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1 Preamble  
Alaska 3ÔÁÔÕÅÓ ɉȰ!3ȱɊ 4ÉÔÌÅ χϋ #ÈÁÐÔÅÒ υχȢ  Alaska Permanent Fund 
Corporation ɉȰAPFCȱ ÏÒ Ȱ#ÏÒÐÏÒÁÔÉÏÎȱ). 

Article 01. Alaska Permanent Fund ɉȰ&ÕÎÄȱɊ 

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. 
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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 manageÄ ÂÙ ÔÈÅ "ÏÁÒÄ ÏÆ 4ÒÕÓÔÅÅÓ ɉȰ"ÏÁÒÄȱɊȢ   

The purpose of this statement of investment policy is to set out in a comprehensive 
way the BoardȭÓ policies and practices that deal with ÔÈÅ "ÏÁÒÄȭÓ 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. 
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3 Philosophy  

3.1 Asset Allocation  
The Board ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÁÔ ÓÔÒÁÔÅÇÉÃ ÁÓÓÅÔ ÁÌÌÏÃÁÔÉÏÎ ÉÓ Á ÆÉÄÕÃÉÁÒÙ ÒÅÓÐÏÎÓÉÂÉÌÉÔÙȟ ×ÈÉÃÈ ÉÓ a basic 
duty of the Board.  To meet the long-term real, i.e. inflation-adjusted, return 
ÏÂÊÅÃÔÉÖÅȟ ÔÈÅ ÐÏÒÔÆÏÌÉÏ ÓÈÏÕÌÄ ÂÅ ÂÕÉÌÔ ÏÎ Á ÄÉÖÅÒÓÉÆÉÅÄ ÇÌÏÂÁÌ ÐÏÒÔÆÏÌÉÏȢȱ 

3.2 Risk Tolerance  
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÁÔ Á ÇÌÏÂÁÌ equity-oriented portfolio will produce long-term returns that 
out-weigh 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 occurrencÅÓȢȱ 

3.3 Time Horizon  
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÁÔ ÔÏ ÐÒÅÓÅÒÖÅ ÔÈÅ ÐÕÒÃÈÁÓÉÎÇ ÐÏ×ÅÒ ÏÆ ÔÈÅ ÃÏÒÐÕÓ ÁÎÄ ÐÒÏÖÉÄÅ ÂÅÎÅÆÉÔÓ ÔÏ 
the current and future generations the portfolio should have a strategic asset 
allocation built on a long-ÔÅÒÍ ÉÎÖÅÓÔÍÅÎÔ ÈÏÒÉÚÏÎȢȱ 

3.4 Preservat ion of Capital  
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÁÔ ÉÔ ÉÓ important to limit loss of capital in down markets, as large negative 
underperformance mathematically reduces the probability of meeting the long-term 
ÒÅÁÌ ÒÅÔÕÒÎ ÏÂÊÅÃÔÉÖÅȢȱ 

3.5 Rebalancing  
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

Ȱthat rebalancing the portfolio should enhance returns and control risk over 
the long-ÔÅÒÍȢȱ 

3.6 Diversification  
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÁÔ ÄÉÖÅÒÓÉÆÉÃÁÔÉÏÎ ÏÆ ÁÓÓÅÔ ÃÌÁÓÓȟ ÓÕÂ-asset class, risk and manager are the 
primary techniques available to institutional investors for maximizing the potential 
ÒÅÔÕÒÎ ÐÅÒ ÕÎÉÔ ÏÆ ÒÉÓË ×ÈÅÎ ÉÎÖÅÓÔÉÎÇ ÔÏ ÐÒÏÄÕÃÅ ÒÅÔÕÒÎÓ ÈÉÇÈÅÒ ÔÈÁÎ ÃÁÓÈȢȱ 

3.7 Sources of Return 
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÅ &ÕÎÄȭÓ ÒÉÓË ÁÎÄ ÒÅÔÕÒÎ ÒÅÌÁtionships should be  predominantly-based on 
market risks and returns, rather than less predictable and difficult to find active 
ÍÁÎÁÇÅÍÅÎÔ ÒÅÔÕÒÎÓȢȱ 
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3.8 Internal Asset Management  
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÁÔ ×ÈÅÒÅ ÉÎÔÅÒÎÁÌ ÍÁÎÁÇÅÍÅÎÔ ÈÁÓ ÔÈÅ ÃÁÐÁÂÉÌÉÔÙ ÔÏ ÐÒÏÄÕÃÅ ÃÏÍÐÅÔÉÔÉÖÅ 
returns, internal asset management benefits the Fund through lower fees, greater 
ÔÒÁÎÓÐÁÒÅÎÃÙ ÁÎÄ ÉÎÃÒÅÁÓÅÄ ÍÁÒËÅÔ Á×ÁÒÅÎÅÓÓȢȱ 

3.9 Liquidity  
4ÈÅ "ÏÁÒÄ ÂÅÌÉÅÖÅÓȣ 

ȰÔÈÁÔ ÔÈÅ &ÕÎÄ ÈÁÓ ÌÉÍÉÔÅÄ ÄÅÍÁÎÄÓ ÉÎ ÔÅÒÍÓ ÏÆ ÌÉÑÕÉÄÉÔÙ ÁÓ ÒÏÙÁÌÔÉÅÓȟ 
coupons, rent and dividends often meet the annual distributions.  Given the FuÎÄȭÓ 
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 
ÐÒÉÖÁÔÅ ÓÅÃÕÒÉÔÉÅÓȢȱ 

4 Mission  
4ÈÅ "ÏÁÒÄȭÓ ÍÉÓÓÉÏÎ ÉÓ ÃÁÌÉÂÒÁÔÉÎÇ ÔÈÅ &ÕÎÄȭÓ ÒÉÓË ÔÏÌÅÒÁÎÃÅ ÔÏ ÂÁÌÁÎÃÅ 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. 
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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  
4ÈÅ "ÏÁÒÄȭÓ ÃÈÁÒÔÅÒ ÉÎÃÌÕÄÅÓ ÔÈÅ ÆÏÌÌÏ×ÉÎÇȡ 
 

Alaska Permanent Fund Corporation ɀ Charter of the Board of 
Trustees ɀ 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, incÌÕÄÉÎÇ ÔÈÅ "ÏÁÒÄȭÓ ÏÖÅÒÁÌÌ ÉÎÖÅÓÔÍÅÎÔ ÐÈÉÌÏÓÏÐÈÙȟ ÁÓ 
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 
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. 
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5.3 APFC Investment Staff  
The APFC )ÎÖÅÓÔÍÅÎÔ 3ÔÁÆÆ ɉȰ3ÔÁÆÆȱɊ ÉÓ ÐÒÉÍÁÒÉÌÙ ÒÅÓÐÏÎÓÉÂÌÅ ÆÏÒ ÉÍÐÌÅÍÅÎÔÉÎÇ ÔÈÅ 
"ÏÁÒÄȭÓ 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 Critical Dependencies  
Staff must have adequate internal human resources, financial support and 
appropriate authority to meet the assigned objectives. 
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6 Time Horizon  
4ÈÅ &ÕÎÄȭÓ ÄÅÓÉÇÎ ÉÓ ÔÏ ÂÅÎÅÆÉÔ ÃÕÒÒÅÎÔ Ánd future generations of Alaskans; hence, 
the time horizon is long.  More specifically, with the assistance from independent 
third party Consultants ɉȰ#ÏÎÓÕÌÔÁÎÔsȱɊȟ Board !ÄÖÉÓÏÒÓ ɉȰ!ÄÖÉÓÏÒÓȱɊ ÁÎÄ 3ÔÁÆÆ, the 
Board has established a strategic asset allocation with a time horizon greater than 
ten years to meet the investment objective. 

7 Risk Tolerance  
4ÈÅ "ÏÁÒÄȭÓ ÉÎÖÅÓÔÍÅÎÔ ÁÌÌÏÃÁÔÉÏÎ ×ÉÌÌ ÂÅ ÅÑÕÉÔÙ-dominant given its long-term 
investment horizon and goal, but will include multiple asset classes having varying 
risk and correlation assumptions.  Based on tÈÅ #ÏÎÓÕÌÔÁÎÔȭÓ financial models for a 
υϷ ÒÅÁÌ ÒÅÔÕÒÎ ÏÂÊÅÃÔÉÖÅȟ ÔÈÅ &ÕÎÄȭs long-term expected standard deviation is 
approximately 12%.   
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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.   
 
!Ó ÓÔÁÔÅÄ ÉÎ ÔÈÅ ρυ !!# ρσχȢτςπȟ Ȱ!ÌÌ ÐÅÒÍÁÎÅÎÔ ÆÕÎÄ ÉÎÖestments must be of a 
quality considered acceptable by other prudent institutional investors, including 
ÅÎÄÏ×ÍÅÎÔÓȢȱ 
  
Table 8a: Strategic Asset Allocation Overview  

Risk Class Asset Class 
Risk 
Class 

Target  

Asset 
Class 

Target  
Cash  2% 2% 
Interest Rates   6%  
 U.S. Government Bonds  4% 
 International Developed Government 

Bonds (currency hedged) 
 2% 

Company 
Exposure 

 53%   

 Global Credit  11% 
 Global Equity  36% 
 Private Equity  6% 
Real Assets  18%   
 Real Estate  12% 
 Infrastructure  3% 
 U.S. Treasury Inflation Protection 

Securities 
 3% 

Special 
Opportunities*  

 21%   

 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.   
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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. Curve risk; 
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. 
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8.4 Real Assets 
Purpose: The value of real assets may hedge inflation risk, helping protect the 
&ÕÎÄȭÓ ÒÅÁÌ ÖÁÌÕÅ ÏÖÅÒ ÔÉÍÅȢ 

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 ɉȰ.0)ȱɊ 
               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. 
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Table 8b: Summary of Asset Class Objectives 
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Cash   M M M m   

U.S. Government Bonds   M M M m   

Intl. Government Bonds   M M M m M  

Emerging Market Gov. Bonds  M    M M  

Global Corporate Bonds      M   

Global High Yield Bonds      M   

U.S. Equities M    M    

International Equities M    M  m  

Emerging Market Equities M    M  m  

Private Equities M    M   M 

Real Estate M m   M M m  

Infrastructure  m   M M m  

Treasury Inflation Protected Securities   M   M    

Absolute Return Managers M       M 

Structured Credit Securities M     M   

Distressed Debt M        

Mezzanine Debt M     M   

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. 
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9 Risk Guideline s 
The risk guidelines are established to clearly delineate the amount of absolute and 
relative risk the Staff may utilize to achieve the investment objectives. 

9.1 Green Zone Guidelines 
4ÈÅ 'ÒÅÅÎ :ÏÎÅ /ÐÅÒÁÔÉÎÇ 2ÁÎÇÅ ɉȰ'ÒÅÅÎ :ÏÎÅȱɊ ÃÏÎÃÅÐÔ ÉÓ ÄÅÓÉÇÎÅÄ ÔÏ ÉÎÄÉÃÁÔÅ ÔÈÅ 
Board-approved operating risk limits.   

1. Green Zone is the Board-approved #ÈÉÅÆ )ÎÖÅÓÔÍÅÎÔ /ÆÆÉÃÅÒ ɉȰ#)/ȱɊ ÏÐÅÒÁÔÉÎÇ 
range. 

a. Portfolio must be in green zone 80% of the calendar year, exceptions 
must be approved by the Board. 

2. Yellow Zone is the Board-approved Executive Director ɉȰ%$ȱɊ operating 
range. 

a. #ÈÉÅÆ &ÉÎÁÎÃÉÁÌ /ÆÆÉÃÅÒ ɉȰ#&/ȱɊ ÔÏ ÎÏÔÉÆÙ Executive Director 
immediately upon entry into yellow zone. 

b. CIO to respond to Executive Director requesting approval to operate 
within the yellow zone. 

c. CIO may operate within yellow zone for 90 consecutive days. 
i. Board may grant CIO and Executive Director an extension to 

continue operating in the yellow zone. 
3. Red Zone is the operating range which requires Board approval 

a. CFO to notify Board upon entry into red zone. 
b. Executive Director to respond to Board with action plan. 
c. Operating within a red zone is limited to 30 consecutive days. 

i. Board has the authority to approve operating in the red zone, 
beyond 30 days. 

 
Even though the Fund is expected to operate most of the time within the green zone, 
the Fund may periodically be in a yellow zone, and there may be times when the 
Fund will be in a red zone.  The zones are designed to increase transparency and 
awareness, rather than explicit violations. 
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Exhibit 9.1.1 Visual Display of Green Zone Concept  

 
 
Exhibit 9.1.2 Green Zone Example for Absolute Retur n Mandate 
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9.2 Absolute  Limits  
Absolute limits are dollar percentage limits on major risk classes, asset classes and 
illiquid investments. 
 
Table 9.2.1 Absolute Percentage  Limits  

Category* 
Green Zone 

(CIO) 
Yellow Zone  

(ED) 
Red Zone 
(Board)  

Cash (2%)  0% to 5% 5% to 8% >8% 
Interest Rate Class (6%)  6% to 12% 5% to 6% & 12% to 20% <5% & >20% 
Company Exposure (53%)  45% to 65% 40% to 45% & 65% to 75% <40% & >75% 
     Corporate Bonds (9%) 4% to 12% 0% to 4% & 12% to 20% >20% 
     High Yield Bonds (2%) 1% to 6% <1% & 6% to 12% >12% 
     Equities (42%) 
     (including private equity &    

venture capital) 
40% to 65% 35% to 40% & 65% to 70% <35% & >70% 

     Private Equity (6%) 
     (including venture 

capital) 
1% to 9% <1% & 9% to 11% >11% 

     Venture Capital  < 3% 3% to 4% >4% 
Real Assets (18%)  15% to 20% 13% to 15% & 20% to 23% <13% & >23% 
     Real Estate (12%) 7% to 15% <7% & 15% to 17% >17% 
     Infrastructure (3%) 1% to 5% <1% & 5% to 6% >6% 
     TIPS (3%) 1% to 5% <1% & 5% to 6% >6% 
Special Opportuni ties  (21%)  10% to 21% <10% & 21% to 23% >23% 
     Absolute Return (6%) 4% to 8% 3% to 4% & 8% to 9% <3% & >9% 
     Real Return (7%) 5% to 9% 4% to 5% & 9% to 10% <4% & >10% 
     Other (8%) 0% to 7% 7% to 8% >8% 

 
*( ) designates current strategic asset allocation target 

9.3 Relative  Risk Limits  
Relative risk measures the expected ÉÎÖÅÓÔÍÅÎÔ ÐÏÒÔÆÏÌÉÏȭÓ ÒÉÓË ÁÎÄ ÒÅÔÕÒÎ ÒÅÌÁÔÉÖÅ 
to Risk Benchmark using industry-standard risk measures. 
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9.3.1 Risk Benchmark  ɉȰ2"-ȱɊ 
The RBM is a passive investment portfolio based on the strategic asset allocation 
established by the Board. 
 
Table 9.3.1.1 Risk Benchmark  
Risk Class Risk Benchmark   Weight  
Cash 3 month U.S. Treasury Bills 2% 

Interest Rates 
Barclays Global Government Bond Index 
(currency hedged) 

6% 

Company Exposure 
(Bonds) 

Barclays Global Corporate Bond Index 
(currency hedged) 

14.8% 

Company Exposure 
(Stocks) 

Morgan Stanley All Country Investable 
Market Equity Index 

59.2% 

Real Assets (ex-TIPS) NCREIF Property Index (NPI) 13.5% 

Real Assets (TIPS) 
Barclays U.S. Treasury Inflation Protected 
Securities 

4.5% 

9.3.2 Value-at-Risk ɉȰ6Á2ȱɊ 
Value at Risk is a widely used risk measure for risk of loss on a specific portfolio of 
financial assets.  For a given portfolio, probability and time horizon, VaR is defined 
as a threshold value such that the probability of a mark-to-market loss on the 
portfolio over the given time horizon exceeds this value (assuming normal markets 
and no trading in the portfolio) for a given probability level.  VaR can be thought of 
as probability weighted stress tests. 
 
VaR is used to determine if risk is higher or lower than the risk benchmark 
established by the Board under normal market conditions.  Guidelines are based on 
the relative risk to the RBM. 
 
