APFC INVESTMENT POLICY

1 Preamble
Alaska Statutes (“AS”) Title 37 Chapter 13. Alaska Permanent Fund
Corporation (“APFC” or “Corporation”).

Article 01. Alaska Permanent Fund (“Fund”)
Section 37.13.020. Findings.

The people of the state, by constitutional amendment, have required the
placement of at least 25 percent of all mineral lease rentals, royalties, royalty
sale proceeds, and federal mineral revenue sharing payments and bonuses
received by the state into a permanent fund. The legislature finds with respect
to the fund that

(1) the fund should provide a means of conserving a portion of the state’s
revenue from mineral resources to benefit all generations of Alaskans;

(2) the fund's goal should be to maintain safety of principal while maximizing
total return;

(3) the fund should be used as a savings device managed to allow the
maximum use of disposable income from the fund for purposes designated by
law.

Preamble Adopted: May 27, 2010
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2 Purpose

The purpose of the Alaska Permanent Fund Corporation is to manage and invest the
assets of the Permanent Fund and other funds designated by law. The Corporation
is managed by the Board of Trustees (“Board”).

The purpose of this statement of investment policy is to set out in a comprehensive
way the Board'’s policies and practices that deal with the Board’s investment-related
functions. The statement of investment policy is not intended to be a static, one-
time document, however. The Board intends that the statement of investment
policy be kept current and updated as the Board modifies or adds to its investment-
related policies and practices.

These policies will be considered in their entirety on at least a bi-annual basis.
Policies may be modified at any time by Board action (so long as such action is
approved by roll call vote), even if this document is not immediately amended to
reflect Board changes. In these circumstances, changes will be noted in Board
meeting minutes, copies of which will be highlighted with relevant sections and filed
in the same electronic folder as this document.

The policies addressed herein shall be interpreted and applied in a manner
consistent with AS 37.13.120(a), which provides, in part, as follows:

The prudent-investor rule as applied to investment activity of the fund means
that the corporation shall exercise the judgment and care under the
circumstances then prevailing that an institutional investor of ordinary
prudence, discretion, and intelligence exercises in the designation and
management of large investments entrusted to it, not in regard to speculation,
but in regard to permanent disposition of funds, considering preservation of
purchasing power of the fund over time while maximizing the expected total
return from both income and appreciation of capital

Purpose Adopted: May 27,2010
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3 Philosophy

3.1 Asset Allocation
The Board believes...

“that strategic asset allocation is a fiduciary responsibility, which is a basic
duty of the Board. To meet the long-term real, i.e. inflation-adjusted, return
objective, the portfolio should be built on a diversified global portfolio.”

3.2 Risk Tolerance
The Board believes...

“that a global equity-oriented portfolio will produce long-term returns that
outweigh the short-term and medium-term risks to the corpus. The Board believes
the markets will exhibit volatility. A temporary loss of capital may occur in the
future, but the long-term nature of the Fund allows it to weather such occurrences.”

3.3 Time Horizon
The Board believes...

“that to preserve the purchasing power of the corpus and provide benefits to
the current and future generations the portfolio should have a strategic asset
allocation built on a long-term investment horizon.”

3.4 Preservation of Capital
The Board believes...

“that it is important to limit loss of capital in down markets, as large negative
underperformance mathematically reduces the probability of meeting the long-term
real return objective.”

3.5 Rebalancing
The Board believes...

“that rebalancing the portfolio should enhance returns and control risk over
the long-term.” '

3.6 Diversification
The Board believes...

“that diversification of asset class, sub-asset class, risk and manager are the
primary techniques available to institutional investors for maximizing the potential
return per unit of risk when investing to produce returns higher than cash.”

3.7 Sources of Return
The Board believes...

“the Fund’s risk and return relationships should be predominantly based on
market risks and returns, rather than less predictable and difficult to find active
management returns.”

Philosophy Adopted: May 27,2010
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3.8 Internal Asset Management
The Board believes...

“that where internal management has the capability to produce competitive
returns, internal asset management benefits the Fund through lower fees, greater
transparency and increased market awareness.”

3.9 Liquidity
The Board believes...

“that the Fund has limited demands in terms of liquidity as royalties,
coupons, rent and dividends often meet the annual distributions. Given the Fund’s
liquidity profile and long-term investment horizon it has the ability to take
advantage of the superior risk-adjusted returns provided by prudent investments in
private securities.”

