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APPENDIX T

MEMORANDUM STATE OF ALASKA
Department of Revenue

To: Wilson L. Condon Date: July 31, 1998
Commissioner

Telephone: 465-4399
From: Robert D. Storer

Chief Investment Officer Subject: General Fund and Other
Treasury Division Non-segregated Investments

(GeFONSI)

This memorandum restates the analysis set forth in my memorandum of February 25, 1998 on
this subject.

The Portfolio Management Section of the Treasury Division manages the assets of the General
Fund and Other Non-segregated Investments "Fund" (the GeFONSI).  The GeFONSI holds and
invests the cash of approximately 125 funds; the typical balance of the GeFONSI is $1 billion.
The GeFONSI has been managed with a short time horizon.  All of its cash has been invested in
Treasury's Short-term and Intermediate-term Fixed Income Investment Pools.

Historically the GeFONSI has been managed with a low risk tolerance because the largest
participant has been the State's general fund and because Treasury had, until recently, been
unable to complete a careful cash flow analysis of the other funds investing their cash in the
GeFONSI.

Recently, the Cash Management and Accounting Sections of the Treasury Division completed an
analysis of the cash flows for a twenty month time period for most of the funds investing their
cash in the GeFONSI.  Using this analysis, Treasury focused its attention on 25 funds that
together had a relatively constant aggregate balance of between $350 and $390 million.  These
funds are reflected in the following table.  Earnings code "1" indicates the fund is automatically
entitled to its share of GeFONSI earnings.  Earnings code "2" indicates Treasury must compute
its share of GeFONSI earnings, but a separate legislative appropriation is required before the
fund may be credited with those earnings.  Earnings code "3" indicates the general fund
automatically receives the pertinent GeFONSI earnings.
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GeFONSI Fund Analysis

Sub-fund Description Liability
Acct. #

Fund
Acct. #

Earnings
Code

Oil and Hazardous Substance Release Prevention Account 21468 11122 1
Oil and Hazardous Substance Response Account 21472 11129 1
Employee Assistance and Training Fund 21477 11134 3
Storage Tank Assistance Fund 21478 11136 3
Sick and disabled Fisherman's Fund 21496 11119 3
Railbelt Energy Fund 21497 11123 2
Oil and Hazardous Substance Release Prevention Mitigation Account 21503 11139 1
Oil Restoration Fund 21504 11140 1
Municipal Capital Project Matching Grant Fund 21511 11146 2
Unincorporated Community Capital Project Matching Grant Fund 21512 11147 2
Power Cost Equalization and Rural Electric Capitalization Fund 21516 11150 1
School Fund 21520 12123 3
Fish and Game Fund 21530 12124 1
Alaska Marine Highway System Operation Fund 21560 12135 2
Agricultural Revolving Loan Fund 21980 21606 3
Commercial Fish Revolving Loan Fund 21990 21608 3
Alaska Clean Water Revolving Loan Fund 22076 21640 1
Power Project Fund 22093 21645 3
Highway Working Capital Fund-Operating 22110 22652 3
Information Services Fund 22115 22500 3
Deposits, Suspense and Miscellaneous Funds 22160 32010 mixed
Public Advocacy Trust 22162 32012 1
Permanent Fund Dividend Fund 22170 33020 3
Alyeska Settlement Fund 22178 33080 1
Student Loan Corporation 22297 82000 1
Accounts Receivable

The pertinent cash flow analysis of these twenty-five funds is attached to this memorandum.

The cash flow analysis led Portfolio Management to consider two options for increasing the risk
tolerance and expected return of the GeFONSI.  One approach is to create a fourth fixed income
pool with a higher expected return and risk than the Intermediate-term Fixed Income Investment
Pool.  The twenty-five funds that have been identified would comprise the assets of the fourth
pool.  The Benchmark Index for the funds would be the Merrill Lynch 1-10 year fixed income
index.
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The second alternative and the one recommended by Portfolio Management, is to enhance the
management of the assets in the Intermediate-term Fixed Income Investment Pool by changing
the benchmark from the Lehman 1-3 year government index to the Merrill Lynch 1-5 year
government fixed income index.  The effect of adjusting the benchmark of the pool is that all the
funds that comprise the GeFONSI will earn higher returns with a lower risk profile than adding a
fourth fixed income pool.  The ability to monitor cash flow enables Treasury to increase the
incremental risk of all of the funds in the GeFONSI.  The historical annualized returns and risk as
measured by the standard deviation of the indices are as follows:

Lehman Merrill
Lynch

Merrill
Lynch

1-3 YEAR
Gov’t

1-5 YEAR
Gov’t

1-10
YEAR
Gov’t

20 years
Return
8.96%

Std Dev
4.47%

Return
9.14%

Std Dev
5.05%

Return
9.42%

Std Dev
5.90%

14 years 8.29% 3.67% 8.74% 4.34% 9.26% 5.22%
11 years 7.14% 3.17% 7.43% 3.87% 7.69% 4.64%
10 years 7.28% 3.29% 7.68% 3.97% 8.11% 4.66%
8 years 6.97% 3.41% 7.40% 4.19% 7.78% 4.92%
6 years 5.74% 3.02% 6.14% 4.01% 6.50% 4.90%
5 years 5.64% 3.31% 6.02% 4.39% 6.41% 5.37%
4 years 5.71% 3.69% 5.81% 4.89% 5.97% 5.93%
3 years 7.50% 2.43% 8.08% 3.49% 8.66% 4.42%

Duration 1.67 years 2.21 years 3.00 years

There are several reasons why it is advantageous to enhance the management of the
Intermediate-term Fixed Income Investment Pool rather than create a new fourth Treasury fixed
income pool.  First, the mechanical aspects of managing, monitoring and accounting for a fourth
fixed income pool would be relatively expensive.  A fourth pool affects not only the Treasury
Division, but the separate accounting for the GeFONSI funds in the Finance Division of the
Department of Administration.  Second, we can achieve about the same risk/return profile for the
entire GeFONSI by simply modifying the risk/return profile of our current Intermediate-term
Fixed Income Investment Pool.  By evaluating the historical risk/return relationship among the
three indices, Treasury determined that changing the benchmark of the Intermediate-term Fixed
Income Investment Pool will increase the incremental return of the GeFONSI while maintaining
essentially the same risk profile of the three pools (adding the Merrill Lynch, 1-10 year Index).
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Finally, Portfolio Management requested that Callan Associates provide a five year expected
return for a 1-3 year fixed income index and a 1-5 year fixed income index.  Their projection for
that period was 5% and 5.40% respectively.  Thus, historically and prospectively, the Portfolio
Management Section believes that 0.40% (40 basis points) of incremental return is a reasonable
expectation.   Adding a fourth pool with a Merrill Lynch government  1-10 year index will add an
additional 40 basis points of return to participants in that pool but only one third of the assets in
the GeFONSI will benefit from the incremental return.

Portfolio Management recommends adopting an investment policy for the Intermediate-term
Fixed Income Investment Pool (see attached) that is managed with a benchmark of the Merrill
Lynch 1-5 year index.  Treasury will continue to work towards improving cash flow monitoring
and enhancing asset management.  As a minimum standard, Treasury will conduct a review of
the GeFONSI on an annual basis.



For the 20-month period July 1, 1998 through February 29, 2000

Purpose:  Shows this fund's daily share of the GeFONSI for dates noted above.
Prepared by Treasury Division, Asset Accounting
Printed: 10/10/2000 SingleAcctChart-deb's

GEFONSI ACCOUNT BALANCES - 21468 OIL & HAZARDOUS SUBSTANCE RELEASE PREV. AND RESPONSE, 
PREVENTION ACCT
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Oil and Hazardous Substance Release Prevention and Response, Prevention Account Consists of appropriations by the 
legislature of money from private donors; money recovered from parties responsible for cleanup of oil or a hazardous substance; 
and fines, penalties, or damages recovered under chapter 46.   The fund is to be used for the containment and cleanup of oil or 
a hazardous substance; monitoring assessing, investigating , and evaluating the release or threatened release of oil or a 
hazardous substance; and recovery of the cost to the state of the containment and cleanup of oil or a hazardous substance.
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GEFONSI ACCOUNT BALANCES - 21472 OIL & HAZARDOUS SUBSTANCE RELEASE PREVENTION AND 
RESPONSE FUND
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Oil and Hazardous Substance Release Prevention and Response Fund, Response Account is to be used to respond to a 
release or threatened release of hazardous substance. 
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GEFONSI ACCOUNT BALANCES - 21477 EMPLOYEE ASSISTANCE & TRAINING PROGRAM ACCOUNT
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Employee Assistance and Training Program Account  Chapter 95 SLA 1989 established a two year pilot project to finance and 
award grants to employment assistance and training entities.  Encumbrances are reserved, and the remaining balance of the 
fund is reported as unreserved/designated.
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GEFONSI ACCOUNT BALANCES - 21478 STORAGE TANK ASSISTANCE FUND
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Storage Tank Assistance Fund  The fund consists of money appropriated to it by the legislature.  The receipts of the fund may 
be appropriated for tank tightness tests, site assessments, grants and loans.  Encumbrances and amounts equal to long-term 
loans are reserved.  The remaining balance of the fund is reported as unreserved/designated.
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GEFONSI ACCOUNT BALANCES - 21496 SICK & DISABLED FISHERMEN'S FUND