Table 9.3.2.1 Relative Risk Guidelines ɀ VaR 

Category 
Green 

Zone (CIO) 
Yellow Zone  

(ED) 
Red Zone 
(Board)  

Portfolio 90% to 110% 80% to 90% & 110% to 120% <80% & >120% 
Interest Rates 75% to 125% 50% to 75% & 125% to 150% <50% & >150% 
Company Exposure 75% to 125% 50% to 75% & 125% to 150% <50% & >150% 
     Credit 50% to 125% 25% to 50% & 125% to 150% <25% & >150% 
     Equities 75% to 125% 50% to 75% & 125% to 150% <50% & >150% 
     Currency 75% to 125% 50% to 75% & 125% to 150% <50% & >150% 
Real Assets 75% to 125% 50% to 75% & 125% to 150% <50% & >150% 
Special Opportunities 25% to 125% 20% to 25% & 125% to 150% <20% & >150% 

9.4 Active Risk Budget  
Active risk refers to the segment of risk in the portfolio that is due to active 
management decisions made by portfolio managers.  It does not include any risk 
that is merely a function of passive exposure.  Active risk is commonly called 
tracking error. 
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9.4.1 Tracking Error ( ȰTEȱ) 
Tracking error is a measure of how closely a portfolio follows the index to which it is 
benchmarked.  For example, a portfolio invested in stocks with the precise 
ÁÌÌÏÃÁÔÉÏÎÓ ÉÎ ÔÈÅ 3ÔÁÎÄÁÒÄ Ǫ 0ÏÏÒȭÓ υππ ÅÑÕÉÔÙ ÉÎÄÅØ ×ÉÌÌ ÈÁÖÅ Á ÚÅÒÏ ÔÒÁÃËÉÎÇ ÅÒÒÏÒȢ  
Tracking error is used to ascertain how much the portfolio expected return will 
deviate from the prescribed risk benchmark.  Tracking error is calculated for this 
purpose on an ex-ante basis using a holdings-based risk analytical system. By 
convention, tracking error is reported as the annualized one-standard deviation of 
the expected difference in returns between a portfolio and the risk benchmark. 
 
Table 9.4.1.1 Relative Risk Guidelines ɀ Tracking Error  

Category 
Green 

Zone (CIO) 
Yellow Zone  

(ED) 
Red Zone 
(Board)  

Portfolio 0 to 350 bps* 350 to 500 bps >500 bps 
Interest Rates 0 to 200 bps 200 to 300 bps >300 bps 
Company Exposure 0 to 400 bps 400 to 600 bps >600 bps 
     Credit 0 to 300 bps 300 to 500 bps >500 bps 
          IG Credit** 0 to 200 bps 200 to 300 bps >300 bps 
     Equities 0 to 300 bps 300 to 500 bps >500 bps 
     Currency 0 to 300 bps 300 to 500 bps >500 bps 
TIPS 0 to 100 bps 100 to 200 bps >200 bps 

*bps = basis points 
** IG Credit = Investment Grade Corporate Fixed Income Securities as compared to 
the Barclays US Investment Grade Corporate Index. 

9.4.2 Downside Risk  
Downside risk is risk of significant loss of capital. A recent example is the 2008 
global banking crisis where most asset classes experienced drawdowns in excess of 
30%.  2008 would not be considered Á ȰÎÏÒÍÁÌȱ ÍÁÒËÅÔȢ  &urthermore, risk models 
that assume normality of returns, e.g. VaR models, failed to predict the severity of 
thÅ ÄÒÁ× ÄÏ×ÎȢ  (ÅÎÃÅȟ ÉÔ ÉÓ ÉÍÐÅÒÁÔÉÖÅ ÔÏ ÍÏÎÉÔÏÒ ÔÈÅ &ÕÎÄȭs downside relative to 
the risk benchmark using scenario analysis and stress testing.  

9.4.2.1 Scenario Analysis 
Scenario analysis utilizes historical market dislocations to evaluate mark-to-market 
impacts on the portfolio.  For each historical market dislocation, the changes in the 
major risk factors are applied to the existing portfolio simultaneously.  This shock 
may provide insight into potential future downside risks. 
 
Scenario Examples: 

1. 1973-74 Oil Crisis (1/11/73 - 10/04/74); 
2. 1987 Stock Market Crash (10/14/87 ɀ 10/19/87); 
3. 1994 Federal Reserve Interest Hike (1/31/94 - 12/13-94); 
4. 1997-98 Asian Currency Crisis (7/1/97 -1/9/98); and 
5. 2008-09 Global Banking Crisis (10/11/07 - 3/06/09). 
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9.4.2.2 Stress Testing 
Stress testing involves shocking a major market factor by a predetermined 
ÍÁÇÎÉÔÕÄÅ ÔÏ ÍÅÁÓÕÒÅ ÔÈÅ &ÕÎÄȭÓ ÃÈÁÎÇÅ ÉÎ ÍÁÒË-to-market.  Stress testing is 
designed to determine which factors given an independent move produce a large 
deviation in mark-to-market. 
 
Stress Test Examples: 

1. Global Equities up 30% in market value; 
2. Global Equities down 30% in market value; 
3. U.S. Dollar strengthens 30% versus non-U.S. currencies; 
4. U.S. Dollar weakens 30% versus non-U.S. currencies; 
5. Global nominal interest rates instantaneously rise across the curve 200 basis 

points;  
6. Global nominal interest rates instantaneously fall across the curve 200 basis 

points; 
7. Global inflationary shock of plus 300 basis points; 
8. Global disinflation or deflationary shock of minus 300 basis points; 
9. Credit spreads rise by 200 basis points; 
10. Credit spreads contract by 200 basis points; 
11. Commodity prices rise by 30%; 
12. Commodity prices fall by 30%; 
13. Risk aversion rises dramatically, shock option volatility on rates, credit, 

equities, commodities and currencies by 2 times the current volatility; and 
14. Risk aversion falls dramatically, shock option volatility on rates, credit, 

equities, commodities and currencies by .5 times the current volatility. 
 

9.5 Specific Risk Limits  

9.5.1 Liquidity  
In order to better manage large, expected APFC liabilities, the Fund will 
systematically set aside cash and cash equivalents to match these liabilities.  A 
separate account will be maintained for the purpose of managing these liabilities 
and cash flows. 
 
Portfolio Structure: 

1. The APFC will have a separate account for all known liabilities over 

$100,000,000 due within one year.   

2. All incoming/outgoing cash flows will go through the account.   

3. All monies will be invested in either (i) ÔÈÅ #ÕÓÔÏÄÉÁÎȭÓ ÓÈÏÒÔ-term 

investment fund or (ii) money-market-fund-eligible instruments with a 

maturity or average life no greater than thirteen months.  For this purpose, a 

ȰÍÏÎÅÙ-market-fund-ÅÌÉÇÉÂÌÅ ÉÎÓÔÒÕÍÅÎÔȱ ÍÅÁÎÓ ÁÎ Ȱ%ÌÉÇÉÂÌÅ 3ÅÃÕÒÉÔÙȱ ÁÓ 

defined in section a.10. of Rule 2a-7under the Investment Company Act of 

1940. 
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4. The projected dividend amount will be used when determining the required 

amount of funds that must be available.   

Table 9.5.1.1 shows the percentage amount that must be available in the portfolio 
prior to the dividend target due date by fiscal year quarter.  
  
Table 9.5.1.1 Liability Management Operation Ranges  

Q4* Q3* Q2* Q1* 
100% 75% +/-5% 40% +/- 5% 15% +/- 5% 

  *All ending period prior to target date 
 

9.5.2 Public versus Private Investments  
'ÉÖÅÎ ÔÈÅ &ÕÎÄȭÓ ÌÏ× ÄÅÍÁÎÄÓ ÏÎ ÌÉÑÕÉÄÉÔÙȟ ÔÈÅÒÅ ÉÓ an opportunity to earn an 
expected liquidity premium associated with private investments.  However, due to 
reduced ability to rebalance asset allocation, private assets, as a percentage of total 
Fund value, are limited.   
 
For this guideline, private investments are defined as investments with contractual 
lock-ups: 

1. of capital greater than 2 years; 
2. Fund of Funds with underlying fund investments with lock-ups greater than 

2 years; 
3. Private real estate; and 
4. Infrastructure investments. 

 
Table 9.5.2.1 Private Investments Li mits  

Category 
Green 

Zone (CIO) 
Yellow Zone  

(ED) 
Red Zone 
(Board)  

Private Assets 21 to 45% 45% to 50%  >50%  

 

9.5.3 Future Commitments  
Future commitments are a function of committed capital to private investments 
where the general partner has the right to drawdown capital from the limited 
partners over a specified period of time.  Because the cash draws are in essence a 
cash draw liability with unknown timing, the Fund limits future commitments 
ÒÅÌÁÔÉÖÅ ÔÏ ÔÈÅ &ÕÎÄȭÓ ÏÖÅÒÁÌÌ ÓÉÚÅȢ 
 
Table 9.5.3.1 Future Commitm ent Limits  

Category 
Green 

Zone (CIO) 
Yellow Zone  

(ED) 
Red Zone 
(Board)  

Future Commitments < 20% 20% to 25%  >25%  
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9.5.4 Special Opportunities  
As stated in Section 8.5, special opportunities are investments designed to take 
advantage of market opportunities.   

1. CIO, with Executive Director consent, may invest in specific opportunities, 
subject to previously Board-approved asset classes or sub-asset classes, up to 
ρϷ ÏÆ ÔÈÅ &ÕÎÄȭÓ ÁÓÓets, subject to capital lock-up less than 2 years.   

2. Maximum allocation to special opportunities directed solely by the CIO and 
Executive Director is 5% and no more than 2% in new opportunities 
between quarterly Board meetings.   

3. CIO and Executive Director will report all new investment opportunities, 
along with the rationale, at the next regularly-scheduled Board meeting. 

4. All special opportunities with contractual lock-ups greater than 2 years 
require Board approval. 

9.5.5 Co-investments  
Co-investments are investments the Fund makes along-side general partners in 
private assets.  Co-investments have two main advantages; first, the Fund will have a 
higher level of transparency, which improves our ability to assess the risk and 
return opportunities; second, co-investments should significantly reduce 
management fees.  Co-investments may be implemented at the partnership level 
(the Fund invests in a partnership directly) or at the underlying asset level (the 
&ÕÎÄ ÉÎÖÅÓÔÓ ÉÎ ÁÎ ÁÓÓÅÔ ÈÅÌÄ ÉÎ ÔÈÅ &ÕÎÄȭÓ ÐÁÒÔÎÅÒÓÈÉÐɊȢ 
 
Table 9.5.5.1 Co-investment Estimated Management Fee Savings  

Category 
Approxima te 

Base Fee 

Typical  
Performance 

Fee 

Approximate annual fee 
savings from co -investment  

(assuming historical returns)  

Private Equity FoF* 0.3% N/A  .2% 
Private Equity 2.0% 20% of profits 5% 
Infrastructure 1.5% 20% of profits 3% 
Mezzanine Debt 1.5% 20% of profits 3% 
Distressed Debt 1.5% 20% of profits 3% 
Distressed Debt FoF 0.5% N/A .3% 
Absolute Return FoF 1.0% N/A .8% 

*FoF = Private Fund of Funds, e.g. gatekeeper 
 

1. All co-investments require an independent fiduciary evaluation, prior to 
investment, in accordance with 15 AAC 137.460(b)(2). 

2. Co-investment opportunities require Board approval. 
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10 Rebalancing of Fund Assets 
The Executive Director and CIO have the flexibility to implement the &ÕÎÄȭÓ 
investment program, working within the Board-approved Green Zones in 
accordance with Sections 9.2, 9.3, 9.4 and 9.5.  Written reports shall be presented to 
the Board showing sources and destinations of cash flows. 

The Executive Director shall report to the Board at least monthly regarding the 
Fund's actual asset allocation as of the end of the preceding month in comparison to 
the Board's current strategic asset allocation targets and Green Zones.  The CFO will 
notify the Board when an asset or sub-asset class allocation enters a red zone 
guideline. The Executive Director is required to recommend a rebalancing strategy 
upon entry into a red zone.  The Board Chair shall determine whether to schedule a 
special meeting to review the rebalancing strategy.  If the rebalancing strategy will 
take more than 30 days to complete, the Board Chair will determine whether a 
Board meeting to review the strategy is needed.  
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11 Fixed Income Guidelines  

11.1 Standard of Care 
Subject to the limitations established under AS 37.13.120, 15 AAC 137.430, and 
these guidelines, fixed-income managers, whether internal or external, shall 
exercise the care, skill, judgment, and diligence under the circumstances then 
prevailing that a prudent professional investment manager for hire acting in like 
capacity exercises in the management of large investments entrusted to it not in 
regard to speculation but in regard to the permanent disposition of funds, 
considering probable safety of capital as well as probable income. 

11.2 Investment Guidelines  

11.2.1 Active Risk Limits  
Tracking error is a measure of how closely a portfolio follows the index to which it is 
benchmarked.  Tracking error is calculated for this purpose on an ex-ante basis 
using a holdings-based risk analytical system.  
 
Table 11.2.1.1 Relative Fixed Income Risk Guidelines ɀ Tracking Error  

Category Risk Benchmar k 
Green 

Zone (CIO) 
Yellow Zone  

(ED) 
Red Zone 
(Board)  

U.S. Government 
Bonds 

Barclays U.S. Government Bond 
Index 

0 to 200 
bps 

200 to 300 
bps 

>300 bps 

International 
Government Bonds 

Barclays Developed 
Government Bond Index  

(ex. U.S. & currency hedged) 

0 to 200 
bps 

200 to 300 
bps 

>300 bps 

Investment Grade 
Corporate Bonds 

Barclays US Investment Grade 
Corporate Bond Index 

0 to 200 
bps 

200 to 300 
bps 

>300 bps 

High Yield 
Corporate Bonds 

Barclays Non-investment Grade 
Global Corporate Bond Index 

(currency hedged) 

0 to 400 
bps 

400 to 500 
bps 

>500 bps 

Treasury Inflation 
Protected 
Securities 

Barclays U.S. Treasury Inflation 
Protected Securities Index 

0 to 200 
bps 

200 to 300 
bps 

>300 bps 

11.2.2 Additional Clarification and Limitations  
1. Managers are prohibited from purchasing: 

a. Inverse floaters and any other CMO tranche that has a leveraged 
component embedded in its structure;  

b. any form of investment in an investment company managed by an APFC 
external manager itself or its affiliates;  

2. The following conditions apply to Fund fixed-income investments:    

a. interest-only and principal-only mortgage backed securities are limited 
to 5% of the portfolioȭÓ structured products holdings at the time of 
purchase; 
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b. a manager may purchase currency forwards and futures, as appropriate 
to implement their investment strategy; 

c. a manager may, with the prior written approval of the Executive 
Director, invest in single name and index credit default swaps, when 
paired with specifically-identified U.S. Treasury securities of equal 
notional value as underlying collateral, in accordance with guidelines 
specified herein;  

d. the use of leverage in a portfolio is prohibited; the following is not 
considered a leveraged transaction:  MBS TBA dollar rolls where the 
settlement proceeds are invested in cash equivalent securities. 

11.2.3 Clarifications and Restrictions Specifically Related to Cash Management 
Accounts 

!0&#ȭÓ Collateral Cash Management Account is primarily intended to serve as 
mechanism for investing the collateral used to back specific forward-settle 
transÁÃÔÉÏÎÓ ÓÕÃÈ ÁÓ 4"!ȭÓȢ  !Ó ÓÕÃÈȟ ÉÔÓ benchmark is short-term and the guidelines 
confine to highly liquid investments.  The following apply to the Collateral Cash 
Management Accounts: 

1. Repurchase agreements permitted by law are allowed so long as the 
collateral has a market value equal to or greater than 102% of the amount of 
the repurchase agreement and the APFC retains possession of the collateral; 

2. Commercial paper may be purchased if it is issued under either Section 
3(a)(3) or Section 4(2) of the Securities Act of 1933, as amended; and 

3. Commercial paper must be rated A-a or A-1+ from S&P or P-1 from Moodyȭs 
at the time of purchase. 

11.3 Delegation of Contract Management  
The Executive Director is authorized to enter into, execute, and amend contracts 
with external managers that the Executive Director considers necessary, convenient, 
and desirable for the purposes of this policy and to take such other action as is 
necessary, convenient, and desirable to carry out the purposes of this policy.   
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12 Public Equit y Guidelines  

12.1 Performance Objectives  
The performance of the total public equity portfolio over a market cycle shall be 
measured against the following objectives: 

1. Total returns commensurate with the level of total equity risk taken in the 
portfolio so as to fulfÉÌÌ ÔÈÅ ÒÏÌÅ ÏÆ ÐÕÂÌÉÃ ÅÑÕÉÔÉÅÓ ÉÎ ÔÈÅ &ÕÎÄȭÓ ÁÓÓÅÔ 
allocation policy; and 

2. Risk-adjusted returns measured using standard industry metrics such as the 
Sharpe ratio or information ratio that are enhanced relative to the total 
ÐÕÂÌÉÃ ÅÑÕÉÔÙ ÐÏÒÔÆÏÌÉÏȭÓ ÁÓÓÉÇÎed benchmark. 

12.2 Portfolio Structure  
Consistent with performance objectives, and applicable tracking error guidelines 
outlined in Section 9.4.1, the structure of the total public equity portfolio shall 
include one or more of the following: 

1. Actively managed equity strategies that strive to enhance total returns of a 
portfolio relative to its assigned benchmark through one or more active 
decisions, including stock selection, factor exposure, and allocation decisions 
to regions, countries, currencies, sectors, industries, etc.;  

2. Passively managed equity strategies that strive to replicate, in a cost efficient 
manner, the returns of a benchmark index; and 

3. Quasi-passively managed equity strategies that strive to provide diversified, 
low turnover exposure to certain risk factors or replicate an index that 
provides such exposure. 

