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M KPMG LLP

Suite 600
701 West Eighth Avenue
Anchorage, AK 99501

Independent Auditors’ Report

State of Alaska, Department of Revenue
Treasury Division:

Report on the Schedules

We have audited the accompanying combined schedules of invested assets under the investment authority
of the Commissioner of Revenue as of June 30, 2014, and of investment income and changes in invested
assets for the year then ended, and the related notes to the schedules (collectively referred to as "the
schedules™).

Management’s Responsibility for the Schedules

Management is responsible for the preparation and fair presentation of the schedules in accordance with
U.S. generally accepted accounting principles; this includes the design, implementation, and maintenance
of internal control relevant to the preparation and fair presentation of the schedules that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on the schedules based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the schedules are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the schedules. The procedures selected depend upon the auditors’ judgment, including the assessment of
the risks of material misstatement of the schedule, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation
of the schedules in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the schedules.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the schedules of invested assets referred to above presents fairly, in all material respects,
the invested assets under the investment authority of the Commissioner of Revenue as of June 30, 2014,
and the results of its investment income and changes in its invested assets for the year then ended in
accordance with U.S. generally accepted accounting principles.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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Emphasis of Matter

We draw attention to Note 1 to the combined schedules, which describes that the accompanying schedules
represent only the activity of the funds outlined in Note 1 and were prepared to present the invested assets
under the authority of the Commissioner of Revenue and changes therein, and not the complete financial
activity of the funds or the State of Alaska as a whole. The complete financial activity of the funds is
shown in the Comprehensive Annual Financial Report available from the Division of Finance in the
Department of Administration.

KPMe LLP

October 7, 2014



STATE OF ALASKA
DEPARTMENT OF REVENUE - TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER OF REVENUE

COMBINED SCHEDULE OF INVESTED ASSETS
June 30, 2014 (with memorandum totals for June 30, 2013)

Expressed in thousands)

INTERNATIONAL POWER COST RETIREE HEALTH ALASKA SPORT FISH TOTAL INVESTED ASSETS
GENERAL CONSTITUTIONAL PUBLIC SCHOOL. INVESTMENT ~ GENERAL AIRPORTS INTERNATIONAL ~ EQUALIZATION INSURANCE FUND MINE CONSTRUCTION FUND. (MEMORANDUM ONLY)
FUND and BUDGET RESERVE FUND TRUST FUND LOSSTRUST ~ OBLIGATION ~ CONSTRUCTION AIRPORTS ENDOWMENT MAJOR LONG-TERM ~ RECLAMATION ~ GENERAL FUND
GeFONSI MAIN SUBACCOUNT PRINCIPAL FUND BOND FUND FUND FUND FUND MEDICAL CARE FUND APPROPRIATION 6/30/2014 6/30/2013
INVESTMENTS (at Fair Value) (Notes 6 and 7)
Cash and Cash Equivalents
Short.term Fixed Income Pool (Note 3) 3,421,352 1,266,828 480 1,665 2731 229,004 69,631 54,379 2 14276 66,165 m2 80 5,140,207 6,908,759
Non-interest Bearing Deposits (Note 4) 42,170 - - - - - - - - - - - - 42,170 147,288
Total Cash and Cash Equivalents 3,463,522 1,266,828 480 1,665 2,731 229,004 69,631 54,379 2 14276 66,165 772 80 5,182,377 7,056,047
Marketable Debt Securities
Pooled Investments (Note 3)
Short-term Liquidity Fixed Income Pool 773,640 - - - - - - - - - 773,640 1,160,680
Short-term Treasury Fixed Income Pool - - - - - - - - - - - - -
Intermediate-term Fixed Income Pool 5,118,985 3,593,415 - - - - - 45,585 - - - - 8,757,985 9,055,203
Broad Market Fixed Income Pool 1,142,446 1,197,406 2,744,702 317,649 - - - - 181,046 145732 - - 5,728,981 4,046,635
Tobacco Revenue Fixed Income 18228 - - - - - - - - - - - 18228 22,410
Individually Held Debt Securities and Other Instruments - - - - - - - - - - - - - -
Total Marketable Debt Securities 790,821 2,744,702 317,649 - - - 45585 181,046 145732 - - 15,278,834 14,084,928
Equity Securities
Domestic Equity (Note 3) 190,600 2,577,567 153522 - - - - 512,001 - 97,664 189 - 3,531,543 3,169,189
International Equity Pool (Note 3) 101,774 1,399,144 89,355 - - - - 284,795 50,501 - - 1,025,569 1,700.590
Total Equity Securities 292,374 - 3,976,711 22877 - - - - 796796 - 148,165 189 - 5,457,112 4,869,779
Total Investments. 10,809,195 6,721,893 69,631 99,964 977,867 14276 360,062 91 80 25,918,323 26,210,754
Receivables (Payables)
Income Receivable 436 185 (646) - 34 10 9 - 2 9 - - 687 (3.073)
Total Receivables (Payables) 436 185 (646) - 3 10 9 - 2 9 - - 687 (3,073)
Net Invested Assets 69,641 99,973 977,867 14278 961 80 25,919,010 26,207,681
See accompanying notes to combined schedules Page3



STATE OF ALASKA
DEPARTMENT OF REVENUE - TREASURY DIVISION
INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER OF REVENUE

COMBINED SCHEDULE OF INVESTMENT INCOME (LOSS) AND CHANGES IN INVESTED ASSETS
For the year ended June 30, 2014 (with memorandum totals for the year ended June 30, 2013)
(Expressed in thousands)

