M NUTES
SENATE FI NANCE COMM TTEE
HOUSE FI NANCE COW TTEE
March 1, 2007
9:02 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9:02: 22 AM

PRESENT

Senat or Lyman Hof f man, Co-Chair, Senate Finance Committee
Senator Bert Stedman, Co-Chair, Senate Finance Conmittee
Senator Charlie Huggins, Vice Chair, Senate Finance Commttee
Senat or Kim El ton

Senat or Joe Thomas

Senator Fred Dyson

Senat or Donny O son

Representative Bill Stoltze, Vice Chair, House Finance Conmittee
Representative M ke Kelly
Representative Bill Thomas

Representative Harry Crawf ord
Representative Les Gara

Al so Attending: CARL BRADY, Chair, Board of Directors, Al aska
Permanent Fund Corporation; MKE BURNS, Executive Director
Al aska Per manent Fund  Corporation; M CHAEL O LEARY CFA,
Executive Vice President, Callan Associates, Inc.

Attending via Teleconference: There were no teleconference
partici pants.

SUMVARY | NFORVATI ON
AAl aska Permanent Fund Corporation Presentation
APFC Board of Directors

9:03:40 AM
Co-Chair Stedman introduced and stated the intent of the

presentation was to overview the value of the Al aska Pernmanent
Fund, dividend projections and expected rates of returns. The
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2007  Per nmanent Fund dividend paynments would likely Dbe
approxi mately $1, 000.

9:04: 33 AM

CARL BRADY, Chair, Board of D rectors, Alaska Permanent Fund
Corporation (APFC), inforned that he was recently re-elected to
the position. He introduced other nenbers of the Board, giving
background information on their experiences and qualifications.

9:06: 57 AM

M. Brady announced that the year 2007 was the 30th anniversary
of the formation of the Al aska Per manent Fund.

9:07:40 AM

M. Brady stated that the contribution to the dividend program
was unknown at this tinme. The fornmula is conplicated and could
not be predicted. He told of a business owner from None making
this sane request arguing he needed to know the approximte
amount area residents would receive to allow him to adequately
order nerchandi se.

9:10: 09 AM

M. Brady phil osophized that the past is the past and the future
was unknown.

9:10: 37 AM

M. Brady assured that the Fund investnents were diversified and
woul d continue to becone nore diversified. Performance targets
woul d be net.

9:11: 59 AM

M KE  BURNS, Executive Di rector, Al aska Per manent Fund
Cor poration, had planned to report that the bal ance of the Fund
had reached $38 billion. However, events affecting the Chinese
i nvestnment market had inplications on the worldw de market and
subsequently on the Al aska Perrmanent Fund.

M. Burns instead reported that the balance of the fund "cl osed"
at $37.3 billion on Tuesday. Wile this is a substantial |oss

SFC- 07 (2) 03/ 01/ 07



from "a dollar perspective”, it was not the |largest |oss
incurred in a single day and although the events were
"dramatic", they were not unexpected. That the events happened
as quickly as they did was unexpect ed.

9:13:48 AM

M. Burns furthered that a "correction” such as occurred earlier
in the week was to be expected when investing in public and
private markets. The recent events would have no affect on the
Board's expectations for the Fund's perfornmance.

9:14: 37 AM

M. Burns outlined handout titled, "Al aska Permanent Fund
Corporation Fiscal Performance Summary” [copy on file], which
reads as foll ows.

For the fiscal year 2006

e The Fund returned 11 percent, well ahead of our
benchmar k of 10.5%

e For the first tinme the Fund reached $31, $32, $33, $34

and $35 billion in val ue.

e« We earned $3.1 billion on investnents, and received an
additional $601 mllion in mneral revenues.

e And we paid $689 nillion in dividends, ending the year
with a balance of $32.9 billion, a gain of alnobst $3

billion over FY 05.
For the first six nonths of fiscal 2007:

e The Fund returned 9.6% and cl osed on Decenber 31 with

an unaudi ted value of $36.4 billion.

e Statutory net incone as of Decenber 31 was $1.9
billion. Statutory net inconme was only $257 mllion
for FY 02, the year that falls out of the five-year
average, so we expect dividends will be higher this
fall.

» Performance since Decenber was trending upward, and
the Permanent Fund closed $40 mllion short of $38
billion on Monday.

e Mst of this strong performance is the result of gains
in both US and non-US stocks, and the narkets have
held on to sonme of the gains nade since Decenber 31

9:16: 35 AM
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M CHAEL O LEARY  CFA, Executive Vi ce Pr esi dent, Cal | an
Associates, Inc., gave a presentation titled, "House & Senate
Joint Finance Conmittee Economic & Capital Market Qutlook" [copy
on file.]

9:17:12 AM

M. OLeary noted that this presentation reflected five-year
capital projections and that "very little had changed" from the
prior year.

9:17:27 AM
Page 1

Econom ¢ Forecast: Contai ned Enthusiasm

e Gowh remained robust in 2006, but econony is slow ng
toward trend.

e Qutlook for 2007 depends heavily on whether housing
stabilizes and the effects of the downturn are
cont ai ned.

e Consuners are spending all of their inconme, tax cuts
are over, and the savings rate is negative. Confidence

is high but vulnerable to shocks - housing, war,
econony.

e Decent job growth, inproving real wages, and |ower
gasoline prices will help support consuner spending.

e« US and China will continue to be the primary engi nes
of growt h.

e Ol prices will slide - gradually - but with a new
floor of $50 ($60? $707?).

e Inflation will remain a low level threat; oil prices
are the wild card, |abor costs represent the upside
risk.

e The Fed tightened to 5.25 and paused; the rate cuts
may still be up to a year away.

M. O Leary reported that 2006 was a "record year" in the Fund's
performance. The growh had slowed sonewhat to approximately
three percent, which was close to expectations.

9:21:12 AM
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Page 2

Econony is Slowing After Three Strong Years - How Soft a
Landi ng?

[ Bar graph showing Real GDP - annual percent change, for
the years 1990 through 2007 with a notation that the data
for 2007 is an estinmate. G obal Insight is cited as the
source of the information.]

M. OLeary outlined the information, noting that performnce
had been consistent with expectations.

9:21:36 AM
Page 3

U.S. Economc Gowmh by Sector
[ Spr eadsheet [isting Annual per cent change for t he
foll owi ng conponents:
Real CDP
2002
2003
2004
2005
2006
Direction of Change: Moderating
Consunpti on
2002
2003
2004
2005
2006
Direction of Change: Moderating
Resi denti al | nvestnent

WwwN e
WNOUTOo

W W W NN
N O1© 00~

2002 4.8
2003 8.4
2004 9.9
2005 8.6
2006 -4.2

Direction of Change: Falling Sharply
Bus. Fi xed | nvest nent

2002 -9.2
2003 1.0
2004 5.9
2005 6.8
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2006 7.5

Direction of Change: Surging
Federal Governnent

2002

2003

2004

2005

2006

Direction of Change: W ndi ng Down
State & Local Covt.