12.3 Portfolio Rebalancing and Mandate Modification  
The Chief Investment Officer may: 

1. With prior approval of the Executive Director, rebalance assets to, from or 
between individual equity portfolios; 

2. 7ÉÔÈ ÒÅÖÉÅ× ÂÙ ÔÈÅ "ÏÁÒÄȭÓ ÇÅÎÅÒÁÌ ÃÏÎÓÕÌÔÁÎÔ ÁÎÄ ÐÒÉÏÒ ÁÐÐÒÏÖÁÌ ÏÆ ÔÈÅ 
Executive Director, add, remove or modify passive equity portfolio mandates 
for investment managers; and 

3. 7ÉÔÈ ÒÅÖÉÅ× ÂÙ ÔÈÅ "ÏÁÒÄȭÓ ÇÅÎÅÒÁÌ ÃÏÎÓÕÌÔÁÎÔ ÁÎÄ ÐÒÉÏÒ ÁÐÐÒÏÖÁÌ ÏÆ ÔÈÅ 
Executive Director, add, remove or modify quasi-passive equity portfolio 
mandates for investment managers. 
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12.4 Authorized Investments  
AÓÓÅÔÓ ÉÎ ÔÈÅ &ÕÎÄȭÓ ÐÕÂÌÉÃÌÙ ÔÒÁÄÅÄ ÅÑÕÉÔÙ ÓÅÃÕÒÉÔÉÅÓ ÐÏÒÔÆÏÌÉÏÓ ÍÁÙ ÂÅ ÉÎÖÅÓÔÅÄ 
only in the following: 

1. common and preferred stock of entities (including banks and banking 
associations) organized under the laws of the United States or of states, 
territories, possessions, or other political subdivisions of the foregoing; 

2. common and preferred stock of entities (including banks and banking 
associations) organized under the laws of a foreign jurisdiction; 

3. equity-related and equity-linked shares, including convertible debt 
securities, of an entity described in 1. or 2. of this Section 12.4; 

4. depositary receipts and equivalent instruments of those investments 
authorized in 2. and 3. of this Section 12.4, as applicable; 

5. equity securities not included in 1. ɀ 4. of this Section 12.4 that are generally 
represented in the equity benchmark index assigned to an investment 
manager; 

6. exchange traded stock index futures, so long as they are used to facilitate 
asset allocation strategies in the equity portfolio, including country or 
regional equity market allocation strategies, the investment of available cash 
and accrued income of investments authorized in this Section 12.4, the 
orderly sale of equity investments, and to manage equity exposure during 
portfolio restructurings, provided that 

a. such instruments are used only on an unleveraged basis; and 

b. if used to reduce equity exposure to specific sectors, countries or regions, 
such use does not result in net short equity market exposure of the 
ÍÁÎÁÇÅÒȭÓ ÔÏÔÁÌ ÐÏÒÔÆÏÌÉÏȠ 

7. contracts for the future delivery of foreign currencies to the extent necessary 
for the purchase or sale (whether undertaken or expected to be undertaken) 
of those investments authorized in 2., 3., 4., 5., and 6. of this Section 12.4, as 
applicable; 

8. futures or forward contracts for the purchase or sale of foreign currencies for 
the purpose of hedging the foreign currency value of an existing equivalent 
ownership position, currency cross hedging prior authorization by the 
Executive Director, active management of currency exposures in an equity 
portfolio, provided that 

a. such instruments are used only on an unleveraged basis; and 

b. if used by a manager to actively manage currency exposure, net short 
exposure to any single currency remains within limits established for 
ÔÈÁÔ ÍÁÎÁÇÅÒȭÓ ÓÔÒÁÔÅÇÙȠ 

9. collective or commingled equity investment entities, including, but not 
limited to, any common trust fund, collective trust fund, registered 
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investment company (open-end or closed-end), partnership, limited liability 
company, or any other similar entity whose purpose is to direct the collective 
investment of assets, including exchange traded funds, provided that staff 
has determined that such investment entity invests its assets predominantly 
in equity instruments that the APFC is otherwise authorized to invest in 
directly; 

10. newly offered or issued shares of investments authorized in 1., 2., 3., 4., and 
5. of this Section 12.4, including initial public offerings (IPOs); 

11. with prior authorization by the Executive Director, an active equity manager 
may invest in more than five percent (5%) of the voting shares of any 
corporation when measured in aggregate across all APFC accounts; and 

12. with prior approval of the Board, the Executive Director may authorize an 
active equity manager to short-sell investments authorized in 1., 2., 3., 4. or 5. 
of this Section 12.4, provided that the market value of such short exposure in 
aggregate is targeted to range between twenty percent (20%) and forty 
ÐÅÒÃÅÎÔ ɉτπϷɊ ÏÆ ÔÈÅ ÍÁÒËÅÔ ÖÁÌÕÅ ÏÆ ÔÈÅ &ÕÎÄȭÓ ÁÓÓÅÔÓ ÉÎÖÅÓÔÅÄ ×ÉÔÈ ÔÈÁÔ 
manager, with a control band of zero to fifty percent (0-50%) to allow for 
transactional flexibility. 

12.5 Investment Re strictions/Conditions  
The following investments and transactions are prohibited in the Fund's publicly 
traded equity portfolios: 

1. except as permitted under 11. of Section 12.4, the ownership of more than 
five percent (5%) of the voting shares of any corporation; 

2. the purchase or sale of options, commodity futures contracts, other 
derivative instruments not specifically authorized under 12.4, and any 
leveraged investments or investments on margin; and 

3. except as provided in 6., 7., and 8. of Section 12.4, futures or forward 
contracts for the sale of investments in foreign securities, including foreign 
currencies. 

Except as otherwise permitted under 12. of Section 12.4, short sales of investments 
authorized in 1. and 5. of Section 12.4 are prohibited. 

12.6 Investment Management Contracts  
The investment of Fund assets in equity securities shall be made by investment 
managers, with such investments to be made under terms of contracts entered into 
by the Executive Director and investment managers.  Such investment management 
contracts shall include, without limitation, provisions that: 

1. provide for measuring the manager's investment performance against 
appropriate investment benchmarks assigned by the Chief Investment 
Officer; 
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2. require the manager to be fully invested according to the following: 

a. except as permitted under Paragraph b of this 2., the manager should be 
at least ninety-eight percent (98%) invested (no more than two percent 
(2%) cash) in each account for which the manager has responsibility, 
with a control band of zero to five percent (0-5%) to allow for 
transactional cash; 

b. domestic and international smaller capitalization active managers, 
international emerging markets active managers, and on a case-by-case 
basis other active equity manager strategies authorized by the Executive 
Director should be at least ninety-five percent (95%) invested (no more 
than five percent (5%) cash) in each such account for which the manager 
has responsibility; 

c. a manager may elect to hold cash greater than five percent (5%) for any 
period of time, if the manager's strategy indicates that doing so would be 
beneficial to the APFC; a manager must notify the APFC prior to 
implementing that strategy; the Executive Director shall report to the 
Board regarding any manager who chooses to implement such a strategy; 

d. the APFC will not compensate managers for that portion of cash exposure 
of an account that exceeds the applicable cash limitation under 
Paragraphs a. or b. of this 2., if held for a period of more than 90 days; and 

e. a manager may, with the prior approval of 

1. the Chief Investment Officer, invest up to five percent (5%) of an 
ÁÃÃÏÕÎÔȭÓ ÁÓÓÅÔÓ ÉÎ ÅØÃÈÁÎÇÅ ÔÒÁÄÅÄ ÆÕÎÄÓȠ ÁÎÄ 

2. the Executive Director, invest more than five percent (5%) of the 
ÁÃÃÏÕÎÔȭÓ ÁÓÓÅÔÓ ÉÎ ÅØÃÈÁÎÇÅ ÔÒÁÄÅÄ ÆÕÎÄÓ ÆÏÒ a period of not more 
than 90 days in order to accommodate large deposits to or 
×ÉÔÈÄÒÁ×ÁÌÓ ÆÒÏÍ ÔÈÅ ÁÃÃÏÕÎÔ ÏÒ ÔÈÅ ÍÁÎÁÇÅÒȭÓ ÅÑÕÉÔy portfolio 
strategy. 

3. require that the manager shall seek to obtain best execution of trade orders 
at the most favorable prices reasonably obtainable and, in doing so, consider 
a number of factors, including, without limitation, the overall direct net 
economic result to the Fund (including commissions, which may not be the 
lowest available but which ordinarily will not be higher than the generally 
prevailing competitive range), the financial strength and stability of the 
broker, the efficiency with which the transaction is effected, the ability to 
effect the transaction at all where a large block is involved, the availability of 
the broker to stand ready to execute possible difficult transactions in the 
ÆÕÔÕÒÅȟ ÁÎÄ ÏÔÈÅÒ ÍÁÔÔÅÒÓ ÉÎÖÏÌÖÅÄ ÉÎ ÔÈÅ ÒÅÃÅÉÐÔ ÏÆ ȰÂÒÏËÅÒÁÇÅ ÁÎÄ ÒÅÓÅÁÒÃÈ 
ÓÅÒÖÉÃÅÓȱ ÁÓ ÄÅÆÉÎÅÄ ÉÎ ÁÎÄ ÉÎ ÃÏÍÐÌÉÁÎÃÅ ×ÉÔÈ 3ÅÃÔÉÏÎ ςψɉÅɊ ÏÆ ÔÈÅ 3ÅÃÕÒÉÔÉÅÓ 
and Exchange Act of 1934, as amended, and regulations thereunder;  

4. consistent with manager obligations to seek best execution, encourage, but 
ÎÏÔ ÒÅÑÕÉÒÅȟ ÁÎ ÁÃÔÉÖÅ ÅÑÕÉÔÙ ÍÁÎÁÇÅÒ ÔÏ ÐÁÒÔÉÃÉÐÁÔÅ ÉÎ ÔÈÅ !0&#ȭÓ 
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commission recapture program, as outlined in Section 20;  

5. in recognition that proxy votes have economic value and thus are assets to 
ÍÁÎÁÇÅȟ ÁÎÄ ÃÏÎÓÉÓÔÅÎÔ ×ÉÔÈ ÔÈÅ "ÏÁÒÄȭÓ ÒÅÓÐÏÎÓÉÂÉÌÉÔÙ ÔÏ ÅÎÓÕÒÅ ÔÈÁÔ ÉÔÓ 
shares are voted: 

a. ÒÅÑÕÉÒÅ ÅÁÃÈ ÍÁÎÁÇÅÒ ÔÏ ÖÏÔÅ ÐÒÏØÉÅÓ ÉÎ ÁÃÃÏÒÄÁÎÃÅ ×ÉÔÈ ÔÈÅ ÍÁÎÁÇÅÒȭÓ 
proxy voting policies for all shares owned, controlled, or held directly or 
ÉÎÄÉÒÅÃÔÌÙ ÂÙ ÔÈÅ !0&#ȟ ÅØÃÌÕÄÉÎÇ ɉÁɊ ÓÈÁÒÅÓ ÏÎ ÌÏÁÎ ÕÎÄÅÒ ÔÈÅ !0&#ȭÓ 
securities lending program, and (b) shares traded in share-blocking 
markets when the resulting selling limitation would not be in the best 
financial interests of the Fund, in accordance with its rights and 
responsibilities as a shareholder and its fiduciary duty as an institutional 
ÉÎÖÅÓÔÏÒȟ ÉÎ Á ÍÁÎÎÅÒ ÓÏ ÁÓ ÔÏ ÍÁØÉÍÉÚÅ ÔÈÅ &ÕÎÄȭÓ ÒÁÔÅ ÏÆ ÒÅÔÕÒÎ ÏÖÅÒ ÔÈÅ 
period the manager would likely hold the investment and promote the 
best financial interest of the Fund; 

b. encourage but not require managers to consider the following principles 
when voting proxies:  (a) proxy matters dealing with a corporate 
governance process have the potential to improve board-shareholder 
dynamics for an extended period; (b) board independence is one of the 
cornerstones of good corporate governance; independent corporate 
boards of directors lead to the creation and maintenance of good 
decision-making processes within companies in which the Fund is 
invested; (c) an independent director is someone whose only non-trivial 
ÐÁÓÔ ÁÎÄ ÐÒÅÓÅÎÔ ÃÏÎÎÅÃÔÉÏÎ ÔÏ ÔÈÅ ÃÏÒÐÏÒÁÔÉÏÎ ÉÓ ÔÈÁÔ ÐÅÒÓÏÎȭÓ 
directorship; and, therefore (d) the following proposals have the 
potential to impact corporate governance and improve board-
shareholder dynamics: 

i. proposals that support: 

a) independent compensation, nominating, and audit board 
committees; 

b) majority of independent directors; 

c) confidential voting by shareholders; 

d) right of shareholders to act by written consent; 

e) right of shareholders to call a special meeting;  

f) requirement that shareholders approve poison pills, payment 
of greenmail, or dual-class share structures;  

g) requirement that the audit firm be limited to performing audits 
only; and 

h) except for companies that allow cumulative voting, election of 
directors by a majority of shareholder votes or adoption of 
director resignation policies for directors receiving more 
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Ȱ×ÉÔÈÈÏÌÄȱ ÖÅÒÓÕÓ ȰÆÏÒȱ ÖÏÔÅÓȠ 

ii. proposals that are against: 

a) classified or staggered boards; and 

b) supermajority vote requirements; and 

c. require each manager to furnish to the APFC annually copies of the 
ÍÁÎÁÇÅÒȭÓ ×ÒÉÔÔÅÎ ÐÏÌÉÃÉÅÓ ×ÉÔÈ ÒÅÓÐÅÃÔ ÔÏ ÖÏÔÉÎÇ ÐÒÏØÉÅÓ ÁÎÄ ÁÔ ÌÅÁÓÔ 
annually report to the APFC how the manager voted all proxies on behalf 
of the APFCȠ ÁÔ Á ÍÉÎÉÍÕÍȟ ÅÁÃÈ ÍÁÎÁÇÅÒȭÓ ÒÅÐÏÒÔ ÓÈÁÌÌ ÂÅ ÓÕÂÍÉÔÔÅÄ ÔÏ 
the APFC in electronic form and shall indicate for each proxy ballot item 
ÖÏÔÅÄȟ ÔÈÅ ÃÏÍÐÁÎÙȟ ÔÈÅ ÉÓÓÕÅȟ ÃÏÍÐÁÎÙ ÍÁÎÁÇÅÍÅÎÔȭÓ ÒÅÃÏÍÍÅÎÄÁÔÉÏÎȟ 
how the manager voted, and any comments explaining the basis for the 
ÍÁÎÁÇÅÒȭÓ ÖÏÔÅȟ  ÓÏ ÔÈÁÔ Staff will have the information necessary to 
generate a consolidated report. 

6. provide for the manager to make periodic reports to the APFC and Board; 

7. address such other terms and conditions as the Executive Director or Chief 
Investment Officer consider in the Fund's best interest. 

12.7 Delegation of Contract Management  
The Executive Director is authorized to enter into, execute, and amend contracts 
with external equity managers that the Executive Director considers necessary, 
convenient, and desirable for the purposes of this Policy and to take such other 
action as is necessary, convenient, and desirable to carry out the intent of this 
Policy.  In the execution and monitoring of contracts with investment managers, the 
Executive Director shall ensure that applicable statutes and policies established by 
the Board are followed. 
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13 Private Equity Guidelines  

13.1 Investment Objective  
The historical experience of institutional investments in private equity 
demonstrates that enhanced rates of return can be achieved compared to publicly 
traded securities.   

Private equity investments involve the purchase of unlisted, illiquid common and 
preferred stock, and to a lesser degree, subordinated and senior debt of companies 
that are, in most instances, privately held.  Investments in company private 
securities are made primarily through institutional blind pool limited partnership 
vehicles.  To compensate for the illiquidity and the higher specific risk of the private 
market, the private equity program is expected to produce a high absolute long-
term rate of return, with a premium of 200 ɀ 500 basis points compared to an 
appropriate public equity benchmark.  

13.2 Investment Guidelines  
Private equity investments shall be made in a manner consistent with the fiduciary 
standards of the prudent investor rule, namely, for the sole interest of the Fund, and 
to mitigate risk by diversifying the portfolio.  The diversification objective is 
important to manage overall market risk and the specific risks inherent in any single 
investment or management selection. 

The guidelines must be flexible enough to allow for adjustments based on certain 
external factors.  These factors include the availability of quality investment 
opportunities, the flow of capital into the private equity asset class, and the state of 
the economy and business environment.  

The selection and management of assets in the private equity portfolio will be 
guided to generate a high level of risk-adjusted return, provide a modest amount of 
current income, and maintain prudent diversification of assets and specific 
investments. 

