1: 32: 57 PM

CALL TO ORDER

Co-Chair

Aust er man

HOUSE FI NANCE COW TTEE
February 5, 2013
1:32 p. m

called the House Finance

nmeeting to order at 1:32 p.m

VEMBERS PRESENT

Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve

VEMBERS ABSENT

Representati ve
Representati ve

ALSO PRESENT

M ke Burns,
Cor por ati on,

Cor por ati on,

SUMVARY

Executive
Depart nent of
of Comruni cations and Adm ni strati on,
Depart ment of Revenue.

Al an Aust erman, Co-Chair
Bill Stoltze, Co-Chair
Mar k Neuman, Vice-Chair
Bryce Edgnon
Les Gara

Li ndsey Hol nes
Scott Kawasaki ,
Cat hy Munoz

St eve Thonpson
Tamm e W1 son

Al ternate

David Guttenberg
Ma Costello

Di rector, Al aska

Revenue;

NOVERVI EW  ALASKA PERVANENT FUND CORPORATI ON

1:33: 38 PM

M KE BURNS, EXECUTI VE DI RECTOR, ALASKA PERVMANENT FUND
CORPORATI ON  (APFC), DEPARTMENT OF REVENUE, provided a
Power Point presentation titled "Alaska Permanent Fund
Cor poration Designed for Sustainability" (copy on file). He

House Fi nance Committee 1

Per manent
Laura Achee,
Al aska Per manent

Committee

Fund
Di rector
Fund

02/05/13 1:32 P.M



pointed to slide 2 titled "Renewable Resource.” He
di scussed that the corporation's accounting was confusing,
which was exacerbated by new governnment accounti ng
standards. He referred to the information on slide 2 as
"checkbook" accounting. He communicated that $16.5 billion
had been deposited to the Alaska Permanent Fund (APF) to
date, $19.8 billion in dividends had been paid, and the
fund's current value was $45 billion. He believed the fund
had been incredibly successful and felt that Al askans
shoul d be proud of the acconplishnent. He noved to slide 3
that showed fiscal year to date (FYTD) returns for FY 13;
the total FYTD return was 7.3 percent, the benchmark return
was 7.4 percent, the ending balance was $43.7 billion and
the change from FY 12 was $3.4 billion. He shared that the
return through the end of January 2013 was 10.4 percent and
the fund balance was $44.9 billion. He stressed that the
fund investnent strategy focused on the long-term but sone
i ndi vi dual nonths were very successful (e.g. January 2013).

M. Burns noved to slide 4 related to FY 12 perfornmance.
The total return had been -0.01 percent with a benchmark of
-0.2 percent. The fund's FY 12 ending balance had been
$40.3 billion. He addressed the fund's performance over the
past 28.5 years on slide 5. He noted that the fund had
existed beyond 28.5 years, but the records from the
performance consultant only went back that far. The fund's
performance during the 28.5 year period was 8.8 percent. He
hi ghlighted that 2008 and 2009 had been devastating on
returns as seen in the 5-year performance of 1.2 percent
conpared to the 3-year return of 10.4 percent. He shared
that the 2008 cal endar year was one of the 3 worst years in
the 200-year history of available stock market records. He
rel ayed that the other worst returns had occurred prior to
the war of 1812 when the U. S. had cut off trade with France
and Engl and.

1:39: 20 PM

M. Burns directed attention to the fund' s asset allocation
on slide 6. Categories included real assets, conpany
exposure, opportunity pool, cash, and interest rates. He
noted that assets wthin each of +the categories were
grouped by risk. Real assets accounted for 19 percent of
the fund and worked to protect against inflation; the
category included real estate, Treasury Inflation Protected
Securities (TIPS), infrastructure, and other. The conpany
exposure category included all public, private, donestic,
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international equity and corporate debt. The grouping
allowed fund investors to nove in the capital structure of
conpanies and industries (e.g. noney could be noved from
credit to equity) and enabled the fund to take advantage of
grow h and prosperity cycles. The interest rates category
included U S. treasuries and sovereign debt of devel oped
countries, which worked to protect the fund against
deflation. The other opportunity pool accounted for 18
percent of the fund's allocation and included market
anonmal ies and special opportunities discovered over tinme.
He explained that while the other asset allocations
represented targets, the opportunity pool was limted to 18
percent given that special opportunities did not exist all
of the tinme. He noted that any noney that did not have a
"special opportunity home" went into the conpany exposure
all ocation. He conmmunicated his intent to further explain
the slide later in the presentation.