PR RARON
©UTw oo

2002 3.1

2003 0.2

2004 0.5

2005 0.5

2006 2.0

Direction of Change: Budget Pressures Easing
Exports

2002 -2.3

2003 1.3

2004 9.2

2005 6.8

2006 8.7

Direction of Change: Surging
| mports

2002 3.4

2003 4.1

2004 10. 8

2005 6.1

2006 5.9

Direction of Change: QO Prices]
Housi ng downturn reduced GDP growth in 3rd and 4th
gquarters of 2006 by 1.2% through direct effect on
construction al one.
M. O Leary overviewed this data. He pointed out that exports
were increasing and that inports were still affected by higher
oi |l prices.
9:22:21 AM
Page 4

Resi dential Construction Overbuilt
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[ Li ne graph denonstrating fluctuations of Residential Fixed
| nvestnent - % of GDP for the years 1970 through 2005.
G obal Insight is cited as the source of the information.]

M. O Leary stated that this chart showed substantial growth in
residential investnent foll owed by a significant downturn.

9:22:35 AM
Page 5

Housi ng Qutl ook: Hitting Bottomin 20077

[Line graph denonstrating MIllions of Units of Housing
Starts overlapped with Year-over-year percent change of
Medi an Existing Single-Famly Hone Price for the years 2001
t hrough 2006. dobal Insight is cited as the source of the
i nformation. ]

M. O Leary remarked that the types of hones were changing and
the nmedian price of honmes was declining. Construction of new
homes had al so decl i ned.

M. O Leary spoke to a recent news release stating that sales of
existing hones increased "sharply" in January 2007. This
information was learned at the same tine information regarding
decreased new housing construction was released. Existing hone
sales are "nuch nore inportant” to the econony than new housing
"starts".

9:23: 50 AM
Page 6

Housing Affordability Deteriorated as Interest Rates Rose

A hi gher index neans homes are nore affordable

[Line Gaph providing detailed status of Affordability
| ndex for Existing Single-Famly Homes for the years 1972
t hrough 2005. G obal Insight is cited as the source of this
dat a. ]

M. O Leary explained that the price of honmes is not the only
factor in whether hones are affordable. Interest rates are also
i mportant.

9:24: 31 AM
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Page 7

Mortgage Equity Wt hdrawal Fuel ed Consumer Spendi ng

[Bar graph depicting the Percent of D sposable |ncone of
Net Equity Extraction for the years 1991 through 2005 and
the first three quarters of 2006. The source of this data
is cited as Federal Reserve - Kennedy/ G eenspan data
updat ed as of Decenber 2006. ]

M. O Leary rem nded that during his presentation given one year
prior, he had enphasized the inportance to consumer spending of
homeowners withdrawing equity in their hones. This was still
inportant but Iless so than Ilast year. This practice had
di mi ni shed as housing prices "softened".

9:25:13 AM
Page 8

Personal Savings Rate Has Fall en Bel ow Zero

[ Li ne graph denonstrating Personal savings rate, percent of
di sposable income for the years 1998 through 2006. The
foll owing events and corresponding affect are pointed out:
9/ 11, Post 9/11 auto incentives, Mcrosoft dividend and
Katrina. dobal Insight is cited as the source of the
dat a. ]

M. OLeary qualified this information excluded hone val ues and
certain investnents, such as 401k plans. The graph did however,
reflect general trends in which rate of savings is | ow

9:25:42 AM
Page 9
However, Enploynent is Still G ow ng
[ Bar graph showi ng Enploynment - percent change, annual

rate, for the years 1999 through 2006. dobal Insight is
cited as the source of the data.]

M. O Leary characterized this as a positive indication of the
econony. Enploynent was growing "at a pretty hefty rate" and
denonstrated "real average hourly earnings growth". The "nmarked
i ncrease" had occurred recently. Previously, a "major source of
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concern” was that the country had been "in econom c recovery"
but wages had not increased.

9:26: 24 AM
Page 10

Wage G owth is Finally Beating Inflation

[Line graph showing the Year-over-year percent change of
Real Average Hourly Earnings Gowth, for the years 2000
t hrough 2006. d obal Insight is cited as the source of this
i nformation. ]

M. O Leary explained that the consuner, "which is over two-
thirds of the econony, has propelled growh over recent years."
The expectation was that disposable incone would grow "a little
bit nmore rapidly than consunption during '27."

9:27: 00 AM
Page 11

Spendi ng Has Qut paced | ncone G ow h;

Some Rebuil ding of Savings is Likely

[Bar graph showing Percent Gowh of Consunption and
Di sposable Incone for the years 2003 through 2006 and
estimated figures for 2007. Gobal Insight is cited as the
source of this information.]

M. O Leary explained this graph depicts "the share of nationa
incone for enployee conpensation and economc profits". He
furthered, "Profits have done extraordinarily well,” which has
"not gone unnoticed in Wshington" ©D.C. Policy changes 1in
taxation on profits would not surprise him

9:27:57 AM
Page 12
Productivity G owth Has Boosted Corporate Profits to Record
Level s
[Line graph denonstrating Percent of National Incone of

Enpl oyee Conpensation and Econonmic Profits for the years
1999 through 2006. d obal Insight is cited as the source of
this information.]
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Page 13

An I ncredible Run for Corporate Profits;

Return to Earth?

[ Bar graph showi ng Percent Change of Profits with |IVA & CCA
for the years 1990 through 2005 and an estimated anount for
2006. Gobal Insight is cited as the source of this
i nformation. ]

M. O Leary reported that corporate profits, wth inventory
adj ust mrents were al nost 20 percent in 2006.

9:28:13 AM
Page 14

Manufacturing Capacity Utilization Reaching the Trigger
Poi nt for Investnent

1960- 2002 average = 81.2

[ Line graph denonstrating the percentage fluctuations for
the years 1970 though 2006. d obal Insight is cited as the
source of this information.]

M. O Leary shared that econom sts used to aver that 80 percent
capacity utilization required new capacity. This |evel of
capacity had finally been reached, which had hel ped support an
i ncrease in business investnent.

9:28:43 AM
Page 15
Capi tal Spending on Business Equipnment is Still G ow ng
[ Line graph showing fluctuations of $Billions on Unfilled

Orders (Nondefense capital goods excluding aircraft) for
the years 1998 through 2006. d obal Insight is cited as the
source of this information.]

