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CALL TO ORDER

Co-Chair Kelly called the Senate Finance Conmittee neeting
to order at 9:03 a.m
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Senator Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair
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Revenue; WIlliam Barron, Director, Division of Ol and Gas,
Departnment of Natural Resources; Angela Rodell, Deputy
Comm ssi oner, Treasury Division, Departnment of Revenue;
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ADEPARTMENT OF REVENUE - STATE SAVI NGS ACCOUNTS UPDATE
OVERVI EW OF FALL 2012 REVENUE FORECAST

9:04: 09 AM

BRYAN  BUTCHER, COW SSI ONER, DEPARTMENT  OF REVENUE
presented the PowerPoint presentation "Overview of Fal
2012 Revenue and Price Forecast" (copy on file).

Conmmi ssi oner Butcher turned to slide 2 "CQutline."

e Fall 2012 Revenue Forecast
o Ten-year overview
o Conparison to Spring 2012 Forecast
o Total Revenue
o Unrestricted Revenue
o Ol and Non-Q | Revenue

 Conponents of Production Tax Forecast
o Ol Production
o Ol Price

Comm ssi oner Butcher discussed slide 4, "Price, Production,
State General Fund Unrestricted Revenues FY 2012 - 2022."
The blue row showed the projected price forecast over the
next 10 years; the expectation was that the price would
hover around $108 to $112 bbl., increasing gradually as the
years progressed. The vyellow row was the production
forecast and reflected that production would continue to
decline as it had over the past several decades. As a
result of the decline the general fund wunrestricted
revenues were projected to drop as well.

Conmi ssi oner Butcher discussed slide 5, "Conparison: Fall
2012 forecast with Spring 2012 forecast.” He highlighted
that the price of oil was down approximtely $1.77 from
what had been forecasted in the spring and production was
down about 10,000 barrels. The primary reason for the
reducti on was because at the beginning of the fiscal year
the production had been at a lower I|evel than had been
anticipated when the data had been collected. He shared
several factors that had contributed to the decline:
spending on the North Slope was higher than anticipated in
spring which had resulted in less revenue comng in from
production taxes, corporate taxes were down, and the
i nvest ment i nconme was sever al mllion | ess t han
anticipated. He stated that the fall forecast wused a
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slightly higher oil price and 29,000 barrels less were
expected in FY 14 than had been anticipated. Hi gher
spending was being forecast on the North Slope than the
departnment had anticipated, which had resulted in a
forecast of $678 nmillion less than had been presented.
Conmbining FY 13 and FY 14 resulted in $1.6 billion less in
the nost recent forecast than had been anticipated in the

spring.
9:10: 00 AM

Comm ssi oner Butcher stated that an updated spring forecast
would conme out in April and wuld include new and
unantici pated factors.

Senat or Hof f man asked about FY 14 and the justification for
t he reduction of the 29,000 barrels.

Comm ssi oner Butcher responded that he could not get into
the specifics of conpanies projects. In general project
delays and reduced performance expectations had been
observed by the departnent.

9:11:11 AM

Comm ssioner Butcher discussed Slide 6, "Total Revenue
Forecast: FY 12, 13 & 14 (mllion$)," Wich conpared the
actuals for FY 12 to the forecasts for FY 13 and FY 14. He
stated that the forecasted dip in the unrestricted genera
fund reflected the departnent's attenpt to be conservative
about what the state's investnment revenue would bring in
considering the continued |low interest rates. Notably,
i nvestment revenue under other restricted revenue reflected
actuals of $109 million; the forecast for FY 13 and FY 14
were up over $3 billion thanks to the permanent fund. The
permanent fund had a flat year in FY 12 but was expected to
i ncrease.

9:13: 07 AM

Comm ssioner Butcher discussed slide 7, "Ceneral Fund
Unrestricted Revenue." He stated that the ngjority of the
revenue was from the production tax. Approximately $1.5
mllion could be attributed to the corporate incone tax,
with property tax averaging $100 mllion.
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Comm ssi oner Butcher discussed slide 8, "Unrestricted Non-
Ol Revenue." He said that the total was just over $600
mllion. He noted that 90 percent of the state budget was
paid for by oil revenues.

