HOUSE FI NANCE COWM TTEE
January 23, 2007
1:35 p. m

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 1:35:07 PM

MVEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representati ve Ri chard Foster
Representative Les Gara
Representati ve M ke Hawker
Represent ati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas, Jr.

MEMBERS ABSENT

None
ALSO PRESENT

Patrick Galvin, Acting Conm ssioner, Departnent of Revenue;
Dr. Mchael WIIlians, Chief Petroleum Econom st, Departnent
of Revenue; Jerry Burnett, Di rector, Adm ni strative
Ser vi ces, Depar t ment of Revenue; Gary Bader, Chi ef
| nvestment O ficer, Departnment of Revenue; Cheri N enhuis,
Petrol eum Econom st, Departnment of Revenue; Representative
Anna Faircl ough

PRESENT VI A TELECONFERENCE

None
GENERAL SUBJECT(S) :

OVERVI EW DEPARTMENT OF REVENUE BUDGET

The followng overview was taken in log note fornmat.

Handouts wll be on file wth the House Finance Committee
through the 25th Legislative Session, contact 465-6814.
After the 25th Legislative Session they wll be available

t hrough the Legislative Library at 465-3808.
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TI VE SPEAKER DI SCUSSI ON
1:35:16 PM | Co-Chair Meyer |Introduced nenbers of the House Finance
Committee.
1:37: 22 PM | PATRI CK Summarized the responsibilities of the
GALVI N, ACTI NG| Depart nent of Revenue: t he Tax
COW SSI ONER, Di vi si on, Child Support Servi ces
DEPARTMENT OF [Division, the Permanent Fund Dividend
REVENUE Di vision, and the Treasury.
1:39:24 PM | Commi ssi oner I ntroduced nenbers of his nmanagenent
Gl vin t eam Bri an Andr ews, Deput y
Conmi ssi oner wor Ki ng on Treasury
| ssues; Mar ci a Davi s, Deput y
Conmi ssi oner, responsible for gas |ine
and t ax | ssues; Jerry Bur nett,
Legi sl ative Liaison for the Departnent;
Gary Bader, Chief Investnment Oficer;
John Iverson, Director, Tax Division;
Dr. Mchael WIllians, Chief Econoni st
1:42:44 PM | Commi ssi oner Noted that the discussion would focus
Gl vin on projected <crude oil prices and
future projections, Petroleum Profits
Tax (PPT) status, revenue m |l estones,
and the investnent situation.
1:44:35 PM | DR M CHAEL | I ntroduced the topic of Crude QI
W LLI AVS, Prices:
EEEEEI1ST e The Departnent’s official crude
DEPARTMENT — OF oil price forecast for FY 2007 as
REVENUE contained in the Revenue Sources
Book or RSB [ page 97].
e The actual prices for FY 2007 for
the nonths for which we have dat a.
e The volatility of crude oil as
reflected in daily prices.
e The topics or drivers that are
causing volatility
Dr. WIllians referred to a handout
entitled “Crude Ql Prices, State
Revenue & the PPT” (copy on file).
1:46:46 PM |Dr. WIIlians Read from a prepared statement: “Let’s

begin with the Departnent’s official
price forecast for Alaska North Sl ope
crude oil or ANS. The chart presents
prices in dollars per barrel and the
vertical axis goes from $40 to $75.
The horizontal axis contains nonthly
average prices beginning in June 2006

and running through May 2007. The
reason the data begin in June is
because oil prices and production in

June are the basis for royalty and
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production tax paynents in July — the
first nmonth of Alaska's fiscal vyear.”
“The green bars represent our forecast
prices and t he dar k bl ue line
represents actual prices. When we
prepared the forecast we had actual
prices for June, July and August - that
Is the reason they match. Qur crude
oil price forecast for FY 2007 is
$59.15 per barrel - which is the
average of the 12 nonths you see in the
chart. You will note we correctly
predi cted prices declining; however, we
m ssed the exact trajectory.

