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STATE OF ALASKA

Department of Revenue
Treasury Division
333 Willoughby Avenue, 11" Floor
Juneau, AK 99801

Request For Proposals
2016-0400-0001
Date of Issue: November 13, 2015

Title and Purpose of RFP: Financial Consultant

The Department of Revenue, Treasury Division is soliciting proposals from qualified Financial Consultant firms to advise
the State of Alaska in the areas of sovereign wealth funds, endowment management, and probabilistic analysis. The
assignment includes construction of modeling for a sovereign wealth model for the state, as well as review and vetting of
existing modeling and modeling assumptions that support the sovereign wealth model, including the amount of a
sustainable draw and the sufficiency of the earnings reserve. The assignment also includes providing expert testimony
before the Alaska Legislature.

Offerors Are Not Required To Return This Form.

Important Notice: If you received this solicitation from the State of Alaska’s “Online Public Notice” web site, you must
register with the procurement officer listed in this document to receive subsequent amendments. Failure to contact the
procurement officer may result in the rejection of your offer.

Dorie Choquette
Procurement Officer
Department of Revenue
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SECTION ONE
INTRODUCTION AND INSTRUCTIONS

1.01 Return Mailing Address, Contact Person, Telephone, Fax Numbers and
Deadline for Receipt of Proposals

Offerors must submit one (1) original signed proposal and one copy in Adobe Acrobat.pdf format on a CD or a Thumb
drive to the procurement officer in a sealed package. The cost proposal included with the package must be sealed
separately from the rest of the proposal and must be clearly identified. The sealed proposal package(s) must be
addressed as follows:

Department of Revenue
Treasury Division
Attention: Dorie Choquette
Request for Proposal (RFP) Number: 2016-0400-0001
Project name: Financial Consultant
333 Willoughby Avenue, 11" Floor
Juneau, AK 99801

Proposals must be received no later than 1:30 P.M., Alaska Time on Monday November 23, 2015. Emailed
proposals are acceptable. Oral or faxed proposals are not acceptable.

If submitting a proposal via email, the technical proposal and cost proposal must be saved as separate PDF documents
and emailed to dorie.choquette@alaska.gov as separate, clearly labeled attachments, such as “Vendor A — Technical
Proposal.pdf” and “Vendor A — Cost Proposal.pdf” (Vendor A is the name of the offeror). The email must contain the RFP
number in the subject line.

The maximum size of a single email (including all text and attachments) that can be received by the state is 20mb
(megabytes). If the email containing the proposal exceeds this size, the proposal must be sent in multiple emails that are
each less than 20 megabytes and each email must comply with the requirements described above. It is the offeror’s
responsibility to contact the issuing agency at 907-465-2313 to confirm that the proposal has been received. The state is
not responsible for unreadable, corrupt, or missing attachments.

An offeror’s failure to submit its proposal prior to the deadline will cause the proposal to be disqualified. Late proposals or
amendments will not be opened or accepted for evaluation.

Important Note: There is no overnight express delivery to Juneau, AK. All expedited mail and courier services take
at least two nights.

PROCUREMENT OFFICER: Dorie Choquette — PHONE 907-465-2313 - FAX 907-465-2037

1.02 Contract Term and Work Schedule

The contract term and work schedule set out herein represents the State of Alaska's best estimate of the schedule that
will be followed. If a component of this schedule, such as the deadline for receipt of proposals, is delayed, the rest of the
schedule will be shifted by the same number of days.

The length of the contract will be from the date of award, approximately December 7, 2015 for one calendar year.
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Unless otherwise provided in this RFP, the State and the successful offeror/contractor agree: (1) that any holding over of
the contract excluding any exercised renewal options, will be considered as a month-to-month extension, and all other
terms and conditions shall remain in full force and effect and (2) to provide written notice to the other party of the intent to
cancel such month-to-month extension at least 30-days before the desired date of cancellation.
The approximate contract schedule is as follows:

e Issue RFP November 13, 2015

e Pre-proposal telephonic conference will be held at 10:00 am, Alaska Time, on Wednesday, November 18,
2015.

e Deadline for Receipt of Proposals November 23, 2015,

o Proposal Evaluation Committee complete evaluation by November 27, 2015,

e State of Alaska issues Notice of Intent to Award a Contract November 27, 2015,

(Minimum period between issuing Notice of Intent and issuing contract is 10 days - to allow time for protests.)
e State of Alaska issues contract December 7, 2015

e Contract start December 7, 2015

e First contractor work period December 7, 2015 — December 7, 2016

1.03 Purpose of the RFP

The Department of Revenue, Treasury Division is soliciting proposals from qualified Financial Consultant firms to advise
the State of Alaska in the areas of sovereign wealth funds, endowment management, and probabilistic analysis. The
assignment includes construction of modeling for a sovereign wealth model for the state, as well as review and vetting of
existing modeling and modeling assumptions that support the sovereign wealth model, including the amount of a
sustainable draw and the sufficiency of the earnings reserve. The assignment also includes providing expert testimony
before the Alaska Legislature.

1.04 Budget

Department of Revenue, Treasury Division, estimates a budget of $500,000 dollars for completion of this project.
Proposals priced at more than $500,000 will be considered non-responsive.

1.05 Location of Work

Work may be performed in any location however, the contractor must be able to attend meetings in person as requested
by the Commissioner. Travel expenses related to any meetings shall be paid by the contractor.

The contractor should include in their price proposal: A flat fee for the provision of expert testimony during legislative
session(s), if required. This fee will be inclusive of all related expenses including travel. For purposes of preparation and

evaluation purposes only assume two professionals spending (i) 30 days in Juneau for the 2016 regular session; This
proposal in no way guarantees nor limits the State’s request for expert testimony.

1.06 Human Trafficking

By signature on their proposal, the offeror certifies that the offeror is not established and headquartered or incorporated
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and headquartered in a country recognized as Tier 3 in the most recent United States Department of State’s Trafficking in
Persons Report.

The most recent United States Department of State’s Trafficking in Persons Report can be found at the following website:
http://www.state.govl/j/tip/

Failure to comply with this requirement will cause the state to reject the proposal as non-responsive, or cancel the
contract.

1.07 Assistance to Offerors with a Disability

Offerors with a disability may receive accommodation regarding the means of communicating this RFP or participating in
the procurement process. For more information, contact the procurement officer no later than ten days prior to the
deadline for receipt of proposals.

1.08 Required Review

Offerors should carefully review this solicitation for defects and questionable or objectionable material. Comments
concerning defects and objectionable material must be made in writing and received by the procurement officer at least
ten days before the deadline for receipt of proposals. This will allow time for the issuance of any necessary amendments.
It will also help prevent the opening of a defective solicitation and exposure of offeror's proposals upon which award could
not be made. Protests based on any omission or error, or on the content of the solicitation, will be disallowed if these
faults have not been brought to the attention of the procurement officer, in writing, at least ten days before the deadline for
receipt of proposals.

1.09 Questions Received Prior to Deadline for Receipt of Proposals

All questions must be in writing and directed to the issuing office, addressed to the procurement officer. The interested
party must confirm telephone conversations in writing.

Two types of questions generally arise. One may be answered by directing the questioner to a specific section of the RFP.

These questions may be answered over the telephone. Other questions may be more complex and may require a written
amendment to the RFP. The procurement officer will make that decision.

1.10 Amendments

If an amendment is issued, it will be provided to all who were mailed a copy of the RFP and to those who have registered
with the procurement officer after receiving the RFP from the State of Alaska Online Public Notice web site.

1.11 Alternate Proposals
Offerors may only submit one proposal for evaluation.

In accordance with 2 AAC 12.830 alternate proposals (proposals that offer something different than what is asked for) will
be rejected.

1.12 Right of Rejection

Offerors must comply with all of the terms of the RFP, the State Procurement Code (AS 36.30), and all applicable local,
state, and federal laws, codes, and regulations. The procurement officer may reject any proposal that does not comply
with all of the material and substantial terms, conditions, and performance requirements of the RFP.
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Offerors may not qualify the proposal nor restrict the rights of the state. If an offeror does so, the procurement officer may
determine the proposal to be a non-responsive counter-offer and the proposal may be rejected.

Minor informalities that:

do not affect responsiveness;

are merely a matter of form or format;

do not change the relative standing or otherwise prejudice other offers;

do not change the meaning or scope of the RFP;

are trivial, negligible, or immaterial in nature;

do not reflect a material change in the work; or

do not constitute a substantial reservation against a requirement or provision;

may be waived by the procurement officer.

The state reserves the right to refrain from making an award if it determines that to be in its best interest.
A proposal from a debarred or suspended offeror shall be rejected.

1.13 State Not Responsible for Preparation Costs

The state will not pay any cost associated with the preparation, submittal, presentation, or evaluation of any proposal.

1.14 Disclosure of Proposal Contents

All proposals and other material submitted become the property of the State of Alaska and may be returned only at the
state's option. AS 40.25.110 requires public records to be open to reasonable inspection. All proposal information,
including detailed price and cost information, will be held in confidence during the evaluation process and prior to the time
a Notice of Intent to Award is issued. Thereafter, proposals will become public information.

Trade secrets and other proprietary data contained in proposals may be held confidential if the offeror requests, in writing,
that the procurement officer does so, and if the procurement officer agrees, in writing, to do so. The offeror’s request must
be included with the proposal, must clearly identify the information they wish to be held confidential, and include a

statement that sets out the reasons for confidentiality. Unless the procurement officer agrees in writing to hold the
requested information confidential, that information will also become public after the Notice of Intent to Award is issued.

1.15 Subcontractors

Subcontractors may be used to perform work under this contract. If an offeror intends to use subcontractors, the offeror
must identify in the proposal the names of the subcontractors and the portions of the work the subcontractors will perform.

If a proposal with subcontractors is selected, the offeror must provide the following information concerning each
prospective subcontractor within five working days from the date of the state's request:

(&) complete name of the subcontractor;

(b) complete address of the subcontractor;

(c) type of work the subcontractor will be performing;

(d) percentage of work the subcontractor will be providing;

(e) evidence that the subcontractor holds a valid Alaska business license; and
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() a written statement, signed by each proposed subcontractor that clearly verifies that the subcontractor is
committed to render the services required by the contract.

An offeror's failure to provide this information, within the time set, may cause the state to consider their proposal non-

responsive and reject it. The substitution of one subcontractor for another may be made only at the discretion and prior
written approval of the project director.

1.16 Joint Ventures

Joint ventures are acceptable. If submitting a proposal as a joint venture, the offeror must submit a copy of the joint
venture agreement which identifies the principals involved and their rights and responsibilities regarding performance and
payment.

1.17 Offeror's Certification

By signature on the proposal, offerors certify that they comply with the following:
(a) the laws of the State of Alaska,;
(b) the applicable portion of the Federal Civil Rights Act of 1964;
(c) the Equal Employment Opportunity Act and the regulations issued thereunder by the federal government;
(d) the Americans with Disabilities Act of 1990 and the regulations issued thereunder by the federal government;
(e) all terms and conditions set out in this RFP;

(f) a condition that the proposal submitted was independently arrived at, without collusion, under penalty of
perjury;

(g) that the offers will remain open and valid for at least 90 days; and

(h) that programs, services, and activities provided to the general public under the resulting contract conform with
the Americans with Disabilities Act of 1990, and the regulations issued thereunder by the federal government.

If any offeror fails to comply with [a] through [h] of this paragraph, the state reserves the right to disregard the proposal,
terminate the contract, or consider the contractor in default.

1.18 Conflict of Interest

Each proposal shall include a statement indicating whether or not the firm or any individuals working on the contract has a
possible conflict of interest (e.g., currently employed by the State of Alaska or formerly employed by the State of Alaska
within the past two years) and, if so, the nature of that conflict. The Commissioner of the Department of Revenue reserves
the right to consider a proposal non-responsive and reject it or cancel the award if any interest disclosed from any
source could either give the appearance of a conflict or cause speculation as to the objectivity of the program to be
developed by the offeror. The Commissioner's determination regarding any questions of conflict of interest shall be final.

1.19 Right to Inspect Place of Business

At reasonable times, the state may inspect those areas of the contractor's place of business that are related to the
performance of a contract. If the state makes such an inspection, the contractor must provide reasonable assistance.
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1.20 Solicitation Advertising

Public notice has been provided in accordance with 2 AAC 12.220.

1.21 News Releases

News releases related to this RFP will not be made without prior approval of the project director.

1.22 Assignment

Per 2 AAC 12.480, the contractor may not transfer or assign any portion of the contract without prior written approval from
the procurement officer.

1.23 Disputes

A contract resulting from this RFP is governed by the laws of the State of Alaska. If the contractor has a claim arising in
connection with the agreement that it cannot resolve with the state by mutual agreement, it shall pursue the claim, if at all,
in accordance with the provisions of AS 36.30.620 — AS 36.30.632. To the extent not otherwise governed by the
preceding, the claim shall be brought only in the Superior Court of the State of Alaska and not elsewhere.

1.24 Severability

If any provision of the contract or agreement is declared by a court to be illegal or in conflict with any law, the validity of
the remaining terms and provisions will not be affected; and, the rights and obligations of the parties will be construed and
enforced as if the contract did not contain the particular provision held to be invalid.

1.25 Federal Requirements

The offeror must identify all known federal requirements that apply to the proposal, the evaluation, or the contract.

SECTION TWO
STANDARD PROPOSAL INFORMATION

2.01 Authorized Signature

All proposals must be signed by an individual authorized to bind the offeror to the provisions of the RFP. Proposals must
remain open and valid for at least 90-days from the date set as the deadline for receipt of proposals.

2.02 Pre-proposal Conference

A pre-proposal telephonic conference will be held at 10:00 am, Alaska Time, on Wednesday, November 18, 2015. The
purpose of the conference is to discuss the work to be performed with the prospective offerors and allow them to ask
guestions concerning the RFP. Questions and answers will be transcribed and sent to prospective offerors as soon as
possible after the meeting. Interested parties may participate in the conference by dialing 1-800-315-6338 meeting access
code 54034.
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Offerors with a disability needing accommodation should contact the procurement officer prior to the date set for the pre-
proposal conference so that reasonable accommodation can be made.

2.03 Site Inspection

The state may conduct on-site visits to evaluate the offeror's capacity to perform the contract. An offeror must agree, at
risk of being found non-responsive and having its proposal rejected, to provide the state reasonable access to relevant
portions of its work sites. Individuals designated by the procurement officer at the state’s expense will make site
inspection.

2.04 Amendments to Proposals

Amendments to or withdrawals of proposals will only be allowed if acceptable requests are received prior to the deadline
that is set for receipt of proposals. No amendments or withdrawals will be accepted after the deadline unless they are in
response to the state's request in accordance with 2 AAC 12.290.

2.05 Supplemental Terms and Conditions

Proposals must comply with Section 1.12 Right of Rejection. However, if the state fails to identify or detect supplemental
terms or conditions that conflict with those contained in this RFP or that diminish the state's rights under any contract
resulting from the RFP, the term(s) or condition(s) will be considered null and void. After award of contract:

a) if conflict arises between a supplemental term or condition included in the proposal and a term or condition of the
RFP, the term or condition of the RFP will prevail; and

b) if the state's rights would be diminished as a result of application of a supplemental term or condition included in
the proposal, the supplemental term or condition will be considered null and void.

2.06 Clarification of Offers

In order to determine if a proposal is reasonably susceptible for award, communications by the procurement officer or the
proposal evaluation committee (PEC) are permitted with an offeror to clarify uncertainties or eliminate confusion
concerning the contents of a proposal. Clarifications may not result in a material or substantive change to the proposal.
The evaluation by the procurement officer or the PEC may be adjusted as a result of a clarification under this section.

2.07 Discussions with Offerors

The state may conduct discussions with offerors in accordance with AS 36.30.240 and 2 AAC 12.290. The purpose of
these discussions will be to ensure full understanding of the requirements of the RFP and proposal. Discussions will be
limited to specific sections of the RFP or proposal identified by the procurement officer. Discussions will only be held with
offerors who have submitted a proposal deemed reasonably susceptible for award by the procurement officer.
Discussions, if held, will be after initial evaluation of proposals by the procurement officer or the PEC. If modifications are
made as a result of these discussions they will be put in writing. Following discussions, the procurement officer may set a
time for best and final proposal submissions from those offerors with whom discussions were held. Proposals may be
reevaluated after receipt of best and final proposal submissions.

If an offeror does not submit a best and final proposal or a notice of withdrawal, the offeror's immediate previous proposal
is considered the offeror’s best and final proposal.

Offerors with a disability needing accommodation should contact the procurement officer prior to the date set for
discussions so that reasonable accommodation can be made. Any oral modification of a proposal must be reduced to
writing by the offeror.
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2.08 Prior Experience
In order for proposals to be considered responsive offerors must meet these minimum prior experience requirements.
At least four (4) years of experience working with public sector clients.

At least four (4) years of experience analyzing complex financial models including investment return assumptions and
Monte Carlo simulation.

An offeror's failure to meet these minimum prior experience requirements will cause their proposal to be considered non-
responsive and their proposal will be rejected.

2.09 Evaluation of Proposals

The procurement officer, or an evaluation committee made up of at least three state employees or public officials, will
evaluate proposals. The evaluation will be based solely on the evaluation factors set out in Section SEVEN of this RFP.

After receipt of proposals, if there is a need for any substantial clarification or material change in the RFP, an amendment

will be issued. The amendment will incorporate the clarification or change, and a new date and time established for new or
amended proposals. Evaluations may be adjusted as a result of receiving new or amended proposals.