Comm ssi oner Butcher turned to slide 9, "Production History
and Forecast." The slide provided the breakdown of Prudhoe
Bay and the Prudhoe satellite fields. Slide 10, "Production
Hi story and Forecast" showed a close-up of nore recent
history from 2002 to 2022, which was the 10 years that the
departnment was |ooking forward in their forecast. He noted
that the large effect that current |egacy fields would have
on the department's future forecasts. He said that the
projection was that 10 years into the future the mgjority
of the oil will cone fromlegacy fields, with |ess than 50
percent com ng from new fields.

9:15:13 AM

Conmmi ssi oner di scussed slide 12, "Price For ecast
Met hodol ogy":

* Four conponents to price forecast
o DOR oil price forecast session Cctober 2, 2012
with 31 participants from DOR, DNR, DO, QVB,

Uni versity, Legi slative Finance and outside
partici pants
= Consi der suppl vy, demand, geopolitics,
financial markets, outside expert forecasts,
etc.

= Asked to forecast Al aska North Slope (ANS)

crude price directly, not to forecast Wst
Texas Intermediate and  adj ust, as in
previous years, due to widening differentia
of ANS to WII.

o Energy Information Agency (EIA) forecast

o New York Mercantile Exchange (NYMEX) - futures

mar ket
0 Anal yst forecast

e Forecast is an average of DOR participant forecast
from Forecasting Session “blended” (averaged) equally
with  NYMEX, El A and analysts to derive price
forecast.

Comm ssioner Butcher stated that a nunmber of participants

from around the state and the country attended the 2012 oil
forecast session. The departnment blended the forecasting
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session, along with worldw de analyst's forecasts in order
to determine price forecast for the next 10 years.

Comm ssi oner But cher continued to slide 13, "Price
Forecasts as of October 2012." The slide illustrated where
the price of oil had been over the past 5 years, as well as
expert forecasts into the next 5 years. The lines on the
graph indicated where different analysts believed the price
of oil would land. He noted that the departnment had
received kudos for the conservative price forecasts. He
assured the commttee that the goal was to forecast not
only conservative nunbers but accurate nunbers.

9: 20: 07 AM

Senator Hoffman asked if the new approach in nethodol ogy
woul d all ow for nore accurate projections.

Comm ssioner Butcher felt that the departnent would
continue to inprove the projections.

9: 20: 46 AM

Conmi ssi oner Butcher inforned the conmttee that slide 14,
"Ceneral Fund Unrestricted Revenue Price Sensitivity FY
2013-2013." He stated that the slide dealt wth price
sensitivities. The slide reflected what the projected
production was, as well as how nuch general fund
unrestricted revenue the state could expect to bring in
under varying price |evels.

Senator O son asked about slides 9 and 10, which reflected
t he downsl| ope in producti on. He gueri ed of fshore
exploration and the expectation for nore oil in TAPS.

Comm ssi oner Butcher responded that the departnent had
di scussed offshore drilling; however, there had not been
any wells drilled or analysis done for the departnent to
give a solid estimte on when production could begin or the
| evel of production that could result. He noted that there
were things on the horizon that has not been included in
the forecast because the departnent |acked the information
formindustry to nmake projections.

Senator (O son understood that the departnent was not
antici pating any of fshore production before 2022.
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Comm ssioner Butcher clarified that the departnment did not
have enough information fromindustry to make projections.

Co-Chair Kelly asked about any possible revenue from
of fshore drilling.

Comm ssi oner Butcher responded that there was not projected
revenue from offshore oil. Theoretically, nore oil in the
pipe would reduce the tariff, which would benefit the
state.

9:24:31 AM

Vi ce-Chair Faircl ough asked about future discussion
regardi ng i nvest nents.

Comm ssi oner Butcher responded the departnent would provide
a presentation on investnents.

9:27:12 AM

BRUCE TANGENMAN, DEPUTY COW SSI ONER, TAX DI VI SI ON

DEPARTMENT OF REVENUE, presented "G | Production Forecast."
copy on file. He noted that oil revenue constituted 90
percent of the state revenue. He said that it was critica

that the decision makers from both the executive branch and
the legislative branch receive the Dbest avai l abl e
i nformation for short-term budgeting and | ong-term
pl anni ng. He di scussed slide 2, "Statutory Concerns."