INTERNATIONAL POWER COST RETIREE HEALTH ALASKA SPORT FISH TOTAL INCOME (LOSS)
GENERAL CONSTITUTIONAL PUBLIC SCHOOL INVESTMENT GENERAL AIRPORTS INTERNATIONAL EQUALIZATION INSURANCE FUND MINE CONSTRUCTION FUND (MEMORANDUM ONLY)
FUND and BUDGET RESERVE FUND TRUST FUND LOSS TRUST OBLIGATION CONSTRUCTION AIRPORTS ENDOWMENT MAJOR LONG-TERM RECLAMATION GENERAL FUND YEAR ENDED YEAR ENDED
GeFONSI MAIN SUBACCOUNT PRINCIPAL INCOME FUND BOND FUND FUND FUND FUND MEDICAL CARE FUND APPROPRIATION 6/30/2014 6/30/2013
Investment Income
Short-term Fixed Income Pool 10,152 3023 480 2 38 7 703 194 188 2 38 163 2 1 14,993 16,178
Short-term Liquidity Fixed Income Pool 570 - - - - - - - - - - - - - 570 1,228
Short-term Treasury Fixed Income Pool 19 - - - - - - - - - - - - - 19 -
Intermediate-term Fixed Income Pool 52,640 34,718 - - - - - - 565 - - - - 87,923 32,703
Broad Market Fixed Income Pool 38,476 46,816 102,370 12,062 - - - - - 6,604 - 5,505 - - 211,833 (25,122)
Domestic Equity 75,090 - 548,155 33,312 - - - - - 108,615 - 20,380 38 - 785,590 541,057
International Equity Pool 30,239 - 270,527 17,067 - - - - - 55,890 - 10,153 - - 383,876 261,220
‘Tobacco Revenue Fixed Income 22 - - - - - - - - - - - 22 52
Individually Held Debt Securities and Other Instruments - - - - - - - - - - - - - - - 1,091
Total Investment Income 207,208 84,557 921,532 62,443 38 7 703 194 753 171,111 38 36,201 40 1 1,484,826 828,407
Transfer from (to) Other Funds - - - (13,749) 13,749 - - - - - - - - - - -
Net Investment Income 207,208 84,557 921,532 48,694 13,787 7 703 194 753 171,111 38 36,201 40 1 1,484,826 828,407
Total Invested Assets, Beginning of Period 12,416,335 5,764,021 5,800,361 499,857 6,172 2,732 344,011 77,351 135,090 840,215 13,727 306,488 929 392 26,207,681 24,623,380
Net Contributions (Withdrawals) (1,813912) 209,256 - 12,994 (6,492) ®) (115,676) (7,.904) (35,870) (33,459) 513 17,382 ®) (313) (1,773,497) 755,894
Total Invested Assets, End of Period $ 10,809,631 6,057,834 6,721,893 561,545 13467 2,731 229,038 69,641 99973 977,867 14278 360,071 961 80 25,919,010 26,207,681

See accompanying notes to combined schedules

Page 4
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER
OF REVENUE
Notes to Combined Schedules
June 30, 2014

THE ACCOUNTING ENTITY

The accompanying combined schedules present the financial position and changes therein, as of and
for the year ended June 30, 2014, for the invested assets of funds under the investment authority of
the Commissioner of Revenue (Commissioner). The Commissioner is responsible for all deposits
and investments of the State of Alaska (State) except where the Legislature has delegated that
responsibility to other individuals or boards. As the fiduciary, the Commissioner has the statutory
authority to invest the assets under the prudent investor rule. Alaska Statutes 37.10.070 and
37.10.071 provide that investments shall be made with the judgment and care under circumstances
then prevailing that an institutional investor of ordinary professional prudence, discretion and

intelligence exercises in managing large investment portfolios.

These schedules represent only the investment activity of the funds described below, and not the
complete financial activity of the funds or the State as a whole. The complete financial activity of the
funds is shown in the Comprehensive Annual Financial Report available from the Division of

Finance in the Department of Administration.

The Department of Revenue, Treasury Division (Treasury) has created a pooled environment by which
it manages the investments the Commissioner has fiduciary responsibility for. Actual investing is
performed by investment officers in Treasury or by contracted external investment managers.
Specifically, the Tobacco Revenue Fixed Income, Domestic Equity and the International Equity Pools
are managed externally. Treasury manages the Short-term Fixed Income Pool, Short-term Liquidity
Fixed Income Pool, Noninterest Bearing Deposits, Intermediate-term Fixed Income Pool, and the
Broad Market Fixed Income Pool in addition to acting as oversight manager for all externally managed

investments.

General Fund and GeFONSI

The General Fund is the State’s operating fund. Most of the assets of the General Fund are
commingled with other funds for investment purposes in a pool named the General Fund and Other
Non-segregated Investments (GeFONSI). GeFONSI consists of investments in the Short-term Fixed
Income Pool, the Short-term Liquidity Fixed Income Pool and the Intermediate-term Fixed Income
Pool. GeFONSI investment income is distributed to pool participants if prescribed by statute or if
appropriated by the State legislature. The Tobacco Revenue Fixed Income assets represent the
investment of proceeds received from the sale of Tobacco Settlement Revenues and investment

earnings therein. The proceeds and earnings are available for projects prescribed by statute.