2.10 Vendor Tax ID

A valid Vendor Tax ID must be submitted to the issuing office with the proposal or within five days of the state's request.

2.11 Alaska Business License and Other Required Licenses

Prior to the award of a contract, an offeror must hold a valid Alaska business license. However, in order to receive the
Alaska Bidder Preference and other related preferences, such as the Alaska Veteran and Alaska Offeror Preference, an
offeror must hold a valid Alaska business license prior to the deadline for receipt of proposals. Offerors should contact the
Department of Commerce, Community and Economic Development, Division of Corporations, Business, and Professional
Licensing, P. O. Box 110806, Juneau, Alaska 99811-0806, for information on these licenses. Acceptable evidence that
the offeror possesses a valid Alaska business license may consist of any one of the following:

(a) copy of an Alaska business license;

(b) certification on the proposal that the offeror has a valid Alaska business license and has included the license
number in the proposal;

(c) acanceled check for the Alaska business license fee;

(d) a copy of the Alaska business license application with a receipt stamp from the state's occupational licensing
office; or

(e) asworn and notarized affidavit that the offeror has applied and paid for the Alaska business license.

You are not required to hold a valid Alaska business license at the time proposals are opened if you possess one of the
following licenses and are offering services or supplies under that specific line of business:

. fisheries business licenses issued by Alaska Department of Revenue or Alaska Department of Fish and
Game,
. liquor licenses issued by Alaska Department of Revenue for alcohol sales only,
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. insurance licenses issued by Alaska Department of Commerce, Community and Economic Development,
Division of Insurance, or
. Mining licenses issued by Alaska Department of Revenue.

Prior the deadline for receipt of proposals, all offerors must hold any other necessary applicable professional licenses
required by Alaska Statute.

2.12 Application of Preferences

Certain preferences apply to all contracts for professional services, regardless of their dollar value. The Alaska Bidder,

Alaska Veteran, and Alaska Offeror preferences are the most common preferences involved in the RFP process.

Additional preferences that may apply to this procurement are listed below. Guides that contain excerpts from the relevant

statutes and codes, explain when the preferences apply and provide examples of how to calculate the preferences are

available at the Department of Administration, Division of General Service's web site:
http://doa.alaska.gov/dgs/policy.html

Alaska Products Preference - AS 36.30.332

Recycled Products Preference - AS 36.30.337

Local Agriculture and Fisheries Products Preference - AS 36.15.050
Employment Program Preference - AS 36.30.321(b)

Alaskans with Disabilities Preference - AS 36.30.321(d)

Alaska Veteran’s Preference - AS 36.30.321(f)

The Division of Vocational Rehabilitation in the Department of Labor and Workforce Development keeps a list of qualified
employment programs and individuals who qualify as persons with a disability. As evidence of a business’ or an
individual's right to the Employment Program or Alaskans with Disabilities preferences, the Division of Vocational
Rehabilitation will issue a certification letter. To take advantage of these preferences, a business or individual must be on
the appropriate Division of Vocational Rehabilitation prior to the time designated for receipt of proposals. Offerors must
attach a copy of their certification letter to the proposal. An offeror's failure to provide this certification letter with their
proposal will cause the state to disallow the preference.

2.13 5 Percent Alaska Bidder Preference
AS 36.30.321(a), AS 36.30.990(2), & 2 AAC 12.260

An Alaska Bidder Preference of five percent will be applied to the price in the proposal. The preference will be given to an
offeror who:

(1) holds a current Alaska business license prior to the deadline for receipt of proposals;

(2) submits a proposal for goods or services under the name appearing on the offeror’s current Alaska business
license;

(3) has maintained a place of business within the state staffed by the offeror, or an employee of the offeror, for a
period of six months immediately preceding the date of the proposal,

(4) isincorporated or qualified to do business under the laws of the state, is a sole proprietorship and the proprietor
is a resident of the state, is a limited liability company (LLC) organized under AS 10.50 and all members are
residents of the state, or is a partnership under AS 32.06 or AS 32.11 and all partners are residents of the state;
and

(5) ifajoint venture, is composed entirely of ventures that qualify under (1)-(4) of this subsection.
Alaska Bidder Preference Affidavit

In order to receive the Alaska Bidder Preference, the proposal must include a statement certifying that the offeror is
eligible to receive the Alaska Bidder Preference.
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If the offeror is a LLC or partnership as identified in (4) of this subsection, the affidavit must also identify each member or
partner and include a statement certifying that all members or partners are residents of the state.

If the offeror is a joint venture which includes a LLC or partnership as identified in (4) of this subsection, the affidavit must

also identify each member or partner of each LLC or partnership that is included in the joint venture and include a
statement certifying that all of those members or partners are residents of the state.

2.14 5 Percent Alaska Veteran Preference
AS 36.30.321(f)

An Alaska Veteran Preference of five percent, not to exceed $5,000, will be applied to the price in the proposal. The
preference will be given to an offeror who qualifies under AS 36.30.990(2) as an Alaska bidder and is a:

(@) sole proprietorship owned by an Alaska veteran;

(b) partnership under AS 32.06 or AS 32.11 if a majority of the partners are Alaska veterans;

(c) limited liability company organized under AS 10.50 if a majority of the members are Alaska veterans; or

(d) corporation that is wholly owned by individuals, and a majority of the individuals are Alaska veterans.
Alaska Veteran Preference Affidavit

In order to receive the Alaska Veteran Preference, the proposal must include a statement certifying that the offeror is
eligible to receive the Alaska Veteran Preference.

2.15 Formula Used to Convert Cost to Points
AS 36.30.250 & 2 AAC 12.260

The distribution of points based on cost will be determined as set out in 2 AAC 12.260(c). The lowest cost proposal will
receive the maximum number of points allocated to cost. The point allocations for cost on the other proposals will be
determined through the method set out below. In the generic example below, cost is weighted as 40% of the overall total
score. The weighting of cost may be different in your particular RFP. See section SEVEN to determine the value, or
weight of cost for this RFP.

EXAMPLE

Formula Used to Convert Cost to Points

[STEP 1]

List all proposal prices, adjusted where appropriate by the application of all applicable preferences.

Offeror #1 - Non-Alaskan Offeror $40,000

Offeror #2 - Alaskan Offeror $42,750
Offeror #3 - Alaskan Offeror $47,500
[STEP 2]

Convert cost to points using this formula.

[(Price of Lowest Cost Proposal) x  (Maximum Points for Cost)]
= POINTS

(Cost of Each Higher Priced Proposal)
The RFP allotted 40% (40 points) of the total of 100 points for cost.

Offeror #1 receives 40 points.
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The reason they receive that amount is because the lowest cost proposal, in this case $40,000, receives the maximum
number of points allocated to cost, 40 points.

Offeror #2 receives 37.4 points.

$40,000 x 40 = 1,600,000 =+ $42,750 = 37.4
Lowest Max Offeror #2 Points
Cost Points Adjusted By
The Application Of
All Applicable
Preferences
Offeror #3 receives 33.7 points.
$40,000 x 40 = 1,600,000 =+ $47,500 = 33.7
Lowest Max Offeror #3 Points
Cost Points Adjusted By
The Application Of
All Applicable
Preferences

2.16 Alaska Offeror Preference
AS 36.30.321 & 2 AAC 12.260

2 AAC 12.260(e) provides Alaska offerors a 10 percent overall evaluation point preference. Alaska bidders, as defined in
AS 36.30.990(2), are eligible for the preference. An Alaska offeror will receive 10 percent of the total available points
added to their overall evaluation score as a preference.

EXAMPLE

Alaska Offeror Preference

[STEP 1]

Determine the number of points available to Alaskan offerors under the preference.
Total number of points available - 100 Points

100 X 10% = 10
Total Points Alaskan Offerors Number of Points
Available Percentage Preference  Given to Alaskan Offerors
Under the Preference

[STEP 2]

Add the preference points to the Alaskan offers. There are three offerors: Offeror #1, Offeror #2, and Offeror #3. Offeror
#2 and Offeror #3 are eligible for the Alaska Offeror Preference. For the purpose of this example presume that all of the
proposals have been completely evaluated based on the evaluation criteria in the RFP. Their scores at this point are:

Offeror #1 - 89 points

Offeror #2 - 80 points
Offeror #3 - 88 points

Offeror #2 and Offeror #3 each receive 10 additional points. The final scores for all of the offers are:
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Offeror #1 - 89 points
Offeror #2 - 90 points
Offeror #3 - 98 points

Offeror #3 is awarded the contract.

2.17 Contract Negotiation

2 AAC 12.315 CONTRACT NEGOTIATIONS After final evaluation, the procurement officer may negotiate with the offeror
of the highest-ranked proposal. Negotiations, if held, shall be within the scope of the request for proposals and limited to
those items which would not have an effect on the ranking of proposals. If the highest-ranked offeror fails to provide
necessary information for negotiations in a timely manner, or fails to negotiate in good faith, the state may terminate
negotiations and negotiate with the offeror of the next highest-ranked proposal. If contract negotiations are commenced,
they may be held in the Commissioner’s conference room on the 11t floor of the State Office Building in Juneau, Alaska.

If the contract negotiations take place in Juneau, Alaska, the offeror will be responsible for their travel and per diem
expenses.

2.18 Failure to Negotiate
If the selected offeror

fails to provide the information required to begin negotiations in a timely manner; or

fails to negotiate in good faith; or

indicates they cannot perform the contract within the budgeted funds available for the project; or
if the offeror and the state, after a good faith effort, simply cannot come to terms,

the state may terminate negotiations with the offeror initially selected and commence negotiations with the next highest
ranked offeror.

2.19 Notice of Intent to Award (NIA) — Offeror Notification of Selection

After the completion of contract negotiation the procurement officer will issue a written Notice of Intent to Award (NIA) and
send copies to all offerors. The NIA will set out the names of all offerors and identify the proposal selected for award.

2.20 Protest

AS 36.30.560 provides that an interested party may protest the content of the RFP.

An interested party is defined in 2 AAC 12.990(a) (7) as "an actual or prospective bidder or offeror whose economic
interest might be affected substantially and directly by the issuance of a contract solicitation, the award of a contract, or
the failure to award a contract.”

If an interested party wishes to protest the content of a solicitation, the protest must be received, in writing, by the
procurement officer at least ten days prior to the deadline for receipt of proposals.

AS 36.30.560 also provides that an interested party may protest the award of a contract or the proposed award of a
contract.

If an offeror wishes to protest the award of a contract or the proposed award of a contract, the protest must be received, in
writing, by the procurement officer within ten days after the date the Notice of Intent to Award the contract is issued.
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A protester must have submitted a proposal in order to have sufficient standing to protest the proposed award of a
contract. Protests must include the following information:

a. the name, address, and telephone number of the protester;

b. the signature of the protester or the protester's representative;

c. identification of the contracting agency and the solicitation or contract at issue;

d. adetailed statement of the legal and factual grounds of the protest including copies of relevant documents;

and the form of relief requested.

Protests filed by telex or telegram are not acceptable because they do not contain a signature. Fax copies containing a
signature are acceptable.
The procurement officer will issue a written response to the protest. The response will set out the procurement officer's
decision and contain the basis of the decision within the statutory time limit in AS 36.30.580. A copy of the decision will be
furnished to the protester by certified mail, fax or another method that provides evidence of receipt.
All offerors will be notified of any protest. The review of protests, decisions of the procurement officer, appeals, and

hearings, will be conducted in accordance with the State Procurement Code (AS 36.30), Article 8 "Legal and Contractual
Remedies.”

SECTION THREE
STANDARD CONTRACT INFORMATION

3.01 Contract Type

This contract is a firm fixed price contract.

3.02 Contract Approval
This RFP does not, by itself, obligate the state. The state's obligation will commence when the contract is approved by the
Commissioner of the Department of Revenue, or the Commissioner's designee. Upon written notice to the contractor, the

state may set a different starting date for the contract. The state will not be responsible for any work done by the
contractor, even work done in good faith, if it occurs prior to the contract start date set by the state.

3.03 Standard Contract Provisions

The contractor will be required to sign and submit the attached State's Standard Agreement Form for Professional
Services Contracts (form 02-093/Appendix A). The contractor must comply with the contract provisions set out in this
attachment. No alteration of these provisions will be permitted without prior written approval from the Department of Law.
Objections to any of the provisions in Appendix A must be set out in the offeror’s proposal.

3.04 Proposal as a Part of the Contract

Part or all of this RFP and the successful proposal may be incorporated into the contract.

3.05 Additional Terms and Conditions
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The state reserves the right to add terms and conditions during contract negotiations. These terms and conditions will be
within the scope of the RFP and will not affect the proposal evaluations.

3.06 Insurance Requirements

The successful offeror must provide proof of workers' compensation insurance prior to contract approval.

The successful offeror must secure the insurance coverage required by the state. The coverage must be satisfactory to
the Department of Administration Division of Risk Management. An offeror's failure to provide evidence of such insurance
coverage is a material breach and grounds for withdrawal of the award or termination of the contract.

Offerors must review form APPENDIX B2, attached, for details on required coverage. No alteration of these requirements

will be permitted without prior written approval from the Department of Administration, Division of Risk Management.
Objections to any of the requirements in APPENDIX B2 must be set out in the offeror’s proposal.

3.07 Contract Funding

Payment for the contract is subject to funds already appropriated and identified.

3.08 Proposed Payment Procedures

The state will make payments based on a negotiated payment schedule. Each billing must consist of an invoice and
progress report. No payment will be made until the progress report and invoice has been approved by the project director.

3.09 Contract Payment

No payment will be made until the contract is approved by the Commissioner of the Department of Revenue or the
Commissioner's designee. Under no conditions will the state be liable for the payment of any interest charges associated
with the cost of the contract.

The state is not responsible for and will not pay local, state, or federal taxes. All costs associated with the contract must
be stated in U.S. currency.

3.10 Informal Debriefing

When the contract is completed, an informal debriefing may be performed at the discretion of the project director. If
performed, the scope of the debriefing will be limited to the work performed by the contractor.

3.11 Contract Personnel

Any change of the project team members or subcontractors named in the proposal must be approved, in advance and in
writing, by the project director. Personnel changes that are not approved by the state may be grounds for the state to
terminate the contract.

3.12 Inspection & Modification - Reimbursement for Unacceptable Deliverables

The contractor is responsible for the completion of all work set out in the contract. All work is subject to inspection,
evaluation, and approval by the project director. The state may employ all reasonable means to ensure that the work is
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progressing and being performed in compliance with the contract. The project director may instruct the contractor to make
corrections or modifications if needed in order to accomplish the contract’s intent. The contractor will not unreasonably
withhold such changes.

Substantial failure of the contractor to perform the contract may cause the state to terminate the contract. In this event, the
state may require the contractor to reimburse monies paid (based on the identified portion of unacceptable work received)
and may seek associated damages.

3.13 Termination for Default

If the project director determines that the contractor has refused to perform the work or has failed to perform the work with
such diligence as to ensure its timely and accurate completion, the state may, by providing written notice to the contractor,
terminate the contractor's right to proceed with part or all of the remaining work.

This clause does not restrict the state's termination rights under the contract provisions of Appendix A, attached.

3.14 Contract Changes - Unanticipated Amendments

During the course of this contract, the contractor may be required to perform additional work. That work will be within the
general scope of the initial contract. When additional work is required, the project director will provide the contractor a
written description of the additional work and request the contractor to submit a firm time schedule for accomplishing the
additional work and a firm price for the additional work. Cost and pricing data must be provided to justify the cost of such
amendments per AS 36.30.400.

The contractor will not commence additional work until the project director has secured any required state approvals
necessary for the amendment and issued a written contract amendment, approved by the Commissioner of the
Department of Revenue or the Commissioner's designee.

3.15 Contract Invalidation

If any provision of this contract is found to be invalid, such invalidation will not be construed to invalidate the entire
contract.

3.16 Nondisclosure and Confidentiality

Contractor will be required to agree that all “Confidential Information” shall be used only for purposes of providing the
deliverables and performing the services specified herein and shall not disseminate or allow dissemination of confidential
information except as provided for in this section. The contractor shall hold as confidential and will use reasonable care
(including both facility physical security and electronic security) to prevent unauthorized access by, storage, disclosure,
publication, dissemination to and/or use by third parties of, the confidential information. “Reasonable care” means
compliance by the contractor with all applicable federal and state law, including the Social Security Act and HIPAA. The
contractor must promptly notify the state in writing if it becomes aware of any storage, disclosure, loss, unauthorized
access to or use of the confidential information.

“Confidential Information” for the purpose of this contract, means any data, files, software, information or materials
(whether prepared by the state or its agents or advisors) in oral, electronic, tangible or intangible form and however
stored, compiled or memorialized that is classified as confidential by the State of Alaska’s Classification and
Categorization guidelines which will be provided by the state to the contractor or otherwise made available to the
contractor. Examples of confidential information include, but are not limited to: technology infrastructure, architecture,
financial data, trade secrets, equipment specifications, user lists, passwords, research data, and technology data
(infrastructure, architecture, operating systems, security tools, IP addresses, etc).