1: 42: 38 PM

M. Burns pointed to a handout titled "Total Fund Val ue" as
of February 1, 2013 (copy on file). The chart included rows
for each asset allocation and colums showed traditional
asset classes [e.g. equities, fixed inconme, and other].
Slide 7 included a pie chart of the fund' s target asset
all ocation: stocks 36 percent, real estate 12 percent,

absolute return 6 percent, private equity 6 percent,
infrastructure 4 percent, cash 2 percent, bonds 20 percent,
and other 12 percent (a small blue unlabeled segnent

represented public/private credit including nezzani ne debt,
hi gh yield, and other).

M. Burns turned to slide 8 titled "The Effect of
Diversification." The yellow line on the chart showed the
total fund's performance from 2007 to 2012; individual
asset classes were represented in blue. The slide's purpose
was to denonstrate the inportance of diversification and
how the success of each asset class fluctuated with tine.
He relayed that APFC |ooked forward and not back; it did
not operate as a nmarket timer. He detailed that targets for
each asset <class also included bands; there was "risk
dashboard” on 20 itens that was |ooked at each day. The
dashboard included red, green, and vyellow zones. He
el aborated that the chief investnent officer and staff had
the authority to trade within the green zone; approval by
the executive director was required to operate in the
yellow zone; and the board was notified when investnents
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noved into the red zone. The board could request a special
nmeeti ng, menbers could request individual explanations, or
the board could accept the staffs' witten explanation. He
el aborated that nmoving into the vyellow and red zones
triggered a discussion about investnents. He noted that
there could be a reason for noving into the areas and that
the goal nmay be to be light in specific investnents. He
furthered that the board was apprised of the yellow zones
at its regular neetings. He relayed that sonetines markets
were unfavorable and it was not possible to adjust asset
cl asses such as real estate and infrastructure; however,
liquid asset classes could be adjust ed.

1:47: 42 PM

M. Burns stated that one of the fund' s biggest strengths
was that it was multi-generational; it had the ability to
take a very long-term view and could handle illiquidity

better than nost funds. He detailed that historically
illiquid assets provided a better return because they did
not require a liquidity premum The l|ong-term view was
taken as nuch as possible (sonetines in illiquid assets and
private nmarkets). He relayed nore nobney was being invested
inilliquid assets over tine. He pointed to slide 27 titled
"Ri sk Dashboard: Dollar Allocation Limts." He reiterated
his earlier testinony that the dashboard was generated on a
daily basis; risk neasures included country, liquidity, and
other. The corporation was proud of the dashboard that had
been developed internally. He added that the overall zone
paraneters were reviewed on an annual basis.

M. Burns addressed slide 9 titled "2012 Performance by
Asset Class.” He relayed that the fund had performed close
to and slightly better than benchmark in nost asset
classes, with the exception of real estate and absolute
return. He communicated that it was difficult to match the
NCREI F index [National Council of Real Estate Investnent
Fiduciaries]. He explained that the index wused higher
| everage than APFC, in difficult markets the APF would
outperform the index. He shared that |everage was generally
used in partnerships in the real estate portfolio. For
exanple, the fund owned 50 percent of two |arge shopping
centers with a public retail REIT [Real Estate |nvestnent
Trust]. The fund returns had also fallen well below the
absolute return benchmark. He detailed that APFC had
created the absolute return benchmark in 2004; it had never
met the benchmark and it was clearly not the correct
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target. He believed APFC had held out for nanagers to earn
LIBOR [London Interbank O fering Rate] plus 400 basis
poi nts; however, the asset class did not generate incone at
that level. The corporation was in the process of | ooking
at the HFR Index [Hedge Fund Research]; APFC managers had
consistently beaten the HFR | ndex.