Moving on to volatility, this chart
contains the daily price of ANS
begi nning with June 1, 2006 and running
t hrough January 18, 2007. You will
note there are sone dranmatic changes.
Prices increase al nost 13% between June
13 and July 14, and then decline nore
than 29% or $22 per barrel between July
14 and Cctober 30. Thereafter, prices
increase 12% by Decenber 15 before
declining another 20% by January 18.
What is causing these dramatic sw ngs?
W1l they continue?

To help you understand the causes of
these price changes, | am going to
di scuss sonme key topics or drivers as |
call them One nust keep in mnd that
the price of an item — any item - is
determined by the relative supply and
demand for the item in the market
pl ace. Crude oil is a commodity that
Is traded on electronic exchanges
wor | dwi de.”

1:47:48 PM |[Dr. WIIlians

“So what are the drivers? Ve wll
begin wth the demand for refined
petrol eum products — things like
gasoline, jet fuel, diesel and heating
oil. Demand is one of the pillars that
determ nes price. In general, greater
demand for a good provides support for
hi gher prices. In the United States,
according to the Anmerican Petroleum
Institute, “... petroleum deliveries, a
nmeasure of demand, fell by roughly 1%
to 20.6 mllion barrels per day [nbd],
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down from 20.8 nbd in 2005, which was
below the 2004 | evel "*, The
International Energy Agency estinmated
that world oil demand in the industrial

countries — countries |ike the US

Japan and CGermany — declined by 0.6%in
2006. However, gl obal denmand increased
due to the increases in Asia and the
M ddl e East. According to a CGitigroup
anal yst “W’'ve entered that era on a
wor | dwi de basis where demand is grow ng
nore slowy.”® The recent declines cone
at a tinme where there has been warm
weat her, so the demand for heating fuel

has been reduced by weat her.

Next, we |ook at another pillar that

hel ps determine price - the supply
si de. In general, greater supplies of
a good [relative to demand] have a
depressing effect on price. Here we

see events t hat have of fsetting
effects. The Organization of Petrol eum
Exporting Countries or OPEC  has
attenpted to stem the price decline by

reducing their producti on. They
consciously reduced output in Decenber,
Cctober and Septenber. They have

publicly stated that they m ght convene
a special neeting to discuss further
production cuts. You should also note
that Angola becane a nenber of OPEC on
January 1, 2007.

Crude oil production in non- OPEC
nati ons has been increasing as has the
i nventories of crude oil. Wth slow ng
demand, the increase in non- OPEC

production has offset the declines by
OPEC. The result has been an increase
in inventories. According to the I|EA
crude oil stocks for the industrial
countries reached their highest |evel
in 20 years in May 2006 and continued
to increase for four of the next siXx
nmont hs. ”

' Anchorage Daily News, “Demand for Petroleum Drops Second Year”, January

20, 2007.
? Ibid.
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“Taken together we see a picture of
decreasi ng demand, increasing supplies
and increasing inventories. VWhat is
causing demand to slow and non-OPEC
supplies to increase? A mmjor factor
is high crude oil prices. Hi gh crude
oil prices translate to high prices for
refined petrol eum products. These high
prices have an inpact on consunption.
It has taken time for the inpact to be
seen, but t he recent consunpti on
statistics reflect the price effect.
On the supply side, the high prices
have led to large oil conpany profits,
which have in turn led to a drilling
and exploration bonanza world w de.
Conmpani es are exploring and devel opi ng
resources around the worl d.

Geopolitical events also contribute to
price volatility. When Venezuel a and
Bolivia talk nationalization, there is
an inpact on the crude markets with a
perception of reduced supply and hi gher
prices. The fighting in Iraqg, Russian
policy changes with regard to energy
devel opnent and ot her event s al

i nfl uence crude oil prices.”