M. O Leary pointed out that spending on business equi prent had
i ncreased substantially.

9:28: 58 AM

Page 16
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Non- Resi dential Construction is Taking the Lead

[Line graph denonstrating the (4-quarter percent change)
fluctuations of Real GDP, Equipnent & software, and
Buil dings for the years 1990 through 2006. d obal |nsight
is cited as the source of this information.]

M. O Leary outlined this data.
9:29:32 AM
Page 17

Fed WI|l Have Roomto Cut Interest Rates in 2007

[ Line graph showi ng the percentage fluctuations of Federa
Funds and 10-Year Treasury Yield for the years 1999 through
2006. Gdobal Insight is <cited as the source of this
i nformation. ]

M. O Leary commentated, "It's difficult to recall, but it just
was a few years ago, federal funds were at the one percent |evel
in "'03 and early '04. They're now 5.25." Ten Year Treasury Rates
had increased "but no where near as nuch". Therefore, the
current situation was an "inverted yield curve - short rates are
higher than Jlonger rates."”™ Arguably, this had discouraged
i nvestment and has been a predictor of every recession. However,
such inversions has occurred in the past with no recession
resulting. The amount of the current inversion was nodest, but
still should be noted.

9:30: 48 AM
Page 18
Federal Budget Deficit Has Actually Done Better Than
Expect ed
[ Bar graph depicting deficit or surplus in Billions of

Dol I ars, Fiscal Years, for the years 1990 through 2006, and
projections for the years 2007 through 2010. d obal |Insight
is cited as the source of this information.]

M. O Leary remarked that the inpact of the aging baby booner
popul ati on woul d becone prom nent. Federal revenue was (greater
than anticipated and subsequently the budget deficit was |ess
t han anti ci pat ed.
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9:31: 20 AM
Page 19

The U. S. Current Account Deficit: Peaking at Last?

[Bar graph depicting the Current Account Deficit and
Deficit as % of GDP in the Billions of Dollars for the
years 1970 through 2006 and projections for the years 2007
t hrough 1020. G obal Insight is cited as the source of this
i nformation.]

Page 20

US Export Gowh Catches Up to Wrld Trade Gowth -
Falling Dol lar Hel ps

[ Bar graph show ng Percent Change, Real Dollars for US.
Export G owh and World Inport Gowh (Excluding U S.), for
the years 1991 through 2006 and a forecast for 2007. d obal
Insight is cited as the source of this information.]

M. O Leary characterized the Current Account Deficit as "huge"
but that it appeared to be "peaking as a percent of CGDP "[gross
donmestic product]. This was largely because export growth had
been "strong".

9:31:41 AM
Page 21

Inflation R sk Remai ns Mdest

» Despite soaring energy and commodity prices, inflation
is contained. Qutside energy, core inflation has noved

past the Fed's "confort zone", but shows signs of
noder at i ng.

« US is the nost susceptible to inflation anong
i ndustrialized economes - only one wth above trend
gr owt h.

» Consuner prices surged at tines during 2005-06, but
came in at 2.5% for the year, down from the 3.4%
record in 2005.

e Strong productivity growh and nobdest wage inflation
keep prices in check.
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* Gl prices in the $50-60s don't seem to nean as nuch
to the U S. econony as once suspected - one of the
consequences of a service econony.

e Gowh in Europe remains below trend and unenpl oynent

rates are high. Japan is still shaking off the effects
of a decade of deflation.
e Wile US. capacity is stretched, large anmounts of

spare capacity exist in other parts of the world.
China and other Asian countries continue to export
defl ati on.

M. O Leary outlined this information
9:32:16 AM
Page 22

Inflation Has Ticked Up...

Year - Over - Year Change in Consuner Prices

[ Line graph showing the percentage fluctuations of CPlI -
Core and CPI Al Uban Cons, for the years 2001 through
2006. The current CIP - Core is specified as 2.57 percent
and the current CPI Al Uban Cons is specified as 2.54
percent. ]

M. OLeary identified this page as "a conparatively short-term
picture of inflation, the rates of change." The tendency was to
focus on the core consuner price index (CPl).

9:32:40 AM
Page 23

...But Perspective is Necessary

Year - Over - Year Change in Consuner Prices

[Line graph containing the information depicted on the
previ ous page extended to include the years 1980 through
2006. ]

M. O Leary noted this page provided a |longer term context. He
opined, "It's hard to believe that in the late '70s and early
'80s we were thinking about inflation rates in excess of 12
percent.” The inflation rate had decreased substantially and
"while there's been a great deal of volatility, particularly on
a nonth-to-nonth basis and particularly when you |ook at the
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series that includes energy and food"

conparatively |ow | evel s.

9:33: 24 AM

Page 24

The Capital Markets - Context
for Investors Over the Last Seven Years
[ Spreadsheet containing the follow ng information
Broad U.S. Stock Market

WIld Ride

Russel
2000
2001
2002
2003
2004
2005
2006

3000
-7.46
-11. 46
-21.54
31. 06
11. 95
6.12
15.72
Aver age Annual Return
Five Years 2002-06
Ten Years 1997-06
Fifteen Years 1992-06

S&P Super Conposite 1500

2000
2001
2002
2003
2004
2005
2006

Large Cap
Russel
2000
2001
2002
2003
2004
2005
2006

SFC- 07

-6.98
-10.64
-21.31
29. 59
11.78
5. 66
15. 34
Aver age Annual Return
Five Years 2002-06
Ten Years 1997-06
Fifteen Years 1992-06
U S. Stocks
1000
-7.79
-12. 45
-21.65
29. 89
11. 40
6. 27
15. 46
Aver age Annual Return

(14)

t he

rate had "stayed at

7.17
8. 64
10. 79

6.79
8. 83
10. 89
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S&P 500
2000
2001
2002
2003
2004
2005
2006

Smal | Cap
Russel
2000
2001
2002
2003
2004
2005
2006

S&P 600
2000
2001
2002
2003
2004
2005
2006

Fi ve Years 2002-06
Ten Years 1997-06
Fi fteen Years 1992-06

-9.10
-11. 88
-22.10
28. 80
10. 88
4. 91
15. 79
Aver age Annual Return
Five Years 2002-06
Ten Years 1997-06
Fifteen Years 1992-06
U. S. Stocks
2000
-3.02
2.49
-20. 48
47. 25
18. 33
4. 55
18. 37
Aver age Annual Return
Fi ve Years 2002-06
Ten Years 1997-06
Fifteen Years 1992-06
Smal | Cap
11. 80
6. 54
-14. 63
38.79
22. 65
7.68
15. 11
Aver age Annual Return
Five Years 2002-06
Ten Years 1997-06
Fifteen Years 1992-06