LAURA ACHEE, DI RECTOR OF COVMUNI CATI ONS AND ADM NI STRATI ON
ALASKA PERMANENT FUND CORPORATI ON, DEPARTMENT OF REVENUE,
used the poor absolute return performance on slide 9 to
point out the inportance of portfolio diversification
spread across a nultitude of asset cl asses.

1: 53: 36 PM

M. Burns turned to slide 10 titled "Stock Portfolio." The
inner ring of a «circular chart included the active,
passive, and quasi-passive nethods of rmanagenent for
accessing equity; active mnagenent represented slightly
over 50 percent of the managenent options. He detailed that
passi ve nmanagenent followed indices, which was nonmentum
driven. As a stock becane increasingly successful it made
up a larger portion of the index; he used Apple as an
exanple. He added that under passive nanagenent the
purchase price was typically high because it followed the
success of a stock. Quasi-passive conpared and ranked the
fundamentals (sales growth, earnings growth, and other) of
vari ous conpanies. Active nmanagenent was the nost expensive
and passive was the cheapest. Quasi-passive was nore val ue
driven. The next ring represented APFC s three portfolios:
US., non-US., and global. He explained that gl obal
managers could invest in US. and non-U S. investnents. He
listed major global exposure including Japan, US., UK,
Asi a, Europe, and other.

1: 56: 19 PM

M. Burns directed attention to slide 11, which included
the fund's top 5 holdings as of 12/31/2012. Top stocks
i ncluded Apple, Sansung, Google, Mcrosoft, and Exxon
Mobi | .

Ms. Achee added that the chart showed the top 5 holdings
out of the 6,000 individual securities owned by the fund.

M. Burns renmarked that sone of the 6,000 securities were
owned by multiple APFC investnent managers on behal f of the
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fund. He added that Exxon Mbil may be the fund's top stock
currently. Slide 12 illustrated the fund' s bond portfolio,
whi ch included corporate, treasuries, non-U S. governnent,
nort gage- backed, comrercial nortgage backed securities,
non-U.S. corporate. He noted that non-U S. bonds accounted
for 7 percent of the portfolio. He continued to discuss the
bond portfolio on slide 13. The slide included two circular
charts, which showed that the portfolio's percentage of
non-U.S. bonds had decreased in the last six nonths of
2012. He explained that the |egislature had approved funds
for two additional fixed income staff the prior year in
order to allow APFC to begin nanaging international fixed
income internally; he noted that the savings were dramati c.
During the time APFC was preparing to nmake the transition
from external nanagers to in-house nanagenent Europe began
to have substantial financial problens; therefore, APFC had
elected to hold off on making the change. He rel ayed that
initially the fund had approximately $950 million to $1

billion in non-U S. bonds (primarily in devel oped nations);
however, it had reduced its exposure to approximately $300
mllion. He noted that APFC was getting close to reversing
the decision and filling the positions.

Ms. Achee added that the APFC managed portion shown in red
(slide 13) would be larger in the foll ow ng year.

M. Burns agreed. He remarked that internal managenent in
any area was dramatically I|ess expensive conpared to
external nmanagenent. He continued to discuss interna
managenent and noted that there were some itens that could
not be nmanaged in-house. He added that APFC did not spend
GF noney; it was funded by receipt authority.

2: 02: 00 PM

M. Burns directed attention to real estate on slide 14. He
bel i eved t he al | ocati on was managed econoni cal | y;
managenent was conducted both internally and externally.
The fund used five direct equity managers and one REIT
manager. He discussed real estate's illiquid nature. He
stated that the closest proxy to owning real estate was to
own REITs. The portfolio consisted of 33 percent office, 30
percent retail, 25 percent nultifamly, 7 percent RElITs,
and 5 percent industrial. He communicated that the barriers
to entry in industrial real estate were not high, which
made it difficult for |l ong-term investors to find
attractive properties. He observed that it was possible to
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have the best warehouse one year only to see other
i dentical warehouses built in the area the follow ng year.