Philosophy Adopted: May 27,2010 4
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4 Mission

The Board’s mission is calibrating the Fund’s risk tolerance to balance the
competing objectives of capital preservation and capital appreciation for current
and future generations. In doing so, the Board will strive to outperform peers in
down markets and meet peer returns in up markets.

5 Objectives

5.1 Return

The Board's long-term investment goal for the Fund is to achieve a real rate of
return of five percent (5%) per year. It is recognized that there may be years, or a
period of years, when the Fund does not achieve this goal followed by years when
the goal is exceeded. Yet, over a long period of time, the Board seeks to achieve an
average annual real rate of return of five percent (5%) at risk levels broadly
consistent with large public and private funds.

5.2 Trustees
The Board'’s charter includes the following:

Alaska Permanent Fund Corporation - Charter of the Board of
Trustees - Duties and Responsibilities - Investments

8. In managing and investing the assets of the Alaska Permanent
Fund, the Board is required to exercise the judgment and care
under the circumstances then prevailing that an institutional
investor of ordinary prudence, discretion, and intelligence exercises
in the designation and management of large investments entrusted
to it, not in regard to speculation, but in regard to the permanent
disposition of funds, considering preservation of the purchasing
power of the Fund over time while maximizing the expected total
return from both income and the appreciation of capital.

[AS 37.13.120]

9. The Board will establish a statement of investment policies and
guidelines, including the Board’s overall investment philosophy, as
well as other related policies as necessary for the effective
management and investment of the assets of the Fund.

10.  The Board will establish a framework or process for the
management of the investment risk of the Fund.

11.  The Board will approve the long-term or strategic asset allocation
of the Fund in terms of the proportion of total assets to be invested

Mission and Objectives Adopted: May 27,2010
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on average over time in the various asset classes or risk categories,
as well as the minimum-maximum range within which the assets
can be allocated at any point in time,

(a) The Board will establish an investment management structure
for the Fund and proportion of assets in an asset class to be
managed by external investment managers versus internal staff.

5.3 APFC Investment Staff

The APFC Investment Staff (“Staff”) is primarily responsible for implementing the
Board'’s strategic asset allocation. This includes: (a) hiring, terminating, and
monitoring of internal and external managers; (b) monitoring and communicating
the multitude of risks associated with the Fund assets, managers and process;

(c) researching and recommending new asset classes and investment strategies; and
(d) assisting the Board in setting the strategic asset allocation and investment
policy.

5.4 C(ritical Dependencies
Staff must have adequate internal human resources, financial support and
appropriate authority to meet the assigned objectives.

Mission and Objectives Adopted: May 27,2010 6
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6 Time Horizon

The Fund'’s design is to benefit current and future generations of Alaskans; hence,
the time horizon is long. More specifically, with assistance from independent third
party Consultants (“Consultants”), Board Advisors (“Advisors”) and Staff, the Board
has established a strategic asset allocation with a time horizon greater than ten
years to meet the investment objective.

7 Risk Tolerance

The Board’s investment allocation will be equity-dominant given its long-term
investment horizon and goal, but will include multiple asset classes having varying
risk and correlation assumptions. Based on the Consultant’s financial models for a
5% real return objective, the Fund’s long-term expected standard deviation is
approximately 12%.

Time Horizon and Risk Tolerance Adopted: May 27, 2010
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8 Strategic Asset Allocation

The strategic asset allocation will seek to optimize expected return versus expected
risk over a long-term investment horizon. The Board will annually evaluate the
strategic asset allocation after reviewing considerations and recommendations from
the Consultant, Advisors, and/or Staff.

As stated in the 15 AAC 137.420, “All permanent fund investments must be of a
quality considered acceptable by other prudent institutional investors, including
endowments.”

Table 8a: Strategic Asset Allocation Overview
P TEIEEL T (i

S

Cas - i “ L

Interest Rates 6%
U.S. Government Bonds 4%
International Developed Government 2%
Bonds (currency hedged)

Company 53%

Exposure
Global Credit 11%
Global Equity 36%
Private Equity 6%

Real Assets 18%
Real Estate 12%
Infrastructure 3%
U.S. Treasury Inflation Protected 3%
Securities

Special 21%

Opportunities*
Absolute Return Mandate 6%
Real Return Mandate 7%
Distressed Debt 1%
Mezzanine Debt 1%
Structured Credit 1%
Other (future opportunities) 5%

*Capital not invested in Special Opportunities will reside in the Company Exposure
risk class. Hence, the risk class target allocation will vary depending upon the actual
capital invested in Special Opportunities.