Statutory Budget Reserve Fund

In FY2014, the Statutory Budget Reserve Fund was moved out of the GeFONSI into a
separate fund within the General Fund to be invested in a manner consistent with the funds’
time horizon and risk profile. The Statutory Budget Reserve Fund was established by AS
37.05.540 in 1986 as a fund where certain excess revenues would be placed to be available

when there was a General Fund revenue shortfall.
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER
OF REVENUE
Notes to Combined Schedules
June 30, 2014

THE ACCOUNTING ENTITY (Cont.)

Alaska Higher Education Trust Fund

The Alaska Higher Education Investment Fund was moved out of the GeFONSI in January,
2013 into a separate fund within the General Fund, with an asset allocation approved to
generate earnings sufficient to meet the seven percent annual appropriation amount as
required by AS 37.14.750.(c). The fund was initially capitalized with a $400 million deposit
from receipts of the Alaska Housing Capital Corporation in September, 2012 to make grants

and scholarship payments to qualified postsecondary institutions for students.

Constitutional Budget Reserve Fund

The Constitutional Budget Reserve Fund (CBRF) was established November 6, 1990 when voters
approved adding Section 17 to Article IX of the Constitution of the State. All money received by the
State after July 1, 1990, through resolution of disputes about the amount of certain mineral-related
income, must be deposited in the CBRF. Such deposits may originate from mineral lease bonuses,
rentals, royalties, royalty sale proceeds, federal mineral revenue sharing payments or bonuses, or
taxes imposed on mineral income, production or property. The Legislature may, under certain
conditions, appropriate funds from the CBRF to fund the operations of State government. The
21% Legislature created a subaccount within the CBRF effective July 1, 2000. The subaccount
currently comprises appropriations by the Legislature. The subaccount is managed in accordance

with Alaska Statute 37.10.430(c). Investment earnings of the subaccount are retained therein.

Public School Trust Fund

The Public School Trust Fund was established by the Alaska State Legislature

Alaska Statute 37.14.110 — 37.14.170. The source of funding for the investment portfolio originally
consisted of income from the sale or lease of land granted by an Act of Congress on March 15, 1915,
but is now composed primarily of one-half of one percent of State receipts from the management of
all State lands as prescribed by Alaska Statute 37.14.150. The principal of the fund, and all capital
gains/losses thereon, are perpetually retained in the fund (AS 37.14.110) and the remaining net

income of the fund must be used for the State public school program (AS 37.14.140).

Investment Loss Trust Fund

The Investment Loss Trust Fund, codified under Alaska Statute 37.14.300, was established into law
on June 14, 1991. The purpose of the fund is to provide financial security to participants in the State
supplemental annuity plan established under Alaska Statute 39.30.150 — 39.30.180 and other annuity
holders who may be harmed by the default on guaranteed investment and annuity contracts of
Executive Life Insurance Company of California (Executive Life). The fund originally consisted of
moneys appropriated to it by the Alaska Legislature. The fund consists of final settlements, part of
which is available to repay State moneys, which originally capitalized the fund, and the remaining
held in escrow for legal fees and for annuitants with balances backed by investments of the successor

company to Executive Life.
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER
OF REVENUE
Notes to Combined Schedules
June 30, 2014

THE ACCOUNTING ENTITY (Cont.)

General Obligation Bond Funds

The General Obligation Bond Funds hold proceeds from the sale of bonds issued pursuant to

Avrticle IX, Section 8 of the Alaska Constitution and Alaska Statute 37.15, the State Bonding Act.

In 2008, one general obligation bond proposition was passed by a majority of the qualified voters in
the State, resulting in the 2008 Transportation Bond Act (Chapter 30, SLA 2008). In April 2009,
bonds were sold as the 2009 Series A to provide the initial funding of the projects authorized under
the Act. In 2011 the Legislature appropriated general fund revenue to replace the balance of the 2008
general obligation bond authorization. At that time the authority to issue additional bonds under the

2008 Transportation Act was extinguished.

In 2010, one general obligation bond proposition authorizing the issuance of general obligation
bonds was passed by a majority of the qualified voters in the State resulting in the 2010 Education
Bond Act (Chapter 95, SLA 2010). In December 2010, three bond issues were sold to take
advantage of federal structuring alternatives to lower interest rate and partially fund the authorized
project list. The Series 2010 A bonds were sold as taxable Build America Bonds, the Series 2010 B
bonds were sold as taxable Qualified School Construction Bonds, and the Series 2010 C bonds were
sold as tax exempt bonds. In January 2013, two bond issues were sold to fund the balance of the
2010 Education Act authorization. The Series 2013 A bonds were sold as taxable Qualified School

Construction Bonds and the Series 2013 B bonds were sold as tax exempt bonds.

In 2012, one general obligation bond proposition authorizing the issuance of general obligation
bonds was passed by a majority of the qualified voters in the State resulting in the 2012
Transportation Bond Act (Chapter, SLA 2012). In March 2013 bonds were sold as the Series 2013 C
Bond Anticipation Notes to provide the initial funding of the projects authorized under the Act. In
March of 2014, additional Bond Anticipation Notes were issued for the purpose of refinancing the
State’s 2013 General Obligation Bond Anticipation Notes and for paying additional costs of the

projects authorized by the 2012 Transportation Bond Act.