M. Burns |ooked at the portfolio's Tysons Corner Center
real estate investnent on slide 15. He shared that the fund
had owned the property for many years, which was begi nning
an expansion phase. He detailed that the property had 2
mllion square feet of devel oped space; he equated it to a
small city. He elaborated that the Washington, D.C. train
system was planned to extend to Dulles and currently went
two stops past the center. He elaborated on the train
system The building shown on the right had 440 apartnents,
the mddle building was a 500,050 square foot office
buil ding, and the third building would be a Hyatt hotel;
the buildings were all currently under construction.

2:07: 14 PM

M. Burns continued to discuss Tyson's Corner Center on
slide 15. The office building was 65 percent pre-|eased;
the lead tenant was Intelsat. He believed leasing the
remai ning 35 percent would not be difficult. He opined that
the apartnents would be attractive and would fill a need in
the area; 20 of the units would be marketed at a | ower
price. He discussed the expense of new parking, which would
be bel ow ground; the spaces would be shared by the hote
and retail custoners. He believed that sharing the spaces
had saved $50,000 per parking space. He added that the
proj ect used approxi mately 40 percent | everage.

2:09: 52 PM

M. Burns |ooked at the real estate investnent 299 Park
Avenue on slide 16. The office building was 42 stories and
was |ocated next to the Waldorf Astoria hotel. The fund' s
investment partner was Fisher Brothers, who owned five
maj or skyscrapers in New York. He shared that the Fisher
famly had built approximtely 60 Fi sher Houses across the
country that were ainmed at accommodating famly of injured
soldiers. He pointed to the building value [$1.2 billion]
and added that the building was approximtely 50 percent
| everaged. He remarked that investnents in Manhattan were
typically liquid assets.

M. Burns directed attention to the CtyCenter 11, Ill, and
|V properties on slide 17 (CityCenter 111 was shown on the
slide). The properties were office and retail, which were
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| ocated next to hotels and two interstates in Houston,
Texas. He detailed that CityCenter 11 was fully |eased,
CityCenter 11l was close to or conpletely |eased, and
CityCenter |V was under construction. He remarked that the
property did not carry a Manhattan price tag [$50 million
property value]. He noved to the residential Parc Huron
property located in Chicago (slide 18). The property had
been marketed as condom niunms, which had not sold. He
bel i eved converting t he units from apartnents to
condom niuns could bring a high payout; however, APFC
currently had no plans to make the conversion. Slide 19
pertained to the Sinpson Housing LLLP based in Denver,
Col orado. The corporation and the State of M chigan each
owned 47 percent; the balance was owned by managenent. The
real estate operating conpany had 16,000 units nationw de.
He explained that the partnership was in the third year of
a five-year plan to expand and update the properties; ol der
product would be sold and replaced. He relayed that
apartnments were the "hottest asset class,” which nade it
difficult to purchase properties that penciled out.

2:14: 26 PM

M. Burns discussed private assets on slide 20, which
included private equity, infrastructure, Anerican Hones 4
Rent, and private credit. He detailed that private credit
i ncl uded nezzani ne debt, bank | oans, syndicated bank | oans,
and other. He noved to slide 23 related to American hones 4
rent; APFC owned 80 percent and the operator owned the
remaining 20 percent. The head of operations had started
Public Storage, which was larger than all other public
storage conpani es conbined. The hones were single famly
and had been purchased at foreclosure sales. He shared that
in the past there had been no asset class for institutional
ownership of single famly hones; however, that had
changed. He discussed that the partner had done a great job
operating the venture, which included approxinmately 4,700
houses in various states. The corporation had commtted
$600 mllion to date; the partner had invested $150
mllion. He shared that two of the states APFC had |iked
the nost were Texas and Georgia; every foreclosure sale
occurred on the first Tuesday of each nonth, which mde
| ogi stics challenging. He noted that Atlanta was the focus
in Ceorgia, but the market was l|arge and challenging. He
listed Texas property locations including Dallas, Houston,
San Antonio, and Austin.
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2:18:29 PM

M. Burns continued to speak to slide 23 and relayed that
conpetition for the homes was tight. He stated that
i ndividuals were walking around wth stacks of cashier's
checks. He continued to discuss the hone purchase process.
He conmuni cated that American Hones 4 Rent had expanded to
over 300 contract enployees in the past year. He talked
about the condition of the hones. The partnership my
choose to sell the houses when they appreciated or may sell
them to a REIT or to another aggregator. He relayed that
the investnment was expected to bring in a 6 percent to 7
percent yield; there was no | everage used.