Non-U. S. Stock Markets

EAFE ($US)
2000 -14. 17
2001 -21. 44
2002 -15. 94
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6. 82
8. 64
10. 80

6. 19
8.42
10. 64

11. 39
9. 44
11. 47

12. 49
11. 57
13. 24
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2003
2004
2005
2006

38.59

20. 25

13.54

26. 34
Aver age Annual Return
Five Years 2002-06 14. 98
Ten Years 1997-06 7.71
Fifteen Years 1992-06 7. 86

Fi xed I ncome Markets
LB Aggregate

2000 11. 63

2001 8.63

2002 10. 26

2003 4.10

2004 4,33

2005 2.43

2006 4. 33
Aver age Annual Return
Five Years 2002-06 5. 06
Ten Years 1997-06 6. 24
Fifteen Years 1992-06 6. 50

Citi Non-US Bonds

2000 -2.63

2001 -3.54

2002 -21.99

2003 18. 52

2004 12. 14

2005 -9.21

2006 6. 95
Aver age Annual Return
Five Years 2002-06 9.50
Ten Years 1997-06 4,70
Fifteen Years 1992-06 6. 35

Cash Mar ket
90-day T-bill

2000 6.18

2001 4,42

2002 1.78

2003 1.15

2004 1.33

2005 3.07

2006 4.85
Aver age Annual Return
Five Years 2002-06 2.43
Ten Years 1997-06 3.81
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Fi fteen Years 1992-06 4.00

I nflation
CPI - U*

2000 3.39

2001 1.55

2002 2.38

2003 1.88

2004 3.26

2005 3.42

2006 2.54
Aver age Annual Return
Fi ve Years 2002-06 2.69
Ten Years 1997-06 2.43
Fifteen Years 1992-06 2.57

*Annual CPl-U data are neasured as year-over-year change.]

M. O Leary pointed out that 2000 through 2002 were the three
years of the bear market. He listed the investnment categories.

M. OLeary directed attention to the ten year average annua
return, which includes the "worst bear market since at | east

'73-'74, and arguably since the 1930s." It also includes "a very
strong recovery subsequent to that bear narket." He highlighted
sone of the asset categories. This information is wuseful in

consi deration of capital market projections.
9:35: 03 AM
Page 30

2007 Capital Market Projections
[ Spreadsheet containing the follow ng information.
Asset Class: Equities
Broad Donestic Equity
| ndex: Russell 3000

Proj ected Annual Return-Real: 9. 00%
Proj ect ed Annual Return-Noni nal: 6. 25%
Projected Standard Devi ation (R sk): 16. 90
Proj ected Yield: 2.10
2006 Projections: 9. 00% 16. 90

Large Cap
| ndex: S&P 500
Proj ect ed Annual Return-Real: 8. 85%
Proj ected Annual Return-Non nal: 6. 10%
Projected Standard Deviation (R sk): 16. 40
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Projected Yield:

2006 Projections: 8. 85% 16. 40

Smal | /M d Cap
| ndex: Russell 2500
Proj ected Annual Return-Real:
Proj ect ed Annual Return-Nom nal:
Projected Standard Devi ation (Ri sk):
Projected Yield:

2006 Projections: 9. 85% 22.70

I nternational Equity
| ndex: MSClI EAFE
Proj ect ed Annual Return-Real:
Proj ected Annual Return-Noni nal:
Projected Standard Deviation (R sk):
Proj ected Yield:

2006 Projections: 9. 20% 20.10

Enmergi ng Markets Equity
| ndex: MSCI EMF
Proj ected Annual Return-Real:
Proj ect ed Annual Return-Nom nal:
Projected Standard Devi ation (R sk):
Projected Yield:

2006 Projections: 9. 80% 32.90

Asset O ass: Fi xed | ncome

SFC- 07

Donesti c Fi xed

| ndex: LB Aggregate

Proj ected Annual Return-Real:

Proj ect ed Annual Return-Nom nal :

Projected Standard Deviation (R sk):

Projected Yield:

2006 Projections: 5. 00% 4.50
Def ensi ve

| ndex: LB Gov't 1-3 Year

Proj ect ed Annual Return-Real:

Proj ected Annual Return-Noni nal:

Projected Standard Devi ation (R sk):

Proj ected Yield:

2006 Projections: 4. 25% 2.30
TI PS

| ndex: LB TIPS

Proj ected Annual Return-Real:

Proj ect ed Annual Return-Nom nal :

Projected Standard Deviation (R sk):

Projected Yield:

2006 Projections: 4. 65% 6. 00

(18)

ANRFE D g b~ DN Ol

rODNDS

. 20

9. 85%
7.
2
1

10%

. 70
. 20

9. 20%
6. 45%
0.
2.20

10

9. 80%
7. 05%
2.

0. 00

90

. 25%
. 50%
. 50
. 25

. 25%
. 50%
. 30
. 25

. 90%
. 15%
. 00
. 90
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Hi gh Yield

| ndex: SCFB High Yield

Proj ect ed Annual Return-Real: 7.00%
Proj ect ed Annual Return-Noni nal: 4.25%
Projected Standard Devi ation (R sk): 11. 50
Projected Yield: 7.00
2006 Projections: 6. 75% 11. 40

Non US$ Fi xed
I ndex: Citi Non-US Gov't
Proj ected Annual Return-Real: 5.15%
Proj ected Annual Return-Nom nal: 2.40%
Projected Standard Devi ation (R sk): 9. 60
Projected Yield: 5.15
2006 Projections: 4.90% 9. 60

O her

Real Estate
| ndex: Callan Real Estate
Proj ect ed Annual Return-Real: 7.60%
Projected Annual Return-Nom nal : 4. 85%
Proj ected Standard Deviation (Risk): 16. 50
Projected Yield: 6. 00
2006 Projections: 7.60% 16. 50

Private Equity
| ndex: VE Post Venture Cap
Proj ected Annual Return-Real: 12. 00%
Proj ect ed Annual Return-Noni nal: 9. 25%
Projected Standard Devi ation (R sk): 34.00
Projected Yield: 0. 00
2006 Projections: 12. 00% 34.00

Absol ute Return
| ndex: Callan Hedge FoF
Proj ected Annual Return-Real: 6. 50%
Proj ected Annual Return-Non nal: 3. 75%
Projected Standard Deviation (R sk): 9.70
Projected Yield: 0. 00
2006 Projections: 6. 50% 10. 20

Cash Equi val ents
| ndex: 90-Day T-Bill
Proj ect ed Annual Return-Real: 4. 00%
Proj ect ed Annual Return-Noni nal: 1.25%
Projected Standard Deviation (R sk): 0. 80
Projected Yield: 4. 00
2006 Projections: 4. 00% 0. 80

Inflation
| ndex: CPI-U
SFC- 07 (19)
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Proj ect ed Annual Return-Real: 2. 75%
Projected Standard Devi ation (R sk): 1.40
2006 Projections: 2. 75% 1.40

M. O Leary noted that the five year projections were unchanged
fromthe previous year

9:35:54 AM
Page 26

Donesti c Fi xed | ncone

Lehman Aggregate Index - Daily Yield to Wrst from 1/1/01
to 12/ 31/ 06

[Line graph depicting the Yield to Maturity (%
fluctuations between 3.0% and 6.5% for the odd-nunbered
mont hs between January 2001 and Novenber 2006. Sever al
specific dates are highlighted.]