At June 30, 2014, the invested asset balances in the various bond sub-funds were as follows (in

thousands):

Series 2008, Transportation Projects $ 7,576
Series 2010-A, Education Build America 394
Series 2010-B, Education Qualified School 347
Series 2010-C, Education Tax Exempt 1,125
Series 2013-A, Education Qualified School 4,423
Series 2013-B, Education Tax Exempt 58,483
Series 2014 BAN, 2012 Transportation Bond Act 156,690

Total General Obligation Bond Fund $ 229,038
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER
OF REVENUE
Notes to Combined Schedules
June 30, 2014

THE ACCOUNTING ENTITY (Cont.)

International Airports Funds

The International Airports Funds include a revenue fund and a construction fund. The revenue fund,
codified under Alaska Statute 37.15.430, was established to facilitate the construction and
maintenance of the Anchorage and Fairbanks International Airports. The revenue fund receives all
revenues, fees, charges and rentals derived by the State from the ownership, lease, use and operation

of the two airports.

The construction fund holds proceeds from the sale of bonds issued to build airport facilities (Alaska
Statute 37.15.420). Bonds issued to finance improvements at the airports have a first lien on the
gross revenue from airport operations, which are deposited into the revenue fund. At June 30, 2014,

the invested asset balances in the various construction subfunds were as follows (in thousands):

Series 2002, Reserve $ 15,191
Series 2003, Reserve 9,737
Series 2006, Alternative Minimum Tax 2
Series 2006, Non-Alternative Minimum Tax 18,358
Series 2006, Variable 6,283
Series 2010C, Non-Alternative Minimum Tax 9,465
Series 2010D, Taxable BABS 10,605
Total International Airports Construction Fund $ 69,641

Power Cost Equalization Endowment Fund

The Alaska Legislature created the Power Cost Equalization (PCE) Endowment Fund through
Chapter 60, SLA 2000 Sections 6 and 7, codified under Alaska Statute 42.45.070 (c); the governor
signed funding legislation effective May 24, 2000. The PCE Endowment Fund is established as a
separate fund of the Alaska Energy Authority, a component unit of the State. The purpose of the
PCE Endowment Fund is to provide for a long-term, stable financing source for power cost
equalization, which provides affordable levels of electric utility costs in otherwise high-cost service

areas of the State.

Retiree Health Insurance Fund

The Department of Administration established the Retiree Health Insurance Fund for the state’s
self-funded health insurance program for some retired employees (Alaska Statute 39.30.090,
Alaska Statute 39.30.091, and Alaska Statute 39.30.095). Three insurance plans comprise the Retiree
Health Insurance Fund: major medical, long-term care, and dental/visual/audio (assets for the latter
plan are held in the GeFONSI). The fund consists of insurance premiums paid by the employer (the
State and participating political subdivisions of the State) and retirees for future health-related

expenses.
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER
OF REVENUE
Notes to Combined Schedules
June 30, 2014

THE ACCOUNTING ENTITY (Cont.)

Mine Reclamation Trust Fund

The Alaska Legislature, in Chapter 137, SLA 2004, established a new Article 9 in Alaska
Statute 37.14. The Article established a Mine Reclamation Trust Fund. The Mine Reclamation Trust
Fund is established as a separate trust fund of the State. The principal and earnings of the fund shall
be held by the State for the purpose of protecting the public interest in reclaiming mine sites in the
State. The mine reclamation trust fund income account consists of payments and deposits made by
miners to satisfy the miners’ reclamation bonding or financial assurance obligation under

Alaska Statute 27.19.040 or Alaska Statute 27.21.160 and earnings on the income account.

Alaska Sport Fish Construction Fund

The Alaska Sport Fish Construction Funds held proceeds from the sale of bonds issued pursuant to
Avrticle 1X, Section 8 of the Alaska Constitution and Alaska Statute 37.15, the State Bonding Act; as
well as funds from General Fund appropriation 63(d) of Chapter 29 SLA 2008. The General Fund
appropriation and the bonds were issued to finance the construction and renovation of sport fishing

facilities under Alaska Statute 16.05.092. The bond proceeds were liquidated during FY2012.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The combined schedules are prepared using the accrual basis of accounting for investment income.
Assets are reported at fair value. Investment purchases and sales are recorded on a trade-date basis.
Net contributions (withdrawals) are recorded on a cash basis. Net contributions (withdrawals)
represent legislative appropriations, mineral-related royalties/leases/taxes, gifts and donations, bond
proceeds, various payments for certain State services, and/or contributions from employers and
employees net of benefits paid to participants as well as administrative and investment management

expenses.

Valuation

Fixed income securities are valued each business day using prices obtained from a pricing service
when such prices are available; otherwise, such securities are valued at the most current sale price or

based on a valuation provided by investment managers.

Noninterest Bearing Deposits are reported at cost, which approximates fair value.

Domestic and international equity securities are valued each business day using prices obtained from

a pricing service or prices quoted by one or more independent brokers.

Securities expressed in terms of foreign currencies are translated into U.S. dollars at the prevailing
exchange rates. Forward currency contracts are valued at the mid-point of representative quoted bid

and ask prices.
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER
OF REVENUE
Notes to Combined Schedules
June 30, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Dividends paid to the Public School Trust Fund by the Domestic and International Equity
investments are paid to the principal assets of the fund. Dividends are then transferred to the income
assets of the fund to purchase shares in the Short-term Fixed Income Pool. All realized and

unrealized gains and losses of the Public School Trust Fund remain with the principal assets.