With private equity investments, there is an inherent risk that the actual return of 
capital, gains, and income will vary from the amounts expected.  The investment risk 
associated with private equity investments shall be addressed in several ways: 

1. Institutional Quality: All private equity investments must be of institutional 
investment quality.  Institutional quality is defined as an investment that 
would be considered acceptable by other prudent institutional investors (i.e., 
insurance company general accounts and separate accounts, commercial 
banks and savings institutions, public employee retirement systems, 
corporate employee benefit plans - domestic and foreign, endowments and 
other tax-exempt institutions).  General partners with successful experience 
in both strong and weak markets shall be preferred. 
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2. Diversification: The private equity portfolio shall be diversified as to 
investment strategy, size and life cycle of investment, industry sector, 
investment sponsor organization (i.e., general partner group), and 
geographical location.  Commitments and funding will take place over time, 
adding to the diversification of the portfolio. 

 No more than twenty percent (20%) of the total private equity allocation 
shall be invested at any time with any single general partnership, entity, or 
related organization.  To the extent investments are made in fund-of-fund 
vehicles, the 20% limitation shall apply on a look-through basis to the 
underlying general partnerships in the fund-of-fund portfolio.  No single 
ÐÒÉÖÁÔÅ ÅÑÕÉÔÙ ÉÎÖÅÓÔÍÅÎÔ ÓÔÒÁÔÅÇÙȟ ÁÓ ÄÅÓÃÒÉÂÅÄ ÂÅÌÏ× ÕÎÄÅÒ Ȱ%ÌÉÇÉÂÌÅ 
)ÎÖÅÓÔÍÅÎÔ 3ÔÒÁÔÅÇÙ $ÉÖÅÒÓÉÆÉÃÁÔÉÏÎȟȱ ÍÁÙ ÃÏÍÐÒÉÓÅ ÍÏÒÅ ÔÈÁÎ χπϷ ÏÆ ÔÈÅ 
allocation.  It is recognized, however, that during the portfolio development 
stages the full diversification parameters may not, of necessity, be met.  

a. Eligible Investment Strategy Diversification: The following private 
equity strategies and investment types will be considered eligible for 
tÈÅ &ÕÎÄȭÓ ÐÏÒÔÆÏÌÉÏȢ  ,ÏÎÇ-term ranges are established for each strategy 
to be achieved at full investment, with percentage exposures based on 
market value plus undrawn committed capital.   

i.  Venture Capital: (10% to 30%) ɀVenture capital partnerships will 
be allocated into three categories and the manager will endeavor to 
select partnerships that represent the strategies in the appropriate 
amounts and diversity. 

Early-Stage:  Seed or start-up equity investments in private 
companies. 

 Later-Stage:  Investments in more mature companies (e.g., with 
developed products, revenues, and in many instances profitable) 
to provide funding for growth and expansion. 

 Multi-Stage: Investments in venture capital companies at various 
stages of company development, including early-, late- and any 
other interim stages of development. 

ii. Buyouts/Acquisition: (40% to 70%) ɀ Partnerships which 
provide funding to acquire majority or controlling interests in a 
business or product lines from either a public or private 
company. These partnerships are generally diversified by 
industry and other relevant measures. Buyout partnership 
company size ranges from very large to small-market. 

iii. Special Situations: (0% to 40%) Partnerships with private 
corporate finance investment strategies that do not fall under the 
prior two categories or do not justify a separate long-term 
strategic allocation. The manager will seek to diversify the 
portfolio across various sub-strategies. Examples include: 
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Hybrid Partnerships: Funds that have broad strategy mandates 
and may invest materially in non-control investment structures 
or a variety of strategies that would preclude a simple venture 
capital or buyout categorization. 

Industry Specific: Funds that target a specific industry (e.g., 
energy, financial services, media and communications, etc.). 
These funds may be considered as having greater industry 
specific risk than more diversified buyout funds. 

Subordinated Debt: Partnerships that make debt-related 
investments in unsecured or junior obligations in financings are 
considered special situations. These generally take the form of 
subordinated debentures or preferred stock. They typically earn a 
current coupon or dividend and have warrants on common stock 
or conversion features. 

Restructuring/Recovery: Investments made in distressed or 
poorly performing companies, with the intent of initiating a 
recovery via financial restructuring or the introduction of 
ÍÁÎÁÇÅÍÅÎÔ ÅØÐÅÒÔÉÓÅȢ 0ÁÒÔÎÅÒÓÈÉÐȭÓ ÉÎÖÅÓÔÍÅÎÔÓ ÍÁÙ ÉÎÃÌÕÄÅ 
debt and/or equity securities. 

Other:  There are, on occasion, private equity/corporate finance 
partnerships that pursue strategies different from those cited 
above (e.g., secondary purchase) that the manager may, in its 
discretion, seek to participate. 

                      b. Geographical Diversification: Although the priority of the portfolio 
should be to achieve diversification by investment strategy and 
industry groups, geographical diversification is also desirable.  Over 
the long-term, the portfolio should seek portfolio diversification with 
regard to major regional areas both domestically and internationally. 

International private equity partnership investments should not total 
more than 40% of the private equity investment allocation and shall 
be diversified in the context of the total portfolio.   

c. Industry Sector Diversification: The portfolio shall be diversified by 
industry sector (i.e., Biotechnology, Computers, Financial Services, 
Healthcare, Medical, Media/Communications, Electronics, Software, 
Consumer/Retail, Basic Industry, Other, etc.) such that no one 
industry classification is heavily represented in the private equity 
portfolio.  Industry sector diversification will be monitored based on 
aggregate exposures of the underlying portfolio company 
investments.  If necessary to improve industry diversification, each 
ÓÅÐÁÒÁÔÅ ÁÃÃÏÕÎÔ ÍÁÎÁÇÅÒȭÓ ÓÔÒÁÔÅÇÙ ÔÁÒÇÅÔ ÁÌÌÏÃÁÔÉÏÎÓ ×ÉÌÌ ÂÅ 
adjusted as part of the annual planning process. 



 APFC INVESTMENT POLICY 

 
Private Equity Guidelines Adopted:  May 27, 2010 32 

       d.  Time and Life Cycle Diversification: Commitments to partnership 
investments shall be staged over time, and investments in venture 
capital shall include early, later, and multi-stage partnership groups.  
It is anticipated that the Board will commit to private equity over 
multiple years, thereby dollar cost averaging over a business cycle.  
The Board will establish a funding allocation each year in conjunction 
with its annual review of its asset allocation policy and allocation 
target to private equity.   

e.  General Partner Diversification: The portfolio shall be diversified by 
general partner or issuer of limited partnership securities. 
Commitments shall be managed in a manner that is consistent with a 
goal of limiting exposure to any single general partnership or 
investment sponsor organization to a maximum of 20% of the total 
private equity portfolio (based on estimated total commitments).  To 
the extent investments are made in fund-of-fund vehicles, the 20% 
limitation shall apply on a look-through basis to the underlying 
general partnerships in the fund-of-fund portfolio.   

13.3 Portfolio Management  

13.3.1 Ownership Structure  
1.   Separate Account Investment Structure: !0&#ȭÓ preferred ownership structure 

will be comprised of separate account relationships established with one or 
more fiduciary oversight managers (gatekeeper). The gatekeeper will in turn 
make commitments to private equity limited partnerships, limited liability 
ÃÏÍÐÁÎÉÅÓȟ ÏÒ ÇÒÏÕÐ ÔÒÕÓÔÓ ÏÎ !0&#ȭÓ ÂÅÈÁÌÆȟ ÏÎ Á ÄÉÓÃÒÅÔÉÏÎÁÒÙ ÂÁÓÉÓȢ 4ÈÅ 
investments are subject to portfolio diversification targets established by these 
Private Equity Guidelines, to approval of an Annual Review and Plan (described 
below) by the Chief Investment Officer and to prior notification via an 
Investment Disclosure Form (following a format prescribed by staff) that 
outlines program compliance for each proposed investment. Other commingled 
or separate account investments vehicles, which are not limited partnerships, 
limited liability companies, or group trusts, may only be purchased by the 
oversight manager, subject to a structural compliance review by the Board and 
consultant, wherein the Board must approve any such proposed investment 
vehicle. 

2. Fund-of-Funds Vehicles: The APFC may also invest directly in fund-of-funds 
(FOF) vehicles. These vehicles employ a manager-of-manager format similar to 
separate accounts, however, the APFC obtains contractual rights through a 
limited partnership or similar agreement with the manager or a related entity, 
and the FOF vehicle owns the underlying portfolio partnerships.  A FOF may 
have investors other than the APFC.  In the case of FOFs, the investment 
prograÍÓ ÁÒÅ ÇÏÖÅÒÎÅÄ ÂÙ ÔÈÅ ÖÅÈÉÃÌÅÓȭ ÌÉÍÉÔÅÄ ÐÁÒÔÎÅÒÓÈÉÐ ÁÇÒÅÅÍÅÎÔȟ ÏÒ 
other documents. To the degree practicable, the FOF documents should reflect 
operational and reporting procedures similar to these policies and guidelines. 



 APFC INVESTMENT POLICY 

 
Private Equity Guidelines Adopted:  May 27, 2010 33 

3.  Potential Conflicts: With regard to private equity investments, the following 
potential conflicts of interest warrant inclusion in this policy: 

a. Manager Proprietary Products: The separate account oversight 
manager may not invest in a proprietary product without the explicit 
prior approval of the CIO.  In the context of a separate account, 
proprietary products may comprise no more than 20% of the separate 
account.  For performance measurement purposes, investments in 
such proprietary products will be considered part of the respective 
ManÁÇÅÒȭÓ ÓÅÐÁÒÁÔÅ ÁÃÃÏÕÎÔ ÐÏÒÔÆÏÌÉÏȢ 

b. Allocation of Investments Among Accounts: The manager shall 
disclose to the APFC in writing its policies regarding the allocation of 
investment opportunities among potentially competing asset pools. 
The manager shall inform the APFC of any change to such policies and 
shall report periodically as requested by Staff regarding its 
application of those policies.  

13.3.2 Annual Review and Plan  
For separate accounts, the private equity manager shall prepare an Annual Review 
and Plan, to be reviewed by Staff and approved by the CIO. The Annual Review and 
Plan shall describe and evaluate the current portfolio compared to the guidelines 
and planned funding and commitment targets and shall set out detailed goals and 
objectives consistent with the Board-approved funding allocation for the next 
twelve months, and other information requested by staff.  If the APFC has more than 
ÏÎÅ ÐÒÉÖÁÔÅ ÅÑÕÉÔÙ ÍÁÎÁÇÅÒȟ ÅÁÃÈ ÓÅÐÁÒÁÔÅ ÁÃÃÏÕÎÔ ÍÁÎÁÇÅÒȭÓ !ÎÎÕÁÌ 0ÌÁÎ ÓÈÁÌÌ ÂÅ 
based on commitment targets that reflÅÃÔ ÔÈÅ ÁÎÔÉÃÉÐÁÔÅÄ ÁÃÔÉÖÉÔÙ ÏÆ ÁÌÌ ÏÆ ÔÈÅ !0&#ȭÓ 
private equity managers as communicated to each manager by Staff.  The Annual 
Review and Plan must be submitted annually prior to the start of the next fiscal 
year.   
 
Fund-of-Fund managers are not required to submit an Annual Review and Plan for 
APFC approval.  However, APFC may request such managers to provide the APFC 
with an informational review and plan for the portfolio. 

13.3.3 Performance Measurement and Benchmarks  
The Board will monitor progress and results through a performance measurement 
report prepared quarterly by the manager and reviewed by Staff.  The Board or Staff 
may also request its consultant to review the performance and activities of the 
portfolio. 

%ÁÃÈ ÍÁÎÁÇÅÒȭÓ ÐÏÒÔÆÏÌÉÏ ÁÎÄ ÔÈÅ !0&#ȭÓ ÁÇÇÒÅÇate private equity portfolio will be 
evaluated using two approaches:   (1) comparison of vintage year performance 
against private equity industry benchmarks; and (2) comparing long-term 
performance over ten year rolling periods to public equity benchmarks plus a 
ÐÒÅÍÉÕÍ ÏÆ ςππ ÔÏ υππ ÂÁÓÉÓ ÐÏÉÎÔÓȟ ÁÓ ÒÅÃÏÍÍÅÎÄÅÄ ÂÙ ÔÈÅ !0&#ȭÓ ÇÅÎÅÒÁÌ 
consultant.  Consistent with industry practice, performance shall be calculated using 
the internal rate-of-return (IRR) methodology. 
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14 Real Estate Guidelines 

14.1 Investment Objectiv e 
The return objective for the APFC's real estate portfolio is to generate a long-term 
total return between the expected return for equities and fixed income investments, 
calculated on a time-weighted basis over rolling five-year periods. 

14.2 Investment Guidel ines 

14.2.1 Investment Standards  
The prudent-investor standard set out in AS 37.13.120(a) applies to the 
management of the real estate portfolio; in applying the prudent-investor standard. 

14.2.2 Authorized Investments  
1. In accordance with AS 37.13.120, the APFC may invest assets of the Fund in 

real estate investments subject to the applicable restrictions and conditions 
set out in 15 AAC 137. 

2. Property TypesɂPrivate Real Estate.  Fund assets may be invested in the 
following types of private real estate: 

a. office buildings; 

b. retail properties; 

c. multi-family housing; 

d. industrial buildings; 

e. mixed-use buildings (combinations of types listed in paragraph 2 a-d, 
above); 

f. land, located within the market area in which the Fund holds an existing 
private equity real estate interest, and that is acquired: 

i. for the purpose of creating or adding to a portfolio of similar 
properties; or  

ii. to retain or serve the needs of existing tenants; or 

g. land acquired by a real estate operating company, in which the Fund 
currently holds an interest or in which the Fund hereafter acquires a 
Board-approved interest, for the purpose of developing properties of a 
type listed in paragraph 2 a-e above; or 

h. land purchased for the purpose of granting or entering into a ground 
lease where the land is improved by a completed and substantially rented 
building of a type listed in a-e, above. 
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14.2.3 Diversification  
To minimize risk from regional economic imbalances, property performance 
volatility, and management style, Staff shall diversify the Fund's real estate 
investments by investment type, property type, property location, and manager.  
Staff shall report the degree of diversification across these dimensions to the Board 
on a regular basis. 

14.2.4 Leverage 
In accordance with AS 37.13.120, the APFC may leverage real estate investments of 
the Fund subject to the applicable restrictions and conditions set out in 15 AAC 137. 

14.2.5 Development/Property Life Cycle  
In accordance with AS 37.13.120, the APFC may invest in real estate development 
projects subject to the applicable restrictions and conditions set out in 15 AAC 137 
and to additional restrictions specified in the Real Estate Investment Strategy. 

14.2.6 Investment Authority/Control  
The Executive Director is authorized to enter into, execute, and amend contracts 
with existing external managers that the Executive Director considers necessary, 
convenient, and desirable for the purposes of this policy and to take such other 
action as is necessary, convenient, and desirable to carry out the purposes of this 
policy.  In the execution and monitoring of contracts with investment managers, the 
Executive Director shall ensure that applicable statutes and policies established by 
the Board are followed. 

Final approval of real estate investments is given to the Executive Director.  The 
Executive Director may further delegate: 

1. to the APFC's Chief Investment Officer and/or the Manager of Real Estate 
Investments authority to approve (and execute documents relating to) the 
acquisition or disposition of an interest in real estate; and/or 

2. to those external investment managers, who serve as fiduciaries under 
Board-approved policies and guidelines, provided that: 

a. the discretionary matters that may be delegated to external investment 
managers include, but are not limited to: 

i. determining whether to acquire or dispose of private equity real 
estate investments; 

ii. management and oversight of all operational and administrative 
matters involving the property and/or the investment; 

iii. collection and disbursement of cash, maintenance of fiscal records, 
financial reporting to investors; and 

iv. approval of leases, lease guidelines, performance of conditional 
provisions in agreements, engineering studies and certificates, 
insurance provisions, and financial statements; and 
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b. the following discretionary matters may not be delegated to external 
investment managers: 

i. decisions to finance or refinance any portion of an investment or 
guarantee the obligations of another; 

ii. reviewing investment performance; and 

iii. granting or exercising a right to buy or sell between co-investors.  

3. All investments made on behalf of the APFC shall be subject to: 

a. Established portfolio diversification guidelines; 

b. the APFC Investment Strategy as approved by the Board; 

c. the APFC Tactical Plan as approved by the Executive Director; and  

d. the specific manager's annual business plan and budget as approved by 
the APFC staff. 

14.2.6.1 Authority/Control Issues: Co -investments  
1. Agreements governing the relationship between the APFC and its co-

investors must require that the APFC be provided written notification in 
advance on all matters of significance as to the performance of the 
investment, including proposals for disposition, mortgage, refinance, loan 
call, acceleration, material modifications to financing agreements, 
declarations of default, major capital expenditures, approval of annual 
budgets, and appointment and termination of investment managers for the 
property. 

2. The APFC shall retain the right to sell the Fund's interest in any equity real 
estate co-investment.  However, exercise of such right may be limited by a 
reasonable lock-up period and may be made contingent upon approval, right 
of first offer, right of first refusal, buy-sell, or any similar right of co-investors 
in accordance with procedures set out in a joint investment agreement. 