M. O Leary deened the Lehnan Aggregate |Index "a good neasure of
the investnment grade bond market." The final rate reported for
the year 2006, dated Novenber 16, was 5.34 percent. He stated,
"As |'ve told you in the past, this is our basic building block
when we start making projections.”

9:36: 21 AM

Page 27

Donesti c Fi xed | ncone

Current Yield is a Strong Predictor of Returns

Lehman Aggregate Index 5 Year Returns vs. Lagged Yield to
Wor st

[ Li ne graph containing Five Year Return (% Annualized) and
Yield to Wrst (% Lagged) between 2% and 22% of Five Year
Annual i zed Return (t) and Yield to Wrst (t-5) for the
years 1981 through 2007 and projections of Yield to Wrst
(t-5) for the years 2007 through 2012.]

M. O Leary cautioned against "naively" assumng that the
current bond market yield would remain unchanged for the next
five years. This graph denonstrates the actual five-year return
for bonds and the Yield to Wrst "and just pushes it ahead five
years." This methodology is "not perfect but it's a pretty good
predi ctor of bond nmarket returns.”
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9:37: 08 AM
Page 28

Equity Appears to be Reasonably Priced

Trailing P/E Approaching Long- Run Aver age

[Line graph showing the fluctuations of the Price to
Earnings Ratio for S&P 500 (1954-2006) superinposed on the
Long- Run Average of approximately 16 percent and a -2 Std

Dev. and a +2 Std. Dev.

A notation reads: Trailing earnings as reported for the
fiscal year; includes negative earnings from 1998 onward. ]

M. OLeary noted that the five-year projection for nomna
stock returns was unchanged in |arge part because stocks do not
appear to be excessively valued. Stock values were "very close”
to the long term average. If a significant earning decline were
expect ed, stocks woul d not be underval ued.

9:38: 00 AM
Page 29
Donestic Equity vs. Bond Yields

S&P 500 Earnings Yield vs. 10-Year Treasury Yield
[ Li ne graph showing Yield (%9 of S&P 500 Earnings Yield and
10- Year Treasury Yield for the years 1981 t hrough 2006. ]

Rati o of S&P 500 Earnings Yield and 10-Year Treasury Yield

[ Line graph showing Yield Ratio for the years 1980 through
2006 with specific periods highlighted. Those include Peak
of interest rates and inflation in 1982; 1987 Mrket Crash;
Fed tardy in lowering interest rates in 1992 and 1993; Fed
raises interest rates to ward off inflation in 1995; Rising
rates, falling earnings in 1999 and 2000; and Stocks
Underval ued? Return to an old regine? in 2003 through
2006. ]

M. OlLeary informed of another nethod to determ ne stock
val uations by conparing stocks to bonds. He told of a nodel
introduced by former Chair of the Federal Reserve Board, Al an
Greenspan, which "contrasted the earnings yield on the stock
market with the 10-year treasury". The graphs on this page
utilized that nodel.
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M. O Leary stated, "The earnings yield is the reciprocal of the
price earnings ratio." Therefore the earnings yield would be
five if the price earnings ratio was 20. A price earnings ratio
of 50 would result in an earnings yield of two. These graphs
illustrate that over the |ast two decades, stocks earnings yield

relative to the 10-year treasury "looks pretty attractive
today." He cautioned that this "gap could of course be closed”
with increasing interest rates or wth earnings declining;
however, in conparison with high quality bonds, stocks "do not

| ook expensive".
9:39:35 AM

Page 31

Current Policy wth 2007 Projections

Asset Mx Alternatives Optim zation Set: 2007

[ Spreadsheet containing the follow ng information.
Portfolio Conponent: Large Cap

Max: 100%
Mx 1: 14%
M x 2: 19%
Mx 3: 25%
APFC2006: 29%
M x 4: 32%
M x 5: 38%
Portfolio Conmponent: Small/Md Cap
Max: 100%
Mx 1: 4%
Mx 2: 5%
Mx 3: 7%
APFC2006: 5%
M x 4: 8%
M x 5: 10%
Portfolio Conmponent: International Equity
Max: 100%
Mx 1: 6%
Mx 2: 9%
Mx 3: 12%
APFC2006: 16%
M Xx 4: 15%
M x 5: 19%

SFC 07 (22) 03/ 01/ 07



Portfolio Conmponent: Energing Markets Equity

Max: 100%

Mx 1: 1%

Mx 2: 1%

M x 3: 2%

APFC2006: 3%

M Xx 4: 2%

M x 5: 3%

Portfolio Conponent: Donestic Fixed
Max: 100%

Mx 1: 59%

Mx 2: 48%

M x 3: 36%

APFC2006: 25%

M x 4: 24%

M x 5: 12%

Portfolio Conmponent: Non US Fi xed
Max: 100%

Mx 1: 5%

Mx 2: 4%

Mx 3: 3%

APFC2006: 4%

M x 4: 2%

M x 5: 0%

Portfolio Conponent: Real Estate
Max: 100%

Mx 1: 5%

Mx 2: 6%

Mx 3: 7%

APFC2006: 10%

M x 4: 9%

M x 5: 10%

Portfolio Conponent: Absolute Return
Max: 4%

Mx 1: 4%

Mx 2: 4%

Mx 3: 4%

APFC2006: 4%

M x 4: 4%

M x 5: 4%

Portfolio Conponent: Private Equity
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Max: 4%
Mx 1: 2%

M x 2: 4%
Mx 3: 4%
APFC2006: 4%
M x 4: 4%
M x 5: 4%
Portfolio Conponent: Cash Equival ents
Max: 100%
Mx 1: 0%
Mx 2: 0%
Mx 3: 0%
APFC2006: 0%
M Xx 4: 0%
M x 5: 0%

Totals for the asset mxes are listed as foll ows:

Total s

Mx 1: 100%
Mx 2: 100%
Mx 3: 100%
APFC2006: 100%
M x 4: 100%
M x 5: 100%
Expected Return
Mx 1: 6. 50%
Mx 2: 7. 00%
M x 3: 7.50%
APFC2006: 7.84%
M x 4: 8. 00%
M x 5: 8. 50%
St andard Devi ati on
Mx 1: 6. 64%
Mx 2: 8. 33%
M x 3: 10. 16%
APFC2006: 11.50%
M x 4: 12. 10%
M x 5: 14. 09%

Shar pe Ratio
Mx 1: 0. 38%
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Mx 2: 0. 36%

Mx 3: 0. 34%
APFC2006: 0.33%
M Xx 4: 0. 33%
M x 5: 0. 32%

A notation reads as foll ows:
Note that the APFC s inplenentation of donestic and
international equity 1is acconplished through both
gl obal and donestic/international portfolios. The
current inplementation plan has 14% allocated to
gl obal portfolios funded through 7% reductions in both
i nternational and donestic |arge cap.]