Strategic Asset Allocation Adopted: May 27,2010 8
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8.1 Cash

Purpose: The cash allocation is designed to let the Fund build up reserves over the
course of the year to meet its expected liabilities, primarily the annual dividend
payment. Additionally, cash is used to manage short-term liquidity needs that arise
from asset allocation rebalancing.

Return Goal: Rate of Inflation

Components: Money market funds or fixed income securities with weighted-
average maturities of no greater than 24 months.

Risk Considerations (only a sample of the risks to consider):
1. Re-investment risk; and
2. Interest rate risk.

Benchmark: U.S. Government 3 month Treasury Bills.

8.2 Interest Rates

Purpose: Debt securities, with low credit risk, often provide insurance against
severe equity market corrections, essentially, acting as a deflation hedge.
Additionally, they provide a high level of liquidity.

Return Goal: 3 month U.S. Treasury Bills + 150 basis points.

Components: U.S.,, Non-U.S. developed, and/or super-sovereign government or
government-related fixed income securities.

Risk Considerations (only a sample of the risks to consider):
1. Interest rate risk;
2. Curverisk;
3. Inflation risk; and
4. Default risk.

Benchmark: Barclays Global Government Bond Index (currency hedged).

8.3 Company Exposure

Purpose: When the economy is performing well, public and private companies are
generally producing profits and passing those profits to investors via interest
payments on debt, dividends or through higher stock price. Investing in these
corporations allows the Fund to benefit in times of growth and prosperity.

Return Goal: 3 month U.S. Treasury Bills + 600 basis points.
Components: Global corporate credit fixed income securities and global stocks
(public and private).

Table 8.3.1 Risk Considerations (only a sample of the risks to consider)

Interest rate risk Credit spread risk Liquidity risk
Equity risk Bankruptcy risk Refinancing risk
Inflation risk Currency risk

Benchmark: 20% Barclays Global Corporate Bond Index (currency hedged)
80% Morgan Stanley All Country Investable Market Equity Index.

Strategic Asset Allocation Adopted: May 27,2010
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8.4 Real Assets
Purpose: The value of real assets may hedge inflation risk, helping protect the
Fund’s real value over time.

Return Goal: 3 month U.S. Treasury Bills + 400 basis points.

Components: Real estate, infrastructure and Treasury Inflation-Protected
Securities (TIPS).

Table 8.4.1 Risk Considerations (only a sample of the risks to consider)

Interest rate risk Credit spread risk Liquidity risk
Equity risk Bankruptcy risk Refinancing risk
Inflation risk Currency risk Partnership risk

Cash flow risk

Natural disaster risk

Business (operational)

risk

Benchmark: 75% NCREIF Property Index (“NPI")
25% Barclays U.S. Treasury Inflation-Protected Securities.

8.5 Special Opportunities
Purpose: This allocation allows the Fund to invest in special investment
opportunities and to take advantage of perceived market opportunities.

Return Goal: 3 month U.S. Treasury Bills + 600 basis points.

Components: Global money market securities, fixed income securities (public and
private), stocks (public and private), currencies and commodities.

Table 8.5.1 Risk Considerations (only a sample of the risks to consider)
Interest rate risk Credit spread risk Liquidity risk
Equity risk Bankruptcy risk Refinancing risk
Inflation risk Currency risk Partnership risk

Benchmark: 20% Barclays Global Corporate Bond Index (currency hedged)
80% Morgan Stanley All Country Investable Market Equity Index.

Strategic Asset Allocation Adopted: May 27,2010 10
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Table 8b: Summa

of Asset Class Objectives
: :

N

U.S. Government Bonds M M M

Intl. Government Bonds M M M

Global Corporate Bonds

m
m
m
Emerging Market Gov. Bonds M M M
M
M

Global High Yield Bonds
U.S. Equities

International Equities

Emerging Market Equities

Private Equities

R I g

Real Estate

Infrastructure m

222|222
2

Treasury Inflation-Protected Securities M

Absolute Return Managers

Structured Credit Securities

Distressed Debt

22|12 | =2
=2

Mezzanine Debt

Real Return Mandate M M M M

*Inflation Protection: investments expected to hedge short-term inflationary shocks.

**Purchasing Power Preservation: investments expected to hedge the corpus
against long-term inflation.

Upper case M indicates major objective, while lower case m represents the minor
objective.

Strategic Asset Allocation Adopted: May 27,2010 11
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