3. The co-investors shall jointly determine the retention and termination of 
asset management services. 

4. If for any reason, such as the presence of co-managers in a co-investment 
situation or non-registration of a manager under the Investment Advisers Act 
of 1940, an investment manager is unable to act in a fiduciary capacity to the 
APFC, the APFC may appoint an independent fiduciary to be responsible for 
assuring, as necessary, the performance by the investment manager and 
other of the manager's duties and responsibilities required under Section 
14.2.2.2 Authorized Investments. 

14.2.7 Investment Management Agreements  
1. Investment management agreements must include specific provisions for 

termination of the investment manager's services.  



 APFC INVESTMENT POLICY 

 
Real Estate Guidelines Adopted:  May 27, 2010 37 

2. Any agreement with an investment manager with respect to any real 
property investment shall provide that the investment manager shall act in a 
fiduciary capacity and in the best interest of the APFC with respect to such 
investment.  Subject to paragraph 2, Section 14.2.6, and any limitation on the 
investment manager's authority contained in such agreement, the 
investment manager shall be solely responsible for the acquisition and 
disposition (as applicable) and operation of that investment and for 
performing all other responsibilities associated with the investment 
management function, including the engagement of professionals such as 
accountants, engineers, and architects, as necessary to fully protect the 
interests of the investment entity.  In carrying out its responsibilities, the 
investment manager shall, among other actions, employ local property 
managers; obtain property and liability insurance; enter into maintenance, 
repair, and janitorial service contracts; advertise property for lease or rent; 
prepare and execute leases and rental agreements; employ leasing agents 
and pay leasing commissions; undertake alterations, improvements, and 
repairs; pay taxes, assessments, and utilities; and take all other actions and 
pay all other charges in connection with the ownership and operation of the 
real property investment.  The costs of the foregoing shall be paid by or 
through the investment entity that holds title to the property in which the 
Fund holds an interest. 

14.2.8 Investment Guidelines  
1. Real Estate Investments. 

a. Requirements Related to "Substantially Rented" 

i Where 15 AAC 137.450 or these Real Estate Guidelines require 
ÔÈÁÔ ÒÅÁÌ ÐÒÏÐÅÒÔÙ ÉÎ ×ÈÉÃÈ ÔÈÅ !0&# ÉÎÖÅÓÔÓ ÂÅ ȰÓÕÂÓÔÁÎÔÉÁÌÌÙ 
ÒÅÎÔÅÄȱ ÔÈÉÓ ÒÅÑÕÉÒÅÍÅÎÔ ÉÓ ÓÁÔÉÓÆÉÅÄ ÉÆ ÔÈÅ ÆÏÌÌÏ×ÉÎÇ ÃÏÎÄÉÔÉÏÎÓ ÁÒÅ 
met:  

4ÁÂÌÅ ρτȢςȢψȢψ 2ÅÁÌ %ÓÔÁÔÅ )ÎÖÅÓÔÍÅÎÔ 'ÕÉÄÅÌÉÎÅÓ ÆÏÒ Ȱ3ÕÂÓÔÁÎÔÉÁÌÌÙ 2ÅÎÔÅÄȱ 

 Core Value-Added 

Physical Test At least 80 percent of the physical 
net rentable area must be leased 
and at least 65 percent of the 
physical net rentable area must be 
leased and occupied by tenants on 
an arms-length basis. 

At least 65 percent of the 
physical net rentable area must 
be leased and at least 50 
percent of the physical net 
rentable area must be leased 
and occupied by tenants on an 
arms-length basis. 

Income Test The property must be sufficiently leased to generate income sufficient 
to cover operating expenses and, if applicable, debt service. 

 

ii Guarantees, letters of credit, holdbacks, master leases, and other 
similar enhancements may be taken into account in determining 
whether a property is substantially rented. 
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iii In determining whether property is substantially rented, the 
investment manager responsible for the acquisition shall exercise 
its discretion as appropriate to verify the credit quality of actual 
leases, master leases, guarantees, letters of credit, and similar 
enhancements, as applicable. 

iv An investment will be considered an investment in real estate 
"improved by completed and substantially rented buildings" so 
long as the investment as a whole meets that test, even though 
each individual piece of real estate within the transaction, or series 
of related transactions, might not meet the test. 

b. Additional Capital Contributions: The APFC shall not obligate itself or 
the Fund to make any capital contributions beyond those called for 
under the initial agreement or commitment for acquisition of the 
property.  Any additional capital contributions must be specifically 
approved by the APFC at the time of the additional contribution. \ 

c. Custody of Closing Documents: Evidence of title to real property, trust 
deeds, and other original closing documents relating to equity real 
estate investments shall be held in custody as determined by the 
appropriate investment entity, under the advice of the investment 
manager and subject to the consent of the APFC. 

d. Property Managers: All private equity real estate in which the Fund is 
invested must be leased and managed by professional property 
managers who are compensated at market rates. 

e. Ground Leases: Property consisting of improvements only and subject 
to a ground lease may be acquired so long as the term of the ground 
lease (excluding unexercised renewals) exceeds both the remaining 
depreciable life and the expected holding period for the asset. 

f. UBTI: Investments should be evaluated and structured to take into 
account the tax, if any, that would be payable by title-holding entities 
or prospective purchasers on any unrelated business taxable income 
("UBTI") generated by those investments. 

g. Lease Structure: Multi-tenant and single tenant properties are 
permitted. 

h. Hazards: Environmental hazards (asbestos content, toxic wastes, etc.) 
and the potential of natural disasters (earthquakes, floods, etc.) shall 
be evaluated as part of due diligence prior to investment acquisition.  
Where feasible and cost-effective, insurance coverage should be used 
to mitigate these risks. 

i. ADA Compliance: As part of due diligence, a determination must be 
made that a proposed private equity real estate investment is in 
compliance with the Americans With Disabilities Act of 1990 ("ADA") 
prior to the time of the investment.  The establishment of adequate 
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reserves to undertake ADA compliance and a schedule for completion 
of such compliance may be taken into account in lieu of this 
requirement. 

2. #ÏÍÍÅÒÃÉÁÌ -ÏÒÔÇÁÇÅȾ#ÏÍÍÅÒÃÉÁÌ -ÏÒÔÇÁÇÅ "ÁÃËÅÄ 3ÅÃÕÒÉÔÉÅÓ ɉȰ#-"3ȱɊ 
Requirements. 

a. Commercial mortgages and CMBS in which the APFC invests shall be 
secured by properties of a quality considered acceptable by other 
institutional investors, including endowments, and that are improved 
by a completed and substantially rented building of a type listed in 
Section 14.2.2.2 Authorized Investments, above.  

b. Publicly traded mortgages shall consist of CMBS secured by first 
mortgage positions. 

3. Real Estate Securities.  The provisions dealing with best execution and 
proxy voting of the Public Equity Guidelines in effect at the time of the 
trade or vote, as applicable, shall apply to publicly traded real estate 
securities in the real estate portfolio. 

14.3 Alaska Outreach  
The APFC will seek, together with compatible co-investment partners, as 
appropriate, in-state investment opportunities to be included in the Fund's real 
estate portfolio if the in-state investment opportunity has an expected risk-adjusted 
return comparable to other investment opportunities available to the APFC.  The 
Executive Director will appoint one of the APFC's external real estate investment 
managers as its Alaska Manager to actively seek, on behalf of the APFC, investments 
that meet these parameters.  

14.4 Planning  

14.4.1 Investment Strategy  
Staff shall prepare a real estate investment strategy for the real estate portfolio 
("Investment Strategy").  The Investment Strategy shall set out the APFC's three- to 
five-year objectives and implementation plan for investment and management of 
the Fund's real estate assets.  The Investment Strategy takes effect upon approval by 
the Board and shall be reviewed by the staff annually and updated for consideration 
and approval by the Board as appropriate. 

14.4.2 Tactical Plan  
Annually, APFC staff shall also prepare a real estate tactical plan for the real estate 
portfolio ("Tactical Plan").  The Tactical Plan shall detail the current status of the 
portfolio and identify Staff's expectations for the coming year toward meeting the 
objectives of the Investment Strategy.  The Tactical Plan shall be based on input 
from each of the Fund's real estate investment managers and other sources.  The 
Tactical Plan takes effect upon approval by the Executive Director. 
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14.5 Reporting Procedures  

14.5.1 Investment Type  
Staff shall report to the Board the Fund's investment position that incorporates 
allocation targets and allocation ranges for the separate investment types within the 
Fund's real estate portfolio. 

14.5.2 Development  
Staff shall report total portfolio level investment in the various phases of the 
property lifecycle, (including Pre-development, Development, Lease-up, 
Stabilization, and Re-positioning/Re-development) as a percentage of total asset 
value of the Fund's private equity real estate portfolio to the Board on a regular 
basis. 

14.5.3 Leverage 
Staff shall report total portfolio level debt as a percentage of total asset value of the 
Fund's private equity real estate portfolio to the Board on a regular basis. 

14.5.4 Benchmarks  
Staff shall use the following benchmarks when reporting portfolio performance 
results: 

Table 14.5.4.1 Real Estate Benchmarks  

Classification Benchmark Index 

Private Equity  NCREIF NPI Index 

Public EquityɂDomestic MSCI US REIT Index 

Public EquityɂGlobal 5"3 )ÎÖÅÓÔÏÒȭÓ )ÎÄÅØ ɉÓÁÍÅ ÁÓ 
EPRA/NAREIT but excludes property 
development companies) 

14.5.5 Accounting/Financial Reporting  
Staff shall assure there is a comprehensive and responsive reporting and monitoring 
system for the entire real estate portfolio, individual investments, and individual 
managers that meets the following criteria: 

1. audited financial statements must be prepared at least annually for each 
private real estate investment entity. Except for real estate investments 
held in partnerships, consolidated audited financial statements are 
acceptable in meeting this requirement, so long as footnotes are included 
that provide balance sheet and income statement information for each 
property; and 

2. all private equity real  estate holdings must be reported at fair value on 
ÔÈÅ !0&#ȭÓ ÆÉÎÁÎÃÉÁÌ ÓÔÁÔÅÍÅÎÔÓ ÆÏÒ ÔÈÅ &ÕÎÄȢ 
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14.6 Valuation  
The APFC shall follow generally accepted accounting principles for valuation of 
private equity real estate.  As applicable, standards then in effect for accounting for 
the Fund's real estate assets, including participating mortgages and equivalent 
obligations, both manager's internal valuation and external appraisals may be used 
to establish the fair value of real estate investments.  

14.7 Authority  
Each individual private equity real estate acquisition exceeding $200 million shall 
be subject to Board approval. 

14.8 Investment Managers and Fiduciaries  
Each private equity real estate acquisition shall be made only: 

1. through an investment manager approved by the Board; or 

2. on the recommendation and advice of an independent fiduciary retained by 
the APFC to evaluate a specific proposed investment or investment strategy. 
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15 Infrastructure Guidelines  
Infrastructure investments involve the purchase of critical service assets with high 
barriers to entry (i.e. toll roads, bridges, water treatment plants, etc.).  The Ȱessential 
servicesȱ nature of the assets, results in low elasticity of demand.  Typically a 
purchase of these assets involves concession agreements or robust contracts 
between the buyer of the asset (or lessor) and the seller (government or regulated 
entity).  While the assets themselves may not present high-risk profiles, investors 
may add to risk through the management profile.  While it is permitted for funds 
selected to have, or even to focus on, higher risk profiles than would be considered 
ȰÃÏÒÅȟȱ ÔÈÅ ÏÖÅÒÁÌÌ ÉÎÆÒÁÓÔÒÕÃÔÕÒÅ ÐÏÒÔÆÏÌÉÏ ÉÓ ÎÏÔ ÄÅÓÉÇÎÅÄ ÔÏ ÔÁÒÇÅÔ Á ÍÁÊÏÒÉÔÙ ÏÆ 
such riskier assets. 

15.1 Investment Objectiv e 
Investments in infrastructure are expected to provide attractive risk-adjusted 
returns, and exhibit low correlations with other major asset classes in the existing 
investment strategy.  Infrastructure investing by nature involves long-lived real 
assets that have inflation-protection characteristics and current income that meet 
ÔÈÅ &ÕÎÄȭÓ ÏÖÅÒÁÌÌ ÓÔÒÁÔÅÇÙ ÏÆ ÓÁÆÅÇÕÁÒÄÉÎÇ ÔÈÅ ÐÒÉÎÃÉÐÁÌ ÏÆ ÔÈÅ &ÕÎÄ ×ÈÉÌÅ 
maximizing total return.   

15.2 Performance Objective  
4ÈÅ "ÏÁÒÄȭÓ ÒÅÔÕÒÎ ÂÅÎÃÈÍÁÒË ÆÏÒ ÔÈÅ ÉÎÆÒÁÓÔÒÕcture program is a return of 5.5% 
above inflation.  The life-cycle nature of these investments, which is similar to 
private equity investing, will contribute to an uneven return profile. 

15.3 Investment Guidelines  
The selection of managers for the infrastructure portfolio will be guided by our 
goals to generate an attractive risk adjusted return, provide high current income, 
and maintain prudent diversification of assets within geographic and sector 
parameters. 

 
The commitment period for investing in these assets takes several years.  Therefore, 
ÔÈÅ ÖÁÒÉÏÕÓ ÃÏÎÓÔÒÁÉÎÔÓ ÏÕÔÌÉÎÅÄ ÂÅÌÏ× ÕÎÄÅÒ Ȱ$ÉÖÅÒÓÉÆÉÃÁÔÉÏÎȱ ×ÉÌÌ ÃÌÅÁÒÌÙ 
ÄÉÆÆÅÒÅÎÔÉÁÔÅ ÂÅÔ×ÅÅÎ ȰÔÁÒÇÅÔÓȱ ɉ×ÈÉÃÈ ÁÒÅ ÎÏÔ ÃÏÎÓÉÄÅÒÅÄ ÁÂÓÏÌÕÔÅ ÌÉÍÉÔÁÔÉÏÎÓɊ ÁÎÄ 
ȰÌÉÍÉÔÓȱ ɉ×ÈÉÃÈ ÁÒÅ ÃÏÎÓÉÄÅÒÅÄ ÁÂÓÏÌÕÔÅ ÌÉÍÉÔÁÔÉÏÎÓɊȠ Á ÎÅÃÅÓÓÉÔÙ ÄÕÅ Ôo the nature of 
the sizable specific investments. 

1. Institutional Quality: All assets must be institutional investment quality, 
generally deemed to be considered acceptable by other prudent institutional 
investors. 
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2. Diversification: Funds selected for investment should be chosen with 
consideration to diversification of assets, asset types and geography.  Due to 
the long commitment period, and the large relative sizes of individual assets, 
what follows are targets and not absolute limits. 

The infrastructure investment shall be made only through commingled 
investment vehicles.  No less than two fund managers shall be hired.  The 
maximum single asset limit within a commingled fund should be 25% when 
fully invested.  

Infrastructure assets should substantially be comprised of the sectors listed 
below. 

a. Energy ɀ Electricity generation, electricity and gas transmission, 
electricity and gas distribution, oil and gas pipelines & storage facilities, 
natural gas processing, liquefied natural gas infrastructure, energy 
handling and services and energy renewables.   

b. Transportation ɀ Airports, air traffic control systems, ports, railroads, toll 
roads, bridges, tunnels, shadow toll highways, certain mass transit 
projects, parking facilities, ferry systems and storage.  

c. Water Infrastructure ɀ Water treatment, water desalination, water 
technology & services, water distribution and waste water systems. 

d. Telecommunications ɀ Regulated fixed-line telephony, 
telecommunications towers, television broadcast towers, cable networks 
and satellite systems. 

e. Public/Private infrastructure ɀ Schools, hospitals, prisons, courthouses, 
barracks and student housing.   

f. Other infrastructure ɀ Other protected income stream assets, securities 
(equity/debt/other) or other interests of infrastructure issuers, joint 
ventures, other infrastructure funds, other infrastructure related assets: 
debt (including municipal obligations, general revenue bonds, and 
distressed debt), equity, indices or other interests or securities, other 
financial instruments to create synthetic exposure and debt securities. 

g. Geographic exposure may include domestic, OECD-related and non-OECD 
related.  

h. The infrastructure program may invest in both brownfield and greenfield 
development projects.  Greenfield investments are not specifically sought 
by the Fund, but are permissible up to 20% at the portfolio level. 

3. Vintage Year:  It is assumed that there is a vintage year effect in 
infrastructure investing.  However, the initial investment in infrastructure 
will not allow the Fund to avail itself of this diversification element.  Staff will 
ÐÅÒÉÏÄÉÃÁÌÌÙ ÒÅÖÉÅ× ÔÈÅ !0&#ȭÓ ÉÎÆÒÁÓÔÒÕÃÔÕÒÅ ÉÎÖÅÓÔÍÅÎÔÓ ×ÉÔÈ ÔÈÅ "ÏÁÒÄ ÓÏ 
that the matter is considered at a later date. 
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15.4 Portfolio Management  
External managers, acting in their general partner or investment advisor capacity, 
within commingled funds, shall make APFC infrastructure investments. 
 
External managers will provide regular and timely reports in comprehensive form 
to the APFC. 
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16 Absolute Return Mandate Guidelines  

16.1 Guidelines for Diversified Absolute R eturn Strategies  

16.1.1 General Limits  
Assets of the Fund may be invested under this program only in limited partnerships 
(or similar legal entities that provide limited liability for the APFC as an investor).  