1: 52: 48 PM

Dr. WIIlians

“Pl ease bear with nme as | attenpt to
tie much of this together to help you
understand the functioning of t he

mar ket . A key ingredient in all of
this is what people think the future
holds - their perceptions. If a

refinery operator believes demand 1is
strong and supplies are not forthcom ng
[here you should think of 2004 gl oba
oil demand growth of 3.4% followed by
supply disruptions caused by Hurricane
Katrina in 2005], that operator is
likely to purchase additional supplies
[remenber, after 2004 there is limted
world w de spare crude oil production

capacity]. Now, nultiply this by all
t he refinery operators, airlines,
pet rochem cal plants and one sees
strong demand for crude oil, with the

different nmarket segnments bidding up
the price. Now throw in the financia
sector. Institutional investors see an
opportunity — they too believe demand
is increasing with limted supplies -

House Fi nance Conmmittee

5 01/23/07 1:35 P. M




and they purchase derivatives — further
bidding up the price. This is
basically what happened in 2004 and
2005.

The year 2006 opened wth people
believing [1] there was no price effect
that would danpen oil denmand and [2]
there would be a nasty hurricane season
in 2006 that would reduce oil supplies.
Wth continued wunrest in Irag and
problenms in the Russian oil sector,
this led to the steady increase of
prices that peaked in July. Thereafter
It becane clear that the price effect

was working as demand for oil was
declining, and there were no supply
di sruptions due to hurricanes. In
addition, warm weather reduced w nter
heating oil denmand. The | EA | owered
its demand estimate in  Septenber,

Cct ober, Novenber and January [it was
unchanged i n Decenber].

On a very different but related topic,
the demand for corn has risen as the
demand for ethanol has increased and
corn prices are at 10 year highs.
While crude oil prices are declining,
financial investors still want to earn
a profit in comobdities, so they nay
nove nmoney to comobdities other than
oil — such as corn. The recent freeze
in California has damaged the citrus
crop, so orange juice prices are likely

to increase. Per cepti ons: it may be
easier to nmeke nobre noney in orange
juice and corn than oil. Thus, we
coul d see additional noney exit oil and
enter these other comodities. Thi s

could anplify the downward trend in oil
prices.

In sunmary, when people s perceptions
change, they change their behavior

The advent of conputers and the
internet speed information worldw de
and a change in perception can very
rapidly translate to a change in action

and prices. It is people’ s perception
of future prices that causes them to
t ake action - t hey get their
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information from television or the
internet and make their decisions -
whet her hedging jet fuel purchases for
an airline, purchasing comodities for
an institutional investor, or betting
on price declines at a hedge fund.

Wth regard to prices, we did forecast
the price decline. Further, | believe
prices will remain volatile. Agai n, |
do not think the financial sector
causes the trends; | believe they
anplify the trends. In the short term
there is possible price support from
the recent cold weather that could
stinmulate the demand for heating oil.
Also, if OPEC does decide to further
reduce out put, it can inpact the
mar kets. The two key ingredients: the
suppl y- demand bal ance and peopl e’ s
perceptions of the narkets.”

1:55:46 PM | Dr. WIIlians

“Next, | want to turn to our fal

forecast revenue projections. These
can be found in the Revenue Sources
Book. I wll review our projections,

hi ghl i ght t he I mportance of oi
revenues to Al aska, and describe sone
basic analysis to give you an idea of
where we are today.

Qur official forecast of GCeneral Fund
Unrestricted Revenue for FY 2007 is

$4.9 billion. O the total, $4.3
billion or 88% conmes fromoil. | would
like to review the categories. The
first is Royalty revenue — this does
not include the 25% that goes to the
Per manent Fund or PF. You see we

project about $1.5 billion and this is
based on price, volune and the royalty

rate [about 12.5%. Next is the
production tax — which is the new
Petroleum Profits Tax or PPT that
Comm ssi oner Gl vin w | | di scuss
shortly. Qur estimate is that it wll
generate about $2 billion. The key

aspects here are production volunes,
price, costs and credits. Next on the
list is Income Tax which we project at
about $657 mllion. The drivers for
I ncome tax include prices, production
and sone factors our accountants refer
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to as apportionnment factors. It is
pretty conplicated and | wll not get
into the details now. W project about
$52 mllion from property taxes and
this is based on assessed \value.
Monies from bonus, rents, etc. are
projected at about $51 million and the
recent |lease sale in the Beaufort Sea
in October is the main reason for this
hi gh nunber. Qur projection for non-
oil revenue is about $580 mllion.
This includes nmany other categories
such as alcohol and tobacco taxes,
fines and forfeitures, licenses and
pernmts, investnent incone and other.”