Combined Schedule Presentation

Total columns in the combined schedules are captioned “memorandum only” to indicate they are
presented only to facilitate financial analysis. Interfund eliminations have not been made in the
aggregation of this data. The financial information for the year ended June 30, 2013 is presented for

comparative purposes.
POOLED INVESTMENTS

Short-term Fixed Income Pool

Some funds participate in the State’s internally managed Short-term Fixed Income Pool. Treasury
staff determines the allocation between permissible securities. Each participant owns shares in the
pool, the number of which fluctuates daily with contributions and withdrawals. Participant shares
also change at the beginning of each month when income is paid. Participants include the
Intermediate-term and Broad Market Fixed Income Pools and a number of other funds, some of

which are not under the fiduciary responsibility of the Commissioner.

Short-term Liquidity Fixed Income Pool

The GeFONSI is the only participant in the State’s internally managed Short-term Liquidity Fixed
Income Pool. Treasury staff determines the allocation between permissible securities. The pool has a
very short time horizon, and a significant need for liquidity. It has a limited need for long-term
inflation protection, and is invested at a very low risk level. The net asset value per share on any
given valuation date is determined by dividing the total fair value of the net assets of the pool by the
number of shares of the pool outstanding on the valuation date. Contributions to and withdrawals
from the pool are based on the beginning of the day net asset value per share on the day of the

transaction.

Short-term Treasury Fixed Income Pool

The General Fund is the only participant in the State’s internally managed Short-term Treasury
Fixed Income Pool. Treasury staff determines the allocation between permissible securities. The
pool has a very short time horizon, a need for significant liquidity and can accommodate major
withdrawals and contributions (exceeding $500 million in the normal operating environment) and a
low risk tolerance. Contributions to and withdrawals from the pool are based on the beginning of the

day net asset value per share on the day of the transaction.
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STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER

OF REVENUE
Notes to Combined Schedules
June 30, 2014

POOLED INVESTMENTS (Cont.)

Intermediate-term Fixed Income Pool

Some funds participate in the State’s internally managed Intermediate-term Fixed Income Pool.
Treasury staff determines the allocation between permissible securities. The pool has an intermediate
time horizon, a more limited need for liquidity than the money invested in the Short-term Fixed
Income Pool, a limited need for inflation protection, and can be invested at a moderate risk level.
The net asset value per share on any given valuation date is determined by dividing the total fair
value of the net assets of the pool by the number of shares of the pool outstanding on the valuation
date. Ownership in the pool is based on the number of shares held by each participant. Contributions
to and withdrawals from the pool are based on the beginning of the day net asset value per share on
the day of the transaction. Not all participants in the pool are funds under the fiduciary responsibility
of the Commissioner.

Broad Market Fixed Income Pool

Some funds participate in the State’s internally managed Broad Market Fixed Income Pool. Treasury
staff determines the allocation between permissible securities. When compared to the Short- or
Intermediate-term Fixed Income Pools, this pool has a longer time horizon, a more limited need for
liquidity, a moderate need for long-term inflation protection, and can be invested at a high risk level.

The net asset value per share on any given valuation date is determined by dividing the total fair
value of the net assets of the pool by the number of shares of the pool outstanding on the valuation
date. Ownership in the pool is based on the number of shares held by each participant. Contributions
to and withdrawals from the pool are based on the beginning of the day net asset value per share on
the day of the transaction. Not all participants in the pool are funds under the fiduciary responsibility
of the Commissioner.

Domestic Equity Pool

Some funds participate in the State’s externally managed Domestic Pool. This pool invests solely in
the State Street Global Advisors (SSgA) Russell 3000 Common Trust Fund (Trust), which is a
passively managed, commingled index fund. The investment objective of the Trust is to replicate, as
closely as possible, the return of the Russell 3000 index, and thus comprises securities included in
that index. Ownership in the pool is based on the number of shares held by each participant.
Contributions to and withdrawals from the pool are based on the beginning of the day net asset value
per share on the day of the transaction. Not all participants in the pool are funds under the fiduciary
responsibility of the Commissioner.

International Equity Pools

Some funds participate in the State’s externally managed International Equity Pools. The external
managers independently determine the allocation between permissible securities. The pool has a
time horizon that is longer than any of the fixed income investment pools, limited liquidity,
long-term inflation protection and a high risk tolerance. The net asset value per share on any given
valuation date is determined by dividing the total fair value of the net assets of each pool by the



STATE OF ALASKA
DEPARTMENT OF REVENUE
TREASURY DIVISION

INVESTED ASSETS UNDER THE INVESTMENT AUTHORITY OF THE COMMISSIONER
OF REVENUE
Notes to Combined Schedules
June 30, 2014

(3) POOLED INVESTMENTS (Cont.)

number of shares of the pool outstanding on the valuation date. Ownership in the pool is based on
the number of shares held by each participant. Contributions to and withdrawals from the pool are
based on the beginning of the day net asset value per share on the day of the transaction. Not all
participants in the pool are funds under the fiduciary responsibility of the Commissioner.

4) NON-INTEREST BEARING DEPOSITS

At June 30, 2014, non-interest bearing deposits totaling $42.2 million comprised various State
agency cash held pending redemption of State warrants and compensating balances.

