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Today’s Agenda

Inflation Proofing Discussion
o Historical Status of the Trust
o Framework for Preserving Principal
o Process for Reviewing the Trust’s Real Value
o Introduction of the Real Value Fund Ratio
o Discussion of the Core Investment Philosophy for the Trust



Historical Status of the Trust
Data as of June 30, 2025
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Historical Inflation Proofing
Through June 30, 2025, APFC Only

The Authority’s APFC Corpus, which has fallen short of the Inflation Proofing Target (“IPT”) since FY2006, was behind the IPT 
by the widest margin to date as of the end of FY2025 ($161 million)

The Authority’s APFC Total market value was ahead of the IPT as of the end of FY2025 by $34 million and has been ahead of 
the Inflation Proofing Target in 27 of the 30 fiscal years

+$34M

-$161M
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Fiscal Year Values

APFC Total

Inflation Proofing Target

APFC Corpus

Inflation Proofing Target = Beg. deposit $204M + 
TLO principal inflows $206M + Inflation $311M

Corpus = Beg. deposit $204M + TLO principal inflows 
$206M + Ad-hoc inflation proofing deposits $150M

Source: APFC records and Callan calculations through June 30, 2025



Framework for Preserving Principal
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Inflation Proofing Versus Sustainable Spending Rate

Inflation-Proofing
The APFC is legislatively required to conduct inflation-proofing appropriations from the Earnings Reserve Account 
(“ERA”) to the Principal on an annual basis to protect the value of the Permanent Fund against inflation (AS 
37.13.145 (c)). 
• Annual transfers are made to inflation-adjust the Principal
• Effectively restricts spendable assets to the ERA balance

Endowment Model
Conversely, most endowments, foundations, and trusts focus on maintaining intergenerational equity by setting, and 
adhering to, a spending rate that does not exceed the asset pool’s long-term expected real return (expected return 
above long-term expected inflation). This preserves the purchasing power of the asset pool through spending 
discipline.

For illustration, if a hypothetical trust has a long-term expected return of 7.3%, and inflation is projected to be 2.5%, 
the trust should not have a spending rate in excess of 4.8% (7.3% - 2.5% = 4.8%). 

The APFC Method Versus the Endowment Model

Source
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Preservation of Purchasing Power
The Trust has a fiduciary responsibility to maintain 
intergenerational equity by preserving the long-term real 
purchasing power of Trust assets

Sustainable Spending Rate
The Trust has an approximate 10-year expected nominal 
return of 7.3%. By adopting an annual spending rate of 
4.5%, which falls below the projected real return of 4.8% 
(assuming a 2.5% long-term inflation rate), the Board has 
set a spending rate that is expected to maintain the long-
term purchasing power of the Trust.

Assessment of Inflation Status
Callan recommends conducting annual reviews of the 
value of the Trust’s principal, adjusted for inflows and 
inflation, to determine real value of the Trust’s principal

New Concept: 
Determination of Discretionary Capital
The Trust’s overall value may potentially grow beyond its 
inflation-adjusted real value. By calculating a Real Value 
Funded Ratio (“RVFR”), representing the Trust’s market 
value divided by the real value of the initial deposit and 
inflows, the Board can determine if the Trust has excess 
capital to invest in discretionary projects.

AMHTA Approach to Inflation
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Establishment of a Process to Review the Trust’s Real Value

The above process is designed to protect the long-term purchasing power of the Trust, ensuring intergenerational 
equity. Each step should be satisfied before advancing to the next step. 
The Real Value Funded Ratio reviews the value of the Trust assets managed by APFC relative to the real value of 
the initial deposit and subsequent contributions. An illustration of the RVFR follows on the next slide.

Determine Discretionary Capital Availability, Ensures Intergenerational Equity

Review Projected Trust Returns and Inflation

Determine Sustainable Spending Rate

Maintain Budget Reserve Balance of 400% Annual Withdrawal

Determine Real Value Funded Ratio (“RVFR”)

Assess Availability and Use of Discretionary Capital
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Illustration of the Real Value Funded Ratio

Above calculation is for illustrative purposes only. Result rounded to the nearest hundredth. 

The above illustrative Real Value Funded Ratio is based upon the following inputs:
• Fiscal Year-Ending Value of Assets Managed by APFC: $754M
• Beginning Deposit of $204M
• Principal Inflows of $206M
• Total Inflation Over Life of the Trust: $311M 

  (uses observed annual CPI figures since inception)

𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 =
$754𝑀𝑀

$204𝑀𝑀 + $206𝑀𝑀 + $311𝑀𝑀
=
$754𝑀𝑀
$721𝑀𝑀

= 1.05
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Real Value Funded Ratio Decision Matrix

The Real Value Funded Ratio can be used to determine if the Trust’s assets are sufficient to consider 
discretionary investment opportunities. A 10% threshold effectively establishes a cushion against 
potential investment volatility. 

