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The downgrade of the state’s Issuer Default Rating (IDR) to ‘AA+” from ‘AAA’ by Fitch Ratings
reflects the substantial operating deficits recorded by the state in recent fiscal years and the
modest reform efforts taken to date to realign its stressed, petroleum-based revenue structure
with expenditure demands. The ‘AA+’ rating reflects the still sizable level of reserves at the
state’s disposal. The Negative Rating Outlook reflects the state’s need to reach and maintain
budgetary balance given the sizable economic concentration in natural resource development,
subdued growth prospects for revenue derived from this sector and expected continued draws
on reserves over the medium term.

Key Rating Drivers

Economic Resource Base: Alaska’s economy is largely based on the development and
application of its abundant natural resources. An estimated one-third of the state’s gross state
product is attributed to the drilling, production and economic multiplier effects of the turbulent
oil and natural gas sectors, a primary source of vulnerability for the state. Rapid deterioration in
crude oil prices over the past 18 months has led to rig closures and reduced employment. The
federal government is a large employer and a key driver of the state’s economy. An estimated
36% of the state’s economy is derived from federal employment.

Revenue Framework: 'a’ factor assessment. The state is expected to continue to derive an
outsized proportion of its operating revenues from taxation, leasehold interest and royalty
payments related to petroleum development. These narrow revenue sources will continue to
reflect the economic volatility tied to the extensive natural resources sector, impeding the
development of a more predictable financial performance.

Expenditure Framework: 'a' factor assessment. The state maintains solid expenditure
flexibility with a manageable burden of carrying costs for liabilities and the broad expense-
cutting ability common to most U.S. states. As with most states, Medicaid remains a key
expense driver, and Fitch believes the state will be challenged in meeting increased
expenditures due to insufficient expected revenue growth.

Long-Term Liability Burden: "aa’ factor assessment. Debt levels are low for a U.S. state,
but on a combined basis, the state's net tax-supported debt and unfunded pension obligations
are well above the median for U.S. states as a percentage of personal income. Both pension
and OPEB liabilities are constitutionally protected benefits.

Operating Performance: 'aa’ factor assessment. The state’s strong management of its
financial operations and extraordinarily sizable reserve balances have historically offset
volatility in its revenue sources. However, the state will be ending fiscal 2016 with its fourth
consecutive operating deficit, and a sizable deficit is expected in fiscal 2017. Available reserves
are forecast to remain strong at the end of fiscal 2017 under various scenarios, although
eventual depletion is expected absent revenue reform, sharp expenditure reductions or a return
to more robust oil prices.

Rating Sensitivities

Achievement of Meaningful Fiscal Reform: Failure to enact measures to improve fiscal
balance will put negative pressure on the rating.