16.1.2 Investment Objective  
The Board's objective in establishing an absolute return investment program is to 
achieve consistent positive real returns and to maximize long-term total return 
within prudent levels of risk.  This is to be accomplished through a well-diversified 
portfolio of limited partnerships having absolute return strategies that, in aggregate, 
do not materially rely upon the direction of the equity or fixed-income markets.  The 
ÐÒÏÇÒÁÍȭÓ ÖÁÌÕÅ-added return will be derived primarily from selection of the 
Investment Manager and, to a lesser degree, strategy allocation.  However, for 
purposes of risk diversification, the Investment Manager must not create 
concentrated exposures to individual partnerships or investment strategies. 

16.1.3 Performance Objective  
The performance of the Investment Manager of a diversified absolute return portfolio 
shall be measured against the following objectives: 

1. achievement of a minimum of four percent (4.0 %) annualized excess return 
over one month LIBOR over a market cycle, net of all fees; and 

2. achievement of this return objective with an ex-ante target annualized standard 
deviation of monthly returns of less than 5% per annum. 

Evaluation of performance is necessary to assess the Investment Manager's 
progress toward these objectives.  The Board understands that there will likely be 
periods during which performance deviates from objectives.  During such times, the 
APFC will place greater emphasis on performance comparisons with fund-of-fund 
managers that employ similar styles or strategic allocations.  The Board will also 
monitor the correlation of returns to stocks and bonds over varying periods. 

16.1.4 Manager structure  
The evaluation of individual partnerships that engage in absolute return strategies 
is particularly challenging and requires significant experience and knowledge of this 
portion of the investment management universe.  The Board recognizes the need to 
delegate this fiduciary responsibility to an Investment Manager who is qualified to 
properly assemble and manage a diversified portfolio of appropriate partnership 
investments.  The Investment Manager may utilize either of the following 
structures: 

1. a separately managed portfolio ("separate account") comprised of limited 
partnership interests in individual general partnerships; or 
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2. a single-investor limited partnership ("fund of one") that invests exclusively 
in a diversified portfolio comprised of limited partnership interests, with the 
general partner providing essentially the same services as the manager of a 
portfolio described in 1. 

16.2 Investment Manager Requirement/Limitation s 
An Investment Manager under this absolute return investment program must 
satisfy the following requirements and limitations:  

1. the manager must be a bank, insurance company, or a registered investment 
adviser under the Investment Advisers Act of 1940;  

2. the manager shall acknowledge its role as a fiduciary of the APFC and the Fund 
in the management (or partnership) agreement;  

3. and the manager may not allocate monies within a portfolio managed for the 
APFC to any partnership or fund with which the manager is affiliated, unless 
otherwise specifically permitted by the APFC following full disclosure by the 
manager. 

16.3 Risk Management  
The Investment Manager must agree to apply the measures of diversification and 
risk management set forth below for an absolute return investment portfolio.  

16.3.1 Strategy Risk  
The portfolio must be broadly diversified by strategy allocations, with a bias toward 
those strategies exhibiting lower volatility.  The targeted maximum exposure to any 
one underlying strategy shall be limited to 25% of the portfolio, unless otherwise 
specifically approved by the Board.  Initial strategies are expected to include 
convertible arbitrage, market neutral equity, fixed-income arbitrage, merger arbitrage, 
distressed securities, special situations, capital structure arbitrage, volatility arbitrage, 
credit arbitrage, commodity relative value, multiple arbitrage, structured finance, 
managed futures, bank loans, origination, and equity long/short.  Other absolute 
return strategies meeting the investment objective of the program may be included.   

16.3.2 Manager Risk  
To be broadly diversified across partnership allocations, the Investment Manager's 
portfolio must contain exposures to a minimum of 20 individual partnerships, with the 
maximum exposure to any one underlying partnership limited to 10%, or to a group of 
affiliated partnerships limited to 15%, of the Fund assets in the portfolio, unless 
otherwise specifically approved by the Board. 

16.3.3 Leverage Risk 
While financial leverage (i.e., assets in excess of equity capital) can be useful for 
enhancing returns, the Investment Manager shall monitor each underlying manager of 
the Investment Manager's portfolio to determine if the leverage used, if at all, is 
prudent and, when aggregated, is consistent with leverage applied in other similar 
absolute return investment programs (i.e., programs similarly diversified across 
directional and non-directional strategies).  The Investment Manager may use prudent 
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amounts of leverage to implement its strategy and for controlling risk within the 
portfolio. 

16.3.4 Liquidity Risk  
While investments in illiquid securities, or partnership funds with long lock-up 
periods, are often key to enhancing returns, the underlying managers in the 
)ÎÖÅÓÔÍÅÎÔ -ÁÎÁÇÅÒȭÓ ÐÏÒÔÆÏÌÉÏ ÍÕÓÔ ÏÆÆÅÒ Á ÌÅÖÅÌ ÏÆ ÌÉÑÕÉÄÉÔÙ ÔÈÁÔ is consistent with 
those of other absolute return investment programs managed in a similar manner.  
Notwithstanding the stated redemption schedule of the individual underlying 
managers, the Board recognizes that it may be necessary for an underlying manager to 
suspend such liquidity timetables under certain circumstances, such as periods of 
unusual financial stress within the markets or within underlying partnerships.   

16.3.5 Counterparty Risk  
To further manage the risk of the overall portfolio, the Investment Manager may 
engage in derivatives transactions to gain exposure to, or to offset, or hedge, 
unintended market exposures in underlying investments.  These transactions by the 
Investment Manager can present a credit risk of the counterparty that, except as 
otherwise permitted herein, must be minimized through the use by the Investment 
Manager of listed options and futures traded on registered exchanges.  The Investment 
Manager may use non-exchange traded options, forwards, or swaps only if the 
counterparty is rated AA or better by at least one of the major rating agencies. 

16.4 Reporting Requirements  
The Investment Manager shall be required to provide monthly, quarterly, and 
annual reports to the APFC.  These reports shall include such information and 
analysis as determined necessary and appropriate by the CIO in consultation with 
the Consultant and the Investment Manager.  The Investment Manager shall also be 
required to meet with the APFC as reasonably requested and at least annually to 
discuss the evolution of the manager's investment strategy and such other matters 
as the CIO, in consultation with the Consultant, may request. 
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17 Real Return Mandate  
 

17.1 Purpose 
The intent is ÔÏ ÈÉÒÅ ÔÈÅ ȰÂÅÓÔ ÉÎ ÃÌÁÓÓȱ ÉÎÓÔÉÔÕÔÉÏÎÁÌ ÁÓÓÅÔ ÍÁÎÁÇÅÍÅÎÔ ÆÉÒÍÓ ÔÏ ÓÅÒÖÅ 
ÁÓ ȰÅØÔÅÒÎÁÌ #)/ÓȢȱ  4Èe objectives for the external CIOs include producing a 5% real 
return, while operating within the APFCȭÓ ÏÖÅÒÁÒÃÈÉÎÇ ÒÉÓË ÇÕÉÄÅÌÉÎÅÓ and generally 
limited to investments with lock-ups of not longer than 2 years.  The external CIOs 
are required to report in person at least once annually at a regular Board meeting 
for an in-depth portfolio review, and may be asked to present on special topics.  
 
17.2 Investment Objective  
The investment objectives are capital appreciation, to provide a total rate of return 
through a diversified portfolio of investments that meets or exceeds the return 
objective, with volatility and downside risk lower than !0&#ȭÓ ÒÉÓË ÂÅÎÃÈÍÁÒË. 

 
17.3 Return Objective  

1. CPI + 500 basis points (bps). 

2. Investment horizon is the longer of (i) one business cycle or (ii) 5 years. 

17.4 Reporting Requirements  
The Investment Manager shall be required to provide monthly, quarterly, and 
annual reports to the APFC.  These reports shall include such information and 
analysis as determined necessary and appropriate by the CIO in consultation with 
the Consultant and the Investment Manager.  The Investment Manager shall also be 
required to meet with the APFC as reasonably requested and at least annually to 
discuss the evolution of the manager's investment strategy and such other matters 
as the CIO, in collaboration with the Consultants and Advisors, may request. 
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18 Distressed Debt, Mezzanine Debt and Credit 
Opportunities Guidelines  

18.1 Direct Investments in Collective or Commingled Investment Funds  
The APFC may directly invest in collective or commingled limited liability pooled 
funds selected by the Board that employ investment strategies such as distressed 
debt, mezzanine debt, and credit opportunities in a manner consistent with 15 AAC 
Sections 137.460 and 137.470. 

18.2 Guidelines for Dist ressed Debt Fund of Funds Portfolio  

18.2.1 General Limits  
By its nature, the externally managed portfolio invested in distressed debt has few 
guideline restrictions.  This portfolio, in the form of a limited partnership in which 
the Fund is the sole limited partner, is principally a diversified fund of distressed 
debt funds specializing in distressed securities using a variety of structures and 
instruments.  The Fund may apply varied techniques and tools to accomplish 
strategy objectives, including use of leverage and selling short. 

18.2.2 Investment Objective  
The general partner will select portfolio managers and related investment vehicles 
for discretionary management of assigned amounts for the purpose of generating 
long-term attractive returns from income and capital appreciation.   

18.2.3 Performance Objective  
This portfolio has a target return over the investment cycle of one-month LIBOR 
plus 600 basis points.  It is anticipated that, during portfolio development, the 
ÓÔÒÁÔÅÇÙ ÍÁÙ ÅØÈÉÂÉÔ Á Ȱ*-#ÕÒÖÅȱ ÐÁÔÔÅÒÎ ɉÁ ÐÅÒÉÏÄ ÏÆ ÎÅgative cumulative returns 
followed by a period of positive returns). 

18.2.4 Investment Restrictions/Limits  
1. Capital Commitments: Capital commitments to this limited partnership is 

restricted to an aggregate amount of five hundred million dollars 
($500,000,000) at any one time. 

2. Concentration Limits:  No single portfolio manager or investment vehicle will 
ÃÏÍÐÒÉÓÅ ÍÏÒÅ ÔÈÁÎ ςπϷ ÏÆ ÔÈÅ &ÕÎÄȭÓ ÃÁÐÉÔÁÌ ÃÏÍÍÉÔÍÅÎÔ ÔÏ ÔÈÅ ÐÁÒÔÎÅÒÓÈÉÐ 
without prior written approval. 

3. Portfolio Term:  The investment life of the partnership is limited to December 
31, 2022. 

4. Other Limits:  Other limitations and restrictions as provided for in the limited 
partnership agreement and/or subscription documents related to this 
investment. 
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18.3 Reporting Requirements  
The Investment Manager shall be required to provide monthly, quarterly, and 
annual reports to the APFC.  These reports shall include such information and 
analysis as determined necessary and appropriate by the CIO in consultation with 
the Consultant and the Investment Manager.  The Investment Manager shall also be 
required to meet with the APFC as reasonably requested and at least annually to 
discuss the evolution of the manager's investment strategy and such other matters 
as the CIO, in consultation with the Consultant, may request. 
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19 Alaska Inve stment Policy  
The Fund assets include certificates of deposit issued by Alaska banks and mortgage 
and equity interests in real estate located in Alaska.  The Fund does not have a 
discrete policy relating to Alaska investments.  The Board believes that the Fund 
should have an Alaska investment policy that maintains the investment integrity of 
the Fund and is both proactive and impartial. 

19.1 Alaska Certificate of Deposit Program  
Pursuant to AS 37.13.010(c) and AS 37.13.040, the Alaska Permanent Fund 
Corporation ("APFC"), under the direction and control of the Board of Trustees 
("Trustees"), is given complete authority for the investment and management of 
assets of the Alaska Permanent Fund ("Fund").  AS 37.13.120(a) provides that the 
APFC may only invest Fund assets in the investments set out in Trustee adopted 
regulations, which investments include certificates of deposit and equivalent 
obligations of certain financial institutions, and AS 37.13.120(a) provides that the 
prudent-investor rule shall be applied by the APFC to the management and 
investment of Fund assets. 
 
AS 37.13.120(a) provides that the Trustees shall adopt regulations specifically 
designating the types of income-producing investments eligible for the investment 
of Fund assets.   

19.1.1 General Provision s 
Purpose:   The purpose of the Alaska Financial Institutions Certificate of Deposit 
Program ("Program") is to provide for investment of a portion of Fund assets within 
Alaska at market rates of return and minimal risk to the Fund pursuant to the 
authority of AS 37.13.120(a).  It is not intended by the Trustees that these funds will 
be used for arbitrage operations, although it is recognized that a portion may be 
temporarily utilized for that purpose.  While not mandatory, the Program 
anticipates that participating financial institutions will make loans to Alaskans 
which minimize risks to financial institutions and borrowers.  The Program should 
be considered one of many sources of capital available to Alaska financial 
institutions and is not intended to be a primary source of funds for such institutions. 
 
General Authorization:   The Trustees hereby authorize a total Program limit not to 
exceed $300,000,000 for the investment of Fund assets in the certificates of deposit 
or equivalent obligations of Alaska financial institutions.  The Program is open-
ended, but may be terminated by the Trustees in their sole discretion at any time. 
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Purchase of Certificates:   Subject to the limitations and guidelines set out in this 
Policy, the Trustees having authorized sufficient funds for such investment, and 
such funds being in fact available for such investment, the APFC will purchase credit 
enhanced certificates of deposit and collateralized certificates of deposit from an 
Alaska financial institution pursuant to the following: 

1. subject to the availability of funds, the APFC will purchase certificates of 
deposit on demand of an Alaska financial institution in a total amount which 
shall not exceed twenty-five percent (25%) of that financial institution's 
capitalization; and 

2. subject to the availability of funds following the purchase of certificates of 
deposit under (1), additional certificates of deposit may be purchased for the 
Fund on a first-come, first-served basis. 

Capitalization Limits:  
1. The purchase of certificates of deposit from an Alaska financial institution 

shall not exceed in total an amount that is equal to one hundred percent 
ɉρππϷɊ ÏÆ ÔÈÅ !ÌÁÓËÁ ÆÉÎÁÎÃÉÁÌ ÉÎÓÔÉÔÕÔÉÏÎȭÓ ÃÁÐÉÔÁÌÉÚÁÔÉÏÎȢ 

2. The APFC shall not purchase any certificate of deposit under the Program 
from an Alaska financial institution whose ratio of capitalization to total 
assets is less than six percent (6%). 

3. The capitalization of an Alaska financial institution shall be established using 
the value for total equity capital of the financial institution according to the 
quarterly Comparative Statement of Assets, Liabilities and Capital Accounts of 
Banks in Alaska (or the equivalent publication) that is published by the 
Alaska Department of Commerce, Community and Economic Development, 
Division of Banking and Securities. 

4. The total assets of an Alaska financial institution shall be established using 
the value for total assets of the financial institution according to the quarterly 
Comparative Statement of Assets, Liabilities and Capital Accounts of Banks in 
Alaska (or the equivalent publication) that is published by the Alaska 
Department of Commerce, Community and Economic Development, Division 
of Banking and Securities. 

5. The capitalization and total assets of a bank that qualifies as an Alaska 
financial institution, but that is not chartered in Alaska, shall be established 
using the most recent financial information for the bank that is published by 
a public regulatory body having oversight responsibility for that bank. 
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Alaska Financial Institution Defined:   For purposes of the Alaska Certificate of 
Deposit Program, an Alaska financial institution is a financial institution which is a ɀ 

1. bank chartered under the laws of the State of Alaska or federal law that (i) is 
a member in good standing of the Federal Deposit Insurance Corporation; 
(ii) is authorized under applicable law to engage and is engaging in the 
banking business in the State of Alaska; and (iii) either ɀ 

a. is headquartered in Alaska; or 

b. operates at least one full-service banking office in each of Anchorage, 
Fairbanks, and Juneau; 

2. mutual savings bank (i) authorized under Alaska law to engage and is 
engaging in the mutual savings bank business in the State of Alaska; and 
(ii)  headquartered in Alaska; 

3. savings and loan association chartered under federal law that is (i) a member 
in good standing of the Savings Association Insurance Fund; (ii) authorized 
under applicable law to engage and is engaging in the savings and loan 
business in the State of Alaska; and (iii) headquartered in Alaska; or 

4. federally insured credit union (i) authorized under applicable law to engage 
and is engaging in the credit union business in the State of Alaska; and 
(ii) headquartered in Alaska. 

The investment of Fund assets in certificates of deposit pursuant to the policies and 
guidelines shall be made by the Staff, under the direction and authority of the 
Executive Director, pursuant to contracts entered into by the Executive Director, 
subject to such terms and conditions as the Executive Director considers in the 
Fund's best interest. 
 