2:20: 36 PM

M. Burns explained that private equity consisted of
pur chasi ng conpani es that were not publicly traded. Private
equity could include the sale of a famly conpany for
estate planning purposes, the sale of a subsidiary of a
maj or corporation that no longer fit with the conpany's
| ong-term goals, or other. The asset <class wused a
significant anount of |everage; however, APFC believed
returns were better than those on public equity. The asset
class was |imted to 6 percent in the APFC portfolio;
however, it had not reached that anount. Money from earlier
i nvestments was paying out, while the corporation continued
to make new investnents. He shared that APFC consultant
Call an Associates had to put a limtation on private equity
when maki ng i nvest ment recommendati ons.

M. Burns addressed infrastructure investnents on slides 21

and 22. He relayed that infrastructure assets were
traditionally government owned or regul ated. Exanpl es
included toll roads, pipelines, electrical transm ssion

lines, ports, airports, and other. The corporation was
invested in three partnerships with properties in the US
the United Kingdom India, Argentina, and Canada. He
el aborated that holdings included a propane distribution
system in India, the airport in Vancouver, British
Colunmbia, and the Gatwick and Cty airports in London. The
| egi sl ature had approved a new co-investnent infrastructure
position in FY 13. He detailed that when APFC negoti ated
contracts wth partnerships it was specified that the
corporation would never invest nore than a set anmpunt into
a project; if a project was over the set anount, another
i nvestor was required. He expounded that APFC bargai ned for
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co-investnment rights and the co-investnent staff and
outside consultant could neke an independent decision on
projects. He relayed that private investnent had expensive
fees; whereas co-investnment had no fees. He stated that the
staff could save the corporation mllions or nothing, given
that staff nay decide not to invest in many projects. The
corporation believed the position was a good investnent.

2:25:26 PM

M . Burns | ooked at slide 24 titled "Milti-asset
strategies.” He discussed the corporation's affinity for
energing markets. Significant energing markets included the
BRIC countries (Brazil, Russia, India, and China), which

were sonetines altered and referred to as BRIM (Brazil,
Russia, India, and Mexico). The corporation believed the
markets would grow nore significantly than devel oped
markets. He referred to energing market debt and equity
managers (two had been found in the same conpany). Cap
Guardian and PIMCO managed APFC s energing rmarkets
i nvestnments across three asset classes (equity, bonds, and
currency). The investnent managers had the ability to nove
noney back and forth between the three asset classes. He
rel ayed that APFC was happy with the results thus far.

M. Burns explained that absolute return was hedge fund
investing and was the |east risky asset class. He shared
that it was necessary to take nore risk than APFC nmanagers
currently took. He elaborated that the three nmnagers had
consistently outperformed the hedge fund indices; the index
had not surpassed LIBOR plus 400 basis points. The
corporation planned to examne its current policies related
to absolute return. There were 157 underlying investnents,
6 were owned by nore than one nmnager. The risk had been
spread, which was expensive, but diversification protection
was necessary in order to Iimt potential financial inpact
if one of the investnments fail ed.

Ms. Achee noted that the corporation's risk exposure was
approximately $10 mllion to $15 mllion; if an investnent
did fail the conpany would not |ose nore than this anount.
She noted the figures were significant, but not disastrous.

2:29: 26 PM

M. Burns addressed the APFC external CIO program on slide
26. The program was in its second year and five managers
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had been hired out of a larger pool. The corporation was
interested to know how the managers would invest if they
were "unshackled"; he noted APFC had not conpletely
unshackl ed them The nanagers had been instructed to invest
noney in any way they believed would be the npbst successful
with the exception of real estate and provided that the
noney would be available in two years. Slide 26 showed pie
charts for two of the managers including PIMCO and GMO. The
investnment strategies were very different; GMO invested
nore heavily in equities (shown in green). He added that
other managers had very little invested in equities. The
goal was broad style diversification; the corporation was
pl eased with the outcones. He continued that one of the

manager s had out per f or ned expect ati ons; Gvo had
under perforned; however, the conpany's style was to wait it
out wuntil valuations cane its way. He remarked that the

conpany had lost half of its business when it had refused
to invest in the dot-com era because it did not believe the
val uati ons made sense. The conpany's strategy was to invest
at the bottom He relayed that one of the external CO
managers was invited to speak at each of the APFC board
nmeeti ngs.