1: 57: 00 PM

Dr. WIIlians

“As you can tell, oil revenue dom nates
the Al aska revenue picture and crude
oil prices and crude oil production
vol unes are the key factors in
estimating oil revenue. To see our
status on these two factors, | conpare
our forecast wth actual prices and
vol unes for the fiscal year-to-date.

In this chart the wvertical axis is
percent change. Qur ANS crude oi
price forecast for FY 2007 that is
published in the RSB is $59.15 per
barrel . ANS crude oil prices through
January 18 average $61.81 which is
$2.66 or 4.3% above the forecast.
Regardi ng ANS crude oil production, our
vol ume forecast for FY 2007 in the RSB
is 739,618 barrels per day [b/d].
Through January 17 ANS crude oil
producti on averaged 722,845 b/d which
s 16,773 b/d or 2.3% below our
forecast. Since oil production in
Alaska is higher during the cooler
nonths, | expect our production vol une
estimate will get cl oser to the
forecast as tinme goes on.

These conclude ny remarks on crude oil
prices and t he revenue f or ecast
published in the Revenue Sources Book.
| would now like to turn the floor over
to Comm ssioner Galvin who will discuss
t he PPT.”

1: 59: 16 PM

Co- Chai r
Chenaul t

Asked if $580 mllion in the non-oi
revenue stream is an increase or
decrease in revenue sources for the
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state fromthe previous year

1:59:52 PM |[Dr. WIIlians

Responded that it is an increase of
|l ess than 1 percent. He referred to
page 9 of the “Revenue Sources Book”
(Copy on File).

2:00:59 PM | Dr. WIIlians

Clarified that it is an increase of 2
percent because investnent incone has
doubl ed.

2:01: 29 PM | Commi ssi oner
Gal vin

Pointed to page 9 and stated that wth
regard to the actual revenue sources,
the anobunt is relatively flat between
FY 06 and what is projected for FY 07
and FY 08. What changes is investnent
income, thus resulting in a higher
nunber .

2:02:22 PM | Co-Chair Meyer

Noted that the price of oil can’t be

controlled, but production can. He
guestioned what is being done to curb
production decline. He inquired about

a production spike in 2012, as shown on
the graph on page 13 of the Fall 2006

Revenue Sources Book. He wonder ed
about current expl oration and
i ncentives.

2:03:33 PM | Conmi ssi oner
Gal vin

Replied that exploration has been
heavier this year conpared to recent
years. He referred to incentive
credits given for exploration and an
increase in exploration, both on the
North Slope and in Cook Inlet. He said
he expects several new off-shore fields
to be added to the projection forecast.

2:05:11 PM | Co-Chair Meyer

Concluded that in 2012 sone additiona
fields would cone on |ine.

2:05:24 PM | Conmi ssi oner
Gal vin

Expl ai ned that devel opnent now in those
fields would lead to production in five
years.

2:05:42 PM | Dr. WIIlians

Referred to page 103 of the Fall 2006
Revenue Sources Book, where Liberty
field cones on line in 2012
Conmi ssi oner Gal vin described the nake-
up of Liberty and the projection that
it could be on line in 2012.

Co-Chair Meyer asked about Shell’s
holdings in the Chukchi Sea area
Conmi ssioner Glvin said there were
currently no leases in that area, but

there were a nunber of Shell |eases in
the Beaufort Sea area. Co- Chair Meyer
noted that the gas pipeline will also

hel p producti on.

2:07:54 PM | Representative
Gar a

Asked for an estinmate of how nmuch nore
revenue there wuld be absent t he
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pi pel i ne shut down.

2:08:07 PM | Dr. WIIlians

Replied that estimates are not up to
date because sone of the production is

still being shut in. Conmm ssi oner
Gal vin added that the estimtes are on-
goi ng.
2:09:11 PM | Representative |Asked how Point Thonpson m ght affect
Gara t he production vol une pi cture.