M. O Leary posed the question of "what does all this nean.” He
responded that the assunptions were input to an "optimzer" to
devel op efficient portfolios. The Pernmanent Fund existing policy
had been included as a point of reference. Utilizing the new
capital market assunptions, a return of 7.84 percent was
expect ed. This contrasted wth the 7.77 percent return
proj ection devel oped utilizing the previous year's assunptions.

9:40: 29 AM
Page 32

Efficient Frontier G aph
[Line graph conparing Projected Return to Projected Risk
with APFC2006 specified at approxinmately 7.8 percent. A
notati on reads as foll ows.
Current policy is essentially on the efficient
frontier. Note that this efficient frontier was
devel oped wusing constraints in allocation both for
private equity & absolute return strategies.]

M. O Leary asserted that the Al aska Permanent Fund policy was
"right on the efficient frontier".

9:41: 01 AM

Co-Chair Stednman, referring to the informati on on Page 31, spoke
to the correlation between the Alaska Permanent Fund and the
Public Enployee Retirenent System (PERS) and the Teacher
Retirement System (TRS) trust, with regard to the portfolios,
long term returns and targets. He requested additional
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explanation of the "matrix", specifically to the 2006 target
return of 7.84 percent for the Permanent Fund. He al so asked how
the target could be increased to nine or ten percent and the
risk associated with such a change. He suggested this could be
considered for the retirenment trust.

9:42:13 AM
M. O Leary gave the follow ng response.

First let me be sure that everybody understands this table
and then 1'Il get to the question.

What we said to the conputer, was "W want the |owest risk
portfolios between 6.5 percent and 8.5 percent; and we want
to look at basically five, so that there are neaningful
di fferences." Then we added in the Permanent Fund.

"Large Cap" refers to large cap US Equities. "Small to Md
Cap" refers to small to md-cap donestic equities.
International Equities; Enmerging Mrkets Equity; Donestic
Fi xed; Non US Fixed incone; Real Estate, Absolute Return;
Private Equity, and Cash. Those are the asset categories
t hat were consi dered.

W constrai ned Absolute Return to four percent. W said you
can't use nore than four percent in absolute return. That's
hedge funds - [indiscernible] funds and Private Equity. The
reason that those were constrained is it's very difficult
for a fund of this size to get a lot invested. The
Per manent Fund has been noving to get invested in private

equity for several years, and has a plan - has nade
comm tnents, but the noney hasn't actually been drawn down.
Those were practical limtations.

9:44: 00 AM

M. OLeary directed attention to Page 30, instructing the
Committee to "scan down this |list of projected returns", and
cont i nued.

You can see that the highest projected return is 12 percent

for Private Equity. So theoretically one could have a
portfolio of a hundred percent private equity and hope to
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earn 12 percent. It would clearly be inprudent, nobody's
suggesting that.

M. O Leary returned to Page 31 and pointed out that the Mx 5
scenario would have an expected rate of return of 8.5 percent.
The percentages of "Standard Devi ation"” increased for each asset
category listed. The Mx 5 scenario contained only 12 percent of
Donestic Fixed and no international fixed incone.

M. O Leary continued:

So it's basically 88 percent in equity-linked investnents.
Real estate equity is equity. Absolute return is hopefully
nore bond-like in wvolatility, but is taking aggressive
positions. The rest of the portfolio would largely be in

publicly traded equity - donestic and international |arge
and smal |

Pragmatically, | guess where I'm going M. Chairman, is to
say, | think you can get up and plan such as the retirenent
board, have targets near the eight percent level, in
today's environment, if you agree that inflation is going

to be 2.75 or that order of nagnitude.
9:46:16 AM

M. O Leary cautioned, "It's tough to get nuch higher than 5.25
percent real return.”

9:46: 33 AM

M. O Leary spoke of treasury protected inflation securities
(TIPS) as foll ows.

TIPS today ...has no credit risk -obviously, there's nothing
[of] higher quality - treasury obligation. But they have an
inmplicit real return of just alittle bit over two percent.

The real return from the highest investnent grade bonds is
somewhere south of three percent.

M. O Leary concl uded:
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The nore of your portfolio that you have in investnent
grade bonds the nore difficult it is to achieve a real
return on the total portfolio in excess of five percent.

9:47:19 AM

Co-Chair Stedman surmsed that increasing the target rate of
return from eight percent to ten to twelve percent would
substantially increase volatility, which was reflected as a
standard devi ati on.

9:47:50 AM

M. O Leary affirmed. He expl ained standard deviation, utilizing
Mx 4 as an illustration.

The mddle of a distribution of possible outcones is eight
percent with that policy. A standard deviation of 12-1 says
that in a year that policy m ght produce between plus 20.1
percent or a negative return of 4.1 percent. That's one
standard deviation. Two standard deviations in a one-year
period doubl e that nunber.

That's the range; huge increase in volatility. I'mgoing to
put it in context. The bear market that we were in was nore
than a two standard deviation event. So those things do
happen. They don't happen, fortunately frequently, but they
do happen.

An investor who has a super aggressive strategy, that is
al nrost 100 percent equity, is taking on the volatility. |If
they can stay the course and don't need the noney, they may
be nuch better off in the long run. But they have to live
t hrough the shorter run.

9:49: 30 AM

Co-Chair Hoffman attenpted to correlate the presentations of M.
Burns and M. O Leary. M. Burn's presentation stated that the
Fund returned 11 percent in 2006, which was "well ahead" of the
benchmark of 10.5 percent. Co-Chair Hoffrman asked if this was
the expected return cited in M. O Leary's presentation as well.

9:49: 50 AM
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M. O Leary answered it was.
9:49: 54 AM

Co-Chair Hoffman shared that when he first began his service in
the Al aska State Legislature, the balance of the Permanent Fund

was $8 billion. The Fund woul d soon exceed $40 billion, and at a
seven or eight percent rate of return the Fund woul d exceed $50
billion shortly. Gven the five-fold increase of the Fund from
$8 billion to $40 billion, he predicted the Fund bal ance coul d
soneday be in excess of $200 billion.