2:32: 06 PM

M. Burns detailed slide 28: "Financial Networks." The
slide illustrated all APFC systens and how they
interrelated. He remarked on the systenmis conplexity. The
system required substantial security to protect it from
hackers in various nations. He relayed that the systens
shown on slide 28 were needed to run the $45 billion in
f unds.

Ms. Achee discussed the APFC systens that were created by
i ndependent sof tware conpani es speci al i zi ng in t he
particular area. She explained that the information
technol ogy staff was tasked with working to ensure that the
various systenms were conpatible and could comrunicate
effectively. She nentioned the difficulty of incorporating

the different t echnol ogi es. She stressed that t he
technol ogies were instrunental in enabling the corporation
to conpete with global investors. She relayed that the

corporation would be requesting funds in years to come for
new systens and consulting on existing systens.

2:35: 08 PM
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M. Burns addressed dividend calculation on slide 29. He
expl ained that statutory net inconme was the corporation's
cash flow, it included dividends, interest, and rent
received and realized capital gains. The Al aska Permanent
Fund Dividend (PFD) calculation used five fiscal years.
Each year the incone from the earliest of the five fiscal
years dropped off as the nobst current fiscal year was
added. He pointed to the $2.9 billion figure in FY 08 and
coormented that it was unlikely a nunber that |arge would
replace it. The corporation anticipated that the PFD would
decrease again in the current year. He detailed that when
the negative $2.5 billion figure from FY 09 dropped off the
formula would change dramatically. He believed that in the
next five years statutory net incone would continue to be a
smal | nunber despite fund growh. He elaborated that the
| argest conmponent had historically been from fixed inconeg,
but with the 10-year treasury at 2 percent to 2.4 percent,
it would not bring significant earnings; low interest rates
woul d hold the statutory net inconme down for sonme tine.

Ms. Achee noted that there was no direct «correlation
between mneral royalties (oil included) and the dividend
calculation (slide 31). She explained that incomng
royalties boosted the PFD s total principal value over
time, which did increase statutory net incone. She
el aborated that the royalties did add to the dividend in a
subtl e way over tinmne.

M. Burns discussed peer recognition on slide 32. He
relayed that APFC had won an aiClO industry innovation
award two years earlier. He shared that APFC net with the
Si ngapore Governnent Investnent Corporation on several
occasions; Singapore had two of +the Ilargest sovereign
wealth funds in the world. Oher public and private fund
managers APFC had nmet with included the Norway Governnment
Pensi on Fund, M t subi shi UFJ Trust and Banki ng,
Massachusetts PRIM California State Teachers Retirenent
System and the University of California. He added that the
representatives W th t he maj or Japanese gover nnment
i nvestnment fund would be visiting APFC in the near future.
He stated the APFC was essentially a sovereign wealth fund.
He pointed to an international group that included al
sovereign wealth funds; the two U S. representatives were
the U S. treasury and APFC. He believed the corporation had
a good reputation.

2:39: 32 PM
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Representative WIson wondered why APFC was not investing
in infrastructure in Al aska. She believed the nessage
inplied that Al aska projects were not worth investing in.
She asked if a project or two could fit into the portfolio
in the future.

M. Burns replied that APFC was required to obtain a
specific return. There had not been many projects avail able
in Alaska. He detailed that the corporation invested in
infrastructure projects via [pooled] funds wth other
investors. He remarked that he would inform other investors
if an appropriate project energed in Alaska. He discussed
that APFC was potentially interested in nore Al aska real
estate; however, it would be possible for APFC to overheat
the market very quickly. He elaborated that t he
institutional size the corporation would need to invest in
was substantial; there were not institutional-sized deals.
He continued that the real estate market in Alaska was
pretty well balanced. He reiterated that APFC could upset
that market fairly quickly. He added that one of its rea

estate managers was tasked wth [looking for deals in
Al aska.