Comm ssioner Galvin replied that it my
take 10 to 13 years to go from

expl oration to producti on. Dr.
Wlliams said Point Thonpson could
occur without a gas pipeline and, in

this forecast, is scheduled to conme on
line in 2017. The prediction is far
enough in the future as to not i npact
near-term supplies. As a gas cycling
project it is feasible.

2:10: 59 PM | Conmmi ssi oner
Gal vin

Referred to page 6 of the handout

entitled “Crude al Pri ces, State
Revenue & the PPT". He addressed the
PPT True-Up Paynent. Conpani es were

allowed to continue to nake paynents
under the previous tax program until
April 1, 2007, when they wll have to
make the paynent they should have made
during that tine, | ess what they
actually did nake wunder the previous
t ax program Based on forecasts,
paynents should be a little under $1
billion and will be an indication as to
how wel | PPT is worKking.

2:13:16 PM | Commi ssi oner
Gal vin

Noted that there would have to be sone
adjustnents nmade to PPT regulations,
whi ch have not been finalized.
Conmpani es are basing paynents on what
those regulations my be. There are
two regul ati on adjustnent packages set
up. The first one created draft
regul ations and raised the issues of
the transfer of exploration credits,
clarification of |ease expenditures,
overhead rates, ring fencing |osses,
i nformati on reporting requirenents, and
penal ty provisions.

2:17:41 PM | Comm ssi oner
Gal vin

Expl ai ned that the second process

requires final revi ews by t he
Department of Revenue’s Director and
Comm ssi oner, as well as by the

Departnment of Law and the Lieutenant
Governor’s Ofi ce.

2:18:34 PM | Co-Chair Meyer

Asked about the status of PPT and what
the estimate of the surplus for 2007
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m ght be given that production has
stabilized and prices are fluctuating

Commi ssioner @Glvin replied that the
process that generates the Revenue
Sour ces Book bi -annual | y woul d
determ ne that answer. He noted that
it would be premature to nake an
estimate now A better estimate wll
be available in a couple nonths. Dr.
Wllians said he expected it to be
available in April.

2:20: 11 PM

Co- Chair Meyer

Noted that there is a lot of heavy oil
up on the North Sl ope. He wondered if
PPT and the 20 percent credit would
provide incentive to go after that oil.
Comm ssioner @Glvin thought it was too
early to tell. That was one of the
primary objectives of the credit. Co-
Chair Meyer said the conpanies wanted a
40 percent credit. Comm ssioner Galvin
explained how it would be determned if
the credit is effective.

: 35

PM

Dr. WIIlians

Referred to page 85 where alternatives
are presented in the form of three
tables of potential revenues to the
state under different scenari o0s.

: 08

PM

Vice-Chair
Stoltz

Asked if the regulations revert to the
effective date of April 1, 2006.
Comm ssioner Galvin replied that they
do.

: 35

PM

Representative
Hawker

Noted the intent to put together the
best possible information to get to a
projection. He asked if April 1 is the
date for that. Dr. WIlians said that
Is when the new Revenue Sources Book
wi |l be published. Comm ssioner Galvin
related the steps that go into
determining the forecasts and the
timeline for determning the fina
nunber .

: 06

PM

Representati ve
Hawker

Asked if that process will fit into a
90-day session scenario. He predicted
that it would provide the informtion
to the legislature at the end of that
ti mefrane. Comm ssioner @Glvin said
the informati on would be distributed as
it comes in, but the estimte would be
determined at the end of the tine
period and still would be only a
proj ection.

: 07

PM

Representati ve
Hawker

Pointed out that the true-up paynent,
from April 1, 2006, to the end of
Sept enber 2006, - t hr ee cal endar
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gquarters - is estimated to be close to
$1 billion nore than under ELF
Commi ssion Galvin agreed. Co- Chair
Meyer said that with nore production
that nunmber would be even |arger.
Conmi ssioner Galvin added that if the
price or production goes up, that
nunber goes up

2:27: 53 PM

Representati ve
Hawker

Wbonder ed about the percent of increase
over ELF. Dr. WIlliams, referring to
the slide on O Dependency, thought it
woul d be doubl ed. He requested Cheri
Ni enhuis to address that question.