AS 37.07.020 (b) — Ten Year Fiscal PIan.

Decl ares t hat OVB  “nust set out significant
assunptions wused in the projection with sufficient
detail to enable the legislature to rely on the fiscal
plan in understanding, eval uati ng, and resolving
i ssues of state budgeting,”

M. Tangeman discussed slide 3, "Conparing the Production
Forecasts Over Tinme." The slide cross sectioned various
forecasts over the |ast decade and depicted consistently
overoptimstic production forecasts. He noted that the
lines were close for the first two years, but the years 6
to 10 out illustrated an increased error rate of 40-65
percent. The process that the departnent had relied on over
the past decade needed input from industry in order to
formulate the production forecast. The departnment had
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noticed that the group of people working on the production
forecast had been inconplete. The departnment had hired a
consultant that was a petroleum engineer who spoke to
fell ow petroleum engineers from industry in order to cone
up with possible production nunbers. At that tinme the
budget people from industry had not been involved in the
process, which resulted in the best case scenario evolving
into the production forecast; budgets were not being
consi der ed.

Senator Bishop asked whether industry had alerted the
departnment that they would be making turn around changes in
producti on.

W LLI AM BARRON, DI RECTOR, DVISSON OF OdL AND GAS

DEPARTMENT OF NATURAL RESOURCES, responded that each sumrer
the North Slope producers did turnarounds at various flow
station or general gathering centers. This was done because
production was typically lower in the sumer than in the
winter. He could not specifically address whether the
conpanies had informed the state that the turnaround was
occurring, but it would be intuitive that the departnent
shoul d expect it.

Senator Bishop asked if the testifier was an engineer or a
geol ogi st.

M. Barron responded that he was a petrol eum engi neer.

M. Tangeman di scussed the quotes on slide 4, "Legislative
Direction.":

Request for inproved production forecast that better
i ncor porates vari abl es:

* “Is it possible for the departnent to cone
forward W th a pl an for provi di ng nor e
accountability to the productions forecasts?”
“I"'m looking at a graph, from your departnent,
that shows the forecast, starting in 2001 to
2010, and it seens that the trend is that the
department is optimstic in its forecast of the

producti on. I’'m wondering if you take into
account, relooking at how you are assessing, how
you' re figuring out what the forecast will be.”

* Rep. Costello, House Finance Commttee, February
18, 2011
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« “What | am asking is that | be given sonething
that will give nme nore confidence that the
projections that we see are, not necessarily 100%
accurate, but that they have taken into account
everything that they can, and we’ve got the best
shot we can get.”

e Rep. Doogan, House Finance Comrittee, February
18, 2011

M. Tangeman relayed that the questions had led to a
di scussi on about the departnent, the Departnment of Natura
Resources and the Division of G| and Gas working together
on the forecasting process.

9:34: 44 AM

M. Barron addressed slide 5, "Forecast Errors by Years in
Advance being Forecast.” He described the spider diagram
whi ch detailed the various errors by year in the production
forecasts. He called attention to the diagram and noted
that the outward spiral gained uncertainty and error wth
each passing year. He stated that he was not surprised by
t he di agram gi ven the past forecasting nethods.

9: 36: 46 AM

M. Barron discussed slide 6, "Departnent of Revenue
Response. ":

* Addressing consistent over-estimation of production
began i n 2009.

e In 2012, a DOR team anal yzed past forecasts conparing
themto actual production.
o This devel oped a reasonable range of “confidence
bands” for future production.

M. Barron explained that slide 7, "Hi storical Production",
illustrated a statistical neasure standard deviation. He
noted that a change of scale had been nade on the "Y' axis;
it was not a logarithmc scale. He stated that typically
engi neers | ooked at production forecasting and production

decline in a sem-log rmanner; if the decline was
exponential it would be linear on a sem-log exhibit. If it
were a hyperbolic, it would still be closer to representing
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a straight line than what would be reflected in a Cartesian
pl ot .

Co-Chair Kelly admitted that he could not follow the
testifier's specific |anguage.