If “Confidential Information” is requested to be disclosed by the contractor pursuant to a request received by a third party and
such disclosure of the “Confidential Information” is required under applicable state or federal law, regulation, governmental or
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regulatory authority, the contractor may disclose the “Confidential Information” after providing the state with written notice of
the requested disclosure ( to the extent such notice to the state is permitted by applicable law) and giving the state opportunity
to review the request. If the contractor receives no objection from the state, it may release the “Confidential Information” within
30 days. Notice of the requested disclosure of “Confidential Information” by the contractor must be provided to the state within
a reasonable time after the contractor’s receipt of notice of the requested disclosure and, upon request of the state, shall seek
to obtain legal protection from the release of the “Confidential Information”.

The following information shall not be considered “Confidential Information”: information previously known to be public
information when received from the other party; information freely available to the general public; information which now is or
hereafter becomes publicly known by other than a breach of confidentiality hereof; or information which is disclosed by a party
pursuant to subpoena or other legal process and which as a result becomes lawfully obtainable by the general public.

SECTION FOUR
BACKGROUND INFORMATION

4.01 Background Information

The government of the State of Alaska has been primarily funded from revenues derived from the production of oil from state
owned lands since the late 1970’s. Over this period petroleum revenues have provided for adequate budgets but have been
subject to a great deal of annual volatility. In 1976, the State of Alaska created the Alaska Permanent Fund and has
deposited a minimum of 25% of the state’s royalties to that fund, with the addition of special appropriations and the retained
earnings of the fund, the Permanent Fund has a current balance of more than $52 billion. The State established a “budget
stabilization fund” the Constitutional Budget Reserve in 1990, to be used to handle annual budgetary volatility. This fund is
expected to have a balance of approximately $7 billion at the end of fiscal 2016 and unless the State changes how budgets
are funded is expected to be completely depleted in 2018.

In response to the reality of lower oil prices, continuing declines in oil production from state lands in Alaska and a continued
demand for government services, the Administration has developed a number of models with the goal of providing a
sustainable level of spending into the future regardless of current oil prices. One of these models developed by State of
Alaska - Department of Revenue employees, the Sovereign Wealth Fund model, projects that a specific amount of annual
funding can be generated on an ongoing basis from the state’s financial assets without eroding the long term real value of
those assets. The Department is seeking external validation of this model and its assumptions.

SECTION FIVE

SCOPE OF WORK
5.01 Scope of Work

The Department of Revenue is soliciting proposals from qualified firms to review and vet the modeling and modeling
assumptions that support the sovereign wealth model, including the amount of a sustainable draw and the sufficiency of
the earnings reserve.

This work would also include communicating with the legislature and public. Contractor is expected to produce a report
and potentially testify before the legislature.

5.02 Deliverables

1. Presentations suitable for Legislative hearings.

2. Presentations suitable for public information meetings or forums.

3. Areport of findings and recommendations be provided to the DOR. A preliminary report must be to DOR before
the 2016 Legislative Session, January 18, 2015.
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SECTION SIX
PROPOSAL FORMAT AND CONTENT

6.01 Proposal Format and Content

The state discourages overly lengthy and costly proposals, however, in order for the state to evaluate proposals fairly and
completely, offerors must follow the format set out in this RFP and provide all information requested.

6.02 Introduction

Proposals must include the complete name and address of offeror’s firm and the name, mailing address, and telephone
number of the person the state should contact regarding the proposal.

Proposals must confirm that the offeror will comply with all provisions in this RFP; and, if applicable, provide notice that
the firm qualifies as an Alaskan bidder. Proposals must be signed by a company officer empowered to bind the company.

An offeror's failure to include these items in the proposals may cause the proposal to be determined to be non-responsive
and the proposal may be rejected.

6.03 Management Plan for the Project

Offerors must provide comprehensive narrative statements that set out the management plan they intend to follow and
illustrate how the plan will serve to accomplish the work and meet the state's project goals and legislative deadlines.

6.04 Experience and Qualifications

Please provide evidence the firm or joint venture meets the minimum qualifications as outlined in Section 2.08.

List three (3) relevant client references, including individual contacts with telephone numbers, email addresses and the full
titte and address of each reference. You can expect references to be contacted.

Please list the name and title of each person to be assigned to the engagement. Indicate the reasons the personnel to be
assigned will assist the firm in satisfying the proposed requirements. Submit brief biographical profiles on only those
individuals who will be assigned to assist in the undertaking. Proposers are advised that the inclusion of specific
personnel shall be considered by the Department to be a commitment by the firm that those designated persons will be
available to perform the roles represented in the proposal submitted.

Please indicate whether your firm expects to hire subcontractors or counsel with respect to this engagement. If your firm
does expect to engage others please set forth the name of the firm(s) you expect to engage and the name of the principal
assigned. The Department expects that any fees paid to such firms would be paid by the respondent.

6.05 Cost Proposal

The compensation for the contract shall be proposed in the following form:

Please provide hourly rates and estimated time for the model review and vetting of model assumptions, report and
presentation preparation.
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Please provide a flat fee for the provision of expert testimony during legislative session(s), if required. This fee will be
inclusive of all related expenses including travel. For purposes of preparation and evaluation only, assume two
professionals spending (i) 30 days in Juneau for the 2016 regular session; This proposal in no way guarantees nor limits
the State’s request for expert testimony.

Deviation from this requirement will be considered non-responsive.

6.06 Evaluation Criteria

All proposals will be reviewed to determine if they are responsive. They will then be evaluated using the criterion that is
set out in Section SEVEN.

The Department of Revenue reserves the right to conduct oral interviews during the evaluation process. If oral interviews
are conducted the Department would expect at a minimum, the team principals to participate.

An evaluation may not be based on discrimination due to the race, religion, color, national origin, sex, age, marital status,
pregnancy, parenthood, disability, or political affiliation of the offeror.

A proposal shall be evaluated to determine whether the offeror responds to the provisions, including goals and financial

incentives, established in the request for proposals in order to eliminate and prevent discrimination in state contracting
because of race, religion, color, national origin, sex, age, marital status, pregnancy, parenthood, or disability.

SECTION SEVEN
EVALUATION CRITERIA AND CONTRACTOR SELECTION

THE TOTAL NUMBER OF POINTS USED
TO SCORE THIS PROPOSAL IS 100

7.01 Management Plan for the Project (20 Percent)
Proposals will be evaluated against the questions set out below:

[a] How well does the management plan support all of the project requirements and logically lead to the
deliverables required in the RFP?

[b] How well is accountability completely and clearly defined?
[c] Is the organization of the project team clear?
[d] How well does the management plan illustrate the lines of authority and communication?

[e] To what extent does the offeror already have the hardware, software, equipment, and licenses necessary to
perform the contract?

[fl To what extent has the offeror identified potential problems?

7.02 Experience and Qualifications (50 Percent)

Proposals will be evaluated against the questions set out below:
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Questions regarding the personnel:
[a] Do the individuals assigned to the project have experience on similar projects?

[b] Are resumes complete and do they demonstrate backgrounds that would be desirable for individuals engaged
in the work the project requires?

[c] How extensive is the applicable education and experience of the personnel designated to work on the
project?

Questions regarding the firm:
[d] How well has the firm demonstrated experience in completing similar projects on time and within budget?

[e] How successful is the general history of the firm regarding timely and successful completion of projects?
[f] Has the firm provided letters of reference from previous clients?

[0] If a subcontractor will perform work on the contract, how well do they measure up to the evaluation used for
the offeror?

7.03 Contract Cost (20 Percent)

Overall, a minimum of 20 of the total evaluation points will be assigned to cost. The cost amount used for evaluation may
be affected by one or more of the preferences referenced under Section 2.13.

Converting Cost to Points

The lowest cost proposal will receive the maximum number of points allocated to cost. The point allocations for cost on
the other proposals will be determined through the method set out in Section 2.16.

7.04 Alaska Offeror Preference (10 Percent)

If an offeror qualifies for the Alaska Bidder Preference, the offeror will receive an Alaska Offeror Preference. The
preference will be 10 percent of the total available points. This amount will be added to the overall evaluation score of
each Alaskan offeror.

SECTION EIGHT
ATTACHMENTS

8.01 Attachments

Attachments

Proposal Evaluation Form

Standard Agreement Form - Appendix A
Appendix B2

Notice of Intent to Award

AG SWEF Legislative Luncheon Presentation
FOWG, A Sound Fiscal Future

Sovereign Wealth Consultant Cost waiver

NogakwdE
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PROPOSAL EVALUATION FORM

All proposals will be reviewed for responsiveness and then evaluated using the criteria set out herein.

Person or Firm Name

Name of Proposal Evaluation (PEC) Member

Date of Review

RFP Number

EVALUATION CRITERIA AND SCORING

THE TOTAL NUMBER OF POINTS USED TO SCORE THIS PROPOSAL IS 100

7.01 Management Plan for the Project—20 Percent

Maximum Point Value for this Section - 20 Points
100 Points x 20 Percent = 20 Points

Proposals will be evaluated against the questions set out below.

[a] How well does the management plan support all of the project requirements and logically lead to the deliverables
required in the RFP?

EVALUATOR'S NOTES

[b] How well is accountability completely and clearly defined?

EVALUATOR'S NOTES

[c] Is the organization of the project team clear?

EVALUATOR'S NOTES

[d] How well does the management plan illustrate the lines of authority and communication?

EVALUATOR'S NOTES

[e] To what extent does the offeror already have the hardware, software, equipment, and licenses necessary to perform
the contract?

EVALUATOR'S NOTES
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[fl To what extent has the offeror identified potential problems?

EVALUATOR'S NOTES

EVALUATOR'S POINT TOTAL FOR 7.03

7.04 Experience and Qualifications—50 Percent

Maximum Point Value for this Section - 50 Points
100 Points x 50 Percent = 50 Points

Proposals will be evaluated against the questions set out below.
Questions regarding the personnel.
[a] Do the individuals assigned to the project have experience on similar projects?

EVALUATOR'S NOTES

[b] Are resumes complete and do they demonstrate backgrounds that would be desirable for individuals engaged in the
work the RFP requires?

EVALUATOR'S NOTES

[c] How extensive is the applicable education and experience of the personnel designated to work on the project?

EVALUATOR'S NOTES

Questions regarding the firm.
[d] Has the firm demonstrated experience in completing similar projects on time and within budget?

EVALUATOR'S NOTES

[e] How successful is the general history of the firm regarding timely and successful completion of projects?

EVALUATOR'S NOTES

[f] Has the firm provided letters of reference from previous clients?

EVALUATOR'S NOTES
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[g] If a subcontractor will perform work on the project, how well do they measure up to the evaluation used for the
offeror?

EVALUATOR'S NOTES

EVALUATOR'S POINT TOTAL FOR 7.04

7.05 Contract Cost — 20 Percent

Maximum Point Value for this Section - 20 Points
100 Points x 20 Percent = 20 Points

Overall, a minimum of 20 percent of the total evaluation points will be assigned to cost. The cost amount used for
evaluation may be affected by one or more of the preferences referenced under Section 2.13.

Converting Cost to Points

The lowest cost proposal will receive the maximum number of points allocated to cost. The point allocations for cost on
the other proposals will be determined through the method set out in Section 2.16.

EVALUATOR'S POINT TOTAL FOR 7.05

7.06 Alaska Offeror Preference — 10 Percent

Alaska bidders receive a 10 percent overall evaluation point preference.
Point value for Alaska bidders in this section -- 10 Points
100 Points x 10 Percent = 10 Points

If an offeror qualifies for the Alaska Bidder Preference, the offeror will receive an Alaska Offeror Preference. The
preference will be 10 percent of the total available points. This amount will be added to the overall evaluation score of
each Alaskan offeror.

EVALUATOR'S POINT TOTAL FOR 7.06 (either 0 or 10)

EVALUATOR'S COMBINED POINT TOTAL FOR ALL SECTIONS
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STANDARD AGREEMENT FORM FOR PROFESSIONAL SERVICES

The parties’ contract comprises this Standard Agreement Form, as well as its referenced Articles and their associated Appendices

1. Agency Contract Number

2. DGS Solicitation Number

3. Financial Coding

4. Agency Assigned Encumbrance Number

5. Vendor Number

6. Project/Case Number

7. Alaska Business License Number

This contract is between the State of Alaska,

8. Department of

Division

hereafter the State, and

9. Contractor

hereafter the

Contractor
Mailing Address Street or P.O. Box City State ZIP+4
10.
ARTICLE1. Appendices: Appendices referred to in this contract and attached to it are considered part of it.
ARTICLE2. Performance of Service:
2.1 Appendix A (General Provisions), Articles 1 through 16, governs the performance of services under this contract.
2.2 Appendix B sets forth the liability and insurance provisions of this contract.
2.3 Appendix C sets forth the services to be performed by the contractor.
ARTICLE3. Period of Performance: The period of performance for this contract begins , and
ends
ARTICLE4. Considerations:

4.1 In full consideration of the contractor's performance under this contract, the State shall pay the contractor a sum not to exceed
in accordance with the provisions of Appendix D.

$

4.2 When billing the State, the contractor shall refer to the Authority Number or the Agency Contract Number and send the billing to:

11. Department of

Attention: Division of

Mailing Address

Attention:

12. CONTRACTOR

Name of Firm

14. CERTIFICATION:

| certify that the facts herein and on supporting

documents are correct, that this voucher constitutes a legal charge
against funds and appropriations cited, that sufficient funds are
encumbered to pay this obligation, or that there is a sufficient balance

Signature of Authorized Representative Date in the appropriation cited to cover this obligation. | am aware that to
knowingly make or allow false entries or alternations on a public
record, or knowingly destroy, mutilate, suppress, conceal, remove or

Typed or Printed Name of Authorized Representative otherwise impair the verity, legibility or availability of a public record
constitutes tampering with public records punishable under AS
11.56.815-.820. Other disciplinary action may be taken up to and

Title including dismissal.

13. CONTRACTING AGENCY Signature of Head of Contracting Agency or Designee Date

Department/Division Date

Signature of Project Director

Typed or Printed Name

Typed or Printed Name of Project Director

Title

Title

NOTICE: This contract has no effect until signed by the head of contracting agency or designee.

02-093 (Rev. 04/14)
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APPENDIX A
GENERAL PROVISIONS

Article 1. Definitions.
1.1 Inthis contract and appendices, "Project Director” or "Agency Head" or "Procurement Officer" means the person who signs this contract on behalf of the
Requesting Agency and includes a successor or authorized representative.
1.2  "State Contracting Agency" means the department for which this contract is to be performed and for which the Commissioner or Authorized Designee acted
in signing this contract.

Article 2. Inspections and Reports.
2.1 The department may inspect, in the manner and at reasonable times it considers appropriate, all the contractor's facilities and activities under this contract.

2.2 The contractor shall make progress and other reports in the manner and at the times the department reasonably requires.

Avrticle 3. Disputes.
3.1  If the contractor has a claim arising in connection with the contract that it cannot resolve with the State by mutual agreement, it shall pursue the claim, if at
all, in accordance with the provisions of AS 36.30.620 — 632.

Avrticle 4. Equal Employment Opportunity.

4.1  The contractor may not discriminate against any employee or applicant for employment because of race, religion, color, national origin, or because of age,
disability, sex, marital status, changes in marital status, pregnancy or parenthood when the reasonable demands of the position(s) do not require distinction
on the basis of age, disability, sex, marital status, changes in marital status, pregnancy, or parenthood. The contractor shall take affirmative action to insure
that the applicants are considered for employment and that employees are treated during employment without unlawful regard to their race, color, religion,
national origin, ancestry, disability, age, sex, marital status, changes in marital status, pregnancy or parenthood. This action must include, but need not be
limited to, the following: employment, upgrading, demotion, transfer, recruitment or recruitment advertising, layoff or termination, rates of pay or other
forms of compensation, and selection for training including apprenticeship. The contractor shall post in conspicuous places, available to employees and
applicants for employment, notices setting out the provisions of this paragraph.

4.2 The contractor shall state, in all solicitations or advertisements for employees to work on State of Alaska contract jobs, that it is an equal opportunity
employer and that all qualified applicants will receive consideration for employment without regard to race, religion, color, national origin, age, disability,
sex, marital status, changes in marital status, pregnancy or parenthood.

4.3 The contractor shall send to each labor union or representative of workers with which the contractor has a collective bargaining agreement or other contract
or understanding a notice advising the labor union or workers' compensation representative of the contractor's commitments under this article and post copies
of the notice in conspicuous places available to all employees and applicants for employment.

4.4 The contractor shall include the provisions of this article in every contract, and shall require the inclusion of these provisions in every contract entered into
by any of its subcontractors, so that those provisions will be binding upon each subcontractor. For the purpose of including those provisions in any contract
or subcontract, as required by this contract, “contractor” and “subcontractor” may be changed to reflect appropriately the name or designation of the parties
of the contract or subcontract.

4.5  The contractor shall cooperate fully with State efforts which seek to deal with the problem of unlawful discrimination, and with all other State efforts to
guarantee fair employment practices under this contract, and promptly comply with all requests and directions from the State Commission for Human Rights
or any of its officers or agents relating to prevention of discriminatory employment practices.

4.6  Full cooperation in paragraph 4.5 includes, but is not limited to, being a witness in any proceeding involving questions of unlawful discrimination if that is
requested by any official or agency of the State of Alaska; permitting employees of the contractor to be witnesses or complainants in any proceeding
involving questions of unlawful discrimination, if that is requested by any official or agency of the State of Alaska; participating in meetings; submitting
periodic reports on the equal employment aspects of present and future employment; assisting inspection of the contractor's facilities; and promptly
complying with all State directives considered essential by any office or agency of the State of Alaska to insure compliance with all federal and State laws,
regulations, and policies pertaining to the prevention of discriminatory employment practices.