2:29: 27 PM

CHERI

NI ENHUI S,
PETROLEUM
ECONOM ST,
DEPARTMENT  OF
REVENUE

Stated that the increase in FY 07 over
the ELF for a full fiscal year would be
$1.2 billion. That includes the Apri
and May paynents, as well. It would
double in about 5 quarters. Co- Chair
Meyer asked when the fiscal year
started. Ms. N enhuis said it starts
Wi th production on June 1, which would
nean a paynent on July 1.

2: 30: 46 PM

Representative
Kel |'y

Asked what part of the 100 percent
increase relates to the progressivity
pi ece. Ms. N enhuis thought about 10
per cent .

2:31: 20 PM

Representative
Gar a

Thought t hat t he oi | conpani es’
deductions would be seen at the end of
March. He wondered if the deductions
would be taken at the first t ax

reporting period. Commi ssioner Galvin
said he would find out and get back to
Representative Gara. Representative

Gara wondered what the take would be if
the tax was based on a world average.
Comm ssioner offered to provide that
i nf or mati on.

2:33: 04 PM

Co- Chair Meyer

Questioned the definition of world
aver age. Representative Gara responded
with a definition based on last year’s
present ati ons. He pointed out that it
Is up to the Departnent of Revenue to
determ ne that figure.

2:33:50 PM

JERRY BURNETT,
DI RECTOR,

ADM NI STRATI VE
SERVI CES,
DEPARTMENT  OF
REVENUE

In response to a question from Co-Chair
Meyer, said that the Departnent of
Revenue has been working wth the
crui se ship industry regarding head tax
regul ati ons. The expect ed gr oss
revenue from the tax is $50 nillion.
He expl ai ned how the tax would be split
bet ween the Departnent of Environnenta
Conservation for the GCcean Ranger
Program and local conmunities. Co-
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Chair Meyer asked if the noney could be
used for rmunicipal revenue sharing.
M. Burnett said he could not answer
that question. M. Burnett explained
that the other two parts of the cruise
ship initiative that are inportant are
the tax on ganbling and the corporate
i nconme tax. The first returns wll be
from 2007.

2:36:42 PM | Co-Chair Meyer

Not ed that several people were added to
the departnent to deal with the cruise
ship initiative, so the $50 mllion
figure would be a gross nunber. M.
Burnett agreed. He clarified that $4
mllion goes to the Departnent of
Envi r onnent al Conservati on for t he
Ocean Ranger program

2:37: 00 PM | Representative
Hawker

Pointed out that the initiative my
have conflicts wth federal statutes
such as taxation of gamng, which my
pose the risk of authorizing |Indian
gam ng. Comm ssioner Galvin agreed
that it is a legitimte concern and it
I s being | ooked into.

2:38:26 PM | Representative
Hawker

Referred to corporate incone taxes and

an i nt ernati onal treaty ar gunment
regarding taxing foreign registered
vessels at sea. Comm ssioner @Galvin
responded that t he depart ment is
working with the Departnment of Law on
that issue. Representati ve Hawker

referred to Section 3, the conflict
with Marine Transportation Security Act
of 2002, whi ch ar gues t hat t he
desi gnati on of funds under t he
initiative is in conflict with federal
law. He maintained that the initiative
is setting the industry up for a class

action |awsuit. Cormm ssioner @Gl vin
enphasized the intent to avoid such
conflict of interest and |awsuit. He

reiterated that he is requesting |ega
advice on the matter.

2:40:42 PM | Representative
Hawker

Asked what criteria wll be used to
evaluate this issue. Conmmi ssi oner
Glvin said the individual nerits of
the case should be |ooked at. The
| i kel i hood of success and available
al ternatives t hat woul d avoi d t he

exposure, yet fulfill the intent of the
initiative, wll be evaluated. The
anal ysis of the issue should Dbe

advanced so that the departnent can
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pr esent t he i nformati on to t he
| egislature and assessnents can be
made.

2:42:15 PM | Representative
Hawker

Asked if the legal analysis would be
available for use wthin a 90-day
session limt. Comm ssioner @Glvin
affirmed that the material would be
avai l abl e.