8,500,000

9,000,000

9,500,000

10,000,000

10,500,000

11,000,000

11,500,000

07
/0

1/
19

98

08
/0

1/
19

98

09
/0

1/
19

98

10
/0

1/
19

98

11
/0

1/
19

98

12
/0

1/
19

98

01
/0

1/
19

99

02
/0

1/
19

99

03
/0

1/
19

99

04
/0

1/
19

99

05
/0

1/
19

99

06
/0

1/
19

99

07
/0

1/
19

99

08
/0

1/
19

99

09
/0

1/
19

99

10
/0

1/
19

99

11
/0

1/
19

99

12
/0

1/
19

99

01
/0

1/
20

00

02
/0

1/
20

00

03
/0

1/
20

00

Date

B
al

an
ce

Sick/Disabled Fishermen's Fund  Consists of 60 percent of the money derived by the state from all commercial fisherman's 
licensed and money appropriated by the legislature to pay for emergency treatment, transportation, medical care, and 
hospitalization of commercial fishermen.  The balance of this fund is reserved.
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GEFONSI ACCOUNT BALANCES - 21497 RAILBELT ENERGY FUND
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Railbelt Energy Fund  Consists of money appropriated to it by the legislature and is used to assist in meeting railbelt energy 
needs. Encumbrances are reserved, and the remaining balance of the fund is reported as unreserved/undesignated.  Effective 
7/1/00, a legislative amendment to AS 37.05.520 changed the fund status to include interest earned on the fund. Ch 60, SLA 
2000, Section 3.
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Oil and Hazardous Substance Release Prevention Mitigation Account  The legislature may annually appropriate the balance of 
this fund to the Oil and Hazardous Substance Release Prevention Account (fund 11122). Encumbrances are reserved, 
continuing appropriation balances are designated and the remaining balance of the fund is reported as 
unreserved/undesignated. 
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Oil Restoration Fund   This fund is used for the receipt for, and expenditures of, the $50 million criminal settlement against 
Exxon resulting from the Exxon Valdez oil spill.
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Municipal Capital Project Matching Grant Fund Established by Chapter 80 SLA 1993, effective July 6, 1993.  However, it was 
funded by Ch 79 SLA 1993 sec 15, which was effective June 28, 1993, so the fund was established in COA 93.  The Department of 
Administration is the custodian.  The source of funds are Legislative appropriations to the fund.  The money in the fund shall be 
held in custody for each municipality.  It is the view of DOF that the state does not have fiduciary responsibility for this fund but 
actually owns the money in the fund, so it is not a trust fund even though the word "custody" is used in the legislation.  Interest is 
calculated by Treasury. An appropriation is necessary for the fund to receive the interest.  Encumbrances are reserved, and the 
remaining balance of the fund is reported as unreserved/undesignated.  
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Unincorporated Community Capital Project Matching Grant Fund Established by Chapter 80 SLA 1993, effective July 6, 1993.  
However, it was funded by Ch 79 SLA 1993 sec 15, which was effective June 28, 1993, so the fund was established in COA 93. The 
Department of Community and Regional Affairs is the custodian.  The source of funds are Legislative appropriations to the fund.  
The money in the fund shall be held in custody for each municipality.  It is the view of DOF that the state does not have fiduciary 
responsibility for this fund but actually owns the money in the fund, so it is not a trust fund even though the word "custody" is used in 
the legislation.  Interest is calculated by Treasury. An appropriation is necessary for the fund to receive the interest.  Encumbrances 
are reserved, and the remaining balance of the fund is reported as unreserved/undesignated.
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Power Cost Equalization & Rural Electric Capitalization Fund Established by 
Chapter 18 SLA 1993, effective August 11, 1993.  The Department of 
Community and Regional Affairs is the custodian.  The fund consists of 
money transferred to it under AS 42.45.050, which is monthly transfers 
(subject to appropriation) of 40% of the balance in the Four Dam Pool fund.  
The fund is used to make grants to eligible utilities under AS 42.45.180 to 
improve the performance of the utility.  Treasury Division calculates 
investment earnings on the Fund. Encumbrances are reserved, and the 
remaining balance of the fund is reported as unreserved/designated.  
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School Fund   Consists of the proceeds derived from the payment of cigarette taxes, fees, and penalties and license fees.
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Fish and Game Fund  Used to carry out purposes and provisions of title 16, and other duties that may be delegated by the 
legislature.
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Alaska Marine Highway System Fund To enable the Alaska marine highway system to 
manage and operate in a manner that will enhance performance and accountability by 
allowing the system to account for and spend its generated revenue.  Encumbrances are 
reserved, and the remaining balance of the fund is reported as unreserved/designated.   
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Agricultural Revolving Loan Fund   To make loans to an individual resident farmer, homesteader, or a partnership or corporation 
composed of farmers and homesteaders for such things as clearing land for agricultural purposes, development of farms, storage 
and processing of farm produce, purchase of livestock, etc. 
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Commercial Fishing Revolving Loan Fund   For the purpose of making commercial fishing loans to individuals for the repair, 
restoration or upgrading of existing vessels and gear, for the purchase of entry permits and gear, and for the construction and 
purchase of vessels. 
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Alaska Clean Water Fund   A fund which consists of money appropriated by the legislature to meet federal matching requirements, 
federal capitalization grants, loan repayments, interest received from loan repayments, interest received from investment of money 
in the Alaska clean water fund.  The fund may be used for such things as: 1) planning, designing, building, constructing, and 
rehabilitating a public wastewater collection, treatment, or discharge system; a solid waste management system, or 2) developing 
and implementing an estuary conservation and management program.
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Power Project Fund   This fund is to make loans to electric utilities, regional electric authorities, municipalities, regional and village 
corporations, village councils, independent power producers, and non profit marketing cooperatives to pay the cost of 
reconnaissance studies, feasibility studies, license and permit applications, preconstruction engineering, and design of power 
projects; constructing, equipping, modifying, improving, and expanding small-scale power production facilities; reconnaissance 
studies, preconstruction engineering, design, construction, equipping, modification, and expansion of potable water supply including 
surface storage and groundwater sources and transmission of water from surface storage to existing distribution systems.  
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Highway Equipment Working Capital Fund for Operating Appropriations   
This fund is used for revenues and expenses pertaining to the operations 
and maintenance of the highway equipment of the Department of 
Transportation.d Sudden and Severe Economic Dislocation (SSED) 
programs. 
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Information Services Fund   This fund consists of money appropriated to it, money transferred to the Department of Administration 
(DOA) by political subdivisions and state agencies as reimbursement for information services provided by DOA, and the proceeds 
from the sale of surplus or other assets of DOA used for information services.  Money appropriated to the fund may be used for the 
costs of the Telecommunications Information Council; expenses of providing information services to political subdivisions and state 
agencies; or additions, replacements, or improvement of capital equipment for information services.  
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Deposits, Suspense, and Miscellaneous   This fund is custodial in nature and is used to account for assets held for other funds, 
governments or individuals.  It’s most common uses include certain performance deposit funds and deposits required of various 
licensees. 
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Public Advocacy Trust   This trust fund holds the assets of those individuals who have been declared incapacitated and unable to 
take care of themselves or make life decisions for the own well being.  Daily living expenses for these individuals are paid from the 
fund. 