4.7  Failure to perform under this article constitutes a material breach of contract.

Article 5. Termination.

The Project Director, by written notice, may terminate this contract, in whole or in part, when it is in the best interest of the State. In the absence of a breach of contract
by the contractor, the State is liable only for payment in accordance with the payment provisions of this contract for services rendered before the effective date of
termination.

Article 6. No Assignment or Delegation.
The contractor may not assign or delegate this contract, or any part of it, or any right to any of the money to be paid under it, except with the written consent of the
Project Director and the Agency Head.

Article 7. No Additional Work or Material.
No claim for additional services, not specifically provided in this contract, performed or furnished by the contractor, will be allowed, nor may the contractor do any
work or furnish any material not covered by the contract unless the work or material is ordered in writing by the Project Director and approved by the Agency Head.

Article 8. Independent Contractor.
The contractor and any agents and employees of the contractor act in an independent capacity and are not officers or employees or agents of the State in the
performance of this contract.

Avrticle 9. Payment of Taxes.

As a condition of performance of this contract, the contractor shall pay all federal, State, and local taxes incurred by the contractor and shall require their payment by
any Subcontractor or any other persons in the performance of this contract. Satisfactory performance of this paragraph is a condition precedent to payment by the State
under this contract.



Article 10. Ownership of Documents.

All designs, drawings, specifications, notes, artwork, and other work developed in the performance of this agreement are produced for hire and remain the sole property
of the State of Alaska and may be used by the State for any other purpose without additional compensation to the contractor. The contractor agrees not to assert any
rights and not to establish any claim under the design patent or copyright laws. Nevertheless, if the contractor does mark such documents with a statement suggesting
they are trademarked, copyrighted, or otherwise protected against the State’s unencumbered use or distribution, the contractor agrees that this paragraph supersedes any
such statement and renders it void. The contractor, for a period of three years after final payment under this contract, agrees to furnish and provide access to all retained
materials at the request of the Project Director. Unless otherwise directed by the Project Director, the contractor may retain copies of all the materials.

Avrticle 11. Governing Law; Forum Selection
This contract is governed by the laws of the State of Alaska. To the extent not otherwise governed by Article 3 of this Appendix, any claim concerning this contract
shall be brought only in the Superior Court of the State of Alaska and not elsewhere.

Avrticle 12. Conflicting Provisions.

Unless specifically amended and approved by the Department of Law, the terms of this contract supersede any provisions the contractor may seek to add. The
contractor may not add additional or different terms to this contract; AS 45.02.207(b)(1). The contractor specifically acknowledges and agrees that, among other things,
provisions in any documents it seeks to append hereto that purport to (1) waive the State of Alaska’s sovereign immunity, (2) impose indemnification obligations on the
State of Alaska, or (3) limit liability of the contractor for acts of contractor negligence, are expressly superseded by this contract and are void.

Article 13. Officials Not to Benefit.
Contractor must comply with all applicable federal or State laws regulating ethical conduct of public officers and employees.

Avrticle 14. Covenant Against Contingent Fees.

The contractor warrants that no person or agency has been employed or retained to solicit or secure this contract upon an agreement or understanding for a commission,
percentage, brokerage or contingent fee except employees or agencies maintained by the contractor for the purpose of securing business. For the breach or violation of
this warranty, the State may terminate this contract without liability or in its discretion deduct from the contract price or consideration the full amount of the
commission, percentage, brokerage or contingent fee.

Article 15. Compliance.
In the performance of this contract, the contractor must comply with all applicable federal, state, and borough regulations, codes, and laws, and be liable for all required
insurance, licenses, permits and bonds.

Article 16. Force Majeure:

The parties to this contract are not liable for the consequences of any failure to perform, or default in performing, any of their obligations under this Agreement, if that
failure or default is caused by any unforeseeable Force Majeure, beyond the control of, and without the fault or negligence of, the respective party. For the purposes of
this Agreement, Force Majeure will mean war (whether declared or not); revolution; invasion; insurrection; riot; civil commotion; sabotage; military or usurped power;
lightning; explosion; fire; storm; drought; flood; earthquake; epidemic; quarantine; strikes; acts or restraints of governmental authorities affecting the project or directly
or indirectly prohibiting or restricting the furnishing or use of materials or labor required; inability to secure materials, machinery, equipment or labor because of
priority, allocation or other regulations of any governmental authorities.



APPENDIX B?
INDEMNITY AND INSURANCE

Article 1. Indemnification

The Contractor shall indemnify, hold harmless, and defend the contracting agency from and against any
claim of, or liability for error, omission or negligent act of the Contractor under this agreement. The
Contractor shall not be required to indemnify the contracting agency for a claim of, or liability for, the
independent negligence of the contracting agency. If there is a claim of, or liability for, the joint negligent
error or omission of the Contractor and the independent negligence of the Contracting agency, the
indemnification and hold harmless obligation shall be apportioned on a comparative fault basis.
“Contractor” and “Contracting agency”, as used within this and the following article, include the employees,
agents and other contractors who are directly responsible, respectively, to each. The term “independent
negligence” is negligence other than in the Contracting agency’s selection, administration, monitoring, or
controlling of the Contractor and in approving or accepting the Contractor’s work.

Article 2. Insurance

Without limiting contractor's indemnification, it is agreed that contractor shall purchase at its own
expense and maintain in force at all times during the performance of services under this
agreement the following policies of insurance. Where specific limits are shown, it is understood
that they shall be the minimum acceptable limits. If the contractor's policy contains higher limits,
the state shall be entitled to coverage to the extent of such higher limits. Certificates of
Insurance must be furnished to the contracting officer prior to beginning work and must provide
for a notice of cancellation, non-renewal, or material change of conditions in accordance with
policy provisions. Failure to furnish satisfactory evidence of insurance or lapse of the policy is a
material breach of this contract and shall be grounds for termination of the contractor's services.
All insurance policies shall comply with and be issued by insurers licensed to transact the
business of insurance under AS 21.

2.1 Workers' Compensation Insurance: The Contractor shall provide and maintain, for all
employees engaged in work under this contract, coverage as required by AS 23.30.045, and;
where applicable, any other statutory obligations including but not limited to Federal U.S.L. & H.
and Jones Act requirements. The policy must waive subrogation against the State.

2.2 Commercial General Liability Insurance: covering all business premises and operations
used by the Contractor in the performance of services under this agreement with minimum
coverage limits of $300,000 combined single limit per claim.

2.3 Commercial Automobile Liability Insurance: covering all vehicles used by the Contractor
in the performance of services under this agreement with minimum coverage limits of $300,000
combined single limit per claim.

2.4 Professional Liability Insurance: covering all errors, omissions or negligent acts in the
performance of professional services under this agreement. Limits required per the following

schedule:
Contract Amount Minimum Required Limits
Under $100,000 $300,000 per Claim / Annual Aggregate
$100,000-$499,999 $500,000 per Claim / Annual Aggregate
$500,000-$999,999 $1,000,000 per Claim / Annual Aggregate
$1,000,000 or over Refer to Risk Management

02-093 B? (Rev. 06-14) AppB2.doc



A SOUND FISCAL FUTURE: Y

Recommendations for the Sustainable Utilization
and Management of Alaska’s Financial Assets

*

*
*
* *
*

Craig W. Richards, Attorney General Legislative Luncheon
Financial Opportunities Working Group October 28, 2015



WORKING GROUP GOALS

 Optimize use of sovereign wealth assets to
stabilize the budget and maintain an equitable
distribution across generations

o |dentify opportunities to better manage our
sovereign wealth assets for enhanced long-term
Investment returns



ALASKA’S SOVEREIGN WEALTH GOALS

Elements of an ideal sovereign wealth fund model:

(1) Inflation proofing

(2) Real growth that accounts for oil production declines
(3) Formulaic draw that meets growth goals

(4) Delink current budget from oil price volatility

(5) Manage investments to maximize long-term returns

(6) Provide for a Permanent Fund dividend

(7) Sustainably close the budget gap



METHODOLOGIES FOR
FORMULAIC DRAWS

Element Three — formulaic draw

Endowment Model
e POMV
« Statutory POMV

. Fixed Draw



ENDOWMENT MODEL

Element Three — formulaic draw

e Preliminary modeling:
o $2.4B (real) sustainable

o $1.4B PFD payout means $1B for budget

e POMV vs. flat payment

0 Risk of insolvency vs. risk of lower returns



SOVEREIGN WEALTH MODEL

Element Four — delink budget from oil price volatility

State Budget and Petroleum Revenue

$14
$12
$10

$8

$billions

$6
sS4
$2

$0
1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 2005 2008 2011 2014

——State Budget (real) ——Total Petroleum Revenue (real)



SOVEREIGN WEALTH MODEL

Element Four — delink budget from oll price volatility

Alaska Oil Tax Revenue with Hypothetical POMV Payouts Starting in 2002

Billions
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SOVEREIGN WEALTH MODEL

Element Four — delink budget from oll price volatility

Where should oil price volatility reside?

General Fund
Sovereign Wealth Fund
Permanent Fund Dividend



SOVEREIGN WEALTH MODEL

Element Four — delink budget from oil price volatility

 Deposit resource revenue in the Permanent Fund

« The Permanent Fund can better manage the
volatility of resource revenue

 Presumption of savings in high oil price years



SOVEREIGN WEALTH MODEL

Element Four — delink budget from oll price volatility

« Spending restraint and budget stability
« Stabillity for Alaska’s economy

* Fiscal certainty for producers

10



____________
PERMANENT FUND DIVIDEND

Element Six — provide for dividend

 Draws today reduce funds available for future draws

e Current formulation

o realized gains only
o grows real value of dividend

 What volatility should dividends reflect?

0 Investment return volatility
o Oil price and production volatility
o Stable (i.e., fixed payment)

11



SOVEREIGN WEALTH MODEL

Element Four — delink budget from oil price volatility

Annual Resource Petroleum
Revenue Royalties Production Tax

All Other Taxes

Royalty Earnings Reserve
Funds Dividend Permanent Fund (+ $3B from CBR) General Fund

12



THE ALASKA PLAN

Element Seven - sustainably close the budget gap

2017 Revenues ($billions)

Sovereign Wealth Fund Income $3.300
Non-petroleum Revenue $0.550
Other Petroleum Revenue $0.275
SUBTOTAL $4.125
Earnings from Other Assets $?
Pension Obligation Bonds $?
Capital Budget Bonds $?
Operating Cuts $?
Tax and Credit Reforms $?
Other New Revenue $?
FY2016 Enacted Budget $5.180
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THE STATE Department of Law

OfA l ASKA Office of the Attorney General
1031 West 4th Avenue, Suite 200
Anchorage, Alaska 99501-5903

GOVERNOR BirLL WALKER Main: 907-269-5100
Fax: 907-269-5110

October 26, 2015

Dear Governor Walker:

Thanks to the wisdom of past political leaders that established a robust system to save a
portion of State petroleum revenues, investment returns on Alaska's financial assets will in the future
exceed taxes and royalties generated from natural resource development. Thoughtful management
of that wealth, in conjunction with sound fiscal decisions today, provides an opportunity to address
the current budget crisis while ensuring future generations share equitably in the resource wealth
enjoyed by the past generation of Alaskans.

In that vein, and at your charge, | have led the Financial Opportunities Working Group within
the executive branch. It is comprised of a diverse group of representatives from the Governor's
Office, Department of Revenue, and Department of Law. The group was assembled to examine the
State of Alaska's financial assets and how those assets are currently managed. The goal was twofold.

First was to analyze how and to what magnitude Alaska's sovereign wealth could help
stabilize the State’s budget. In particular we reviewed the State's approximately $100 billion in
financial assets to explore options and best practices to orient a portion of that wealth for sustainable
contribution to the General Fund for ongoing appropriation.

The second was to identify if there are opportunities to better manage our substantial financial
assets for enhanced long-term investment returns.

The analysis and recommendations laid out in this report identify initial steps to be taken in
furtherance of the group's stated goals. Although those steps are a meaningful start, additional work
over the coming months, years and even decades will be required to optimize utilization and

management of our sovereign wealth.

Craig W. Richards
Attorney General
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CHAPTER 1 | EXECUTIVE SUMMARY

To address the significant budget shortfalls
created by declining oil revenues, the State is
reducing spending and considering options to
increase revenues from new taxes and
resource development projects. However,
these measures are unlikely to alone close the
current deficit at current oil prices. And
because Alaska’s oil production is expected to
decline, even significantly higher oil prices will
only delay—not solve—the State's long-term
budget problems.

Alaskans are fortunate that the last generation
of political leaders saved oil revenues for future
use by establishing the Permanent Fund and
the Constitutional Budget Reserve. In addition,
the Legislature saved substantial monies
through funding of other State accounts and
capitalization of public corporations. Through
thoughtful and disciplined utilization of these
savings, in combination with budget reductions
and additional revenue measures, Alaska can
close the fiscal gap and move toward a
sustainable state budget.

Alaskans should not, however, focus solely on
short-term budget needs. Any new financial
plan should also consider how to use financial
assets to maintain and create wealth for the
State and its residents in the future. Alaska was
an innovator in recognizing the importance of
saving resource wealth for future generations
when it created the Permanent Fund. We can
build on that innovation to secure our future.

Although our heavy reliance on asingle
commodity sets us apart from other states, it is
hardly unique among foreign oil economies.
Other oil dependent sovereigns have adopted

strategies to preserve an equitable distribution
of resource wealth across generations. Alaska
should consider the strategies that underlie
these sovereign wealth funds.

The experience of other resource dependent
economies also illustrates the negative impact
of over-reliance on highly volatile state
revenues. Government spending that frends
up and down with volatile commodity based
revenues constrains the broader economy.
Basing a portion of the state budget on stable
payments from Alaska’s sovereign wealth can
smooth economic cycles and temper fiscal
uncertainty that periodically chills investment.

Accordingly, among other items, this report
evaluates directing a portion of Alaska's
sovereign wealth to the General Fund to
mitigate the impact of oil price volatility on
year-to-year spending. This policy shift would
aim to provide a sustainable budget while
preserving oil wealth for future generations.
Successful implementation of a sovereign
wealth fund model would stabilize the state
budget by contributing revenues for current
expenditure while preserving oil wealth at an
even level between generations.

Based upon a review of Alaska's experience,
the publicly available strategies of other
governments, and relevant literature on the
subject, this model would:

(1) protect the value of Alaska’s sovereign
wealth against inflation;
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(2) grow Alaska’s sovereign wealth at a
rate above inflation that accounts for
future decline in oil production;

(3) take a formulaic approach to drawing
from sovereign wealth for current year
expenditures that ensures the wealth
growth goals implicitin (1) and (2) are
met;

(4) delink current year budget expenditures
from oil price volatility; and

(5) manage our sovereign wealth assets to
maximize long-term returns.

History and policy suggest that the State should
also continue to provide an annual dividend to
Alaskans.

Alaska already manages its wealth consistent
with the first two principles. For example, the
Legislature has historically inflation-proofed the
Permanent Fund by annually appropriating a
sum of money from the Earnings Reserve
Account back to the principal. The State has

also grown the real value of the Permanent
Fund in other ways such as:

(i) periodically, particularly in the 1980s,
appropriating additional funds to the
principal of the Permanent Fund
over several decades;

(ii) depositing at least 25% of all mineral
royalty and lease payments to the
principal of Permanent Fund, as
required by the Constitution (with
additional deposits added by statute
so that the fund typically receives 30-
32%); and

(iii) by custom, the Legislature has
largely retained funds in the Earnings
Reserve Account not necessary for
inflation-proofing and the annual
Permanent Fund dividend.

Through such measures and sound investment
practices, the inflation adjusted real value of
the Permanent Fund has grown an average of
3.2% annually since 1977.

State Investment Returns Relative to Petroleum Revenues

For decades state petroleum revenues were many fimes greater than investment revenues. However, from
the late 1990s, the amount of revenue from investment and the amount from petroleum slowly converged
and, in 1998, the State generated more revenue from investments than it did from petroleum. This
convergence was interrupted by the substantial increase in the value of oil in the mid-2000s, but in 2015,
with a quarter of peak production and oil prices well under $100 per barrel, the State once again
generated more revenue from investments than it did from ail.

With Alaska’s petfroleum production decreasing and Alaska’s financial assets significantly greater than they
were in 1998, the frend of greater investment revenues will most likely contfinue. By creating a portfolio of
financial assets that can generate sufficient investment income to indefinitely fund the state budget, the
State can decouple public spending from highly volatile commodity prices.
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However, although certain funds have been
managed towards a real growth target, the
state has not managed real growth of its
sovereign wealth to a specific target. If the
State diverts sovereign wealth to the General
Fund for current year expenditures, it will need
to establish real growth targets.

Chapter 2 examines different formulaic
endowment model options that would direct
sovereign wealth to the General Fund for
appropriation each year to support a
sustainable budget. Without adopting
strategies to improve long-term returns, inifial
Department of Revenue modeling suggests
that the State can spend approximately

$2.4 billion (2015 dollars) of its sovereign wealth
each year in perpetuity and maintain its value
on an inflation adjusted basis. That amount
includes dividend payouts, which in 2016 are
projected to be $1.4 billion. Accordingly, if the
status quo dividend payout model is
maintained, approximately $1 billion can
initially be directed to the General Fund for
non-dividend appropriation in a manner that
preserves the purchasing power of current
Permanent Fund assets but allows for only
minimal real growth.