Representative WIlson clarified her i nt erest in an
infrastructure project such as the pipeline or a Liquid to
Natural Gas (LNG plant on the North Sl ope. She understood
that Al aska did not have very large real estate investnent
opportunities, but she bel i eved t here wer e nmega
infrastructure projects that APFC could invest in.

M. Burns responded that APFC had been directed by the
| egislature in statute to not act as a |ender or investor
of last resort. He explained that APFC would prefer to
invest in Alaska if the nunbers worked. The corporation did
not want to go into deals that required it to |locate $200
mllion (or other) in |owcost capital.

Vi ce- Chair Neuman asked whether APFC had any investnents in
Alaska. M. Burns replied it had two investnments in Al aska
including the Goldbelt Building in Juneau and an old
nortgage of approxinmately $60,000. He elaborated that the
nort gage was the remai nder of an old program

2:43: 59 PM
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Ms. Achee added that APFC was not averse to investing in
Al aska; statutes outlined that if it was presented with two
equal investnments (one in Alaska and another outside of
Alaska) it was directed to choose the Al aska investnent.
Utimately the corporation's direction was to nake noney.
She el aborated that if a nega project presented itself in
Al aska and the nunbers worked out, there would be no reason
why APFC would not be interested in being in a pool of
i nvestors. She added that diversification was inportant and
the corporation would not invest as a sole financial
supporter in a project.

Representative Gara asked APFC to keep its eye on the
devel opment of shale oil on the North Slope. He surm sed
that the devel opnent nmy present a potential partnership
i nvestment opportunity. He asked what kind of cost savings
could be achieved if sonme of the nore expensive private
contracts could be replaced with in-house staff.

M. Burns answered that the next step would be a co-
investnment position for private equity that would include
the same type of followon rights used in infrastructure
i nvestnments, which saved on fees. There were two positions
for international fixed incone that had not been filled
because APFC had veered away from the asset class; the
corporation was looking to increasing investnents in the
area and planned to fill the positions. He communicated
t hat approxi mately hal f of the savings from the
international fixed incone manager had been realized due to
APFC s divestnment in the asset class. The corporation had
contenplated a mathematically driven internal stock fund
that would require a specific market cap, dividend yield

and price/earnings ratio. The fund would be quasi-passive.
He could not quantify the nunber. The corporation's
operating budget request was approximately $12 nillion, but
its manager budget was at least 10 tinmes larger. He
communi cated that there were currently sone investnents
that the corporation would not consider. Things that seened
out of reach currently may be reachable if interim steps
were taken over tine. He remarked on the nunber of APFC
positions.

Ms. Achee clarified that there were currently 38 positions.
M. Burns added that two of the positions were currently
vacant .

2:48: 45 PM
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Representative Gara asked whether APFC would be comng
forward with a plan regarding bringing positions in-house
for cost savings. M. Burns replied that APFC was pl anni ng
a board neeting that would focus on refreshing the
corporation's strategic plan later in the spring. The
entity only provided one service, which was to nanage noney
for returns. He believed it may be possible to provide the
| egi sl ature W th a mul ti-year pl an t he foll ow ng
| egi sl ati ve session.

Ms. Achee el aborated that the board had been thinking about
the ideas; the three positions received for FY 13 were
phase 1 of a plan devised by the board in the past two
years. She stated that growmh had been taken in a managed
approach. She relayed that the corporation would present
additional phases in future years until it reached the
point where managenent could not be internalized any
further. She communicated that it was <challenging to
attract talented staff from out of state that would enable
the corporation to internalize sone of the nanagenent.

M. Burns noted that it my be advantageous for the
corporation to have an office out of state if it planned to
invest heavily in private equity and co-investnments. He
detailed that it was necessary to be wth the other
investors on a daily basis. He was uncertain where the
enpl oyees would be located (e.g. New York, San Francisco

or other). He discussed the inportance of interaction wth
gat ekeepers and those running underlying funds. He
clarified that the corporation was not noving out of
Al aska.