www.fitchratings.com

June 17, 2016



Alaska, State of (AK)
Scenario Analysis v.1.02 2016/05/17
StteRevnues g Expncires i an P——
Actual 1 Scenario The state’s financial performance has been tied closely to trends in its natural resource base with
$18,000,000 1 sizable accessible reserves holstering operations during downturns. Fluctuating global energy
$16,000,000 1 prices have led to sharp surges and drops in the state’s unrestricted general fund revenues, with
! strong revenue growth increasing balances in the state’s various reserve funds. The CBR and SBR
$14,000,000 : together grew from $8.1 billion in fiscal 2009 to $17.6 billion in fiscal 2014 prior to declining to
$12,000,000 1 about $10.3 billion in fiscal 2015. The SBR needs only a simple legislative majority to access when
$10,000,000 the state's budget is in a deficit; a 3/4 majority vote of the legislature is required to access the
CBR unless the current year's proposed budget is less than the prior year's budget, in which case
$8,000,000 . the simple majority rule applies as well. The state also has access to earnings of the permanent
46,000,000 fund held in the PF’s earnings reserve (PFER) by a simple majority vote; that balance totaled $7.2
1 billion in fiscal 2015. Combined, the balances in fiscal 2015 were equal to 2.9x the state’s annual
$4,000,000 1 UGF budget and have provided significant cushion for operations expense during the current
$2,000,000 : commodity price collapse.  Including the PFER, theate’s PF held a fund balance of $52.8 billion as
\ of June 30, 2015. The PF receives an annual allocation of state-derived oil royalties, rents, and
$0 bonuses. Access to the PF corpus itself would require an amendment to the state’s constitution, a
2006 207 2008 2009 2010 o1 012 013 014 015 Yearl Year2  Year3 path the state has never pursued even during past multi-year periods of low petroleum
e===State Expenditures «===State Revenues prices.  Aside from substantial reserves, financiaperations are supported by conservative fiscal
management that includes close tracking of revenue collections and expenditures during the year.
Net Change in Fund Balance as % of State Revenues in an Unaddressed Stress ($000) I ‘ The state updates its reven’ue forec.asts twice yearly and e.ach forecast extends for ten years. The
200.0% Actual ; Scenario forecast employs the state’s extensive knowledge of ongoing and planned natural resource
| development.
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«====Net Change in Fund Balance as % State Revenues
Scenario Paramete Year1 Year2 Year 3
GDP Assumption (% Change) (1.0%) 0.5% 2.0%
Expenditure Assumption (% Change) 2.0% 2.0% 2.0%
Revenue Output (% Change) (8.4%) (0.3%) 7.8%
2006 2007 2008 2009 2010 2011 2012 2013 2014 2 Year1 ‘ear2 Year 3
Expenditures
Total Expenditures 6,561,390 7,123,280 8164377 9874397 8795972 9691775 9820698 10385855 10996403 13580591 13,852,203 14,129247 144113832
% Change in Total Expenditures 11.2% 8.6% 14.6% 20.9% (10.9%) 10.2% 1.3% 5.8% 5.9% 23.5% 2.0% 2.0% 2.0%
State Expenditures 4,563,823  5101,866 6,238,819 7755288 6372987 7248818 7319757 7951567 8536822 11,036,339 11,257,066 11,482,207 11,711,851
% Change in State Expenditures 15.5% 11.8% 22.3% 243% (17.8%) 13.7% 1.0% 8.6% 7.4% 29.3% 2.0% 2.0% 2.0%
Revenues
Total Revenues 10,612,205 14,473,269 13173913 2,663,652 13,279,312 19,207,631 13,517,066 15808623 16,761,931 8,090,237  7,675130 7,711,751  8159,773
% Change in Total Revenues 17.9% 36.4% (9.0%) (79.8%) 398.5% 44.6% (29.6%) 17.0% 6.0% (51.7%) (5.1%) 0.5% 5.8%
Federal Revenues 1997567 2,021,414 1925558 2,119,109 2,422,985 2442957 2500941 2434288 2459581 2544252 2595137 2,647,040 2,699,981
% Change in Federal Revenues 2.3% 1.2% (4.7%) 10.1% 14.3% 0.8% 2.4% (2.7%) 1.0% 3.4% 2.0% 2.0% 2.0%
State Revenues 8,614,638 12,451,855 11,248,355 544,543 10,856,327 16,764,674 11,016,125 13,374,335 14,302,350 5545985 5079993 5064711 5459792
% Change in State Revenues 22.1% 44.5% (9.7%) (95.2%) 1893.7% 54.4% (34.3%) 21.4% 6.9% (61.2%) (8.4%) (0.3%) 7.8%
Excess of Revenues Over Expenditures 4,050,815 7,349,989 5,009,536 (7,210,745) 4,483,340 9515856 3,696,368 5422768 5765528 (5490,354) (6,177,073) (6,417,496) (6,252,059)
Total Other Financing Sources 109,430 187,568 55,508 421,174 13,899 199,388 (8,095) 314,862 (2,812) 7,238 102,116 82,662 100,813
Net Change in Fund Balance 4,160,638 7,537,557 5065044 -6138796 4497239 9715244 3,688,273 5737630 5599373 -5197,594 -6,074957 -6,334,834 -6,151,246
% Total Expenditures 63.4% 105.8% 62.0% (62.2%) 51.1% 100.2% 37.6% 55.2% 50.9% (38.3%) (43.9%) (44.8%) (42.7%)
% State Expenditures 91.2% 147.7% 81.2% (79.2%) 70.6% 134.0% 50.4% 72.2% 65.6% (47.1%) (54.0%) (55.2%) (52.5%)
% Total Revenues 39.2% 52.1% 38.4% (230.5%) 33.9% 50.6% 27.3% 36.3% 33.4% (64.2%) (79.2%) (82.1%) (75.4%)
% State Revenues 48.3% 60.5% 45.0%  (1127.3%) 41.4% 58.0% 33.5% 42.9% 39.2% (93.7%) (119.6%) (125.1%) (112.7%)
Notes: Scenario analysis represents an unaddressed stress on issuer finances. Fitch's downturn scenario assumes a -1.0% GDP decline in the first year, followed by 0.5% and 2.0% GDP growth in Years 2 and 3, respectively. Expenditures are
assumed to grow at a 2.0% rate of inflation. For further details, please see Fitch's US Tax-Supported Rating Criteria.
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Credit Profile

Rating History

Outlook/ Revenue Framework
Rating Action Watch Date evenue amewo
AA+ Downgraded Negative 6/14/16
AAA  Affirmed Negative® 2/29/16

Historically, the unrestricted general fund (UGF) has been almost entirely supported by volatile

AAA  Affirmed Stable  2/28/13 petroleum-related revenues. In fiscal 2014, 88% of UGF revenues were derived from this
AAA - Upgraded  Stable  1/7/13 sector. In fiscal 2016, this ratio has declined to about 60% due to the substantial decline in oil
AA+ Revised Stable 4/5/10 . . . . .