(5) DEPOSIT AND INVESTMENT RISK

At June 30, 2014, the funds’ had the following investments:

Fair Value (inthousands)

Short-term
Short-term Liquidity Intermediate- Broad Tobacco
Fixed Income Fixed Income term Fixed Market Fixed Revenue
Investment Type Pool Pool Income Pool Income Pool Fixed Income Other Total

Deposits $ - 8 $ $ $ - 3 42170 $ 42,170
MoneyMarket - - - 18,228 - 18,228
Corporate Bonds 479,458 449,338 1,077,102 - 2,005,898
Mortgage Backed 32,946 207,066 1686,790 1,926,802
Municipal Bonds - 15,185 15,185
Other Asset Backed 2,313,886 224,381 263,465 2,801,732
Overnight Sweep Account (LMCS) 751375 - - 751,375
Repurchase Agreement 469,500 - - 469,500
US. Government Agency - - 10,04 110,457 120,471
TreasuryBills 4,050,245 748,205 435,904 - 5,234,354
Treasury Bonds - - - 144,073 144,073
TreasuryNotes 911,136 25,053 5,913,532 1741287 8,591,008
Treasury Strips - - 16,004 13,841 129,845
Yankees:

Yankee Corporate 108,742 103,491 196,096 408,329

Yankee Government - 34,105 64,313 - 98,418
Domestic Equity - - 3,654,239 3,654,239
International Equity - - - - - 1985,824 1,985,824

Total Invested Assets 9,117,288 773,258 7,393,835 5,412,609 18,228 5,682,233 28,397,451
Poolrelated netassets (liabilities) (1916,082) 31 592,523 5,752 - 438 (1,317,058)

Net Invested Assets before earnings

distribution to participants 7,201,206 773,569 7,986,358 5,418,361 18,228 5,682,671 27,080,393
Earnings payable to participants 941 - - - - - (941)
Otherpoolownership (1157,863) 71 771627 386,165 -
Ownership under other fiduciary res pons ibility

Alaska Retirement Management Board (898,181 - - (898,181)

Exxon Valdez Oil Spill Trustee Council - (64,236) (158,706) (222,942)

Alaska Mental Health Trust Authority (4,04) (11,309) (24,683) (40,006)

TotalCommissioner's fiduciary
respo ns ibility $_ 5,140,207 $ 773,640 $ 8,757,985 $ _ 5,728,981 $ 18,228 $ 5499282 $ 25,918,323

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an

investment.
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DEPOSIT AND INVESTMENT RISK (Cont.)

Short-term Fixed Income Pool

As a means of limiting its exposure to fair value losses arising from increasing interest rates,
Treasury’s investment policy limits individual fixed rate securities to 14 months to maturity or
14 months expected average life upon purchase. Floating rate securities are limited to 3 years to
maturity or 3 years expected average life upon purchase. These constraints apply to trade date,
except for securities bought at new issue, for which settlement date applies. At June 30, 2014, the
expected average life of individual fixed rate securities ranged from one day to 2.2 years and the

expected average life of floating rate securities ranged from 8 days to 3.2 years.

Short-term Liquidity Fixed Income Pool

Treasury’s investment policy limits individual fixed rate securities to six months to maturity. These
constraints apply to trade date, except for securities bought at new issue, for which settlement date
applies. At June 30, 2014, the expected average life of fixed rate securities ranged from 31 to 179

days.

Short-term Treasury Fixed Income Pool

Treasury’s investment policy limits individual fixed rate securities to six months to maturity. These
constraints apply to trade date, except for securities bought at new issue, for which settlement date

applies. At June 30, 2014, this pool held no securities or cash.

Intermediate and Broad Market Fixed Income Pools

Duration is a measure of interest rate risk. It measures a security’s sensitivity to a 100-basis point
change in interest rates. The duration of a pool is the average fair value weighted duration of each

security in the pool taking into account all related cash flows.

Treasury uses industry-standard analytical software developed by The Yield Book Inc. to calculate
effective duration. The software takes into account various possible future interest rates, historical
and estimated prepayment rates, call options and other variable cash flows for purposes of the

effective duration calculation.

Through its investment policy, Treasury manages its exposure to fair value losses arising from
increasing interest rates by limiting the effective duration of its other fixed income pool portfolios to

the following:

Intermediate-term Fixed Income Pool - + 20% of the Barclays 1-3 Year Government Bond
Index. The effective duration for the Barclays 1-3 Year Government Bond Index at June 30,

2014 was 1.94 years.

Broad Market Fixed Income Pool - £ 20% of the Barclays Capital U.S. Aggregate Bond
Index. The effective duration for the Barclays Capital U.S. Aggregate Bond Index at

June 30, 2014 was 5.52 years.
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At June 30, 2014, the effective duration by investment type was as follows:

Effective Duration (in years)

Intermediate-term Broad Market Fixed

Fixed Income Pool Income Pool
Corporate Bonds 1.40 8.11
Mortgage Backed 0.99 4.24
Municipal Bonds - 15.09
Other Asset Backed 0.70 0.69
Treasury Bills 0.42 -
Treasury Bonds - 19.07
Treasury Notes 214 471
Treasury Strips 3.27 3.44
U.S. Government Agency 171 8.00
Yankee Corporate 0.62 5.89
Yankee Government 0.78 8.21
Portfolio Effective Duration 1.72 5.21

Other Fixed Income

The Tobacco Revenue Fixed Income securities are invested accordingly to the terms of the related
bond indentures. The respective bond indentures do not establish policy with regard to interest rate

risk.

Credit Risk

Credit risk is the risk that an issuer or other counter party to an investment will not fulfill its

obligations.