Ms. Achee agreed that the corporation did not intend to
| eave Al aska.

Co-Chair Stoltze suggested looking to the Al aska Railroad
for advice on how not to develop the urban transfer center
property at Tyson's Corner. He observed a shale oi
investment seened |ike a good deal; however, it would be
nmovi ng noney from one state pocket into the PFD given the
way tax credits worked. He surmsed the public would be
unhappy if tax credits were taken fromthe General Fund for
deposit into the PFD

2:52:54 PM
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M. Burns answered that he was uncertain about how the
shale credits would work. He rem nded the commttee that
APFC had no use for tax credits. He surmsed that the
i nvestment nmay be good for a tax paying entity.

Co-Chair Stoltze made a remark about tax credits and
politics. M. Burns noted that APFC was not a tax payer.
Co-Chair Stoltze understood and noted that his comment may
have been editorial.

Representative Kawasaki asked about external managers and
brokers and wondered how frequently contracts were revi ewed
and turned over. He discussed the history of APFC. The
permanent fund of other states such as Wom ng, Montana,
New Mexico, and others did not come close to the Al aska
fund. He understood that making noney was the corporation's
primary goal; however, he |lanented that the goal could not
i ncl ude Al askan investnments.

M. Burns answered that it varied slightly by asset class.
He informed the commttee that its equity staff had been
hired to oversee the nmanagers on a daily basis to ensure
that APFC s directives were followed. He conmunicated that
real estate worked nore wth external nanagers; fixed
income staff nonitored the few external fixed incone
managers. He discussed that nonitoring nmanagers perfornmance
across the asset classes was a primary duty of the APFC
staff. He addressed manager turnover and relayed that APFC
had |et nanagers go due to poor perfornmance; however,
managers were termnated due to other reasons as well. He
stated that if a manager had bad year it was the worst tine
to get rid of them He conpared the job to that of a
fireman running towards the fire. He relayed that
additional causes for termnation included a change in
ownership, the replacenment of a nanagerial team a change
in finances, an ethical |apse occurred, or other.

2:57:53 PM

Represent ati ve Kawasaki was curious about the managenent of
APFC. He nentioned the nunber of enployees and contractors
wor | dwi de. Ms. Achee answered that APFC had 38 full-tine
enpl oyees; the two fixed income positions were vacant,
whi ch APFC hoped to fill by the end of the current fiscal
year. There were roughly 60 external contractors across all
of the corporation's asset classes (listed on the APFC
website). The internal operating budget was approxi mately
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$11.5 mllion for FY 14 and slightly over $100 mllion for
external nmanagers. She pointed to expertise and specialty
provi ded by external managers and noted that some of the
firme were snmall (APFC sized) whereas others were nuch
| arger gl obal firmns.

M. Burns added that APFC was |arge enough to access the
best talent in the world. He pointed to the external
managenment cost of approximately $114 nmillion for FY 14
only represented external manager fees that were billed to
APFC. Certain asset classes (e.g. real estate) retained
fees; they were taken as a reduction in incone.

Ms. Achee invited legislators to visit the APFC office
anytine.

Representati ve Kawasaki asked if APFC was subject to state
procurenent codes when it hired for contracts. He asked
whet her fees were reviewed frequently. M. Burns replied
that generally the state did follow procurenent codes;
however, there was an exception for any fiduciary services.

Ms. Achee elaborated that for non-fiduciary contracts APFC
followed the state procurenent code. A simlar process was
used for fiduciary contracts; proposals were scored and
conpared. The corporation was not required to make a change
to its general consultant Callan Associates, but it did
choose to do a contract renewal on occasion; Callan
Associates had twice beaten other conpanies in a request
for proposal process. She noted that the state pension fund
used the sane process. She highlighted that the corporation
did not fall wunder the state salary structure; statutes
directed the APFC board to set the fund's sal ary managenent
program

3:02:11 PM

Co-Chair Austerman discussed that the commttee would not
meet the foll ow ng day.

#
ADJ QURNVENT

3:02:39 PM

The neeting was adjourned at 3:02 p. m
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