9:51: 13 AM

M. O Leary characterized this as "the nmagi c of conpoundi ng."
9:51: 15 AM

Co- Chair Hof f man asked whether the Fund's Board of Directors had
contenplated how large the Fund should grow and the point in
whi ch the "philosophy” of inflation proofing should be changed.
Inflation proofing would "take larger and |arger chunks of the
Fund" as the balance of the Fund increases. He asked the point
that the Legislature would begin utilizing a portion of the
earnings of the Fund for purposes other than inflation proofing
the principal of the Fund and paynment of dividends.

9:52: 06 AM

M. Burns told of a Board of Directors retreat held August 2006
that included staff and M. O Leary. The questions of whether
the size of the Fund was reaching an anount in which "we're
going to have to think substantially differently about how we do
things, why we do things" and whether "size just in and of
itself going to change things" were posed. The conclusion was
reached that no changes were necessary until the Fund bal ance
was $60 to $70 billion.

M. Burns admtted, "There's a point out there where you start
doing things and you have different constraints.” He gave an
exanpl e as foll ows.

The huge plans in the country: Cal PERS. In private equity,

for them to take a neaningful piece of a private conpany,
gets to be such a large nunber that they have things that
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they have to register with the SEC [federal Securities and
Exchange Commi ssion] as an insider and as an investor over
a certain threshol d.

M. Burns assured that the Al aska Permanent Fund was "a |ong way
from those types of constraints.” Therefore, the nethodol ogy
currently enployed to manage the Fund would remain the sane. A
poi nt would be reached "when you're a different type of fund",
but that was "a ways away."

9:54: 07 AM

Co-Chair Hoffnman, noting that the Fund bal ance increased by $10
billion in less than 13 nonths' tinme, surmsed that at a growh
rate of 8.5 percent, the Fund would reach $60 to $70 billion in
a short period.

9:54: 31 AM
M. O Leary addressed this as foll ows.

Nunber one, | want to underscore, everybody's attitude - we
all recognize that this Body [the Legislature] determ nes
what happens with the earnings of the Fund. There's no
question with regard to that.

The rates of return enjoyed over the last three years -
four years, of market recovery have been well above the
| ong term aver age.

M. O Leary displayed Page 24 and conti nued.

| wanted to draw your attention to the 15-year return for
bonds - investnent grade bonds: 6 1/2 percent per year.
That was a significant part of the return enjoyed by the
Per manent Fund. Because interest rates are so nuch |ower
t oday, we have great confidence in saying "You re not gonna
see 6 1/2 percent frombonds. W think 5.25 is optimstic."

The same can be said for alnpbst every mmjor asset category.
You're all aware of how well real estate has done as an
asset class. Qur expectation for real estate going forward
is 7.6 percent. For stocks, it's only nine percent.
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So as we | ook ahead, we are not extrapolating the returns
of the last 15 years, nor are we extrapolating the returns
of the bounce-back from this horrendous bear market that we
saw from 2000 to ' 02

9:56: 43 AM

M. Burns added for clarification that his earlier testinony
stating that the Fund' s performance was "ahead of our benchmark"
of 10.5 percent, was not speaking to "the 7.8 percent that goes
into the asset allocation.” He stated that once the 7.8 percent
was deternmined as the "proper asset allocation", "then we go to
the benchmarks that are driven" by the information contained on
Page 22. He explained the benchmark and its relation to asset
al l ocation as follows.

If we're going to have 12 percent that's going to be tied
to the Russell 3000, do we do better than that? That
becones the benchmark. How does that conpare with the
cunmul ative benchmarks that are driven by the asset
all ocation? ...They're different |evels.

9:57:32 AM

M. O Leary further noted, "The 7.84 is using the asset class
projections. It is the target index going forward based on these
estimtes. "

9:57:41 AM

M. Burns concluded his explanation that the benchmark
represented "how we performed against the rest of the world this
year."

9:57:49 AM

Co-Chair Stedman, relating to Co-Chair Hoffrman's assertion,
pointed out that the Fund balance was approximately $26.5

billion in the year 2000 conpared to the present day bal ance of
approximately $37 billion. Co-Chair Stedman comented as
fol | ows.

At sonme point, there's got to be a policy discussion within
the State, as we fuel this econom c engine, of how are we
going to deal with inflation proofing and how are we goi ng
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to deal wth any structural changes from a strategy
standpoint at this table dealing with our budgets. W're

going to be over about a billion dollars in 2015 just
inflation proof. So that discussion is | guess is com ng
attractions. | think that's sone of the points that Senator
Hof fman was bringing up. This economc engine we have
called the Permanent Fund, is nost |ikely the fastest

grow ng economc entity we have in the State. This is a
huge dri ver.

9: 58: 59 AM

M. Burns advised that the Board of Director's task was to
provide the Legislature with as many options as possible wth
regard to use of the earnings of the Permanent Fund. The intent
was for the Fund to be as successful as possible to give the
Legi sl ature many choi ces.

9:59: 14 AM
Senat or Thomas asked what factors are utilized as benchnarks.
9:59: 27 AM

M. OlLeary listed the S& 500 and "the Russell famly" as
benchmarks used for donestic equity; the Lenman Aggregate Bond
I ndex was used for investnent grade bonds; the NCRElIF I ndex,
which is a neasure of institutional grade direct private real
estate, was used as a benchmark for real estate; "an appropriate
REIT index" was used for "REITs"; Public Equity Markets were
used "as a proxy" for private equity; a "specific target rate,
[indiscernible] London Interbank Rate plus four percent” was
utilized as a benchmark for the absolute return managers; and a
hi gh yield bond i ndex was used for high yield.

10: 00: 30 AM

Senator Thomas referenced the testinony stating that the Fund
performance exceeded its benchmark by one-half of a percent, and
asked if the wtnesses had a chart to indicate "where that
difference came from - how well you were doing in a particular
asset class.”

10: 00: 51 AM
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M. O Leary answered that the detail was not included in the
presentation; however, the information provided to the Fund
managers on a quarterly basis and could be shared with the
Commi ttee.

10: 01: 04 AM

Co- Chair Stednman requested that the presentation to the Board on
the performance "breakdown" of the previous quarter be forwarded
to the Commttee.

M. Burns agreed to provide the infornmation.

10: 01: 27 AM

Co-Chair Stedman returned to testinony provided earlier in the
presentation regarding difficulty in calculating the dividend
anount. He expressed concern that the public could perceive that
the dividend <calculation was so conplex as to only be
discernible by the "Wzard of Oz". He requested an explanation
of how the dividend was currently cal cul ated, excluding nention

of how the Board would like the calculation nmethod to be
changed.
10: 01: 53 AM

M. Burns explained, "The basic nunber is all driven by realized
i ncone. "

Co-Chair Stedman interjected to request a definition of realized
i ncone.