This report also considers the effect of the
annual payment of a Permanent Fund
dividend on the State's investment returns
under the current dividend payout formulation.
The dividend has three noted impacts. First, the
dividend payout by definition reduces the
potential growth of Alaska’s sovereign wealth
assets. Alaska has paid out approximately
$23.0 billion in dividends since the program
began in 1982. The Department of Revenue
calculates that, if no dividends had been paid,
the Permanent Fund would be $130.2 billion or

nearly 250% more than the current fund.
Second, the anticipated growth in dividend
amount under the current payout model -
above an amount that provides an allowance
for inflation — would reduce the real growth
potential of our sovereign wealth assets.
Growing dividend payouts at a rate greater
than inflation substantially diminishes the ability
of the State to experience strong growth in the
real value of the Permanent Fund. Third, under
the current framework, the collective value of
all sovereign wealth assets grows faster if the
State spends the Earnings Reserve Account
before the Constitutional Budget Reserve or
other state savings (assuming equal investment
returns), because investment earnings in non-
Permanent Fund accounts are not part of the
annual dividend payout.

As described in Chapter 3, one potential
benefit of managing state assets under a
sovereign wealth fund model, rather than a
simple endowment model, would be to delink
current year budget expenditures from oil price
volatility. In the sovereign wealth fund model,
all or an increased portion of current oil
revenues would be deposited into a sovereign
wealth fund rather than in the General Fund as
in an endowment model. Under an
endowment model, government is funded by
both the (relatively stable) annual endowment
payment in addition to the (volatile) current
resource income. For this reason, state
spending will invariably rise when oil prices are
high and must be reduced when oil prices are
low. But under a sovereign wealth fund model,
annual General Fund revenues are based on
formulaic payments from sovereign wealth
assets. Thus the budget would be stabilized by
large, consistent payments from sovereign
wealth assets each year, with those assets

Chapter 1 — Executive Summary | 3



growing more rapidly in years of high oil prices.
Under a sovereign wealth fund model, the
volatility inherent in oil prices shifts from the
General Fund to sovereign wealth funds, which
are better situated to manage it.

Since the sovereign wealth fund model adds
annual resource revenue to the body of
invested assefts, it produces a higher
sustainable draw on an annual basis.
Department of Revenue modeling predicts
that sovereign wealth assets totaling $56 billion
can sustain an annual draw around $3.4 billion
without degrading the real value of the total
assets. This amount includes funds for the
annual dividend: projected to be $1.4 billion in
2016. Alternatively, reserving half of annual
royalty payments for the dividend, around
$700 million, the sovereign wealth framework
can sustain an annual transfer of $3.1 billion to
the General Fund.

Finally, Alaska should adopt investment
practices that increase the earnings of its
assets over time. As a consequence of
compound interest, a higher rate of earnings
for state assets will result in more rapid growth
and more funds available for annual
appropriations to the General Fund.

The following suggestions can help increase
long-term returns:

e Establish an advisory board with a
mission to take a statewide perspective
on investment strategies, orchestrate
collaboration among funds, balance
the current fund-by-fund investment
policies, and bring new ideas and
expertise to bear for the State.

Centralize funds through pooling, inter-
fund lending, or coordination to make
more funds available for longer-term
investment strategies. A larger pool of
funds will allow a broader scope of
investments strategies, absorb more
volatility and risk, and free more assets
to be invested longer for greater returns.
In any fund coordination strategy, care
must be taken to accommodate legal
restrictions specific to each fund.

Optimize the state’s capital structure
through the use of more debt. Debt
creates risk, but it also can produce
greater returns. Like other tools for
adding to an asset base, investing
borrowed money at higher rates of
return than the cost of capital provides
access to additional compound interest
gains. Over the long term, the likelihood
of enhanced returns exceeds the risk
associated with well-managed levels of
debt, partficularly with appropriate risk
mitigation strategies and adjustment
mechanisms.

Use debt to earn, not to spend. When
pairing a plan to add debt to the
capital structure with a percent of
market value (POMV) or other
endowment approach, the debt must
not be included in a POMV calculation.
To be sustainable, the POMYV should
apply to the net value of state assets,
less debt.

Give state agencies that manage funds
additional resources to contribute to
their success. Outside management is
often more expensive that managing
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assets in-house. Even small savings via
internal management are meaningful.
Additionally, many investment strategies
that have potential to produce greater
earnings are labor intensive. The work
will pay for itself, but the agencies need
the staff and resources to implement
more sophisticated strategies.

Use other state assets to maximize
returns in our sovereign wealth funds.
There are several billion dollars being
held by miscellaneous state funds
managed by the Treasury Division or
held by Alaska's public corporations
that could be utilized in an endowment
model. This could lead to better returns
over time and income available for
general appropriation rather than for a
dedicated use.
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CHAPTER 2 | ENDOWMENT MODEL
SPENDING

The endowment model is a strategy for the
deliberate and conftrolled use of financial
assets, principal and income, to fund budget
needs.

An endowment is a portfolio of financial assets
supporting an institution, such as a university or
non-profit organization. Examples include
many major universities and foundations. In
most cases an endowment fund is not wholly
expendable by the institution on a current
basis. Endowments balance providing support
today with investing to provide support over
the long-term.

This Chapter compares different endowment
model options for Alaska including initial
observations as to their relative advantages
and disadvantages and the amount of
withdrawal from investment assets that are
sustainable over time. The next Chapter
discusses an endowment model and what is
termed a sovereign wealth fund model, the
primary difference being whether oil price
volatility is placed in the General Fund or our
sovereign wealth assets.

2.1 Funds Available

The State has a variety of funds available for
use in an endowment model including the
Permanent Fund and its Earnings Reserve
Account, the Constitutional Budget Reserve,
the Statutory Budget Reserve, and a portion of
the GeFONSI (short for the “General Fund and
Other Non-Segregated Investments”). Other
state assets could legally be included intfo an
endowment base such as the Power Cost

Equalization Fund, the Higher Education Fund,
and the lllinois Creek Mine Reclamation Fund.

Many trust funds, including Alaska’s large
public employee pension trusts, would likely
have to be excluded from an endowment
model because of legal restrictions. However, if
the State wanted to maximize the total
amount of funds used in an endowment type
model, each individual trust fund and assets
held by our public corporations should be
analyzed for inclusion. The Appendix to this
paper discusses the larger pools of Alaska's
assets as a starting point for that discussion.

2.2 Endowment Models Examined
Three different endowment models for Alaska
were analyzed.

Percentage of market value (“POMV"): Under
this approach a fixed percentage of the
Permanent Fund’s value (both the principal,
which is sometimes referred to in Alaska as the
“corpus,” and Earnings Reserves Account
averaged over a five year period) is transferred
to the General Fund each year. Volatility in
investment returns are reflected in monies
available for the dividend and appropriation
to the General Fund. This approach has
associated uncertainty for government funding
because a volatile investment environment will
result in unpredictable payment levels to the
General Fund. However, using a five year
average reduces that volatility relative to an
approach based only on the current value of
the Permanent Fund each year. POMYV also
militates against the risks of insolvency,
because payments will decline if the value of
investments drops. In general, a POMV
approach would require a constitutional
amendment to provide stability in years when
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there are insufficient funds in the Earnings
Reserve Account for the full amount of the
draw. This is because funds cannot be drawn
from the Permanent Fund corpus without
amending the constitution.

Statutory POMV: This approach employs the
same POMV calculation but the money is
drawn only from the Permanent Fund Earnings
Reserve Account. The advantage to this
endowment model is the POMV approach
could be implemented without constitutional
amendment. The downside is that if the
Earnings Reserve Account runs short of funds,
the system would break down because the
Permanent Fund corpus is inaccessible under
the current constitutional arrangement.
Therefore, a statutory POMV model based
solely on Permanent Fund Earnings Reserves
payouts should be considered a short-term
and not long-term endowment model unless
the current budget deficit is substantially
reduced.

Fixed dollar amount: This option draws a set
amouni—for example, $2 billion annually—
from savings for transfer to the General Fund.
The amount of the draw is not based on the
value of the endowment but is instead set
based on either predicted budget needs or
upon a reasoned determination as to how
much can be drawn from savings while still
meeting fund growth goals. A flat drawdown
policy eliminates volatility in spending and
provides a check on overspending. The
amount would include the annual allocation
for the Permanent Fund dividend, and might or
might not be adjusted for inflation over time.
The advantage to this approach relative to
POMV is that monies to the General Fund are
steady and predictable, and the state budget

is not dependent on investment returns. The
downside of a fixed dollar approach is an
increased chance of insolvency of the
Permanent Fund if there is a sustained period
of bad market returns. On the other hand, if
market returns are high over fime and annual
draws are not adjusted upward, the Fund
would experience more real growth under the
fixed dollar model.

2.3 Modeling Analysis

The endowment options were analyzed using
two different Department of Revenue financial
models, one developed by the Tax Division's
Economic Research Group (ERG) and the
other by the Treasury Division. The ERG model is
deterministic and was developed for this
project to model various endowment options.

The ERG base case analysis assumed a 6.7%
return on investments, which are current
expected returns, with no return enhancement
through alternative investment strategies such
as increased levels of debt. Each scenario
excluded the Constitutional Budget Reserve
under the assumption those funds would be
needed to close short-term budget needs.
Other non-Permanent Fund assets were also
excluded from the base case. Obviously if a
strategy was adopted to direct more assets
into the pool used to generate a steady
endowment stream, the level of the annual
endowment draw could increase. Several
scenarios examined hypothetical enhanced
return strategies to demonstrate that, over
time, increased investment returns increase the
potential for level annual withdrawals or real
growth in base assefs.

Sustainable POMYV percentage: In the first
modeling scenario a sustainable POMV
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percentage was targeted to determine how
much could be generated from sovereign
assets today while inflation proofing but not
providing for real growth. Assuming a 6.7%
return on investments, a sustainable
percentage is approximately 4.5% of the
market value of the Permanent Fund and the
Earnings Reserve Account. This target would
result in appropriations of about $2.4 billion
yearly in real terms. This payout includes both
funds available for Permanent Fund dividend
payouts and to the General Fund. The amount
available for appropriation would be lowest in
the first few years as the funds 5-year average
is still accounting for its recent growth that
exceeded 6.7%. This 4.5% would generate
consistent revenues in real terms of
approximately $2.0 billion in 2016, and

$2.4 billion annual from 2019 through 2045. This
assumes steady annual earnings, of course;
actual annual POMV draws would vary slightly
based on actual performance but effectively
the real value of the fund would remain flat
after 2019.

Given the present value of assets and returns
assumed available for this endowment model,
Alaska cannot solve its current fiscal dilemma
without a combination of either long-term
reduction in spending or different revenue
sources. Additionally, the amount available to
the General Fund is offset by amounts paid for
the Permanent Fund dividend. In 2016 that
amount is projected to be $1.4 billion. Under
the present dividend payout formula dividend
payouts will also increase, because the 50% of
earnings formulation grows in real terms over
time and increasingly consumes the total

$2.4 billion available for General Fund and
dividend appropriations. For instance, of the
$2.4 billion in 2016 dollars available for payout

in 2035, $1.7 billion would go to dividends
under the current dividend payout formula.

POMYV percentage generating $3 billion yearly
in real terms: Under the POMV model, if the
State were to target a POMYV that could
generate $3 billion yearly it would need to set
its POMYV payout to 6% of market value. This
approach would generate $3 billion in real
terms starting in 2019 but the value of the
payouts would quickly be eroded through the
loss of the Permanent Fund'’s principal. In short
a POMV of é% is not sustainable and would
lead to a 35% decline in the real value of the
Permanent Fund over a 30-year time horizon.
This analysis shows that Alaska does not
currently have the fund size necessary within
the Permanent Fund corpus and Earnings
Reserve to meet a $3 billion inflation adjusted
payout target through a POMV endowment
methodology.

2.4 Other Observations

In addition to the above discussion about the
different modeled endowment payouts,
several other observations are worth noting
from the ERG and Treasury Division analysis.

Draws today reduce funds available for future
draws: If the State directs additional funds out
of its sovereign wealth assets the growth rate of
those assets will decrease, thus decreasing the
amount that can be directed to the General
Fund in the future. Roughly speaking, for every
$0.5 billion per year added to the drawdown
out of the Permanent Fund in real terms
(whether to the General Fund or for dividends),
in thirty years the Permanent Fund will be
about $55 billion less in nominal value and $28
billion less in real value. Thus, spending that
extra real $500 million annually now results in
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not being able to spend $670 million annually
in real dollars in 30 years.

Debt increases the expected return, but also
increases the chance of insolvency: Adding
debt to the investment portfolio increases the
expected growth of sovereign wealth assets
over time (or alternatively increases the total
draws that can be made today on a
sustainable basis). However, the more debt
held in a portfolio the higher the risk of
insolvency. This outcome should be expected,
and highlights the importance of both
adopting a capital structure with debt but
doing so in a measured manner consistent with
acceptable levels of risk tolerance.

POMYV calculations should apply to the net, not
gross, value of assets: Initial POMV model runs
that included additional debt resulted in
declining fund values. That was because the
POMYV model runs were based on the total
value of the Permanent Fund, both equity and
debt. The State should ensure that any POMV
model is designed to make payouts on only
the net value of assets after debt, and not the
gross value, if it includes leverage.

The current dividend payout formula has
unintended consequences: The statutory
dividend payout formulation is currently half of
the net realized earnings (on a five year
average). Paying a dividend based on a
percentage of recognized earnings has
several unintended, but important,
consequences.

e The 50% earnings dividend formulation
has modeling consequences that are
similar to a 50% capital gains tax. For
instance, long-term returns are

enhanced if realized gains are delayed.
Selling assets and recognizing gains
sooner results in the dividend payout
occurring sooner, thus preventing the
amount paid out from growing over
time. Practically, the Permanent Fund
can recognize gains sooner to pay
more in dividends, or it can delay them
to grow the Fund at a faster rate. The
Permanent Fund does not currently
make investment decisions based on
the impact to the dividend. However,
the Fund could consider including
performance standards for its
investment managers that recognize this
impact just as sophisticated investors
analyze returns after federal and state
income taxes.

If the goalis to grow Alaska’s sovereign
wealth, then the State should spend the
Earnings Reserve Account before other
accounts such as the Constitutional
Budget Reserve. This is because half of
all earnings in the Earnings Reserve
Account are paid toward dividends.
Moving the Earnings Reserve Account
into another reserve account such as
the Constitutional Budget Reserve or
Statutory Budget Reserve, assuming
equal levels of returns across accounts
would result in approximately an
additional $230 million a year available
for either General Fund expenditure or
fund growth assuming the current

$7 billion value (although it would take
five years to recognize the full savings
given that dividend payouts are based
on a five-year look back). The corollary,
of course, is that any such fransfer or
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change in management strategy would
reduce the annual dividend payout.

The present dividend formulation makes
use of certain types of leverage in the
Permanent Fund undesirable. If returns
on investment of cash raised through
debt are used in dividend calculations,
that would largely offset the returns
expected from the leverage itself. This
could be addressed by collateralized
borrowing where debt is tied directly to
the asset (e.g., real estate), so realized
gains are only on a net basis. The
Permanent Fund might also directly own
special purpose vehicles—like an
investment fund—that hold both the
debt and underlying investment to
avoid the effect.

The unintended consequences of the
current dividend payout formulation
suggest the State should look at possible
changes to the formula. For example, a
fixed dividend on a real or nominal basis
or a payout based on current State
resource revenue would not create the
above-mentioned impacts.
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CHAPTER 3 | SOVEREIGN WEALTH MODEL

An endowment model approach helps ensure
that spending from Alaska’s sovereign wealth
does not exceed a sustainable amount;
however, it does not address the broader and
longer-term challenges resulting from reliance
on volatile petroleum revenues.

3.1 Should oil price voldatility reside in our
sovereign wealth fund rather than the
General Fund?

A “sovereign wealth fund” model is one way to
handle negative consequences of oil revenue
volatility to the state budget.

Under what this paper calls a sovereign wealth
fund model, all or most oil revenues are
deposited directly into the sovereign wealth
fund, and revenues available for State
expenditure are taken out of the fund based
upon a formulaic approach that is not
dependent on the price of oil.

In Alaska, a sovereign wealth fund model
might involve: (a) all or a portion of oil tax and
royalty revenues are deposited info the
Permanent Fund; and (b) the Permanent Fund
makes a large annual endowment payment to
General Fund either at a fixed level

(e.g.. $3.3 billion) or on a POMY basis.

Traditionally Alaska has thought in terms of an
“endowment model.” This type of endowment,
like POMV, makes withdrawals from the
Permanent Fund formulaically based upon
characteristics that are independent of other
revenues, and the State layers endowment
payouts to the General Fund onto annual
taxes and royalties on oil.

However oil taxes and royalties are driven by
volatile oil prices. As demonstrated in recent
years, commodity prices can change
dramatically within short periods. For instance,
there has been an over 50% oil price drop
experienced between 2014 and 2016.

This volatility makes standard endowment
models problematic. In a high oil price
environment, such as 2006 to 2014,
endowment funds will flow to the General Fund
even when oil revenues are high and there are
large budget surpluses. If the State is not
disciplined, spending will increase rather than
surpluses being re-appropriated to savings.
Thus the endowment model can exacerbate a
future financial crisis if the endowment
payments are not coupled with a sustainable
expenditure level and a system where the
State has the discipline to deposit surpluses.