Less Than 1.00

The Trust’s value falls below 
the inflation-adjusted value of 

the corpus 

Shortfall is carried forward

No discretionary investments 
considered

Between 1.00 and 1.10

The Trust’s value exceeds 
the inflation-adjusted value of 

the corpus 

Maintain investment 
discipline, fund the 400% 
Budget Reserves balance

Above 1.10

The Trust’s value is more 
than 10% above the inflation-
adjusted value of the corpus

Discretionary investments 
may be considered if Budget 

Reserve balance meets 
400%
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Establishment of a Core Investment Philosophy

Preserve the Trust’s Real Principal

Establish a Sustainable Spending Rate

Real Value Funded Ratio Review

Evaluate Discretionary Capital Uses

1. Real Purchasing Power

A primary fiduciary objective is to maintain the real 
purchasing power of the Trust. This will support 
intergenerational equity and serve as the backstop for all 
subsequent decisions.

2. Sustainable Spending Rate

The Board sets a sustainable spending rate based upon 
the long-term expected return of Trust assets and the 
projected long-term inflation rate, not by past 
performance.

3. Real Value Funded Ratio

The RVFR is a formula-driven assessment of the Trust’s 
overall value relative to its inflation-adjusted basis. A 
RVFR above 1.0 means the Trust’s investments with 
APFC exceed the inflation-adjusted total of contributions.

4. Evaluation of Discretionary Opportunities

If the Real Value Funded Ratio is met, discretionary 
investments made with Trust assets may be evaluated. 
Such investments must compare favorably versus the 
projected long-term return and risk of APFC.
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Information contained in this document may include confidential, trade secret and/or proprietary information of Callan and the client. It is incumbent upon the user to maintain such 
information in strict confidence. Neither this document nor any specific information contained herein is to be used other than by the intended recipient for its intended purpose.

The content of this document is particular to the client and should not be relied upon by any other individual or entity. There can be no assurance that the performance of any 
account or investment will be comparable to the performance information presented in this document. 

Certain information herein has been compiled by Callan from a variety of sources believed to be reliable but for which Callan has not necessarily verified for accuracy or 
completeness. Information contained herein is provided as of the date of this report may not be current.  Callan has no obligation to bring current the information contained herein.

Callan’s performance, market value, and, if applicable, liability calculations are inherently estimates based on data available at the time each calculation is performed and may later 
be determined to be incorrect or require subsequent material adjustment due to many variables including, but not limited to, reliance on third party data, differences in calculation 
methodology, presence of illiquid assets, the timing and magnitude of unrecognized cash flows, and other data/assumptions needed to prepare such estimated calculations.  In no 
event should the performance measurement and reporting services provided by Callan be used in the calculation, deliberation, policy determination, or any other action of the client 
as it pertains to determining amounts, timing or activity of contribution levels or funding amounts, rebalancing activity, benefit payments, distribution amounts, and/or performance-
based fee amounts, unless the client understands and accepts the inherent limitations of Callan’s estimated performance, market value, and liability calculations.

Callan’s market value calculations are intended solely for performance measurement purposes and are determined in accordance with Callan's performance measurement 
methodologies and industry standards. As a result, reported market values may differ from those reported by custodians, accounting systems, or other third parties due to 
differences in valuation sources, methodologies, timing, or accounting conventions. Accordingly, these market values should not be relied upon as the official books and records of 
the portfolio or used for accounting, financial reporting, regulatory reporting, or other non-performance-related purposes unless otherwise expressly agreed upon between Callan and 
the client.

Callan’s performance measurement service reports estimated returns for a portfolio and compares them against relevant benchmarks and peer groups, as appropriate; such service 
may also report on historical portfolio holdings, comparing them to holdings of relevant benchmarks and peer groups, as appropriate (“portfolio holdings analysis”). To the extent that 
Callan’s reports include a portfolio holdings analysis, Callan relies entirely on holdings, pricing, characteristics, and risk data provided by third parties including custodian banks, 
record keepers, pricing services, index providers, and investment managers. Callan reports the performance and holdings data as received and does not attempt to audit or verify 
the holdings data. Callan is not responsible for the accuracy or completeness of the performance or holdings data received from third parties and such data may not have been 
verified for accuracy or completeness. 

Callan does not provide holdings-level monitoring for client portfolios and does not evaluate the appropriateness, risk or characteristics of individual holdings in client portfolios.