M. Barron said that changing the scale allowed for a
cl earer understanding of decline. He added that the green
dotted |line was a confidence range using production decline
from 1992-2011. The other interval, the purple dotted line,
used the 2002-2006 confidence range of production decline.
He stated that the flattening was a conparison of Al pine
and Prudhoe Bay. He stated that there were four tranches to
the equation, but that in a production forecast only three
wer e addr essed.

9:40: 23 AM

M. Barron detailed slide 8, "Conponents of the Production
Forecast."

o Currently Producing (“Ad Q1l7):
= Ol from wells that are in production and
fol |l owi ng typi cal reservoir engi neering
optim zation w thout major investmnent.

o Under Devel opnent (UD):
= Ol fromprojects that will add increnental oi
to existing fields or wll bring new fields
i nto production.
= Project must have senior managenment approval
and be allocated funds in the conpany’ s budget.
o Under Evaluation (UE):
= Ol from projects that are likely to occur in
the future, but have not net the requirenents
of the previous category.
* Requires that oil reserves are known and
recovery is technically possible with current
t echnol ogy.

Under Devel opnment + Under Evaluation = “New O |”
***These definitions are not equivalent to those used
by the Society of Petroleum Engineers (SPE) or

Securities & Exchange Conmi ssion (SEC) and should not
be used as such***
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9:44: 02 AM

M. Barron noted that the fourth tranche was not included
in any production forecasts. He explained that exploration
was so speculative that it would not be wise to include in
any forecast of production. He listed that the work being
done by Shell, Repsol, and G eat Bear was exploratory.

Senat or Dunl eavy asked whether the forecasts dealt with oil
that the state would receive revenue from were off-shore
and other fields included in the forecasts.

M. Barron responded no. He offered the exanple of the
exploratory work being done by Repsol. Repsol had severa
wells already drilled which were still categorized as
exploration activities. If after the winter drilling season
the conpany felt that it was a project that would nove
forward then the conpany would issue a forecast the
followwng year that wwuld be classified wunder the
eval uation category.

9:45: 51 AM

M. Barron discussed slide 9, "The concept of Risk"

* "Risk is the probability of an event occurring and the
potential inpact of that occurrence.

e "Good E&P business decisions require assessnent of
both technical and non-technical risk"

« "The ability to convey the relative riskiness of
various O&G projects in a consistent manner is an
el usi ve and desirable goal ."

M. Barron stated that the industry was trying to send the
nessage that as the tine reached further out there was |ess
confidence in the production profile.

9:46: 46 AM

M. Barron addressed slide 10, "Accounting for the Risks
Appropriatel y"

e “Currently Producing” oil was not risked in this
f or ecast
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* The “New G |” portion of the forecast was adjusted for
these risks starting in FY2015

e The “Under Evaluation” portion of the forecast was
risked at a greater rate than “Under Devel opnent”

e Technical and Non-Technical risk nust be consi dered

M. Barron stated that the DOR consultant had exam ned all
of the production profiles and had built them up from the
ground up, well by well, and rolled it into an aggregate at
the participating field level. The field graphs were
exam ned for reasonability; the currently producing |evels
wer e reasonabl e.

M. Tangeman interjected that the process that DOR had
followed did not apply to FY 13 or FY 14. The forecast
applied to FY 15.

Senat or Hof f man asked how fracking inpacted the production
forecasting and the accounting of risk.

M. Barron stated that hydraulic fracturing was very common
in the field today. Roughly 25 percent of all wells in the
state had been hydraulically fracture stinulated. He stated
that the practice would not inpact the forecasts because it
was a conmon occurrence.

Senat or Dunl eavy understood that the fracking in the state
was not associated with shale oil.

M. Barron explained that the fracking was a nethod used by
the industry for over 100 years and had inproved over tine.
Wiile it was typically associated with shale it was a
common approach to increase production from classic sand-
stone formati ons and carbonat es.

Senator Dunl eavy asked if the state presently had any shal e
oil on line.

9:49: 48 AM

M. Barron said that shale oil was not included in the
forecast because it would be classified as an exploration
conmponent .
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M. Barron relayed that there were technical and non-
technical risks. He noted that the longer it took for
projects to progress the |ower the confidence levels in the
proj ect .

Co- Chair Meyer thought that it was inportant to point out

that it was highly speculative that drilling for shale oil
would work in the Arctic. He highlighted that the drilling
for shale oil in Alaska wuld be significantly nore

difficult than in the | ower 48.