Under a sovereign wealth fund approach, the
consequence of oil price fluctuations is
transferred from the General Fund and into the
sovereign wealth fund, which can better
manage volatility.

This would be a fundamental structural change
in state saving and revenue, but, if well-
managed, would have the advantage of
providing steady levels of state spending
regardless of oil price. This in furn should lead to
a smoothing of economic cycles in the State,
such as mitigation of the economic
consequence of low-ail price periods
experienced by the State in 1986 and
potentially facing the State in the next few
years.

Initial estimates would require sovereign wealth
assetfs of well over $100 billion to generate
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sufficient revenues to fully fund the state
budget and allow for dividends at the current
rate. Prior to reaching that level of sovereign
wealth savings, however, the State could still
engage in a partial or staged strategy. As an
example, the most volatile oil tax or royalty
revenues could be placed into the Permanent
Fund in exchange for an increased annual
draw to the General Fund and a reduction in
inflation proofing to Principal out of fund
earnings.

Oil Price Volatility and Capital Spending
An example on how management of oil price
volatility and state spending practices have
potentially harmed Alaska's economy may be
shown in historical practice of spending on
capital projects. Capital project for the most
part have not been debt-financed but paid for
out of cash from the General Fund. In high ol
price years, capital spending tends to be large
and risks superheating the economy. But when
oil prices are low, and the economy is
confracting, capital spending—as the primary
source of the State's discretionary spending—is
drastically reduced, thus further worsening the
economy. Cyclical capital spending is common
problem for “boom and bust” oil economies.

3.2 Should dividends be based on
investment earnings, petroleum revenues,
or be stable?

The discussed distinction between an
endowment and sovereign wealth fund model
is whether oil price volatility is placed in the
General Fund or the sovereign wealth fund. It is
similarly appropriate to ask, as a matter of
policy, what type of volatility annual
permanent fund dividends should reflect?

Three potential options were considered for
dividend payouts. The current formulation
bases dividends on an average of 5 years of
earnings of the Permanent Fund. In this
approach the amount paid out in dividends
reflects activity in the portfolio including
macroeconomic volatility in global investment
markets outside of Alaska. A rationale for this
method is to create a constituency among the
Alaskan people that are vested in the
Permanent Fund’s growth as an incentive to
keep it from being spent.

The next option is to base dividends on all
revenues going to the State. This would result in
Alaskan’s receiving higher dividends in periods
of high production and high prices, and lower
dividends when production and oil prices are
lower. Non-oil revenues from other resource
extraction such as mining could also be
included. From the perspective of shifting
commodity price volatility out of the General
Fund and the state budget, this is an attractive
model. It is also more consistent with a
philosophy that individual Alaskans should
share in proportion to the wealth generated by
industry and state from resource development.

Finally the dividend could be structured as a
flat nominal or real payment (e.g., $1,000
annually). Doing so keeps all the volatility of
investment returns in the Permanent Fund and
does not change the status quo where most of
the voldatility of State oil revenues resides in the
General Fund (except for annual royalty
contributions made to the Permanent Fund).
Stable dividends are potentially more
beneficial to the economy as a whole,
because stability reduces the chance of
dividends being treated by citizens as
discretionary windfall spending. However, a flat
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dividend model puts commodity production
and risk on either the sovereign wealth assets
or the General Fund, which could be
considered less desirable state policy.

State policy makers and the people of Alaska
should have a discussion about how much of
the State's exposure to oil price volatility should
reside in each of: (a) our sovereign wealth
assefts, (b) dividend payouts to Alaskans, and
(c) the General Fund and state budget.
Likewise, the State should consider where we
want to house the volatility of our investment
returns (e.g., in the fund value and dividend
payouts as with the current system, or in the
General Fund as with POMYV).

3.3 Modeling Analysis

Department of Revenue’s economic modeling
illustrates the potential of this approach to
resolve today'’s fiscal challenge, prevent similar
fiscal challenges in the future, and provide for
the next generation of Alaskans.

Under the sovereign wealth fund model, a
portion of Alaska's financial assets can
sustainably provide between $3.0 and

$3.4 billion (real) to the General Fund.

For purposes of the modeling, “sustainable”
means maintaining the median real value of
the sovereign wealth assets through 2040 (the
end of the 30 year modeling horizon). This
sustainability metric assumes a 2.25% rate of
inflation and a 6.73% return on investment.

This analysis started with a $56 billion
endowment base, which would include
several elements of Alaska’s sovereign wealth
- the Permanent Fund, the Earnings Reserve
Account, and a portion of the Constitutional
Budget Reserve (CBR).

If all sovereign wealth contributions come from
the Earnings Reserve Account, its balance
must be sufficiently high to sustain a few years
of low investment return. A total balance
between $10 and $13 billion appears to work
well. The Treasury Division anticipates that the
CBR will have a balance of about $7.0 to

$7.5 billion at the beginning of the next fiscal
year. In addition to realized earnings from this
fiscal year, a transfer of at least $3 billion from
the CBR to the Earnings Reserve Account will
result in a starting balance between $10 and
$13 billion.

Applying the sovereign wealth fund model
framework, the analysis deposited all
petroleum production tax and petroleum
royalty revenue into the sovereign wealth
assets. This scenario can sustainably produce
$3.4 billion (real) on an annual basis. Of this
amount, the existing formula would distribute
approximately $1.4 billion of this amount in
dividends this year. Thus, in the first year, the
sovereign wealth contribution to the General
Fund would be $2.0 billion. Limiting the total
dividend payout to $700 million, approximately
$1000 per Alaskan resident, would allow a
$2.7 billion contribution to the General Fund.

Alternatively, reserving half of the annuall
royalty revenue for the dividend, around

$700 million, the sovereign wealth framework
can sustainably produce $3.1 billion for annuall
appropriations. The system produces more for
annual appropriations largely because the
modeling includes a declining production
forecast. However, under this framework, the
dividend can grow with new development
and production.

Working from this royalty dividend scenario,
adding a 4% floor to the production tax
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increases the sustainable contribution from
$3.1 billion to $3.25 billion. While the hard floor
only has a direct impact in low oil price
environments, in the modeling the floor also
produces this higher median outcome.

Finally, waiting until 2020 to begin inflation
adjustment to the conftributions allows the
contribution to start at $3.35 billion.

The sovereign wealth fund model is a long-
term strategy. Spending and saving rules must
be established at the start to avoid ad hoc
decisions. However, some modeling
assumptions may not materialize over the
years. Therefore, the model also requires a plan
to periodically adjust the spending allowance.

Comparative Sovereign Wealth Fund Studies

A recently published three-part study from the Belfer Center and the Center for International Development at
Harvard Kennedy School examines the leading governance structures and practices of the world’s leading
sovereign wealth funds, and provides an analytical framework and number of practical tools for assessing
policy and institutional aspects to consider for reform.

The first report, “Sovereign investor models: Institutions and policies for managing sovereign wealth,” defines
and categorizes the types of sovereign investors and provides a detailed discussion of critical issues related to
their macroeconomic policy frameworks and governance arrangements.

The second report, “*A comparative study of sovereign investor models: Sovereign fund profiles,” profiles the
history, policies and institutional arrangements of 15 leading global sovereign funds and institutions.

The third report, “A Stable and Efficient Fiscal Framework for Saudi Arabia: The Role of Sovereign Funds in
Decoupling Spending from Oil Revenue and Creating a Permanent Source of Income,” is extiremely pertinent
as it provides a road map for transitioning from oil fo investment revenue.

These documents are available at http://belfercenter.ksg.harvard.edu/
publication/25300/institutions_and_policies_for_managing_sovereign_wealth.html
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CHAPTER 4 | CENTRAL MANAGEMENT
AUTHORITY

Alaska's financial assets have grown
significantly, currently amounting to
approximately $100 billion. Assets this
significant should be invested to enable the
State to minimize overall risks and maximize
value. This can be best accomplished with a
unified and holistic approach to managing
and investing these assets.

This report recommends that the State create
an advisory board with several responsibilities,
including evaluating the State’s investment
practices to ensure that its assets are structured
to maximize long-term investment return,
identifying investment and coordination
opportunities for state funds, researching and
evaluating the practices of other investment
entities—including other sovereign wealth
funds—and making recommendations to state
investment fund managers.

4.1 Current Management Framework

As discussed in the Appendix to this paper, the
Treasury Division and the Permanent Fund
Corporation manage most of the State's
investable assets. The Treasury Division
manages some non-pension funds and the
State’s pension funds under the direction of the
Alaska Retirement Management Board. The
Permanent Fund Corporation manages the
Permanent Fund and a portion of the Mental
Health Trust Fund under the direction of the
Alaska Mental Health Trust Authority. Each
management authority invests according fo its
own general investment philosophy or strategy,
guided by any statutory or other legal
requirements and focusing exclusively on the
funds under its authority. This approach gives

each agency the flexibility o make
management decisions that closely adhere to
the investment objectives of each fund.

But this approach bypasses opportunities for
greater investment returns that would be
available from a more coordinated strategy.
The present budget crisis illustrates the
limitations inherent in the current approach. By
foregoing potential opportunities to realize
increased returns through collective asset
management, the State may miss a chance to
extend the timeline for spending down the
principal of all funds. A more coordinated
approach would mitigate that problem. Under
current law, opportunities to coordinate are
limited because the fiduciary of each fund
must make investment decisions in the best
interest of that fund. But existing law allows
some room for arrangements of mutual
benefit, including pooling risk in a way that is
consistent with fiduciary obligations.
Additionally, a mechanism to spur more
communication among fund managers might
permit better evaluation of statewide
opportunities and risks, ultimately to the benefit
of all funds.

4.2 Statewide Management Perspective

In light of these considerations, this report
considers four alternative options for central
management, in addition to the status quo:

(1) reassigning investment authority to one
entity; (2) creating a new umbrella investment
management authority to direct existing state
investment agencies; (3) creating an advisory
board; and (4) assigning the duties of an
advisory board to the Department of Revenue.
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4.2.1 Single Authority

Alaska could assign investment authority for all
funds to a single entity—the Treasury Division,
the Permanent Fund Corporation, or a newly
created entity. This would require a change in
existing law.

The existing structure has the advantage of
diversification, but at the expense of some lost
opportunities. One entity with overall authority
for investing all state assets could coordinate
strategies to a degree not now possible. In
most situations, fiduciary duty would sfill require
investment decisions that serve the best
interests of each respective fund and its
beneficiaries. Further, this approach would
require that existing management institutions
be significantly restructured. The benefits of a
single managing entity do not initially appear
to warrant a wholesale restructuring.

4.2.2 Umbrella Authority

Alternatively, the State could create a new
agency with authority to direct the existing
entities. Under this model, the Treasury Division
and the Permanent Fund Corporation would
confinue to be responsible for their respective
funds, but one statewide agency would have
authority either to direct their investment
strategies or to direct cooperation,
collaboration, and information sharing
between them.

Creating an umbrella organization with some
authority over state investment management
practices would reap benefits for the State. It
would allow a more centralized approach to
investing—with better inter-agency
communication—while maintaining the
decision-making diversification of investment
professionals at the different agencies.

On the other hand, another layer of
bureaucracy could hinder rather than
enhance the State's ability to make decisions
and adjust to changes in the marketplace, if
state investment strategy must be considered,
reviewed, and adopted by multiple agencies.
In addition, this option would require a change
in law. Consequently, this report recommends
that this option not be adopted without
further analysis.

4.2.3 Advisory Board

A third possibility would be to create an
advisory board with assigned responsibilities to
periodically assess the State's investment
returns and practices and provide non-binding
recommendations for change. An advisory
board composed of individuals with expert
knowledge could assess investment
performance from a state-wide perspective
and with a focus on a state-wide strategy. The
board could advise on global and regional
perspectives on geopolitical, economic, and
market developments and on a range of
investment-related matters, including global
investment trends, emerging asset classes, new
growth opportunities, Alaska’s risk policies, and
risk management. The Governor already has
authority to create an advisory board by
administrative order, so no statutory change is
required for this option.

An advisory board has the obvious
disadvantage of limited power; it could only
advise and make non-binding
recommendations. Additionally, an advisory
board would not centralize management of
state investments. It could only encourage, not
mandate, greater coordination of investments
across state funds.
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Although it would take a statewide
perspective, this board’s function would be
somewhat similar to that of the investment
advisory council that currently provides advice
to the Alaska Retirement Management Board.
That council is composed of professors and
consultants who are appointed by the Board.
The members of the council attend board
meetings and meet with investment managers.

4.2.4 Department of Revenue Staff

The final option would be to assign the advisory
board functions described above to an
existing state agency such as the Department
of Revenue. The Department of Revenue
already has experienced and knowledgeable
individuals who could perform many of these
review functions. This advantage is countered,
however, by the fact that existing staff cannot
infroduce new perspectives and would
continue to report directly to the Commissioner
of Revenue. The State thus would not benefit
from the viewpoints of non-state officials with
varied investment knowledge and experience,
drawn from different backgrounds. For this
reason, this approach is not recommended.

4.3 Recommendation:

Investment Management Board

On balance, the best approach in the near
term appears to be for the Governor to create
an investment advisory board—the Investment
Management Board—consisting of three state
officials and four outside experts. The

recommended state members are the
Commissioner of the Department of Revenue
or his designee; the chair of the Alaska
Permanent Fund Corporation or his designee;
and the chair of the Alaska Retirement
Management Board or his designee.

To ensure that the Investment Management
Board can fulfill its purpose of providing
valuable investment advice to the State, the
four public members should be investment
experts who satisfy criteria that indicate
investment acumen—possibly including
substantial experience and expertise in
financial investments and management of
portfolios for public or corporate investment
funds or related academic experience. A
possible mechanism for establishing new public
members of the board might be for the sitting
members to nominate individuals to the
vacancies for the Governor'’s approval.

The Investment Management Board should
have a specific charge, be rules-based,
apolitical, meet either quarterly or
semiannually, and have staff support from the
Governor's Office or the Department of
Revenue.

To provide accountability, each fund might be
required to respond to the board’s
recommendations within 20 days. This would
ensure a level of accountability even though
the board does not have authority to direct
investment practices and decisions.
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CHAPTER 5 | COORDINATED FUND
MANAGEMENT

Coordinating cash flow and investment
practices among state funds can help
maximize Alaska’s earnings. The State’s
investment officers have already developed
several mechanisms to improve efficiency in
fund management, including treasury pools,
investment pools, and cash flow studies. By
expanding those mechanisms and
systematically looking for additional
opportunities Alaska can construct a statewide
strategy that will produce greater returns on its
financial assets.

5.1 Current Management Practices

Even as funds have been managed with an
individualized focus, state asset managers
have often devised and employed
coordination tools for greater administrative
efficiencies or greater returns. Under current
management practices, specific funds are
invested based on their individualized risk and
return profile. The Treasury Division uses
investment pools to minimize risks, maximize
diversification, and maximize returns for the
individual funds, which must be kept separate
for reasons that include a statutory fiduciary
duty, legislative expectations, and some fund-
specific legal restrictions.

The GeFONSI fund consists of the General Fund
and over 100 other individual funds. The
Treasury Division calculates and allocates the
monthly investment earnings among the
GeFONSI participants according to a three-
part distribution framework:

e Fortype 1 participants, income is
compounded daily and credited
monthly by the Treasury Division;

e Fortype 2 participants, income is
calculated, but only actually credited
to the account if the Legislature
appropriates the funds; and

e For type 3 participants, interest is
computed and separately accounted
for, but is deposited in the General
Fund.

The distribution framework is established
through a series of fund-by-fund Memoranda
of Understanding between the Department of
Revenue and the Department of
Administration. This system allows the Treasury
Division to fulfill the fiduciary duty on a fund-by-
fund basis while significantly reducing the
administrative burden of managing numerous
small funds. This strategy also allows smaller
funds to diversify—thus reducing risk—in a way
that may not be possible on an individualized
basis.

Cash flow studies have identified opportunities
for fund collaboration within the GeFONSI. For
example, a 1998 study revealed that the
aggregate cash flow of several GeFONSI
parficipants would permit the Fund as a whole
to be invested with a higher risk tolerance and
expected return. The GeFONSI had been, and
still is, allocated entirely to the short- and
infermediate-term fixed income investment
pools. But the Treasury Division changed the
benchmark for the intermediate-term fixed
income pool from the Lehman 1-3 year
government index to the Merrill Lynch 1-5 year
government fixed income index. The Treasury
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Division anticipated that this change would
result in a gain of 0.40% for all GeFONSI
parficipants. Coordination enabled the funds
to collectively withstand greater risk and
volatility.

The seven investment pools among which all
non-pension state funds are allocated add
another layer of efficiency. These pools
improve efficiency by (1) reducing the amount
of cash needed on hand for the State’s daily
operations; (2) reducing the administrative
burden of managing numerous small programs
and funds; and (3) producing economies of
scale that allow smaller funds access to
investment options that are not otherwise
practically available and that improve
negotiating leverage on fees.

These tools have proven valuable.

5.2 Coordination Opportunities

Particularly with some coordinated
management, Alaska’s financial asset base is
large enough to explore different investment
approaches. Reaching a critical mass in fund
size with coordinated management should
enable the State to pursue more diverse
investment opportunifies.

The scope of the coordinated fund
management could be broad. Funds could
share in specific pooled investment
opportunities, with separate accounting by
fund. Even when funds must be segregated
due to constitutional or other legal constraints,
a more coordinated fund management
approach may identify opportunities to joint
venture or co-invest in attractive projects.

