,000 +56%
181,000 Generst Einctele 7476000  BA26000 +13% BZ200  Pub. Serv. of Indisns 2265000 1830000 —1PK
79700 MeGrew-Edisn 2052000 2072000 + 1% 212200 PubServ. Elec &Ga 5491000 4130000 -24%
165400  RCA Com. 5682000 1.760.000 ~34% 208500  Southern Californis £disan 5,258,000 6,132.000 — 4%
103,685  Sunbean Corp. 23311000 1827000 -—22% 387,150 Southwestern Public Servics 6,004,000 4,867,000 —20%
312,600 Westinghoure Electric 5,769,000 5583000 - 3% 381,600 Taxas Utilities Ca. 7.430,000 6964000 — 8%
166,331 Vicginie Electric & Power 3,726,000 1818000 -651%
FOOD & HOUSEROLD
524,500  Borgen ine. 12,856,000 13,178,000 - 6% ?;11-;:5 mﬁli‘, Storet 6,230,000 BE770D0 + 7%
153400 CPC Inamational 5.050.000  B.IBE.000  +39% 2T14D0  Awccisted Dey Goods  B778,000  4570,000 —48%
204,000 Garwesl Foods F,215,000 6604000 + @% g , 174, Bl T
. 286,900 Federxted Dept. Storm 19,410,000 1,640,000 -~26%
44000 H.. Heim Co. 1,240,000 1,853,000 +31% 355400  Safewsy Stores 16,640,000 14.079.000 —16%
323600 Kraht Inc, 14472000 144%0,000 - - 131600  Sears, Rosbuck & Co, 1312000 2385000 -78%
143,000 Proctor & Gembia 11,419,000 10,308,000 - %
B54.000 Ruirton Puring 10.028,000  9.266,000 - 6% STEEL & (RON }
160,700 Bathiehem Steel Corp, 5,241,000 3,264,000 -38%
(NSURANCE & FINANCE 123,200 Carpenter Technology 1,391,000 3,665,000 +163%
87,600 American General tngursnce 1,641,000 3,510,000 +114% 28,500 1ntend Steel Co. 1,453,000 1,154,000 ~18%
891,000 Capial Holcing Corp. 13,218,000 12.347,000 - 7% 965,100  Netionsl Steal Carp, 4,477,000 2,874,000 -40%
168,050 Caontinantal Corp. 2,006,000 4112,000 +08%
217,000 Liberty National Lifa $.218.000 4813.000 - &% TIRES
270,00 Southwertern Life 6.317.000 10,168,000 “+91% 336,044 Firestons Vire & Rubber 6,242,000 2,082,000 -562%
155,000 C.LT. Finawiad 6,255,000 8,835,000 +40% 392,900 Goodyssr Tire & Rubber 1,183,000 5,068,000 ~30%
504,470 Haousehold Finance 10,444,000 8,016,000 —14%
TRANSPORTATION
MACHINERY 15,200 Nodol;{ & Wenarn Rsilwey :.45:.333 1:2::% ::‘7:
i 345, 20,660, + 268,300 Santa Fe lndustries , 834, 364,
jgg:g gl':kmenc;:i;:;?r 1:,:32,% 3.370,&? H’?: 46,200 Southern Asilwey 2806000 2,832,000 - 8%
590.000  Dewr & Co, 14,954,000 23,081,000 +54% 284,600  Union Pacitic Corp 7,463,000 20,064,000 +168%
186,000 Ingersoii: Rand Co, 10,988,000 10,027,000 Fe WMISCEL LANEOUS
204,000  Avon Products 14,214,000  5587,000 -61%
METALS 485,000  CocaColsCo, 19,406,000 15,474,000 -20%
&17.350  Aluminom Co,of America 18,286,000 21,483,000  +18% 82,600  Corning Glass Warks 4,088,000 4,830,000 +1I%
196,900 Kennecott Copper Corp, 1,262,000 4.543,000 ~37% 136,200 Libbey-Owens-Ford Co. €,365,000 3,336,000 —49%
320,000 Minnesots Mining & Mfg. 18,303,000 15,044,000 -13%
OFFICE EQUIPMENT 300000 Qwenrlilingis Inc. 8,052,000 5715000 -39%
33000 intl Bunness Machines  20,797.000 20685000 - 1% 401,000 United Tachnologies 16,633,000 15,191,000 - I%
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