Treasury’s investment policy has the following limitations with regard to credit risk:

Short-term Fixed Income Pool investments are limited to instruments with a long-term credit rating
of at least A3 or equivalent and instruments with a short-term credit rating of at least P-1 or
equivalent. Commercial paper must be rated at least P-1 by Moody’s and A-1 by Standard and
Poor’s. Asset-backed and non-agency mortgage securities must be rated A3 or equivalent. The A3
rating is defined as the median rating of the following three rating agencies: Standard & Poor’s
Corporation, Moody’s and Fitch. Asset-backed and non-agency mortgage securities may be

purchased if only rated by one of these agencies if they are rated AAA.

Short-term Liquidity Fixed Income Pool investments are limited to U.S. Treasury obligations or
other U.S. Government securities issued in full faith or guaranteed by agencies and instrumentalities
of the U.S. Government, obligations of foreign governments, sovereign states, supranational entities,
and their instrumentalities denominated in U.S. dollars, and the State’s internally-managed Short-

Term Fixed Income Pool.
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Short-term Treasury Fixed Income Pool investments are limited to U.S. Treasury obligations or
other U.S. Government securities issued in full faith or guaranteed by agencies and instrumentalities
of the U.S. Government, obligations of foreign governments, sovereign states, supranational entities,
and their instrumentalities denominated in U.S. dollars, and the State’s internally-managed Short-

Term Fixed Income Pool.

Intermediate-term and Broad Market Fixed Income Pool investments are limited to securities with a
long-term credit rating of at least Baa3 or equivalent and securities with a short-term credit rating of
at least P-1 or equivalent. Asset-backed and non-agency mortgage securities must be rated
investment grade. The investment grade rating is defined as the median rating of the following three
rating agencies: Standard & Poor’s Corporation, Moody’s and Fitch. Asset-backed and non-agency

mortgage securities may be purchased if only rated by one of these agencies if they are rated AAA.

The bond indentures governing the investment of tobacco revenue related bond proceeds limit the
investment in commercial paper to only those securities rated A-1 or equivalent. At June 30, 2014,

the Tobacco Revenue Fixed Income Securities consisted of commercial paper rated A-1.
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(5) DEPOSIT AND INVESTMENT RISK (Cont.)

At June 30, 2014, the State’s internally managed pools consisted of investments with credit quality
ratings issued by nationally recognized statistical rating organizations as follows (using Standard and
Poor’s Corporation rating scale):

Short-term
Short-term Liquidity Intermediate- Broad
Fixed Income Fixed Income term Fixed Market Fixed
Investment Type Rating Pool Pool Income Pool Income Pool
Corporate Bonds AAA 0.06 % - % 0.10 % 0.19 %
Corporate Bonds AA 2.90 - 1.33 251
Corporate Bonds A 3.71 - 2.98 9.85
Corporate Bonds BBB - - 0.73 5.81
Corporate Bonds BB - - - 0.09
Corporate Bonds Not Rated - - - 0.10
U.S. Government Agency AA - - 0.11 1.90
Overnight Sweep Account (Imcs)  Not Rated 10.44 - - -
Mortgage Backed AAA 0.23 - 1.19 2.82
Mortgage Backed AA 0.04 - 0.69 24.77
Mortgage Backed A 0.06 - 0.15 0.34
Mortgage Backed BBB - - 0.01 0.03
Mortgage Backed Not Rated 0.12 - 0.32 1.09
Municipal Bonds AA - - - 0.10
Municipal Bonds A - - - 0.16
Other Asset Backed AAA 22.93 - 171 3.13
Other Asset Backed AA 0.21 - 0.34 0.78
Other Asset Backed A 0.79 - - -
Other Asset Backed Not Rated 8.20 - 0.51 0.64
Other Pool Ownership Not Rated - 0.01 8.81 6.65
Repurchase Agreement AA 6.52 - - -
Treasury Bills AA 56.25 96.71 4.98 -
Treasury Bonds AA - - - 2.48
Treasury Notes AA 12.65 3.24 67.52 30.03
Treasury Strips AA - - 0.18 1.96
Yankee Corporate AAA - - - 0.23
Yankee Corporate AA 0.77 - 0.63 0.81
Yankee Corporate A 0.74 - 0.38 1.08
Yankee Corporate BBB - - 0.06 0.89
Yankee Corporate Not Rated - - 0.11 0.36
Yankee Government AAA - - - 0.08
Yankee Government AA - - 0.35 0.56
Yankee Government BBB - - - 0.37
Yankee Government Not Rated - - 0.04 0.09
No Credit Risk (26.62) 0.04 6.77 0.10
100.00 % 100.00 % 100.00 % 100.00 %
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Custodial Credit Risk — Deposits

Custodial credit risk is the risk that deposits may not be returned in the event of a bank failure.
Treasury’s investment policy requires the State’s depository banks to collateralize State deposits to
the extent they exceed insurance coverage provided by the Federal Deposit Insurance Corporation
(The FDIC provides $250,000 of coverage). In accordance with Treasury policy, they are required to

retain collateral equal to 110% of uninsured deposits.

The bond indentures governing the investment of tobacco revenue related bond proceeds, do not
establish policy with regard to custodial credit risk. At June 30, 2014, the State had the following

uncollateralized and uninsured deposits:

Amount
(in thousands)

International Equity Pool $ 683

Concentration of Credit Risk

Treasury’s policy with regard to concentration of credit risk is to prohibit the purchase of more than

five percent of a pool’s holdings in corporate bonds backed by any one company or affiliated group.