Another promising approach would be to
apply existing strategies more broadly. For
example, a statewide cash flow study—or
even a cash flow study for all funds managed
by each respective state agency—could
suggest potential efficiencies similar to those
captured among the GeFONSI funds.

The ability to borrow and loan among funds,
exercised in the Treasury Division’s Cash
Deficiency Operations plan, is one potential
mechanism and model. For example, the CBRF
Subaccount allows investment for higher yield
returns of amounts that will not be needed
within five years, but currently the entire
balance of the Subaccount has been
transferred to the CBR Main Fund in
anticipation of the State’s fiscal deficit in the
near term. The CBR Main Account has
produced 1 year returns of 0.84 %, 3 year
returns of 0.82%, and 5 year returns of 1.66%. If
the CBR could address budget shortfalls by
borrowing from, say, the Permanent Fund, then
the statutory requirement limiting the CBR to
short-term lower-yield investments could be
liffed, with the resulting benefit shared
equitably between the CBR and the
Permanent Fund. Or the CBR could lend
money to the Permanent Fund to get the
higher returns available to longer-term
investments, and if funds were needed sooner
than expected, the size and diversity of the
Permanent Fund’s portfolio would permit
repayment by liquidating other assets than
those selected with the longer time horizon in
mind.

The State holds approximately $60 billion of
financial assets in the Permanent Fund, the
Constitutional Budget Reserve, the Power Cost
Equalization Endowment, the lllinois Creek Mine
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Reclamation Fund, and the Alaska Higher
Education Fund. These funds are not burdened
by investment restrictions associated with funds
specifically held for an enforceable purpose,
such as frust funds and other pledged
accounts. These other more restricted
accounts hold approximately $23 billion. The
Alaska Housing Finance Corporation, Alaska
Industrial Development and Export Authority,
University of Alaska, and several other entities
also hold significant financial assets. Even
incremental increases in returns made possible
through coordination can produce substantial
benefits for the State.

The prudent investor rule encourages an
investment strategy that focuses on the fund'’s
portfolio, rather than on individual investments,
and imposes the duty to diversify investments
to reduce overall investment risks. The rule also
imposes duties of loyalty and impartiality
intended to protect the interests of the
managed fund and its beneficiaries. The fund
manager must preserve property and make it
productive. The manager also must exercise
reasonable care, skill, and caution. When
reasonable, the fund manager should attempt
to reduce costs. Coordinated fund
management can assist fund managers in
meeting each of these investment goals.

A coordinated fund management program
must be implemented consistent with the
purpose, rules, restrictions, and duties
applicable to each fund. A fund’s restrictions
might impact its ability to participate in specific
investment opportunities. Even so, those funds
subject o restrictions—such as pension or frust
funds—can perhaps play a supporting role in a
statewide strategy. For example, some
restricted funds draw on the General Fund

when they do not have adequate internal
resources. Individualized strategies for filling
those gaps through other mechanisms might
free a portion of the General Fund for use in a
coordinated strategy or more aggressive
investment.

5.3 Recommendations:

e Undertake a systematic, statewide
evaluation of opportunities for
coordination that may produce greater
returns for the State, perhaps including a
statewide cash flow study.

e Undertake a project to examine
whether there are opportunities for
funds with aggressive investment
approaches to borrow from more
conservatively managed funds.

e Assign fund advocates to ensure that
coordination is consistent with any
restrictions or needs of individual funds.
The fund advocate could also be a
contact for members of the public with
an interest in a fund.

¢ Manage restricted funds—e.g., frusts—in
a way that reduces or eliminates any
burden on the General Fund.

e Ensure transparency when executing
coordination strategies, particularly with
respect to frusts.

e |dentify statutory restrictions that inhibit
optimal investment and spending
strategies and consider potential
legislative changes.
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e Ensure that investment agencies have
the resources to implement strategies
that are more labor intensive but
produce greater returns.

The proposed Investment Management Board
could guide implementation of these
recommendations. With its statewide
perspective, this advisory board would have
the appropriate focus. Particularly where
coordination provides mutual benefit to
multiple funds, this work could provide
tremendous benefit to the State.
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CHAPTER 6 | OPTIMIZING ALASKA'S
CAPITAL STRUCTURE

Just as a successful private business strives for
an optimal capital structure, Alaska's
investment portfolio should be managed for
optimal debt and equity. While Alaska’s
current investment portfolio has some debt,
the State may be able to safely deploy
additional borrowing. Leveraging, in particular,
is a promising strategy to enhance the return
and revenue flow of the State’s entire asset
system. Initial modeling suggests that an
increased level of debt has the potential to
improve state financial returns and boost state
wealth. An optimized capital structure can
increase long-term investment revenue,
decrease certain kinds of risk, and grow
Alaska's savings.

6.1 Central Management Strategy

Any strategy for evaluating and optimizing the
State’s capital structure will require
collaboration among the agencies managing
state funds. The proposed Investment
Management Board could provide a forum for
coordination. Generally, a central
management strategy would require: (1)
identifying the debt in the State’s existing
portfolio, (2) identifying optimal debt for the
State, (3) developing and orchestrating a
system-wide strategy for achieving optimal
debt, and (4) periodically re-evaluating the
strategy and adjusting it as appropriate.

Debt already exists in the State’s capital
structure. Some debt is part of a deliberate
leverage or risk mitigation strategy—e.g.,
Alaska Permanent Fund Corporation real
estate and hedge fund investments. The State

often cannot directly control the debt or risk
mitigation strategies that are associated with
funds managed by third parties.

The optimal level of debt for the State will be
influenced by several factors. The various forms
of debt and risk mitigation strategies—
including control, debt and asset pairing,
repayment terms, structuring to limit recourse,
and specialization—will alter the impact of
debt on the overall portfolio. Thus, even as the
capital structure strategy takes a statewide
perspective, an asset-specific strategy is also
important. This evaluation should also account
for the optimal debt level for each fund or
investment pool, given specific circumstances,
as determined by either the Investment
Management Board or individual fund
managers.

This exercise will be challenging, in part
because valuing alternative uses of cash by
non-private entities such as the State is difficult.
Other important components of the analysis
include the way capital markets will evaluate
risk, the perspectives of credit rating agencies
and bond underwriters, and the price of debt.
Evaluating market tolerance for the use of
leverage by peer institutions—other sovereign
wealth and public pension funds—should also
be a priority. Translating the success of other
funds into a strategy for Alaska will require
considerable technical expertise, but would be
a valuable exercise for refining the
optimization formula for state asset
management.

Capital structure optimization cannot happen
immediately. [dentifying and purchasing
appropriate assets takes time, as does
borrowing large sums. In addition, a
progressive process of build-up (or adjustment)

Chapter 6 — Optimizing Alaska’s Capital Structure | 22



minimizes the risk of market timing similar to a
dollar cost averaging strategy, and allows time
for investment managers to place new funds
raised from debt in the best investments.

6.2 Modeling Alaska’s Capital Structure
Initial modeling of the impact of debt on
Alaska’s financial future reveals that it has
significant potential to benefit the State. The
appropriate amount of debt will vary
depending on implementation and available
risk mitigation strategies. Additional study,
careful implementation, and periodic re-
evaluation must be part of the process.

While the modeling reinforces the principle
that debt creates opportunity for gains, the
success or failure of the strategy may turn on
implementation. Market timing, interest rates,
available assets, debt structure, risk and risk
mitigation, and many other considerations will
shape the exact implementation pathway.

The modeling also demonstrates that debt is a
tool to earn, not to spend. When pairing a plan
to deploy debt into the capital structure with a
POMYV or other endowment approach, the
debt must not be included in the payout
calculation. To be sustainable, for instance, a
POMYV payout should be calculated from the
net value of our assets after debt.

6.3 Use of Debt to further state investment
opportunities and support development

of the State's economy.

An appropriate use of debt can be an
essential component of an overall investment
strategy—a financially wise way to fund public
projects in light of the relative cost of debt
versus the investment potential of cash assets.
Although the use of debt has important

limitations, the State can issue bonds and
sometimes incur debt that does not create a
legal liability for the State. Different options to
increase the percentage of debt in our capital
structure are worth exploring. Of course an
increase in the use of debt to enhance
investment returns is only possible if borrowing
does not increase spending.
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Capital Structure Theory as Considered for Alaska.
Economic Research Group

Capital structure theory provides a useful framework for illustrating the benefits and tradeoffs associated
with debt. Broadly, capital structure is the proportion of equity and debt held by an entity. When the
entity is a private company, debt is less expensive than common or preferred stock because interest on
debt is tax deductible. Although Alaska is exempt from federal taxes, debt still provides opportunities for
additional income in two ways. First, income may be generated by investing the borrowed money for
returns that are greater than the interest on the debt. Second, debt enables existing assets to be invested
longer, which allows compound interest to accrue. Conceptually, some level of debt is always
appropriate, since having no debt carries the same amount of risk for less benefit.

Alaska is a sovereign government and exempt from federal taxes, so classic corporate capital structure
theory is not directly applicable. Nonetheless, it is useful by analogy to think about how debt could benefit
Alaska. An optimal debt-to-equity ratio maximizes value and minimizes the cost of capital, at a risk level
appropriate to the institution. Consider this diagram of basic financial theory applied hypothetically to the
State. The net present value (NPV) of reserves should increase with additional debt.
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debt until the risk outweighs the potential

for additional income, causing the risk-adjusted NPV to decline. D2 is the maximum NPV achievable. Like
D1, D2 is arange, largely dependent upon the investments paired with debt. Debt deployed in revenue
generatfing investments should always be between D1 and D2.

Maintaining an optimal debt-to-equity ratio requires active monitoring and management. Over time,
investment portfolios should grow through appreciation, inflation, and contributions to funds. During the
same period of fime debt should decrease, as a percentage of the capital structure, as it is paid down.
The proportion of debt to equity should be managed to capture opportunities created by volatility, while
remaining either just below D1 or between D1 and D2.
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6.4 General obligation bonds for capital
improvements

Although the Alaska Constitution generally
prohibits the State from directly incurring debt,
it makes an exception for general obligation
bonds for capital improvements and for
housing loans for veterans, with voter approval.

The State can issue general obligation bonds
that are tax exempt—interest paid by the State
to bond holders is exempt from federal income
taxes—and thus result in a low rate of interest
for debt service for the State. In a time of
reduced revenues, these bonds can provide a
way to meet the State's capital improvement
needs. General obligation bonds pledge the
full faith and credit of the State, however, and
thus create a general legal liability.

State governments and municipalities can
issue tax-exempt debt under conditions
provided in the Internal Revenue Code. The
State can also issue general obligation bonds
that are taxable, if the debt does not meet the
tax exempt criteria of the federal tax laws.
However, taxable bonds carry a higher interest
rate than comparable tax exempt bonds. The
higher cost of capital may in some
circumstances be acceptable to the State.

Over the past 30 years, due to large surpluses
from oil revenues, the State has mostly funded
capital improvements with cash rather than
general obligation bonds. But this practice has
failed to optimize the State’s capital structure.
Funding capital improvements in cash rather
than with tax-exempt financing has cost the
State substantial sums in opportunity costs.
Although the desire to avoid debt in cash-flush

times is understandable, it was unsophisticated
asset management.

6.5 Revenue Bonds

The State may authorize a public corporation
to issue revenue bonds where the only security
is the pledged revenues of the corporation.
Thus, unlike general obligation bonds, revenue
bonds do not create a general legal liability for
the State; instead they are secured by the
irevocable pledge of defined revenues
combined with carefully defined operational
covenants of the issuing entity designed to
ensure the future viability of the revenue
source. Revenue bonds do not require voter
approval.

As the Alaska Constitution prohibits the
dedication of revenues, the State can issue
revenue bonds only when permitted by
Constitution, mandated by federal law, or for a
dedication that existed before statehood. The
State can, however, statutorily create public
corporations that have the authority to pledge
the resources of the corporation which may
include a commitment of the State to annually
appropriate funds.

The only currently authorized and utilized
revenue bonds of the State are the Alaska
International Airport System Bonds, the Clean
Water and Drinking Water Funds Bonds, and
the Sportfish Revenue Bonds. Revenue bonds
also have been issued by public corporations
such as the Alaska Industrial Development and
Export Authority and the Alaska Housing
Finance Corporation.

The State should explore whether increased
use of revenue bonds by public enterprises or
corporations, either on a tax-exempt or a
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taxable basis, provides beneficial opportunities
for low cost leverage.

6.6 Pension Obligation Bonds

Pension obligation bonds do not create a
general obligation of the State. Pension
obligation bonds are a financing mechanism
that permits public employers to borrow
money at a taxable rate of interest and use
the proceeds to reduce a pension plan's
unfunded liability. Pension obligation bonds
allow the State to borrow money up-front to
more fully fund pensions, at a rate lower than
the discount rate used for amortizing an
unfunded pension liability. Pension bonds
cannot be pledged and are not subject to
liens.

Although the State has never issued pension
obligation bonds, the Departments of Revenue
and Administration are considering it under
authority granted by the Legislature in 2008.

6.7 Debt or leverage as an investment tool
for state funds

6.7.1 Permanent Fund

Leverage is an investment tool used by the
Permanent Fund Corporation. Although the
Permanent Fund is generally prohibited from
borrowing money, it may borrow when making
an investment of fund assets if the terms do not
permit recourse to the corporation or the Fund.
The Permanent Fund Board of Trustees has
adopted regulations designating the types of
investments eligible for the investment of fund
assets, including the use of borrowing or
leverage as part of an investment strategy.

The Permanent Fund currently uses leverage as
part of its real estate investment strategy. Its

current real estate investment guidelines set a
strateqic target rate for leverage in private real
estate investment at 35%. The Permanent Fund
also invests in hedge funds and private equity
funds that employ debt to enhance returns.

The Permanent Fund Board of Trustees has
authority to change its investment strategy to
make greater use of leverage in investments so
long as it respects the statutory prohibition on
borrowing that permits recourse to the Fund.
Extensive analysis should be done at the
statewide and fund levels to optimize the use
of leverage within the Fund.

6.7.2 Alaska Retirement Management
Board

As a matter of policy, with few exceptions, the
Alaska Retirement Management Board
generally does not lever assets in its portfolio. I
could do so as long as it did not permit
recourse to the pension trust funds.

6.7.3 Department of Revenue

The Department of Revenue has some ability
to borrow as part of an investment strategy for
general state funds. Consistent with the
constitutional allowance for interim borrowing,
the fiduciary of a state fund may “borrow
assets on a short-term basis, under an
agreement and for a fee, against the deposit
of collateral consisting of other assets in order
to accommodate temporary cash or
investment needs.”
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CHAPTER 7 | ALTERNATIVE ASSET
STRATEGIES

Alaska can learn from the successful
investment strategies of other sovereign wealth
and public pension funds. While none exactly
matches Alaska’s unique circumstances, some
approaches might be adapted to benefit the
State. The Permanent Fund started comparing
outside approaches and outcomes in its 2008
Board Papers, and it engages with other
sovereign wealth funds through membership in
the International Forum of Sovereign Wealth
Funds. This Forum focuses on uniform sovereign
wealth fund investment protocols designed to
improve standing in the market as good
investors—not subject to social or political
pressures. This engagement is important and
should be continued. But Alaska should also
examine these other funds for successful
approaches that it can adapt in a statewide
strategy for Alaska and as part of ongoing re-
evaluation.

One example of success worth further study is
Temasek Holdings, Singapore’s sovereign
wealth fund. Temasek’s revenue and
investment strategies have been instrumental
in fransforming Singapore intfo one of the
wealthiest, most innovative, and most business-
friendly economies in the world—in just forty
years. Norway, Kuwait, Abu Dhabi and Saudi
Arabia are other examples that might be
helpful, as they also have large sovereign funds
and governmental revenues heavily
dependent on oil.

Exploring the techniques these and various
large domestic endowment funds use in
investing may well hold valuable lessons for
Alaska. But determining whether and how

Alaska can franslate the success of other funds
into similar outcomes will require thorough
study matched with appropriate technical
expertise. This report proposes that the
Investment Management Board—an entity
that would be tasked with formulating a
statewide investment strategy—engage in this
effort in collaboration with the Alaska entities
managing the funds.

7.1 Compensation and Agency Resources
The “alternative asset strategies” discussed
below are examples of management
strategies that are more active than current
practices. Active management strategies
generally create opportunity for greater
returns, but require more work, time, and
expertise. Thus, successful implementation
requires additional resources—including bigger
operating budgets and more employees. If, as
expected, active management strategies
produce greater returns, increased resource
allocation will be justified. An increase of only
0.1% annual return in the Permanent Fund
would amount to over $50 million in enhanced
revenues each year. The magnitude of
potential enhanced return strategies should be
fully explored.
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Singapore Lessons for Alaska: If Singapore can go from Poorest to Richest in One

Generation using Only Financial Assets, Why Can’t Alaska?
John Tichotsky, Chief Economist, Economic Research Group, Department of Revenue Tax Division

Singapore, a small Asian country of five million citizens, may offer lessons for Alaska. Forty years ago
Singapore was a fishing village with an average annual Gross Domestic Product of about $400 per person.
Today, it has the second highest Gross Domestic Product per person in the world, over $60,000 per year.