The Executive Director is hereby authorized, empowered, and directed to take such 
actions as are necessary, convenient, and desirable for implementation of the Alaska 
Financial Institutions Certificate of Deposit Program.  
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20 Securities Lending  
The Alaska 0ÅÒÍÁÎÅÎÔ &ÕÎÄ #ÏÒÐÏÒÁÔÉÏÎ ɉÔÈÅ Ȱ#ÏÒÐÏÒÁÔÉÏÎȱɊ ÍÁÙ ÌÅÎÄ ÓÅÃÕÒÉÔÉÅÓ 
held in the Fund's portfolios (including entering into exclusive borrowing 
arrangements) and require collateral for loans with, among other types of collateral, 
cash collateral.     
 
The Executive Director may execute an agreement with ÔÈÅ &ÕÎÄȭÓ ÃÕÓÔÏÄÉÁÎ ɉÏÒ 
other lending agent) to lend domestic and non-U.S. equity and debt instruments of 
the Fund directly to borrowers in accordance with the following guidelines: 
 

1. The lending agent shall extend without reservation or qualification complete 
indemnification against any direct loss from borrower default, the 
reinvestment of cash collateral, and failure to comply with the terms and 
conditions of the lending agreements; 

2. The investment of cash collateral posted by borrowers shall be restricted to 
those investment-grade securities permissible under the provisions of AS 
37.13.120(g) and the policy guidelines of the Corporation; 

3. Collateral and loaned securities shall be marked to market daily; and 

4. The Corporation shall periodically review investments of cash collateral for 
compliance with the provisions of AS 37.13.120(g) and policy guidelines of 
the Corporation. 

The Executive Director shall establish additional policy guidelines determined to be 
in tÈÅ #ÏÒÐÏÒÁÔÉÏÎȭÓ ÂÅÓÔ ÉÎÔÅÒÅÓÔ ÆÏÒ ÁÄÍÉÎÉÓÔÒÁÔÉÏÎ ÏÆ ÔÈÅ ÓÅÃÕÒÉÔÉÅÓ ÌÅÎÄÉÎÇ 
program. 
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21 Risk Monitoring  
The Staff will monitor and report quarterly on a multitude of risks, both absolute 
and relative, to the Board. 
 
Table 21.1 Risk Factors  

Risk Factors Descriptions 
Economic Environment State of global economies, such as phase of economic cycle (recession, 

recovery, expansion, late cycle), level of economic activity, inflation 
and interest rates. 

Country Risk Direct exposure to specific countries and currencies. 
Counterparty Risk Risk of a counterparty to an over-the-counter derivatives contract 

defaulting.   
Business Relationship Risk Exposure to a single firm with which APFC has a contractual 

relationship. 
Pricing Risk Segmenting sub-asset class by the level of pricing transparency: 

exchange pricing, public securities, private securities, etc. 
Credit (Quality) Risk Segmentation of investments by credit rating. 
Leverage Extent to which the value of an investment will rise or decline per 

invested dollar. 
Debt Refinancing Risk Measured by the concentration of debt maturities by year. 
Active Risk Contribution Measured as the tracking error between an asset or portfolio versus a 

benchmark index. 
Liquidity Risk Risk associated with inability to buy or sell an investment due to 

contractual commitments, high transaction costs, or time required to 
find a seller or buyer.  

Geographical Risk Exposure to different regions of the U.S. or countries outside the U.S. 
Equity Style Risk Exposure to style factors such as value versus growth, or large- versus 

small-cap equities. 
Fixed Income Risk  Exposure to fixed income risk factors such as duration, key-rate 

duration, sector weightings, etc. 
Ex-ante versus Ex-post 
VaR 

Ex-ante refers to a projected measure of VaR calculated by an 
analytical risk model.  Ex-post is the realized distribution of portfolio 
returns. 

Ex-ante versus Ex-post 
Tracking Error 

Ex-ante refers to a projected measure of tracking error calculated by 
an analytical risk model.  Ex-post is realized tracking error calculated 
by taking the standard deviation of the difference in manager returns 
versus benchmark returns. 
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22 Performance Management  

22.1 Absolute  
The Consultant will calculate and report the aggregate and asset class component 
net, of all fees and expenses, and gross quarterly returns. 

22.1.1 Risk-adjusted  
The quarterly returns analysis will include analysis of risk-adjusted to returns. 

22.1.1.1 Sharpe Ratio 
The Sharpe ratio or Sharpe index or Sharpe measure or reward-to-variability ratio 
is a measure of the excess return (or Risk Premium) per unit of total risk in an 
investment asset or a trading strategy. 

22.1.1.2 Information Ratio  
The Information ratio is a measure of the risk-adjusted return of a financial security 
(or asset or portfolio). It is defined as expected active return divided by tracking 
error, where active return is the difference between the return of the security and 
the return of a selected benchmark index, and tracking error is the standard 
deviation of the active return. 

22.1.1.3 Sortino Ratio  
The Sortino ratio measures the risk-adjusted return of an investment asset, portfolio 
or strategy. It is a modification of the Sharpe ratio but penalizes only those returns 
falling below a user-specified target, or required rate of return, while the Sharpe 
ratio penalizes both upside and downside volatility equally. 

22.2 Relative  
Even though the Alaska Permanent Fund is quite unique, with its payout formula, 
investment time horizon, risk tolerance, etc., there will be an attempt to compare 
ÔÈÅ &ÕÎÄȭÓ ÒÉÓË ÁÎÄ ÒÅÔÕÒÎ in relationship to passive alternatives and peers. 
 
Table 22.2.1 Relative Performance Evaluation  

Category Benchmark 
Passive Portfolio Strategic Asset Allocation Benchmark 

(less management and transaction fees) 
Passive 60% Equities/40% Fixed 
Income 

60% S&P 500 Index 
40% Barclay US Treasury Index (less 
management and transaction fees) 

Large Endowments NACUBO Index 

22.3 Attribution Analysis  
The Consultant will conduct an in-depth performance attribution analysis, which 
will quantify which strategies, managers and/or sectors added or detracted from 
the overall performance. 
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23 Portfolio Managers  

23.1 Internal versus External Management  
The Board retains the authority to select internal versus external management of 
ÔÈÅ &ÕÎÄȭÓ ÁÓÓÅÔÓȢ  4ÈÅ "ÏÁÒÄ ×ÉÌÌ ÃÏÎÓÉÄÅÒ ÒÅÃÏÍÍÅÎÄÁÔÉÏÎÓ ÆÒÏÍ ÔÈÅ %xecutive 
Director, CIO, Advisors and Consultants. 

23.2 Internal Management of Fixed -Income Portfolio  
The Board believes that it is in the interest of the Fund for a portion of the Fund's 
fixed-income and cash-substitute investments to be internally managed by Staff.  
This policy requires a heightened focus on the capital markets and mandates high 
standards for staff qualifications and performance.  From time to time and with 
advice of the Executive Director, the Board will determine what portion of the 
Fund's fixed-income investments and cash balances should be managed internally.  
The Board's consultant shall monitor and evaluate the performance of the APFC 
investment staff in the same manner it evaluates the Fund's external managers. 

23.3 External Investment Managers and Real Estate Advisors  
The Board authorizes the CIO, with the Executive Director consent, to hire new 
investment managers and real estate advisors. 

23.3.1 Manager Searches and Selection 
When the need for a new investment manager is identified, the Executive Director 
will authorize a manager search, which shall be conducted by a Consultant and Staff.  
Although a specific situation may warrant modifying the process, a typical manager 
search process would involve the following steps: 

1. the setting of relevant search criteria by Staff, working with the Consultant, 
of applicable manager qualifications; 

2. identification by the Consultant of a list of potential managers that the 
consultant believes are qualified to provide the investment management 
services needed, based on the qualifications and other search criteria 
established by the manager search group; this list may include existing APFC 
investment managers; 

3. evaluation by a review committee established within the consultant's 
organization of the list of potential, qualified managers identified with the 
goal of recommending managers for consideration to Staff; the Consultant 
informs the CIO of selected managers recommended by the Consultant's 
review committee; 

4. selection by Staff of between three and five of the managers as finalists from 
those recommended by the Consultant's review committee. This process may 
include, as part of due diligence, on-site visits by Staff; presentations to Staff 
by the recommended managers are at the election of the CIO and Executive 
Director; 
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5. Staff makes a thorough analysis and provides a detailed recommendation to 
the CIO and Executive Director, taking into account not only manager-specific 
characteristics but also portfolio considerations; and 

6. CIO, with Executive Director consent, may approve a new manager, 
assignment of a benchmark, and the initial amount to be placed under 
management with the manager. 

23.4 Alternative Manager Search and Selection Process  
Circumstances may make a deviation from normal practice appropriate. Even if this 
alternative process is utilized, the CIO, with Executive Director consent, retains the 
final manager selection authority.  Use of an alternative process may be considered 
when substantially all of these conditions exist: 

1. a manager under consideration for hire has already been vetted in a 
significant manner either through a search process that conforms to that 
described Section 23.3.1, above, or the manager is already employed in a 
manager capacity by the APFC; 

2. the manager is determined by a Consultant and Staff to bÅ ÉÎ ȰÇÏÏÄ ÓÔÁÎÄÉÎÇȱ 
as that term is commonly understood in the investment industry; 

3. the skill for which the manager is being considered is related in a substantive 
manner to the role the manager already fulfills for the APFC or was the 
subject of a manager search that first identified this manager; 

4. the Consultant and the Staff are both recommending hiring a particular 
manager for the specific mandate even though the CIO and Executive 
Director recognize that a more complete search process might reasonably be 
expected to identify additional qualified candidates to compete for the 
business; and 

5. fees paid are determined to be competitive with fees normally charged by 
others for similar services applied to similar asset types and account sizes. 

The CIO and Executive Director are required to report use of the alternative 
manager search and selection process, along with the rationale for the use, at the 
next regularly-scheduled Board meeting. 

23.5 Monitoring and Evaluation of Managers  
The Board looks to its Consultant as the primary source of quantitative evaluation of 
the performance of the Fund's investment managers.  As promptly as possible after 
the close of each calendar quarter, the Consultant shall submit a report to the Board, 
Executive Director and CIO analyzing the performance of each external manager and 
of the Fund's internally managed fixed-income portfolio.  The report shall include a 
comparison of total Fund performance with the Board's long-term investment goal, 
an analysis of the returns of each asset class as measured against established 
benchmarks for each class; and an analysis of the returns of each manager or 
relevant groupings of managers as measured against the benchmark or benchmarks 
established for that manager or manager groupings. 
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The report shall, at a minimum, address each manager's performance for the 
preceding quarter, for the prior one, three, and five year periods, and from inception 
and shall compare and rank the manager's performance in those periods with the 
performance of other managers having a similar investment mandate.  The 
Consultant's report shall also address any special concerns or observations the 
Consultant concludes should be brought to the attention of the Board, Executive 
Director and CIO. 

The Board expects Staff to also monitor the performance of the Fund's external 
managers, using the quarterly quantitative performance reports prepared by the 
Consultant, information obtained from the APFC's annual manager evaluation 
questionnaire, and such other review and analysis of an individual manager's 
performance, both quantitative and qualitative, as Staff considers appropriate, 
including on-site visits to the manager's offices, discussions with other clients of the 
manager, and such analytical tools as may be available.  The CIO and Executive 
Director shall report to the Board any special concerns or observations they may 
have with respect to the performance of a manager no later than the next regular 
meeting of the Board. 

If the CIO and Executive Director terminate or give notice of unsatisfactory 
performance to a particular manager, they shall inform the Board of the actions and 
rationale at the next regularly-scheduled Board meeting. 

23.6 Manager Retention  
A manager shall be retained by execution of a written investment management 
agreement ("IMA") with the APFC.  The IMA shall address such matters of 
performance, compensation, and term/termination, investment guidelines, among 
others, as the APFC and the manager consider necessary and appropriate. 

23.7 Manager Termination  
The Board authorizes the CIO, with Executive Director consent, to terminate an 
investment manager. 

23.8 Reporting  
The CIO and Executive Director are required to report all manager additions and 
terminations, along with the rationale, at the next regularly-scheduled Board 
meeting. 
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Appendix I:  Glossary  
 
ACC means the Alaska Administrative Code. 

ADA means the Americans With Disabilities Act of 1990. 

Advisors and Board  Advisors mean the investment professionals who comprise the 
"ÏÁÒÄȭÓ )ÎÖÅÓÔÍÅÎÔ !ÄÖÉÓÏÒÙ 'ÒÏÕÐȢ  

APFC and Corporati on mean the Alaska Permanent Fund Corporation, established 
under AS 37.13.040. 

AS means Alaska Statutes. 

Board  means the Board of Trustees of the APFC. 

CMBS means commercial mortgage backed securities. 

CFO means ÔÈÅ !0&#ȭÓ #ÈÉÅÆ &ÉÎÁÎÃÉÁÌ /ÆÆÉÃÅÒȢ 

CIO means ÔÈÅ !0&#ȭÓ #ÈÉÅÆ )ÎÖÅÓÔÍÅÎÔ /ÆÆÉÃÅÒȢ 

Consultant  ÍÅÁÎÓ ÔÈÅ "ÏÁÒÄȭÓ ÉÎÖÅÓÔÍÅÎÔ ÃÏÎÓÕÌÔÁÎÔɉÓɊȟ ÎÏÔ ÉÎÃÌÕÄÉÎÇ "ÏÁÒÄ 
Advisors. 

Custodian ÍÅÁÎÓ ÔÈÅ !0&#ȭÓ ÃÕÓÔÏÄÉÁÎȢ 

Days means calendar days. 

ED means ÔÈÅ !0&#ȭÓ %ØÅÃÕÔÉÖÅ $ÉÒÅÃÔÏÒȢ 

FoF means fund-of-funds.   

Fund  and Permanent Fund  mean the Alaska Permanent Fund, established under 
Article IX, Section 15, of the Alaska Constitution, and described in AS 37.13.010. 

IMA means investment management agreement. 

Investment Manager  and Manager  mean investment manager(s) retained by the 
APFC. 

IRR means internal rate-of-return. 

RBM means Risk Benchmark, as defined in Section 9.3.1. 

Staff means the APFC Investment staff and, where the context requires, also means 
or includes the Executive Director and/or other APFC staff. 

TE means Tracking Error, as defined in Section 9.4.1. 

Trustees ÍÅÁÎÓ ÔÈÅ ÍÅÍÂÅÒÓ ÏÆ ÔÈÅ !0&#ȭÓ "ÏÁÒÄ ÏÆ 4ÒÕÓÔÅÅÓȢ 

VaR means Value at Risk, as defined in Section 9.3.2. 
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Appendix II:  Alaska Statutes (AS) Title 37, Chapter 13 
(Selected Sections) 

Set forth below are selected Alaska Statutes applicable to APFC investment 
activities. 

CHAPTER 13.  ALASKA PERMANENT FUND AND CORPORATION . 

ARTICLE 01.  ALASKA PERMANENT 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. 

Sec. 37.13.030. Purpose. 

It is the purpose of AS 37.13.010 - 37.13.190 to provide a mechanism for the 

management and investment of those fund assets by the Alaska Permanent Fund 

Corporation in a manner consistent with the findings in AS 37.13.020. 

Sec. 37.13.040. Alaska Permanent Fund Corporation. 

There is established the Alaska Permanent Fund Corporation. The corporation is a public 

corporation and government instrumentality in the Department of Revenue managed by 

the board of trustees. The purpose of the corporation is to manage and invest the assets of 

the permanent fund and other funds designated by law in accordance with AS 37.13.010 - 

37.13.190. 



 APFC INVESTMENT POLICY 

 
Appendix II:  Selected Sections of Title 37, Chapter 13 of Alaska Statutes (AS) 62 

*          *          *          *          * 

Sec. 37.13.120. Investment responsibilities 

(a) The board shall adopt regulations specifically designating the types of income-

producing investments eligible for investment of fund assets. When adopting regulations 

authorized by this section or managing and investing fund assets, the prudent-investor 

rule shall be applied by the corporation. 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 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. 

(b) The corporation may not borrow money or guarantee from principal of the fund the 

obligations of others, except as provided in this subsection. With respect to investments 

of the fund, the corporation may, either directly or through an entity in which the 

investment is made, borrow money if the borrowing is nonrecourse to the corporation and 

the fund. 

(c) The board shall maintain a reasonable diversification among investments unless, 

under the circumstances, it is clearly prudent not to do so. The board shall invest the 

assets of the fund in in-state investments to the extent that in-state investments are 

available and if the in-state investments 

(1) have a risk level and expected return comparable to alternate investment 

opportunities; and 

(2) are eligible for investment of fund assets under (a) of this section. 

(d) The corporation may enter into and enforce all contracts necessary, convenient, or 

desirable for managing the fund's assets and corporate operations, including contracts for 

future delivery to implement asset allocation strategies or to hedge an existing equivalent 

ownership position in an investment. 

(e) Before adoption of a regulation under (a) of this section, the regulation, in electronic 

format, shall be provided to the Legislative Budget and Audit Committee for review and 

comment. The board shall submit investment reports to the committee at least quarterly. 
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*          *          *          *          * 

ARTICLE 03.  GENERAL PROVISIONS 

Sec. 37.13.900. Definitions. 