M. Barron declared that shale oil continued to hold
prom se, but the risk was so great that it would be
virtually unseen in the forecast.

M. Tangeman stated that the potential for shale was
applicable, but the infrastructure was not yet available
He stated that the price of oil needed would need to rise
to make drilling for shale oil econom cally viable.

Co-Chair Meyer recalled that G eat Bear had issued a press
rel ease that stated they had stopped drilling activity for
the tinme being. He understood that in planning for new oi
the department would neet with the producers in an effort
to ascertain each conpany's five-year plan for existing
fields.

M. Barron concurred that the first step was to gather each
conpany's gross production data. He said that the preview
of the data allowed for preparation of a forecast. He
relayed that the engineers tended to be optimstic
regardi ng forecasting sessions.

9: 55: 32 AM

M. Tangeman interjected that discussions wth other
explorers also occurred so that the departnment could assess
where the conpanies were in the process.

M. Barron discussed slide 11, "Risk Factor 1: Delays." The
slide charted historical predictions of new fields com ng
on line. He read a quote fromthe slide:

"Over 35% of projects are over budget and exceed cycle

time by over 10%
-Booze Allen & Hanmi | ton
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He shared that the quote was an industry statenment and was
not Al aska specific, but he highlighted the point that
overtime things tended to cost nore and were wusually
del ayed; the slide illustrated that point.

9: 58: 00 AM

M. Barron detailed slide 12, "Risk Factor 2: Perfornmance
Devi ates from Expectations."” The slide listed the various
projects along with their varying | evels of success.

Senat or Dunl eavy said that the oil associated with Prudhoe
Bay had exceeded predictions over the years.

M. Barron agreed.

Senator Dunleavy furthered that the mjority of the
projects that were further out had underperf orned.

M. Barron replied that there were many projects that had
been successful, but just as nmany that had not.

Senat or Dunl eavy asked whether Prudhoe Bay producing nore
than projected had played into the overall projections of
oi | production.

M. Barron replied that the increase of the stabilization
of production had been included in the statistica
assunpti on.

10: 01: 00 AM

Senator Dunleavy understood that the overproduction of
Prudhoe Bay becane the norm for projecting.

M. Barron agreed.

M. Tangeman added that iif Revenue Source books from
previous years were examned it would be found that by year
10 it was nearly a 50/50 mx of old oil and new oil. He
said that the current revenue source book changed the
nunbers to approximately 75/25; nore of the total oil was
coming fromthe currently producing section. The departnent
recognized the upside of the under-devel opnment/under
evaluation, but it was not being assuned that the oil would
conme on line by year 10.
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M. Barron discussed slide 13, "Historical Production.” The
slide illustrated the bounds of reasonable expectations for
future production based on historical production.

10: 04: 05 AM

M. Barron highlighted slide 14, "Applying the refined
nmethod." He explained the definitions of each line related
to the confidence intervals.

M. Barron explained slide 15, "Applying the refined

nmet hod." The lines on the graph illustrated the historical,
forecasted, high case, and |ow case projections in the un-
risked total, FY 13 forecast and currently producing
scenari o0s.

10: 06: 52 AM

M. Barron displayed slide 16, "New G| share of Tota
Production.”™ The bar graph reflected a considerably |ess
optimstic forecast for 2012 than had been predicted in
2011.

10: 07: 34 AM
M. Barron discussed slide 17, "Testing the refined
nmet hod.” He explained that the red curve represented the

average; and the blue curve represented the new projections
made with room for error. He stated that the answer was
somewhere in between. He offered that the projection
removed 50 percent of the error from what historically
woul d have been included in a forecast.

10: 08: 49 AM

M. Tangenman displayed slide 18, "This wll be an ongoing
process. ":

..of assessing the risk associated wth Under
Devel opnent and Under Eval uati on.

“The ability to convey the relative riskiness of
various O&G projects in a consistent manner s an
el usive and desirable goal.”
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Devel opnent and | nplenmentation of an Integrated
Ri sk Assessnment Met hodol ogy. Cutten, Evoy, Gecu
SPE conf erence paper 1993

M. Tangeman said that the undertaking by the departnent
was to reset a nore conservative baseline for decision
makers, while recognizing the upside that state resources
coul d possibly provide.