AA Assigned  — 5/2/94 prices. Modest additional sources of UGF revenue include various excise taxes, corporate
*Rating Watch. income taxes and fisheries and mining taxes. Historically, the state has applied funds from its

accessible reserves, principally the constitutional budget reserve (CBR) and the statutory
budget reserve (SBR), to fund operations when petroleum-related revenue has fallen short.

Petroleum-related revenues include the state’s tax on the value of oil and gas production and
the collection of oil and gas royalties, lease payments and bonuses. The state receives these
revenues on both its land leased for natural resource development as well as 50% of royalties
and leases from development on federal land in the National Petroleum Reserve (NPR). A
portion of these revenues is restricted with constitutional and statutory requirements for
deposits to certain accounts including the state’s permanent fund, the public school fund trust
and special revenue funds for municipalities that are impacted by development in the NPR.

Oil and gas production tax revenue is a function of both price and production, with significant
declines in oil prices over the past 18 months eroding collections. The state continues to
project long-term declines in production along the Alaska North Slope (ANS), which will reduce
UGF revenue collections.

Historical growth in the state’s revenues, after adjusting for the estimated impact of tax policy
changes, was well ahead of national GDP growth over the 10 years through 2014, with solid
growth in oil prices in most years more than offsetting declines, producing increasing but
volatile state tax revenues. However, the loss of state tax revenues related to the continuing
slump in oil prices to lows reaching $30 per barrel (bbl) has resulted in sizable operating
deficits in fiscal years 2015 and 2016 and a forecast deficit in fiscal 2017. The state’s revenue
forecast assumes steady growth in oil prices. However, while the gradual price escalation to
$65.90/bbl by 2025 and revenue performance expectations demonstrate positive growth
prospects, they build from an extremely low base that is insufficient to fund the state’s current
expenditures.

The governor proposed a number of recurring revenue measures to reduce the reliance on
petroleum-based revenues. However, the proposals did not receive sufficient traction in the
regular legislative session to move ahead. The legislature is currently discussing these
proposals in a special session that is expected to conclude in the near future. Currently, one
piece of approved revenue legislation from the special session was a change to the state’s tax
credits for oil and gas development that would initially increase revenues to the state beginning
in fiscal 2018. The governor is currently reviewing this bill.

The state has no legal limitations on its ability to raise revenues through base broadenings,
Related Criteria rate increases or the assessment of new taxes or fees.

U.S.l Tax-Supported Rating Criteria
(April 2016) Expenditure Framework

As in most states, education and health and human services spending are Alaska’s largest
operating expenses. Education is the larger line item, as the state provides significant funding
for local school districts and the public university. Health and human services spending is the
second largest area of spending, with Medicaid being the primary driver.
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Fitch expects that spending growth, absent policy actions, will be well ahead of natural revenue
growth, driven primarily by education expense and Medicaid. While the fiscal challenge of
Medicaid is common to all U.S. states, Fitch believes the state will be hard-pressed to fund
program requirements and other spending priorities absent reform to its budget funding, given
the forecast for an extended low oil price environment and the state’s reliance on revenue
sources tied to the petroleum sector.

Alaska retains a solid ability to adjust expenditures to meet changing fiscal circumstances.
While Medicaid remains a notable cost pressure, spending requirements for debt service and
pension obligations are manageable, and the state has taken important steps to improve
pension funding through deposits from the CBR to lower its annual required contributions
(ARC). Pension and OPEB benefits for state employees and teachers are constitutionally
protected, reducing the state’s flexibility to make cuts as both an employer as well as for
additional contributions that are required by state statute; SB125 commits the state to funding
the difference between specified employer contributions and the ARC, although the statute
may be amended. Based on the state’s actual contributions for OPEB, debt service and
pensions, carrying costs accounted for 11% of expenditures in fiscal 2015.

Long-Term Liability Burden

The state has been an infrequent debt issuer, meeting most capital needs from annual
revenues. The debt burden as of June 30, 2015 was low, with almost $1.1 billion in net tax-
supported debt measuring 2.7% of personal income after excluding guaranteed debt of the
Housing Finance Corporation, which has never required state support, and reimbursable
municipal general obligation debt issued for school construction. Fitch notes that the majority of
state debt is currently repaid from petroleum-related revenue, so the debt-to-income ratio is not
as meaningful for Alaska as for other states.