2:43: 08 PM | GARY BADER,
CHI EF

I NVESTMENT

OFFI CER
DEPARTMENT  OF
REVENUE

Provi ded nenbers with backup materi al
“Depart nent of Revenue, Treasury,
I nvestment Function” (copy on file.)
He reviewed page 2 and noted that the
treasury: over sees $24.9 billion
manages the cash need of the state and
Al aska Reti r enent Managenent Boar d
(ARMB), manages the ARMB donestic fixed
I ncone assets, nanages the ARMB real
estate investnment trust assets, and
manages three fixed incone investnent
options for the Alaska Student Loan
Cor por ati on.

2:45:38 PM | M. Bader

Revi ewed page 3, “Internally Managed
Portfolio Returns”. He noted that the
Treasury manages sever al accounts

i ncl udi ng: short-term fixed incone,
internmediate term fixed incone, broad
mar ket fixed incone, and ARMB fixed
I ncone. He observed that the Treasury
has exceeded its target rates.

2:48:50 PM | M. Bader

Expl ai ned page 4, “Non- Ret i r enent
| nvestment Returns - Annualized As of
Sept enber 30, 2006”. He enphasized

that the Treasury does not nanage
accounts for the PFD except to invest
the dividend anmobunt for a short period
before distribution. There is a sub-
account in the Constitutional Budget
Reserve Fund (CBRF), which provides
authorization for a b5-year investnent
hori zon. This allows for a nore
aggressive investnent than wth the
mai n_account.

2:51: 01 PM | Representative
Hawker

Referred to the CBRF sub-account and
noted that discussions had occurred for
allowing investnents of the entire CBR
in the sane manner (nmanaged for a 5-
year payout period.) He requested an
opinion from M. Bader on giving
greater investnent authority.

2:52:02 PM | M. Bader

Could not answer the question at this
tinme.

2:52:47 PM | M. Bader

Revi ewed page 6, “One Year Cunulative
Attribution Effects”, a

House Fi nance Conmmittee

14 01/23/07 1:35 P. M




characterization of t he i nvest ment
pension funds and asset classes that
t he pension funds invest in. He noted
that the retirenent fund returns were
11. 46 per cent and benefited by
di versity. The manager effect and
asset allocation were positive.

1 57

PM

M . Bader

Reviewed page 7, “CAl Public Fund
Sponsor Dat abase” which shows the range
of returns of public pension funds. He
noted that Alaska was near the top 8
percent of public pension funds ending
Septenber 30, 2006. The state was in
the 67" percentile in the |ast 7 years.

: 28

PM

M . Bader

Spoke to page 8, “Pension Funds -
Cumul ative Returns Actual vs. Target”.
He observed that the TRS fund tends to
do a little better than PERS. Over
time, the gross returns have exceeded
actuarial returns. Returns over a 15-
year period were 9.01 percent; after
expenses they were 8.7 percent.

: 40

PM

Co- Chair Meyer

Provi ded an overview of the anticipated
House Fi nance Conmittee schedul e,
points  of or der for running the
Conmittee snoot hly and
t el econf erenci ng.

142

PM

Representative
Hawker

Menti oned t he cel | phone rul es.
Di scussion followed regarding conflict
of interest disclosure.

: 53

PM

Co- Chai r
Chenaul t

Spoke to the possibility of a 90-day
sessi on and how it coul d be
acconpl i shed.

1 33

PM

L OQUANNE
CHRI STI AN,

FI NANCE

COW TTEE Al D

| ntroduced staff nenbers and i nformed
the nmenbers  of protocols  of t he
Commi ttee.

1 45

PM

Representati ve
Thomas

Asked how to comunicate wth staff
menbers. Ms. Christian explained that
notes could be distributed through the
Fi nance Committee staff.

140

PM

Co- Chair Meyer

Added that neetings are also televised.
Ms. Christian stated that the boxes are
renoved from the t abl e for t he
subconmi ttee neeti ngs.

114

PM

Co- Chair Meyer

ADJ OQURNIVENT

The neeting was adjourned at 3:16 PM
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