Callan’s performance measurement service may report on illiquid asset classes, including, but not limited to, private real estate, private equity, private credit, hedge funds and 
infrastructure. The final valuation reports, which Callan receives from third parties, for of these types of asset classes may not be available at the time a Callan performance report is 
issued. As a result, the estimated returns and market values reported for these illiquid asset classes, as well as for any composites including these illiquid asset classes, including 
any total fund composite prepared, may not reflect final data, and therefore may be subject to revision in future quarters.  

Callan’s services with respect to private markets include qualitative and quantitative due diligence and monitoring of fund managers (i.e., investment managers and general partners) 
and the funds they sponsor (i.e., portfolios).  This may include the review of the investment strategy and team, organizational structure and related matters, historical performance 
and the volatility of returns, portfolio characteristics, and peer comparisons. Callan does not provide holdings-level monitoring for private market portfolios and does not evaluate the 
appropriateness, risk or characteristics of individual holdings in private market portfolios. Callan does not assume any responsibility for the underlying investments held within any 
private market fund or vehicle, including without limitation, the individual portfolio companies, loans, credit instruments, real assets, or other holdings of any such fund or vehicle.

Important Disclosures



14

Certain share classes and/or fee arrangements (including but not limited to reductions or modifications of management fees, performance fees, hurdle rates, and other fee-related 
terms and conditions) may be made available by a manager to current Callan clients.  In the event a share class or fee arrangement is limited to current Callan clients, it means that 
the share class or fee arrangement may not be available and the fees payable to a particular manager may increase if you cease to be a Callan client.  Additionally, since any share 
class or fee arrangement offered by a manager is offered at the manager’s discretion without any input from Callan, the manager may change the fees or discontinue the fee 
arrangement at any time. The existence of a fee arrangement for Callan clients is not an endorsement by Callan of the relevant manager's investment strategy, investment terms or 
any particular investment vehicle and is not intended to constitute investment advice or an investment recommendation. Additionally, Callan’s recommendations are client specific 
based on a number of factors (including fees) and the existence of any share class or any particular fee arrangement with a manager does not necessarily mean that the investment 
is appropriate or recommended for a particular client.

The content of this document may consist of statements of opinion, which are made as of the date they are expressed and are not statements of fact. The opinions expressed herein 
may change based upon changes in economic, market, financial and political conditions and other factors. Callan has no obligation to bring current the opinions expressed herein.

The information contained herein may include forward-looking statements regarding future results. The forward-looking statements herein: (i) are best estimations consistent with the 
information available as of the date hereof and (ii) involve known and unknown risks and uncertainties. Actual results may vary, perhaps materially, from the future results projected 
in this document. Undue reliance should not be placed on forward-looking statements.

Callan is not responsible for reviewing the risks of individual securities or the compliance/non-compliance of individual security holdings with a client’s investment policy guidelines. 

This document should not be construed as legal or tax advice on any matter. You should consult with legal and tax advisers before applying any of this information to your particular 
situation. 

Reference to, or inclusion in this document of, any product, service or entity should not necessarily be construed as recommendation, approval, or endorsement or such product, 
service or entity by Callan. This document is provided in connection with Callan’s consulting services and should not be viewed as an advertisement of Callan, or of the strategies or 
products discussed or referenced herein. 

The issues considered and risks highlighted herein are not comprehensive and other risks may exist that the user of this document may deem material regarding the enclosed 
information. Please see any applicable full performance report or annual communication for other important disclosures.

Unless Callan has been specifically engaged to do so, Callan does not conduct background checks or in-depth due diligence of the operations of any investment manager search 
candidate or investment vehicle, as may be typically performed in an operational due diligence evaluation assignment and in no event does Callan conduct due diligence beyond 
what is described in its report to the client. 

Any decision made on the basis of this document is the sole responsibility of the client, as the intended recipient, and it is incumbent upon the client to make an independent 
determination of the suitability and consequences of such a decision. 

Callan undertakes no obligation to update the information contained herein except as specifically requested by the client.

Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal.

Important Disclosures (continued)



About Callan

Callan was founded as an employee-owned investment consulting firm in 1973. Ever since, we have empowered institutional investor with creative, customized 
investment solutions backed by proprietary research, exclusive data, and ongoing education. Today, Callan provides advisory services to institutional investor 
clients with more than $4 trillion in total assets, which makes it among the largest independently owned investment consulting firms in the U.S. Callan uses a client-
focused consulting model to serve pension and defined contribution plan sponsors, endowments, foundations, independent investment advisers, investment 
managers, and other asset owners. Callan has six offices throughout the U.S. For more information, please visit www.callan.com.

Corporate Headquarters

One Bush Street
Suite 700
San Francisco, CA 94104  

www.callan.com
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Chicago
Denver
New Jersey
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