Vi ce-Chair Fairclough wondered whether the projections were
conservative or realistic.

M. Tangeman believed both. He stressed that the main
concern for the departnment and the governor was how the
process would be viewed by Will Street and the rating
agencies. He noted that the state had maintained its AAA
rating with Mody's and SWMP; additionally, Fitch advanced
the state to an AAA rating in 2013. He quoted an SMP
anal ysi s:

"The state's Departnment of Revenue has a good track
record forecasting year-ahead prices and production
levels. A big issue for the state is nmeasuring the
long-term rate of oil production decline. Since
peaking in 1988, the average annual rate of decline in
production has been around 5.5 percent; however, the
state's long-term forecast has consistently projected
a long-term rate of annual decline of oil production
of just under 2.5 percent - or lower. As a result the
state's long-term forecast has tended to overestimte
actual production levels. Wth its fall 2012 forecast
the Departnent of Revenue has revised the nethodol ogy
used to develop its longer-term production forecast
The new approach applies risk factors to discount the
projected oil production from oil fields that are
still under developnent or in an evaluations stage.
Previously, production estimtes and the forecasts
from such fields were not adjusted downward to account
for their higher |evel of uncertainty.”

M. Tangeman stated that the process would be continually
reviewed and revised in an effort to craft nobre accurate
proj ections.

10: 12: 54 AM
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Senat or Dunl eavy asked if Kuparuk was considered part of
Prudhoe Bay when considering the slope curve on the big oil
fields.

M. Barron replied that Kuparuk was not part of Prudhoe Bay
but it was considered part of the Al aska North Sl ope.

Senator Dunl eavy asked whether Kuparuk had exceeded
expected production simlar to Prudhoe Bay.

M. Barron replied that Kuparuk had over-perfornmed fromthe
initial devel opment concepts.

10: 13: 59 AM
AT EASE

10: 19: 20 AM
RECONVENED

ANGELA RODELL, DEPUTY COWM SSI ONER, TREASURY DI VI SI ON
DEPARTMENT OF REVENUE, presented "State of Al aska An Update
on the State's Savings Accounts.”

Ms. Rodell began with slide 3, "General Fund and ot her non-
segregated investnents.” She relayed that as of Decenber
31, 2012 the general fund had a bal ance of approximtely
$11,670,000. The nmain portion of the funds, $5.48 billion

was |located in the statutory budget reserve. The reserve
had nearly doubled since 2011 due to a $1.75 billion
deposit made in FY 12, a $250 million deposit made in FY 13
and an additional $805 million from FY 12 surpluses. The
additional portion was in the Alaska Housing Finance
Corporation (AHFC) and Al aska Housing Capital Corporation
(AHCC). She stated that the fund had a noderate risk
profile with a short to internediate investnent horizon.
The departnment was expecting a return rate of 1.52 percent
for 2012. The projected 10 year rate was 2.87. To date
there was a return of 0.37 percent. She opined that short-
term cash treasury bills were not yielding any notable
return.

10: 22: 51 AM

MVs. Rodel |  discussed slide 4, "Constitutional Budget
Reserve Fund (main and sub)." The bal ance of the main fund
on Decenber 31, 2012 was approxinmately $5.7 billion. The
sub fund had a balance of $5.5 billion. She noted that a
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deposit into the fund of $160 mllion was made by British
Petroleum (BP) per a settlenent. The balance of the
settlement went to the public school trust fund and the
permanent fund corporation. She said that the FY 12 return,
to date, was 3.22 percent on the CBR main fund primarily
because that fund was kept in internediate and short-term
low or noderate risk investnents. The sub fund had been
carved off to take a higher risk profile and had 60 percent
in equities, yielding a higher return, but also maintaining
a higher volatility.

Ms. Rodell detailed slide 5, "Power Cost Equalization
Fund." The fund had a balance of $787 nmillion on Decenber
31, 2013, which was primarily invested in equities and
fixed inconme. The PCE fund had a higher risk profile
because there was a 7 percent targeted payout on the fund.
The FY 12 return was 7.3 percent.