At June 30, 2014, the funds invested in the Broad market Fixed Income Pool had more than five
percent of their investments in Federal National Mortgage Association and Federal Home Loan

Mortgage Corporation as follows:

Fair Value Percent of Total
(in thousands) Pool Investments
Broad Market Fixed Income Pool
Federal National Mortgage Association $ 1,059,217 18.25%
Federal Home Loan Mortage Corporation 333,797 5.75%

Federal National Mortgage Association and Federal Home Loan Mortgage Corporation securities are
not classified as corporate bonds, are backed by the full faith and credit of the U.S. Government and

therefore may be held in higher concentration.
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Foreign Currency Risk

The Commissioner of Revenue formally adopts asset allocation policies for each fund at the
beginning of each fiscal year, which places policy limitations on the amount of international
securities each fund is allowed to hold. The following policies were in place during fiscal year 2014
and invested assets included the following holdings at June 30, 2014, for the funds invested in the
International Equity Pool:

Policy Actual
Constitutional Budget Reserve Fund, Subaccount 20% +/- 7% 20.81%
Higher Education Fund 22% +/- 7% 22.09%
Power Cost Equalization Endowment Fund 28% +/- 5% 29.12%
Public School Trust Fund, Principal 15% +/- 5% 15.91%
Retiree Health Insurance Fund, Long-Term Care 14% +/- 4% 14.03%

At June 30, 2014, the funds invested in the International Equity Pool had exposure to foreign
currency risk as follows (in thousands):

Currency Fair Value
Deposits
Japanese Yen $ 71
Pounds Sterling 612
Total Deposits $ 683
Other Fiduciary Responsibility (147)
Total Commissioner Responsibility $ 536
Equity

Australian Dollar 4,930
Canadian Dollar 7,155
Danish Krone 2,601
Euro Currency 73,538
Japanese Yen 53,344
Norwegian Krone 1,641
Pound Sterling 73,066
Swedish Krona 9,095
Swiss Franc 17,127
Total Equity $ 242,497
Other Fiduciary Responsibility (52,282)
Total Commissioner Responsibility $ 190,215
Total $ 243,180
Total Other Fiduciary Responsibility (52,429)

Total Commissioner Responsibility $ 190,751
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FOREIGN EXCHANGE, FOREIGN EXCHANGE CONTRACTS, OFF-BALANCE SHEET
RISK, AND DERIVATIVE EXPOSURE

The Commissioner is exposed to credit risk on investment derivative instruments that are in asset
positions. The Commissioner has no policy of requiring collateral or other security to support
derivative instruments subject to credit risk. Additionally, the Commissioner has no policy regarding
entering into netting arrangements when it enters into derivative instrument transactions with a
counterparty, nor does the Commissioner have a policy for contingencies. The International Equity
Pool investment includes the following income from derivative investments at June 30, 2014:

Changes in Fair Value Fair Value
Classification Amount Classification Amount  Notional
FX Forwards Investment Revenue 37,674 Long-Term Instruments - -

The International Equity Pool includes foreign currency forward contracts to buy and sell specified
amounts of foreign currencies at specified rates on specified future. The counterparties to the foreign
currency forward contracts consist of a diversified group of financial institutions. Credit risk
exposure exists to the extent of nonperformance by these counterparties; however, the risk of default
is considered to be remote. The market risk is limited to the difference between contractual rates and
forward rates at the balance sheet date. At June 30, 2014, the International Equity Pool had no
outstanding contracts.

Pursuant to Alaska Statute 37.10.089(d), the Commissioner of Revenue entered into a Standby Bond
Purchase Agreement (SBPA), which supports a liquidity facility provided by State Street Bank on
Alaska Student Loan Corporation (ASLC) Education Loan Revenue Refunding Bonds-Senior Series
2012. In the event that the bonds have been tendered and cannot be remarketed, the Commissioner
has agreed to purchase Bank Bonds held by the Bank upon satisfaction of the conditions set forth in
the SBPA. The annual facility fee is 15 basis points payable by the ASLC quarterly through the
termination date of September 30, 2016. Bonds outstanding at June 30, 2014 were $54,435,000.

COMMITMENTS AND CONTINGENCIES

In the 1990 general election, the voters of Alaska adopted an amendment to the Alaska State
Constitution creating the CBRF. All money received by the State after July 1, 1990 as a consequence
of the resolution of disputes about the amount of mineral lease bonuses, royalties or taxes must be
deposited in the CBRF. The Legislature may appropriate funding from the CBRF to pay for the
operations of State government only under certain conditions. If, at any time, the amount of funding
from other sources available to the Alaska Legislature for appropriation is less than the amount
appropriated for government operations for the previous fiscal year, the Legislature may appropriate
from the CBRF with a simple majority vote. When the amount of funding from other sources
exceeds the amount appropriated for the previous fiscal year, the Legislature may appropriate from
the CBRF for any public purpose with a three-fourths vote of the members of each house. The State
constitutional provision governing the operation of the CBRF requires the State General Fund repay
the monies that have been appropriated from the CBRF if there is a surplus in the State General Fund
at the end of any fiscal year. The State General Fund does not pay interest on the money due to the
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CBREF, unless appropriated. As of June 30, 2014, the General Fund had no outstanding borrowings
from the CBRF.

(8)  SUBSEQUENT EVENTS

In 2014 as a part of the State’s Fiscal Year 2015 Capital Budget, Senate Bill 119, an appropriation
was authorized to move a total of $3 billion from the CBRF to the State of Alaska Public Employees
and Teachers’ Retirement Systems.
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