For the 20-month period July 1, 1998 through February 29, 2000

Purpose:  Shows this fund's daily share of the GeFONSI for dates noted above.
Prepared by Treasury Division, Asset Accounting
Printed: 10/10/2000 SingleAcctChart-deb's

GEFONSI ACCOUNT BALANCES - 22170 PERMANENT FUND DIVIDENDS FUND

-

200,000,000

400,000,000

600,000,000

800,000,000

1,000,000,000

1,200,000,000

07
/0

1/
19

98

08
/0

1/
19

98

09
/0

1/
19

98

10
/0

1/
19

98

11
/0

1/
19

98

12
/0

1/
19

98

01
/0

1/
19

99

02
/0

1/
19

99

03
/0

1/
19

99

04
/0

1/
19

99

05
/0

1/
19

99

06
/0

1/
19

99

07
/0

1/
19

99

08
/0

1/
19

99

09
/0

1/
19

99

10
/0

1/
19

99

11
/0

1/
19

99

12
/0

1/
19

99

01
/0

1/
20

00

02
/0

1/
20

00

03
/0

1/
20

00

Date

B
al

an
ce

Permanent Fund Dividends Fund   This fund was established to pay 
Permanent Fund dividends.  The amount transferred to the Dividend 
Fund from the permanent Fund is 50% of the income available for 
distribution which is deducted from annual earnings from the Permanent 
Fund Principal and Earnings Reserve accounts of the current fiscal 
year. 
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Alyeska Settlement Fund   This fund was established t receive and expend moneys from the $30 million in civil fines from Alyeska 
Pipeline as result of the Exxon Valdez oil spill.
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Prepared by Treasury Division, Asset Accounting
Printed: 10/10/2000 SingleAcctChart-deb's

GEFONSI ACCOUNT BALANCES - 22297 AK STUDENT LOAN CORPORATION SCHOLARSHIP REVOLVING LOAN 
FUND
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Alaska Student Loan Corp. Scholarship Revolving Loan Fund  This fund is not indentured to ASLC bonds.  From this fund, ASLC 
can make regular Alaska student loans and teacher scholarship loans.  In addition, this is the only fund used by ASLC to make 
loans under the Family Education Loan Program.  In this program, the borrower is not the student but rather the student's family 
member.  Unloaned money in the fund is invested in the GeFONSI.


