PoLICIESAND PROCEDURES APPLICABLE
TO THE TREASURY DIVISION,
DEPARTMENT OF REVENUE,
STATE OF ALASKA

APPENDIX AN

I nvestment Policy Statement: Alaska Housing Finance
Cor por ation Special Pledged Fund

1. Description and History

On April 15 1997, the Alaska Housing Finance Cor poration completed the process of
refinancing all of its remaining Insured Mortgage Bonds and General Housing
Mortgage Bonds thereby ending the life of this fund. The investment policy statement

ispreserved here for the purpose of maintaining institutional memory.

Prior to the establishment of the State Mortgage Insurance Fund at the end of 1975
(discussed in Section X11(1)), the State invested money in the Alaska Housing Finance
Corporation (AHFC) Special Pledged Fund to assist the Alaska Housing Finance

Corporation secure its bonds.

The complex arrangements relating to the AHFC Special Pledged Fund were
apparently designed to accomplish two objectives. First, they provided cash to
capitalize the AHFC. Second, they provided additional security to the bondholders for
the pertinent AHFC bonds.

The AHFC Special Pledged Fund resulted from a contract entered into between the
State of Alaska and the AHFC in late 1972. Pursuant to the terms of the contract, the
State committed to buy mortgages equal to twenty percent of the principal anount of
AHFC’ s respective issues of General Housing Mortgage Bonds (half of the twenty
percent was labeled a “ Stabilization Requirement” and the other half was labeled a

“ Maintenance Requirement”). After purchasing these mortgages, the State placed
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them in afund the State was obligated to establish called the AHFC Special Pledged
Fund. The mortgages the State was obligated to purchase and place in the AHFC
Special Pledged Fund were also pledged to pay the principa and interest on the
General Housing Mortgage Bonds. The State purchased the mortgages subject to the
bondholders' lien on the principal and interest payments on the mortgages. Under
certain circumstances, the State was obligated to place its own cash resources rather
than purchased mortgages in the AHFC Specia Pledged Fund. For the twenty year
period 1977 - 1997, the State has met the twenty percent coverage requirement almost
exclusively by investing in certificates of deposit and treasury bills rather than in
mortgages to satisfy the AHFC Special Pledged Fund obligation.

During the 1972 to 1975 period, Treasury bought approximately $20 million in
mortgages from the AHFC to fulfill its obligation under the 1972 contract. Since
1975, the State has not purchased additional mortgages and has invested the Fund in
certificates of deposit or treasury bills. The following table reflects the year-end
balance in the AHFC Special Pledged Fund since its inception:

Special CD’sor
June 30 Mortgage Treasury Total
L oans Bills
$(Thousands)  $(Thousands) $ (Thousands)
1973 5,307 100 * 5,407
1974 12,019 822 * 12,841
1975 18,748 1,500 * 20,248
1976 15,942 2,400 * 18,342
1977 16,405 3,800 * 20,205
1978 13,753 7,502 21,255
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Special CD’sor
June 30 Mortgage Treasury Total
L oans Bills
$ (Thousands)  $(Thousands) $ (Thousands)
1979 12,147 6,000 18,147
1980 10,738 5,000 15,738
1981 15,150 15,150
1982 12,800 12,800
1983 11,597 11,597
1984 10,000 10,000
1985 9,581 * 9,581

* Financial statements for these periods do not provide a breakdown
between loans owned and investments owned. However, from reviewing
CD and T-Bill transactions since inception, we have estimated the
investment portion at each year end. We then calculated the loan portion as
the total (per the financial statements) less our estimate of the investments

owned.
Special CD’sor
June 30 Mortgage Treasury Total
L oans Bills
$(Thousands)  $(Thousands) $ (Thousands)
1986 9,289 9,289
1987 9,165 9,165
1988 8,632 8,632
1989 8,405 8,405
1990 8,374 8,374
1991 7,683 7,683
1992 7,225 7,225
1993 3,574 3,574
1994 3,567 3,567
1995 3,651 3,651
1996 3,293 3,293

The money in this fund is been available to make the required principal and interest
payments on the pertinent bonds if the AHFC does not have sufficient funds to make

the payments. The AHFC has always had sufficient funds to make the payments.
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The balance in the AHFC Special Pledged Fund on February 28, 1997 was $2.7
million. At the February, 1997 AHFC Board meeting, the Corporation’s Board

approved a redemption before June, 1997 of al the Corporation’s General Housing

Mortgage Bonds. With that redemption, the Fund requirement will drop to zero.

Investment Policy

Treasury invests the AHFC Special Pledged Fund assets with the following in mind:

Risk Tolerance

Investment Objectives

Time Horizon

Other Constraints

Very low. The principal of the Fund is pledged
to bondholders. Short-term principal losses
cannot be tolerated.

Unwilling to tolerate exposure to principal loss
for possibility of large gains in the long term.
Current income secondary to protection of
principal.

Minimal inflation protection needed.

High liquidity requirement.

Short. Could spend entire principal on May 1 or
November 1 of each year.

Bond resolution established fund for the benefit
of bondholders. Severe restrictions of allowable
investments.

Bond trustee can use entire balance on May 1 or
November 1.

Treasury’s investment policy for the Special Pledged Fund is to invest the entire

balance in the U.S. Treasury Bill maturing nearest but before the next upcoming bond

interest payment dates (May 1 or November 1).

Treasury has not established a performance benchmark for this fund.
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3. Reporting Requirements

Approximately five days before each interest payment date, the Comptroller prepares a
letter (to be signed by the Chief Investment Officer) certifying to the Bond Trustee and

the Corporation the following:

1. Theamount of Specia Mortgage Loans valued at par credited to the Special
Pledged Fund together with alist of those mortgages,
2. The amount of investments at par credited to the Special Pledged Fund; and

3. The amount of cash in the Specia Pledged Fund.

The State accounting system reflects this fund as part of the Genera Investment Fund.

4. Treasury Funding

Each year, Treasury includes the Special Pledged Fund as a funding source in its

annual budget. Treasury allocates a share of the Division’s personnel costs and
custodial costs to the Fund.
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