In this chapter 

(1) "board" means the Board of Trustees of the Alaska Permanent Fund Corporation; 

(2) "corporation" means the Alaska Permanent Fund Corporation; 

(3) "fund" means the Alaska permanent fund established under art. IX, sec. 15, 

Constitution of the State of Alaska. 
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Appendix III:  State Regulations in the Alaska 
Administrative Code (AAC)  
Set forth below are regulations applicable to APFC investment activities as adopted 
in 2005 pursuant to AS 37.13.206. 
 

Article 3. Alaska Permanent Fund Corporatio n investment activities.  

15 AAC 137 is amended by adding new sections to read: 

Section 

410. Purpose of 15 AAC 137.410 ɀ 15 AAC 137.530 

420. Permanent fund investments; institutional quality  

430. Fixed-income investments 

440. Publicly traded equity investme nts 

450. Real estate investments 

460. Alternative investments; other investment types and strategies  

470. Interests in collective or commingled investment funds  

480. Foreign currency transactions  

490. Short-selling  

500. Leverage 

510. Lending of permanent f und-owned securities 

520. Form of asset holdings 

530. Investments not otherwise permitted  

 

15 AAC 137.410. Purpose of 15 AAC 137.410 15 AAC 137.530. 

The purpose of 15 AAC 137.410 15 AAC 137.530 is to implement the authority 
granted the APFC board of trustees under AS 37.13.120(a) to specifically 
designate the income-producing investments eligible for permanent fund 
investments.(Eff. 01/01/2006, Register 177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

15 AAC 137.420. Permanent fund investments; institutional quality.  

All permanent fund investments must be of a quality considered acceptable by 
other prudent institutional investors, including endowments. (Eff. 
01/01/2006, Register 177) 

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 
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15 AAC 137.430. Fixed-income investments. 

(a) The assets of the permanent fund may be invested in the following fixed-
income investments: 

(1) obligations of, or obligations insured by or guaranteed by, the United 
States or agencies or instrumentalities of the United States; 

(2) obligations secured by reserves paid in by the United States or 
agencies or instrumentalities of the United States or obligations of 
corporations in which the United States is a shareholder or member; 

(3) certificates of deposit and term deposits of United States domestic 
banks that are members of the Federal Deposit Insurance Corporation 
and that may be readily sold in a secondary market at prices reflecting 
fair value or that are fully secured at all times as to payment of principal 
and interest as described in (b) of this section; 

(4) certificates of deposit and term deposits of federally chartered savings 
and loan associations in the state that are fully secured at all times as to 
payments of principal and interest as described in (b) of this section; 

(5) certificates of deposit and term deposits of mutual savings banks in 
the state that are fully secured at all times as to payments of principal 
and interest as described in (b) of this section; 

(6) fixed term certificates of indebtedness of federally insured credit 
unions in the state that are fully secured at all times as to payments of 
principal and interest as described in (b) of this section; 

(7) debt instruments that have been issued by domestic entities that are 
rated investment grade, or debt instruments of comparable quality issued 
by nondomestic entities; 

(8) subject to (d) of this section, debt instruments that have been issued 
by domestic or nondomestic entities that are rated below investment 
grade or are unrated; 

(9) short term 

(A) promissory notes that have been issued by domestic entities that 
are rated investment grade; or 

(B) promissory notes of comparable quality issued by nondomestic 
entities; 

(10) subject to (d) of this section, short-term promissory notes that have 
been issued by domestic or nondomestic entities that are rated below 
investment grade or are unrated; 

(11) bankers' acceptances drawn on and accepted by United States banks 
each of which has a combined capital and surplus aggregating at least 
$200,000,000; 
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(12) repurchase agreements and reverse repurchase agreements, the 
securities underlying the agreements being any of the items listed in 
(1)(6) of this subsection; 

(13) the portions of business and industrial loans made under the Rural 
Development Act of 1972 that are guaranteed by the Farmers Home 
Administration; 

(14) the guaranteed portion of Farmers Home Administration loans; 

(15) certificates of deposit, term deposits, or bankers' acceptances, that 
are issued by a United States or nondomestic bank or trust company 
located outside of the United States and are denominated in United States 
or nondomestic currency if either 

(A) those instruments may be readily sold in a secondary market at 
prices reflecting fair value; or 

(B) the issuing bank or trust company has capital, surplus, and 
retained earnings at the date of issue equaling at least $500,000,000; 

(16) securities of nondomestic governments and nondomestic 
government agencies, the principal of, or interest on, which is payable in 
either United States dollars or nondomestic currencies; 

(17) taxable or tax-exempt municipal or state debt instruments whether 
supported by revenues, general obligations, or guarantees; 

(18) shares in a money market or short term investment fund that has 
either collateral securities of a type authorized elsewhere in this section 
as acceptable collateral or securities of similar quality to those 
authorized elsewhere in this section as acceptable collateral; 

(19) fixed-income derivatives, including forwards, futures, options, 
collateralized securities, structured notes, and swaps, including credit 
default swaps; 

(20) debt instruments issued by an entity described in 15 AAC 
137.450(a)(3). 

(b) Except for investments made under (a)(15) of this section, certificates of 
deposit or the equivalent instruments that are not of a quality that may be 
readily sold in a secondary market at prices reflecting fair value must be 
secured by a pledge as collateral of 

(1) investments authorized for the permanent fund under (a)(1), (2), or 
(4) of this section; 

(2) obligations of the State of Alaska or instrumentalities of the state that 
are rated at least "A" by a major bond rating service and have a 
demonstrated secondary market; or 

(3) letters of credit issued by an agency of or enterprise sponsored by the 
United States government, including the Government National Mortgage 
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Association, the Federal National Mortgage Association, and the Federal 
Home Loan Mortgage Corporation. 

(c) Investments or obligations pledged as collateral under (b) of this section 
must have value at least equal to the face value of the certificates of deposit 
being secured. The APFC may require substitution of collateral in order to 
ensure continued satisfaction of the requirements set out in (b) of this section. 

(d) The aggregate value of investments made under (a)(8) and (10) of this 
section may not exceed 15 percent of the total value of the permanent fund. 
(Eff. 01/01/2006, Register 177) 

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.440. Publicly traded equity investments.  

The assets of the permanent fund may be invested in the following publicly 
traded equity investments: 

(1) preferred and common stock and other equity interests in entities 
organized in the United States and elsewhere, including ordinary shares, 
convertible debt securities, initial public offerings (IPO's), exchange 
traded funds (ETF's), American depository receipts (ADR's), American 
depository securities (ADS's), global depository securities (GDS's), and 
grantor trusts; 

(2) equity derivatives, including forwards, futures, options, swaps, 
collateralized securities, and structured notes. (Eff. 01/01/2006, Register 
177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

 
15 AAC 137.450. Real estate investments. 

(a) The assets of the permanent fund may be invested in the following real 
estate investments: 

(1) equity interests in, debt obligations secured by mortgages granting a 
lien on, and other structured investment forms to finance, real estate that 
is located in the United States, is professionally managed, and is 

(A) improved by completed and substantially rented buildings; 

(B) located within the market area of real property in which the 
permanent fund holds an existing interest and is acquired 

    (i) for the purpose of creating or adding to a portfolio of 
similar properties; or 

    (ii) to retain or service the needs of existing tenants; or 

(C) timberland or other agricultural land; 
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(2) subject to (b) of this section, equity interests in, debt obligations 
secured by mortgages granting a lien on, and other structured investment 
forms to finance, real estate that is located outside the United States, so 
long as the property otherwise meets the requirements of (1)(A) or (B) of 
this subsection; 

(3) subject to (c) of this section, equity interests in entities formed to 
develop for commercial purposes vacant or underdeveloped real estate 
located in the United States that, when completed and occupied, would 
meet the requirements of (1)(A) of this subsection; 

(4) interests in a titleholding entity, real estate investment trust, real 
estate operating company, or other entity whose assets consist 
predominantly of 

(A) property of a type in which the APFC is otherwise permitted to 
invest permanent fund assets under (1), (2), or (3) of this subsection; 
or 

(B) interests in other entities in which the APFC is permitted to invest 
permanent fund assets under (A) of this paragraph. 

(b) The aggregate value of investments made under (a)(2) of this section may 
not exceed five percent of the total value of the permanent fund. 

(c) The aggregate value of investments made under (a)(3) of this section may 
not exceed five percent of the total value of the permanent fund. (Eff. 
01/01/2006, Register 177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

 
15 AAC 137.460. Alternative investments; other investment types and 
strategies.  

(a) The assets of the permanent fund may be invested in the following 
additional investment types and strategies: 

(1) limited liability privat e equity investment entities and funds-of funds 
whose investments and investment strategies include one or more of the 
following approaches: 

(A) acquisitions, including buyouts, growth buyouts, platform add-
ons, and industry consolidation; 

(B) venture capital, including seed, early, middle, late, expansion, and 
diversified; 

(C) debt, including mezzanine/subordinated debt, distressed debt, 
and venture leasing/debt; 

(D) special situations, including industry-focused, turnaround, and 
diverse; 



 APFC INVESTMENT POLICY 

 
Appendix III:  State Regulations in the Alaska Administrative Code (AAC) 69 

(E) other, including secondaries; 

(2) co-investments with entities and funds of funds described in (1) of this 
subsection; 

(3) limited liability hedge fund investment entities and funds-of funds 
whose investments and investment strategies include one or more of the 
following approaches: 

(A) relative value, including equity market neutral, fixed income 
arbitrage, and convertible arbitrage; 

(B) event-driven, including merger arbitrage, distressed 
securities/discounted bank debt, and special situations; 

(C) directional/tactical/opportunistic, including long-short equity, 
managed futures, and global macro; 

(4) commodities and commodity-linked securities and derivatives, 
including forwards, futures, options, swaps, and structured notes; 

(5) hybrid investments and strategies; these investments may include 
domestic, nondomestic, public and private market equity, or fixed income 
securities, financial derivatives, and short positions in publicly traded 
domestic and international equity and fixed income securities; 

(6) managed futures funds. 

(b) An investment under (a) of this section may be made only 

(1) through an investment manager under contract with the APFC with 
demonstrated skill and experience investing in the specific investment 
type or strategy authorized under (a); or 

(2) on the recommendation and advice of an independent fiduciary 
retained by the APFC to evaluate a specific proposed investment or 
investment strategy. (Eff. 01/01/2006, Register 177) 

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.470. Interests in collective or commingled investment funds.  

The assets of the permanent fund may be invested in shares or other interests 
in collective and commingled investment funds that invest predominantly in 
investments otherwise permitted under 15 AAC 137.410 15AAC 137.530. (Eff. 
01/01/2006, Register 177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 
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15 AAC 137.480. Foreign currency transactions. 

A manager of permanent fund assets may, with the prior approval of the 
executive director or the chief investment officer, utilize foreign exchange 
transactions. Such transactions include currency forwards, futures, swaps, 
and options, as well as currency strategies, including hedging, cross-hedging, 
and long or short directional strategies. (Eff. 01/01/2006, Register 177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.490. Short-selling.  

In addition to the specific authority for the use of short-selling strategies 
granted under 15 AAC 137.460, a manager of permanent fund assets may, 
with the prior approval of the executive director or the chief investment 
officer and consistent with the limitations on the use of leverage provided 
under 15 AAC 137.500, utilize short-selling as a part of the manager's overall 
investment strategy. (Eff. 01/01/2006, Register 177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.500. Leverage. 

(a) A manager of permanent fund assets may, with the prior approval of the 
executive director or chief investment officer, utilize leverage as part of the 
investment strategy for the portfolio for which the manager is responsible, so 
long as the creditor's recourse on the leverage amount is 

(1) not a general obligation of the permanent fund or the APFC; and 

(2) is limited to either 

(A) the permanent fund assets for which the manager acts as 
manager; or 

(B) other specific assets of the permanent fund. 

(b) A manager of permanent fund assets shall use leverage, if at all, in a 
prudent manner that is consistent with leverage applied by professional asset 
managers using similar investment strategies. (Eff. 01/01/2006, Register 
177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.510. Lending of permanent fund-owned securities. 

Securities purchased by or otherwise held for the permanent fund may be 
loaned to securities dealers or financial institutions, if the loan is 
collateralized by cash or securities having a market value of at least 102 
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percent of the market value of securities loaned (Eff. 01/01/2006, Register 
177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.520. Form of asset holdings. 

Unless otherwise provided in 15 AAC 137.410 15 AAC 137.530, the APFC may 
invest permanent fund assets directly in the name of the permanent fund, 
through a limited liability entity, including a corporation, limited partnership, 
limited liability partnership, or limited liability company, or through a 
collective or commingled investment fund, including a fund-of-funds. (Eff. 
01/01/2006, Register 177) 

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.530. Investments not otherwise permitted. 

(a) The permanent fund may hold assets not otherwise authorized under 15 
AAC 137.410 ɀ 15 AAC 137.520 that 

(1) were held by the permanent fund before January 1, 2006; 

(2) are distributed to the permanent fund as the result of a liquidation of 
other assets held by the fund; or 

(3) are acquired by a manager of permanent fund assets because the 
assets are included in an investment index that is applied by the APFC to 
measure that manager's investment performance. 

(b) The permanent fund may hold an asset described in (a) of this section so 
long as holding the asset satisfies the prudent-investor rule stated in AS 
37.13.120(a). 

(c) The APFC must liquidate, restructure, or otherwise bring into compliance 
a permanent fund investment that ceases to satisfy the prudent investor rule 
stated in AS 37.13.120(a) within six months after the asset first fails to satisfy 
that rule. (Eff. 01/01/2006, Register 177) 

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 

  

15 AAC 137.990 is repealed and readopted to read: 15 AAC 137.990. 
Definitions.  

Unless the context requires otherwise, in 15 AAC 137.410 15 AAC 137.990, 

(1) "APFC" means the Alaska Permanent Fund Corporation established in 
AS 37.13.040; 
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(2) "chief investment officer" means the chief investment officer of the 
APFC; 

(3) "co-investment" means a direct investment of permanent fund assets 
in an entity at the same time and on the same economic terms as an 
investment of permanent fund assets in that entity made through a 
private equity fund under 15 AAC 137.460(a)(1) 

(4) "collective or commingled investment fund" means an entity whose 
purpose is to direct the collective investment of assets, including a 
common trust fund, a collective trust fund, a unit investment trust, an 
open-end or closed-end mutual fund, an open-end or closed-end 
registered investment company, or any other collective or commingled 
investment vehicle that is engaged primarily in the purchase and sale of 
securities or other assets; 

(5) "commodities" means 

(A) materials, such as gold, copper, silver, and petroleum; 

(B) timber and other agricultural crops; 

(C) foods; 

(D) other natural resources; and 

(E) products of the items identified in (A) (D) of this paragraph; 

(6) "derivative" means an instrument whose value, usefulness, and 
marketability is dependent upon or derives from an underlying asset; 
classes of derivatives include futures contracts, options, forward 
contracts, including currency forward contracts, swaps, and options on 
futures; 

(7) "derivative based strategy" means an investment strategy used by 
investors that invest in markets typically dominated by derivative 
instruments; 

(8) "executive director" means the executive director of the APFC 

(9) "hybrid investment or strategy" means a multi-part investment that 
may include hedge funds, arbitrage funds, derivative-based strategies, 
strategic block investment funds, or crossover funds where the underlying 
investments consist of both public and private investments, including 
both debt and equity instruments; 

(10) "includes" or "including" has the same meaning given in AS 
01.10.040; 

(11) "investment grade" means a Standard & Poor's Corporation rating 
BBB or better, or Moody's Investors Service, Inc., rating of Baa or better, 
including a rating with a "+" or "-" designation or other variations that 
occur within these ratings, or a comparable rating by another nationally 
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recognized rating organization or by a recognized rating service in the 
jurisdiction of the issuer; 

(12) "leverage" means the use of various financial instruments or 
borrowed capital, such as margin, to increase the potential return of an 
investment; 

(13) "manager of permanent fund assets" means an individual, firm, or 
other entity that, either by contract or employment with the APFC, has 
responsibility for the investment and management of a portion of the 
assets of the permanent fund; 

(14) "permanent fund" has the meaning given "fund" in AS 37.13.900; 

(15) "security" means an instrument that signifies an ownership position 
in a corporation or other private entity, a creditor relationship with a 
corporation, other private entity, or governmental body or entity, or 
rights to ownership such as those represented by an option, future or 
forward contract, subscription right, or subscription warrant; "security" 
includes 

(A) stocks, bonds, convertible bonds, bills, notes, debentures, bankers 
acceptances, commercial paper, certificates of deposit, and shares of 
a real estate investment trust or real estate operating company; 

(B) the types of securities identified under (A) of this paragraph 
purchased on a when issued basis; and 

(C) combinations of the types of securities identified under (A) and 
(B) of this paragraph issued as a single instrument; 

(16) "short-selling" means 

(A) the selling of a security that the seller does not own; or 

(B) any sale that is completed by the delivery of a security borrowed 
by the seller. (Eff. 11/15/2005, Register 177; am 01/01/2006, 
Register 177)  

Authority:  AS 37.13.120    AS 37.13.206 Sec. 4, ch. 46, SLA 2005 
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Appendix IV:  Amendments  
This APFC Investment Policy was adopted or amended effective as follows: 
 

Adopted:  May 27, 2010 