M. Burns assured he would provide such and continued as
fol |l ows.

Wien the Fund was first created - and it made a lot of
sense at that tinme because the Fund at creation was only a
bond portfolio. You realize inconme from a bond portfolio
for accounting purposes in tw ways. You collect vyour
interest or you sell the bond at a profit. Those both are
cl assic accounting realized incone.

For a broader portfolio, such as ours, realized inconme is

rents that we receive, it's dividends, it's interest, [and
it's] capital gains when we receive them Wat it does not
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include is unrealized gains. That would be a piece of rea
estate we buy for $75 mllion and it becones worth [$]90.
There's no realized inconme in that. W do recognize it for
per formance but we don't for the dividend formul a.

There is a five year trailing average. There's a five year
history of realized incone. Basically half of that goes
into the dividend fornmula each year. Way that's changi ng so
dramatically right now, as we talked about, the bear
mar kets that were falling off, the nunber that falls out of

the fornmula, what wll becone the sixth year, was $257
million. In the first half of this year our realized incone
was $1.9 billion. What that will be the next six nonths is
hard to say but the nunber will be dramatically different
than $257 mllion. Next year the nunber that falls out of
the formula is $355 mllion. | think w thout any capital
gains being realized, we have probably a 60 - | can't tel

you the run rate - but just from dividends, interest and

rents, we have a run rate substantially higher than that.

Every tinme you nmake a change in the portfolio you're
selling sonething to put sonething in another place and

what you sell realizes incone. Actually just paying the
dividend itself - and we have to conme up with $700-800
mllion to pay the dividend - we're selling things that

hopefully creates profit. The realized incone is generated
in that way.

| would add that we do not manage the Fund with an eye
towards realized inconme. W track it, we keep track of it,
but we don't make investnent decisions based on realizing
income. W& nmke investnent decisions based on what is best
for the Fund's total return.

10: 05: 00 AM

Co-Chair Stednman clarified that wunless the financial nmarkets
“turn really really sour"™ substantial increases in dividend
anmounts woul d occur for the next "couple years".

M. Burns affirned.

10: 05: 22 AM
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Co-Chair Stednman inquired about the 50 cent inmpact on the
dividend anobunts as a result of data that was Ilost and
subsequently had to be reentered into the conputer system

10: 05: 42 AM

M. Burns deferred to the Departnent of Revenue, as the
Per manent Fund Cor por ati on has no i nvol venent in the
adm ni stration of dividend paynents.

10: 06: 25 AM

Co-Chair Stedman commented that the issue was not significant,
but shoul d be publicized.

10: 06: 33 AM

Senator Huggins directed attention to the Inflation figures
contained on Page 24. He asked the inpact of deflation,
specifically as a result of the events of the past week, and
generally to the risk factor. He theorized that inflation could
be managed by that deflation "could be our greatest nightmare.”

10: 07: 23 AM

M. O Leary defined deflation as destruction of wealth, which is
"exceedingly bad for financial narkets.” He continued as
fol |l ows.

| generalize by saying there are only tw types of
i nvestnments. You can |end sonebody noney or you can be an
owner. Being an owner in a deflationary environnment tends
to be bad. Being a lender, if the Iender doesn't go
bankrupt, is good.

If you really felt that deflation were a significant risk
the best investnment strategy would be to own long term
gover niment bonds. That's part of a diversification
strategy. That's one of the roles that bonds fulfill in a
diversified portfolio. If you saw signs of that com ng, you
m ght accept a lower real return to try to protect your
store of val ue.

10: 08: 40 AM
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Co-Chair Hoffrman expressed appreciation to the Board of
Directors on behalf of all A askans for its hard work and
dedi cati on.

10: 09: 17 AM

Senator Thonas asked if the Asset Mx Alternatives Optim zation
Set, as shown for the year 2007 on Page 31, was undertaken every
year or whether the portfolio conponents of the Fund were
generally the sane as shown for APFC2006

10: 09: 46 AM

M. O Leary replied that Callan Associates reviews the asset
al l ocation each year and would update the Board with the |atest
information later in the day. Each year, the Board adopts an
asset allocation policy. The Board is mndful of the changes in
relative value between stocks and bonds and other asset
categories, and "are constantly considering ways to try to
i nprove the return and risk characteristics of the policy."

M. OLeary remnded that the Legislature recently provided
"enhanced flexibility" to the Pernmanent Fund, which resulted in
the addition of asset categories, such as absolute return and
private equity. He commented, "Those, in ny view are still in
the ranmp-up stage and five or ten years from now, |'d fully
expect them to take a larger role in the portfolio.”™ The total
equity position has increased over the last ten years "by quite
a bit.”

10:11: 12 AM

M. Burns told of a change to the manner in which donestic
allocation and international allocation to equities are
reflected. These no |onger included global managers, which has
been made a specific allocation. This change did not effect
oper at i ons.

10: 12: 29 AM

Senator Elton, noting that the rate of return has been "far
out pacing” the rate of inflation, surmsed that the bal ance of
the Fund would reach $60 to $70 billion. He specifically wanted
to know of the planning currently underway to inplement the
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managenment changes that would be required of the larger Fund
bal ance.

10: 13: 24 AM

M. Burns responded that the current status of the Fund "is the
size to be able to access the very best talent in the world." He
furthered, "That's our challenge to nmake sure we're getting the
best talent. So we are in that upper tier already and we wll
continue to be in that upper tier."” He acknow edged that
chal l enges could arise as the size of the Fund increases, but
that "a change in thought” would be nore appropriate than a
change i n managenent.

10: 14: 15 AM

M. O Leary agreed with M. Burns. M. O Leary infornmed that the
State of Washington held over $58 billion in investnents for its
retirement system For 20 years that state "nakes extensive use
of what others perceive to be liquid markets and real estate
operating conpanies and private equity." However, tinme is
required to build infrastructure to support that type of
i nvestment program He shared, "That's the type of change that |
woul d envision" for the future of the Al aska Permanent Fund.

10: 14: 57 AM

Representative Mke Kelly referenced earlier testinony that
unrealized gains were not reflected in the calculation of the
di vidends. He asked if "any sideboards”" on unrealized |osses
were considered with the transition of Fund investnents into
ri skier ventures.

10: 15: 23 AM

M. Burns answered that unrealized |oses were considered part of
the principal of the Fund under the ruling of an attorney
general opinion.

#

ADJ OQURNVENT

Co-Chair Bert Stednman adjourned the neeting at 10: 15: 35 AM
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