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POSI TI ON STATEMENT: Answered questions related to the HB 215

ACTI ON NARRATI VE
CHAIR GENE THERRI AULT called the Senate State Affairs Standing

Commttee neeting to order at 3:44:52 PM Present were Senators
El t on, Wagoner, Huggins and Chair Therriault.

CSHB(FI N) 215- PERM FUND CORP. | NVESTMENTS/ REGULATI ONS

CHAIR CGENE THERRI AULT announced HB 215 to be up for
consideration. He asked for an explanation of the regulatory
process that would be used in setting up this new system

JIM BALDW N, Departnment of Law, explained that the new
abbreviated regulatory process is very simlar to the process
used in the Alaska Industrial Devel opment and Export Authority
(AIDEA) and the Al aska Housi ng Finance Corporation (AHFC). Those
processes were enacted in |aw when the corporations argued that
they needed to be nore ninble than the regular |ine agency to
have the ability to adapt to market conditions. AlIEDA needed an
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abbrevi ated adoption process since it was in the housing and
secondary nortgage market.

He noted the conparison between the AS 44.62 regul ati on adoption
process and the proposed process in CSHB 215(FIN). The basic
differences are in the anmpbunts of tinme for public notice and the
anount of tine it takes a regulation to becone effective once
it's filed. Another significant difference is that there is no
Department of Law review and approval by the regulations
attorney. They are effective upon filing with the Lieutenant
Governor's Ofi ce.

DOL is closely involved with the Permanent Fund Corporation and
he suggested DOL woul d be involved in drafting the regulation so
the Permanent Fund Corporation would not escape DOL review or
i nvol venent .

3:48: 01 PM

CHAIR THERRI AULT asked M. Burns to explain the types of
additional investnent opportunities and to review the handout
titled "Al aska Pernanent Fund Corporation Reducing Risk,
I ncreasing Return."

M CHAEL BURNS, CEO, Al aska Permanent Fund Corporation, directed
menbers to the graph on page 4 |abeled "Efficient Frontier." The
horizontal |ine indicates risk according to annualized standard
deviation, and the vertical line indicates annualized return.

The chart shows potential risk and return for various
portfolios under the Fund's current i nvest nment
restrictions (blue line), and under the Prudent
I nvestor Rule alone (red line).

The chart denonstrates that under the Prudent Investor
Rul e, the Fund could potentially earn the same return
as the current portfolio (March 2004 target) with nore
than 3 percent less risk (Expected Return = 8.83). O,
for the same risk the Fund could earn alnost 1 percent
nore return (Standard Deviation = 10.29).

3:50: 39 PM
As previously nentioned, all but six states have adopted the

Pr udent | nvest or Rul e rather than maintaining statutory
i nvestnent |ists.
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CHAIR THERRI AULT asked how availing vyourself of riskier
i nvestment options, would | ower the risk.

MR BURNS initiated the explanation by saying that the
corporation just released one snmall cap manager and hired nine
smal | cap nanagers. Smal | cap investnent IS capacity
constrained. The investnent firms tend to be small and although
they may do a good job of managing $300 million, the staff and
systens are probably insufficient to nanage $500 million. In
addition, the math shows that in the smll cap area of
i nvest nent nmanagenent, it's better to have nore managers to cone
up with nore ideas. O course, that's not the case in all asset
cl asses.

Accordingly, the corporation released the one small cap manager
that was paid $550 nmillion per annum and hired nine nmanagers at
just over $60 mllion apiece. Interestingly, of those nine
managers, between one third and one half wouldn't have been
hired on their own. Together the corporation |liked the way they
fit into the breadth approach of the small cap narket place.

He went on to explain that the investnent key is to try to get
investnents that don't <correlate. The effort is to achieve
bal ance and have assets noving in different directions because
higher risk investnents that are wuncorrelated can give a
portfolio that is less risky. Finally, he nmade the point that
portfolios today are managed as portfolios and not as an asset
cl ass or an individual ownership.

CHAI R THERRI AULT sunmmarized it's the blend of risks.
MR. BURNS sai d yes.

SENATOR CHARLIE HUGE NS asked if hedging is enployed as an
i nvest nent strategy.

MR. BURNS replied an absolute return strategy mght be used to
lock in a percentage and those are basically hedged assets. He
suggested the types of assets wouldn't be dramatically
different; there would be conbinations of 1long and short
strategi es of hedged positions.

3:55: 09 PM

SENATOR HUGGE NS asked if hedging would be a greater part of the
strategy than it is currently.
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MR. BURNS said it would depend on how the market reacts to the
different conditions. Wuat's nost inportant about the statutory
list is its lack of responsi veness to changing market
condi ti ons.

3:56: 01 PM

SENATOR HUGGE NS asked if the Prudent Investor Rule requires nore
or less financial agility.

MR BURNS replied the corporation wuses the term "prudent
investor" because it's wdely known and is the standard that's
used across the country. He read page 1, lines 11 through page
2, line 1 and pointed out it refers to an institutional investor
rat her than a prudent investor.

3:57:32 PM

SENATOR KIM ELTON questioned whether the prudent investor rule
works differently for real estate investnents than for equity
i nvest nents.

MR. BURNS replied the equity investnent process is different
than the real estate investnent process, which tends to be nore
yi el d-driven.

SENATOR ELTON asked if the provisions in HB 215 would apply
equally to the real westate investnent portfolio and to the
equities portfolio.

MR. BURNS sai d yes.

CHAI R THERRI AULT noted the bill had a zero fiscal note. He asked
M. Burns to be aware that sone Senate nenbers have questions on
the bill and they would look to Senator Stedman and Senator
Seekins for a final opinion before it noves to the fl oor.

4: 01: 26 PM
SENATOR WAGONER notioned to report CSHB 215(FIN) and attached
fiscal notes from commttee wth individual recomendati ons.

There being no objection, it was so ordered.

There being no further business to conme before the conmttee,
Chair Therriault adjourned the neeting at 4:01:43 PM
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