The state has undertaken multiple pension reforms in recent years, including switching to
defined contribution plans for new employees beginning July 1, 2006 and enacted legislation in
2007 obligating the state to appropriate for system employers’ contributions over a fixed
percentage of payroll. The application of $3 billion of CBR funds in 2015 to accelerate progress
toward full funding has also improved the state Public Employees’ Retirement System (PERS)
and Teachers’ Retirement System (TRS) funded ratios. As of the June 30, 2015 financial
statements, PERS’ funded ratio was 59.7% and TRS’ was 54.5%. Incorporating the one-time
payments to the system and other programmatic adjustments, the state’s actuary in the fiscal
2015 valuations increased these ratios to 78.2% and 83.3%, respectively.

Based on Fitch’s state pension update report, on a combined basis the burden of the state’s
net tax-supported debt and unfunded actuarial accrued liability for pension obligations,
adjusted by Fitch to reflect a 7% return assumption, equaled 14% of 2014 personal income.
However, Fitch expects that figure to have moderated following the CBR transfer noted above.
Healthcare trusts were established for both PERS and TRS, and as of June 30, 2015, were
funded at 98.5% and 100.3%, respectively.

Operating Performance

The state’s financial performance has been tied closely to trends in its natural resource base,
with sizable accessible reserves bolstering operations during downturns. For details, see
"Scenario Analysis," page 2.

The state’s recovery from the oil price burst in 2008 and 2009 has proven to be uneven, with
sizable surpluses derived from strong price growth in fiscal years 2011 and 2012 and deposited
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to state reserves later tapped in fiscal years 2013 throughout the current fiscal 2016. The state
conservatively allocated a portion of the CBR in fiscal 2015 to reduce the unfunded pension
liability, thus improving the funded ratio and lowering annual expense related to the ARC.
However, the state failed to take other steps during periods of financial stability to improve
financial flexibility and reduce its reliance on petroleum-based revenue sources given the
known variability in this sector.

Recent Operating Performance

The steep drop in crude oil prices in late calendar year 2014 led the state to substantially revise
its revenue expectations for fiscal 2015, while increasing an anticipated revenue shortfall in
fiscal 2015 to $3.5 billion. The fiscal year ended with oil prices even lower than forecast, at
$72.58/bbl, resulting in a revenue shortfall that was funded by an appropriation of $2.5 billion
from the SBR. The state also drew about $3 billion from the CBR for deposit to the state’s
pension systems.

The enacted budget for fiscal 2016 funded UGF expenditures of almost $5 billion, a 19%
reduction as compared with fiscal 2015. The budget incorporated an expectation of continued
soft crude oil prices and a planned $2.7 billion operating deficit funded by a further draw from
the CBR. The state’s spring 2016 revenue forecast recognized the continued turbulence in
crude oil prices and lowered the state’s revenue forecast to reflect an average price of
$39.99/bbl. The forecast revision, combined with actions taken by the governor and legislature,
has increased the expected budget gap in fiscal 2016 to $4.2 billion (76% of the UGF budget).
The state plans to fund the gap by drawing on reserves. Reserves of $13.9 billion are expected
to remain substantial at the close of fiscal 2016; equal to 2.5x the UGF budget.

The legislatively approved UGF budget for fiscal 2017 totals $4.4 billion, a 20.5% reduction
from fiscal 2016, and does not currently contain significant revenue-raising measures despite
the governor’s proposals to increase taxes and shift volatility in the natural resource sector to
the state’s permanent fund and the permanent fund earning reserve from the UGF. The
legislature is currently meeting in a special session to debate providing alternative revenue
sources for funding the budget. Without enacting new revenue measures, the budget as
approved by the legislature relies upon an additional $3.17 billion allocation from the state’s
reserves (72% of the UGF budget). Due to the reduction in expenditures, reserves at the end of
fiscal 2017 are expected to total $10.7 billion, equal to 2.4x the UGF budget.

State of Alaska
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The ratings above were solicited by, or on behalf of, the issuer, and therefore, Fitch has been
compensated for the provision of the ratings.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPSJ//FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE
AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE
FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO
AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE
FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON
THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2016 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.
Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is
prohibited except by pemission. All rights reserved. In issuing and maintaining its ratings and in making other reports
(including forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other
sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it
in accordance with its ratings methodology, and obtains reasonable verification of that information from independent
sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security
and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the
issuer is located, the availability and nature of relevant public information, access to the management of the issuer and its
advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability
of independent and competent third-party verification sources with respect to the particular security or in the particular
jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and reports should understand that neither
an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in
connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for
the accuracy of the information they provide to Fitch and to the market in offering documents and other reports. In issuing
its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
statements and attomeys with respect to legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and predictions about future events that by their
nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected
by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not
represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A
Fitch rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are based on
established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports
are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a
report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically
mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals
identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals
are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the
information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the
securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature
or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other
obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or
insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from
US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a
rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration
statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United
Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services
license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings
information published by Fitch is not intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001.

State of Alaska
June 17, 2016