Ms. Rodell introduced slide 6, "Public School Trust Fund
(Principal and Incone accounts)"” The fund had a current
bal ance of $487 mllion. She relayed that the interest

earning were put in the incone fund which had a very | ow
risk, short investnment horizon and the noney was then
appropriated out to schools for the foundation formula. The
fund had 27 percent equity in the principal fund which
generated incone.

10: 26: 12 AM

Ms. Rodell discussed slide 7, "PERS and TRS." She stated
that both funds had noderate risks. The target actuari al
assunmed rate of return for both funds was 8 percent and the
asset allocations had been designed for that rate of
return. A certain amunt of cash in low and short-term
i nvestnments needed to be nmaintained in order to be able to
make benefit payouts. The Bal ance of the PERS account as of
Decenber 31, 2012 was $12 billion, the FY 12 return was .52
percent. She said that the fund was off to a better start
for 2013 and had a FYTD of 5.63 percent. The TERS bal ance
as of $5 billion and had a return for 2012 of .59 percent
with a FYTD return of 5.68 percent.

10: 27: 39 AM

Ms. Rodell explained slide 8, "APFC." She stated the
corporation had a bal ance of approximately 44 billion as of
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Decenber 31, 2012. The FY 12 return was .02 percent and was
currently at 7.34 percent for the FYTD.

Ms. Rodell introduced slide 10, "FY 13 Investnent Revenue
Forecast." She stated that rather than using the 10 year
return assunption on cash of 2.87, the departnent had
| ooked at actual earnings on cash which was closer to
somewhere between .3 and .6; the departnent was using .6
for the forecast. The slide reflected that sone investnent
incone was |lower than it had been in the past in order to
take into account current market conditions for the short-
term mar ket .

Senator Bishop asked what the historical average percent
was on the permanent fund return.

Comm ssi oner Butcher responded that the departnent would
provide the information at a later date. He added that the
projection of 5 percent was not unrealistic based on
hi story.

10: 30: 46 AM

Vi ce-Chair Fairclough whether an allocation on a capital
budget appropriation would nove into a higher risk pool
when nmoved from |long-term investnent to short-term
i nvest ment .

Ms. Rodell stated yes. She noted that if the noney was in
the general fund it would not change. The risk would only
change if the nove was out of the CBR

Vi ce-Chair Fai rcl ough asked whether the state was
experiencing any disadvantage due to the large capital

budgets of the past two years; general fund revenue had
been used and sone of the allocations would not be used for

a nunber of years and should be Ileft as long-term
i nvest ments.

Comm ssi oner Butcher suggested that Gary Bader could
provide a nore in-depth answer. He noted that a chall enge
for the general fund and the retirement fund as well was
t he bal ancing act between how nmuch should be kept I|iquid
and how much coul d be invested | ong-term

10: 33: 22 AM
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Ms. Rodell added that the state had approximately 47
percent of the general fund investnents in internediate
term bonds which had a one to three year horizon. This was
hel ping to push the yields closer to the one percent mark
but when averaged along with the liquidity needs, the state
was not seeing a return.

Vi ce- Chair Fairclough wondered whether the comm ttee should
| ook into the policy decision. She noted that the state was
maki ng increnental paynments on the PERS and TERS system
directly out of the general fund. She asked if the funds
were nmoved into higher risk investnents the state could
experience a greater rate of return.

10: 34: 49 AM

Senator Dunl eavy asked if the departnment had any specific
concerns over the next five years.

Comm ssi oner But cher r esponded t hat t he gr eat est
uncertainty was with the gl obal econony.

10: 36: 31 AM

Senator Hoffman discussed legislation that had been
previously considered that would nmake deposits into the
PERS and TRS funds; primarily, because drastic increases in
deposits from the general fund were expected. He understood
that the general fund deposits for FY 14 would not be as
large as in FY 15, FY16 and FY 17. He wondered if the
adm nistration had any solutions to the increasing deposit
si ze.

Comm ssi oner Butcher responded that many options existed.
He said that the various solutions were being examned in
order to make the nost prudent decision going forward.

Senator Hof fman asked whether the departnment had a tine
table for when the proposals wuld conme before the
| egi sl ature.

Commi ssi oner Butcher noted that an ARM board neeting woul d
happen in February.

#
ADJ OURNIVENT
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The neeting was adjourned at 10:38 a. m
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