The media and economic literature describe Singapore's economy as the “freest,” “*most innovative,” "most
competitive,” and “most business-friendly” in the world, since it relies heavily on market economics to make it
prosperous. Af the same time, the government has a significant investment stake in its own economy—22%
of the Gross Domestic Product.

Singapore has large financial reserves and one of the highest asset per capita ratios in the world. In the past,
Singapore used its sovereign funds as a catalyst for economic development. As such, it was part or full owner
of commercial enterprises that were not granted any competitive advantage over privately owned
enterprises. Over the years, Singapore has taken an active role to transition from managing industries for
economic development to managing assets for greater returns.

Singapore views its financial reserves as a strategic asset, a key defense in times of crisis. Singapore has
divided its assets into three “buckets:

Monetary Authority of Singapore is the central bank of Singapore. Its primary mission is to help shape
Singapore’s vibrant financial industry by creating and implementing financial policies and ensuring a strong
corporate governance framework and accounting standards. It also manages Singapore's exchange rate,
foreign reserves, and liquidity in the banking sector. One critical element is the management of its foreign
currency. In order to manage exchange rate risk, the Monetary Authority runs an estimated $200 billion fund
based on a basket of currencies. It does not disclose to the public information pertaining fo the policy band,
composition of the currency basket, weighting system, or money market operations.

Government Investment Corporation of Singapore is a professional fund management organization that
manages government assets. Its objective is to achieve good long-term returns to preserve and enhance
the international purchasing power of the reserves. It is estimated that this corporation manages well over
$150 billion.

Temasek Holdings is an investment company managed on commercial principles to create and deliver
sustainable long-term value for its stakeholders. Temasek is an active, value-oriented equity investor that
aims to maximize shareholder value over the long term. As such, the policies in place for the fund enable
world class risk management techniques, excellent returns, and a AAA credit rating by Moody’s and S&P.
The size of assets under management is approximately $150 billion.

While Alaska is not Singapore, it could learn from the “Singapore, Inc.” management strategy. Alaska has
significant financial assets, but lacks Singapore strategic approach. Like Singapore, Alaska should
systematically evaluate the risks the State is facing with a broad goal for a sustainable future.
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7.2 Platform Management

One suggestion that may be derived from the
approach of other funds is the “platform”
management structure, an approach often
used by holding companies. A platform
approach focuses on specific investment
themes or industry sectors, areas where the
investor has particular expertise, competitive
advantage, or strategic interest. The platforms
are not only areas of focus, but also separate
entities through which investments are made
(e.q.. special purpose vehicles). Platforms are
part of a single coordinated management
strategy. Isolating the investment from other
state funds and focusing expertise can reduce
risk and limit recourse to the parent entity,
while allowing investment officers to manage
specific risk within a specialty module.

Temasek established several entities to focus
on specific sectors, including a wholly-owned
subsidiary holding stakes in financial institutions
in emerging markets, a real estate company
focused on Asia, and a global investment
company. While the subsidiaries focus on
specific areas, their specialists diversify by
searching globally for investments, particularly
those with growth opportunities. This
management structure allows Temasek to
concentrate expertise in targeted areas—
which is essential to successfully engage in a
wholesale investment strategy. The structure
also isolates risk, including the unsystematic
and idiosyncratic risk inherent in specialization,
and limits recourse to Temasek.

Alaska might also benefit from this approach,
and the State is well positioned to develop
areas of specialization. The State has existing
expertise that would provide an advantage in
the energy sector, although its energy sector

strategy should look for companies with pricing
power and competitive advantages—such as
pipelines—to avoid exacerbating the State’s
exposure to volatile oil prices. Pharmaceutical
companies involved in drug discovery may
also be a good platform choice, because the
State has experience with the Monte Carlo
modeling used in that industry as well as in
energy sector discovery. If this proposal were
advanced, it would be a long-term strategy,
since the State would need time to develop
and refine expertise and to allow state
investments to mature and create value.

7.3 Wholesale Approach

A wholesale strategy involves more direct and
individualized investments, such as acquiring
large-scale stakes through direct
arrangements; IPO purchases and angel
investing; purchasing of direct assets (i.e.,
intellectual properties, royalties, brands); direct
lending; and private equity investment through
in-house managers. Temasek is primarily a
direct equity investor, with less than 10% of its
portfolio managed by third parties.

Alaska’s current portfolio includes primarily
publicly fraded equities and bonds. However,
both the Treasury Division and the Permanent
Fund have successfully pursued some
wholesale investment opportunities, for
example the Permanent Fund investment in
Juno Therapeutics and the Alaska Retirement
Management Board's investments in farmland.
Additional resources would give state
investment officers even more opportunities to
research and discover wholesale investment
opportunities.

A wholesale strategy requires specific expertise
in the underlying business or industry. Managers
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must have the technical skills and either
specialized knowledge or the support of asset
selection and management specialists. Not all
wholesale investments will be successful.
However, with consistency in strategy, enough
purchases, and time to exercise expertise in
the purchase and sale of assets, the strategy
has the potential to produce greater returns
than existing practices.

A wholesale approach does present
challenges. Wholesale investments are less
liguid and generally have a greater dispersion
of outcomes. Focusing on particular industries
may concentrate portfolio exposure in
particular risk factors, exposing the fund to
unsystematic and idiosyncratic risk. And
because the wholesale strategy requires
individual investment decisions, it may present
a risk of politicizing asset management.
Therefore, this approach would need to
include mechanisms to protect the
independence of investment decisions, and to
mitigate specific risks. A wholesale strategy
does not guarantee greater returns; rather, its
success hinges on implementation.
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APPENDIX | ALASKA’S FINANCIAL ASSETS

This appendix discusses Alaska's financial
assets as a starting point for two conversations:
(1) which assets should be directed to an
endowment model to generate current
revenues for the state budget, and (2) which
assets can be managed for enhanced returns.

Collectively, Alaska’s financial assets exceed
$100 billion. They generally fall into four groups,
defined by management authority:

(1) The Alaska Permanent Fund
Corporation manages the $53 billion
Permanent Fund and Earnings Reserve;

(2) The Department of Revenue's Treasury
Division manages $27 billion of pension
funds, under the direction of the Alaska
Retirement Management Board;

(3) The Treasury Division, under the direction
of the Commissioner of Revenue,
manages another $19 billion of assets in
non-pension state funds; and

(4) Various quasi-independent state entities
that hold about $2 billion.

A.1 Alaska Permanent Fund Corporation
The Legislature created the Permanent Fund
Corporation as an independent public
corporation to manage the Permanent Fund
separately from other state funds, in part to
insulate it from political influence. It is governed
by a six-member Board of Trustees, which
includes the Commissioner of Revenue and
one other head of a principal department of
state government. The Board establishes the
investment policy for the fund, which currently
includes as a long-term investment goal a 5%

real rate of return, with an expected standard
deviation of 12%. The entire fund is managed
as a single investment pool allocated among a
range of assets, including private equity,
bonds, infrastructure, hedge funds, and real
estate.

The Board has been working over the last
several years to bring more investments in-
house, in both the public and private markefts.
This allows the Fund to maintain its diverse
portfolio at a lower cost, increases internal
control over investments, allows for direct
stakes in private companies, and adds
valuable professional jobs to Alaska’s
economy.

The Permanent Fund Corporation manages
the Alaska Permanent Fund and may, with the
approval of the Commissioner of Revenue and
agreement with the responsible fiduciary,
manage and invest other state funds. Pursuant
to statutory authority the Permanent Fund
Corporation also invests the cash portion of the
Alaska Mental Health Trust Fund.
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Alaska’s Permanent Fund

Prudhoe Bay, the largest oil field in North America, was discovered in the late 1960s. Before then,
Alaska’s tax base was small relative to its public needs and expenditures. But the Prudhoe Bay
discovery meant substantial royalty and tax payments for the State from oil production.

In 1976, Alaskans amended the constitution to create a dedicated sovereign wealth fund to hold
a portion of the royalty revenue—the Alaska Permanent Fund. Article 9, section 15 now states:

At least 25 percent of all mineral lease rentals, royalfies, royalty sales proceeds,
federal mineral revenue-sharing payments and bonuses received by the state shall
be placed in a permanent fund, the principal of which may only be used for
income-producing investment.

The referendum that created the Permanent Fund did not identify any specific purpose for the
earnings or clearly define a management strategy for the fund. Early on, Alaskans chose to
manage it as an investment fund rather than as an economic development fund. Thus, the
Permanent Fund has few investments in Alaska or economic development projects. Several other
public corporations—including the Alaska Industrial Development and Export Authority and the
Alaska Housing and Finance Corporation—fill that niche.

Over the years, the Permanent Fund has fransformed from a small fund with a relatively simple
investment strategy to a unique sovereign wealth fund with a large (relative to population)
diversified portfolio of assets managed to produce income at an acceptable level of risk.

In the 1980s, Alaska created a dividend program to share with its citizens the gains from its
resource wealth. All Alaskans who meet the residency requirement receive this annual dividend.
Each year, the dividend distributes half of the net realized earnings (based on a rolling five year
average).

The Permanent Fund is divided into two parts, a “principal corpus” ($46 billion) and the “earnings
reserve” ($7 billion). The corpus cannot be spent without a constitutional amendment. With a
majority vote, the Legislature can appropriate funds from the Earnings Reserve Account.

While the Legislature may spend the entire Earnings Reserve Account for any public purpose, by
custom, each year the State: (1) transfers a portion of the earnings to the corpus for inflation
proofing; (2) distributes a portion of the realized earnings to residents in the dividend; and (3)
leaves the remaining amount in the Account.
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A.2 Treasury Division: Pension Funds

The Alaska Retirement Management Board
(ARMB) serves as the fiduciary of the State’s
retirement system assets: the State of Alaska
Supplemental Annuity Plan, the deferred
compensation program for state employees,
and the retiree health care trusts. The Treasury
Division invests the defined benefit plan funds
at the direction of ARMB.

Pension plans consist of employer and
employee contributions that are legally owned
by the State, but that the State must—under
federal and state law—use exclusively for the
benefit of plan participants.

The ARMB consists of nine frustees, including
the Commissioners of the Department of
Administration and the Department of
Revenue. The board is subject to the prudent
investor rule and the statutory fiduciary duty to
manage and invest these assets so that they
are sufficient to meet the liabilities and pension

obligations of the systems, plan, program, and
frusts.

The 14 ARMB funds are invested in a wide
range of assets including equity, bonds and
real estate. The asset allocations of the ARMB
funds are achieved using a combination of
investment pools, which include investment
mandates of over 100 investment managers.
Thirteen of these funds have the same FY2016
target asset allocation (only one, the Military
Retirement Fund, has different allocations and
thus different returns):

ASSET CLASS ALLOCATION RANGE
Broad Domestic Equity 26% + 6%
Global Equity Ex-US 25% + 4%
Private Equity 9% +5%
Real Assets 17% +8%
Absolute Return 5% + 4%
Fixed Composite 12% *+ 5%
Alternative Equity Strategies 3% +2%
Cash Equivalents 3% +3%

With this target asset allocation the ARMB
projects a 5-year geometric return of 7.2 % with
a standard deviation of 15.3%.
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A.3 Treasury Division: State Funds

The Commissioner of Revenue, through the
Treasury Division, invests the “money in the
state treasury above an amount sufficient to
meet immediate expenditure.” The
Commissioner must follow “the prudent
investor rule and exercise the fiduciary duty in
the sole financial best interest of the fund.” But
the Commissioner also has considerable
discretion to “perform all acts, not prohibited
by this section, whether or not expressly
authorized, that the fiduciary considers
necessary or proper in administering the
assets.”

Additional investment rules apply to trust funds,
which consist of assets conditionally provided
to the State by or on behalf of other entities.
Trusts are legally owned by the State for the
benefit of an entity or class of persons, usually
for a specified purpose. Trust terms vary.

Bond proceed funds sometimes are also
subject to other rules. The Internal Revenue
Code restricts the ability of entities to arbitrage
tax-exempt bonds. The arbifrage rules are
complicated, but generally, any arbitrage
earned on bond funds must be rebated to the
United States Government. Bond resolutions or
other documents may also incorporate rules or
restrictions on how bond proceeds must be

invested. Certain state statutes also impose
restrictions.

The Treasury Division invests these state funds in
some combination of seven investment pools
according to an asset allocation set in the
“best interest of each fund,” considering
statutes, fund purpose, risk tolerance, return
objectives and cash flow needs. Of the seven
investment pools, four are fixed-income
investment pools and three are equity
investment pools.

Alaska Constitutional Budget Reserve

In 1990, voters added Section 17 to Article IX of
the Alaska Constitution, creating the
Constitutional Budget Reserve Fund. After

July 1, 1990, all money that the State receives
in resolution of disputes over certain mineral-
related income must be deposited in the
Reserve Fund. The Legislature may, under
certain conditions, appropriate money from
the Reserve Fund to fund the operations of
state government. In 2000, the Legislature
created a subaccount within the Reserve Fund
to allow funds that will not be needed for at
least five years to be invested to yield higher
returns. On April 1, 2015, based on the
anticipated need for the assets within five
years, the entire Subaccount balance was
transferred to the Main Fund.
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NON-PENSION FUNDS MANAGED BY TREASURY
Value and Historical Returns

Constitutional Budget Reserve Fund
CBRF Subaccount
GeFONSI

Permanent Fund Dividend Holding Account
PCE Endowment Fund

Public School - Principal

AK Higher Education Investment

RHIF LTC Insurance

EVOS Habitat Investment

Statutory Budget Reserve Fund

EVOS Research Investment

2012 Transportation Bond Act BANs

Int'l Airport Revenue Fund

2013-B GO Bonds

AK Mental Health Trust Reserve

Public School - Income

AlA Series 2002 Reserve Account

Intl Arpt 2006 Non-AMT

RHIF Major Medical

AlA Series 2003 Reserve

International Airports 2010-C

AlA Development

2008 Transportation Project Government Bonds
Intl Arpt 2006 Variable

International Airports 2010-D

Investment Loss Trust Fund

lllinois Creek Mine Reclamation

Int'l Airport Repair & Replacement Fund
2013-A GO Bonds

2010-C GO Bonds

2010-A GO Bonds
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Market Value
8/31/15
10,089,686,545

4,250,088,690

1,390,892,502
930,314,303
557,411,325
445,214,453
385,728,286
114,354,199
104,063,072
101,207,725
75,080,184
60,662,517
49,404,195
37,689,854
18,572,977
15,238,840
14,763,807
14,694,469
9,766,986
8,668,538
7,392,847
6,897,363
5,745,972
2,808,271
2,739,637
921,947
500,083
348,308
180,695
11,995

Returns as of 6/30/2015
1Year| 3 Year| 5 Year
0.84( 0.82 1.66
2.41 9.87| 10.05
0.45( 0.44| 0.91
0.25 0.24| 0.31
3.50| 12.88| 12.24
2.78 775 9.14
3.09
2.81 6.77| 9.035
423 1217 12.37
0.90
426 12.21] 12.38
0.30
0.83| 0.58 1.22
0.30
3.68| 10.70| 10.91
030 0.27| 0.34
0.30( 0.27] 0.34
030 0.27| 0.34
0.30| 0.27| 0.34
0.30( 0.27| 0.34
0.30| 0.27
0.84| 0.59 1.18
030 0.27| 0.34
0.30| 0.27| 0.34
0.30( 0.27
0.30| 0.27| 0.34
0.84| 3.06| 3.22
0.30| 0.27| 0.34

0.30
0.30( 0.27
0.30| 0.27



Short-Term Intermediate-Termed | Broad Fixed Domestic | International
Fixed Income | Fixed Income Income Equity Equity
Constitutional Budget 70% 0% 23% 5% 2%
Reserve Fund
Constitutional Budget 0% 0% 39% 40% 21%
Reserve Fund Subaccount
Statutory Budget Reserve 68% 32% 0% 0% 0%
GeFONSI 68% 32% 0% 0% 0%
Power Cost Equalization 0% 0% 29% 47% 24%
Endowment Fund
Exxon Valdex Oil Spill Fund 0% 0% 30% 47% 23%
Exxon Valdez Qil Spill Habitat 0% 0% 30% 47% 23%
Investment Fund
Retiree Health Insurance 100% 0% 0% 0% 0%
Retiree Long Term Care 0% 0% 62% 25% 13%
Insurance Fund
Public Schools Trust Fund 0% 0% 45% 36% 19%
Principal Assets
Public Schools Trust Fund 100% 0% 0% 0% 0%
Income Assets
Alaska Higher Education Trust 0% 0% 29% 47% 24%
lllinois Creek Mine 0% 0% 29% 47% 24%
Reclamation Trust Fund
International Airport Revenue 70% 0% 23% 5% 2%
International Airport Repair 100% 0% 0% 0% 0%
& Replacement

General Fund and Other Non-segregated
Investments (GeFONSI)

Created in 1959, the General Fund and Other
Non-segregated Investments (GeFONSI) Fund,
holds all assets managed by the Treasury
Division not separately managed. GeFONSI is
comprised of the General Fund proper
(operating account) as well as other funds
associated with various state programs
(Governmental Accounting Standards Board
funds).

The Treasury Division invests the all of the
GeFONSI funds together and then allocates
the monthly investment earnings to some but
not all of the GeFONSI fund participants, based
on legislative appropriation or statute. The
remainder is deposited in the General Fund.

Under the Cash Deficiency Operation Plan,
certain funds in the GeFONSI may be called
upon to cover a cash shortfall in the General
Fund proper if the Statutory Budget Reserve
and the Constitutional Budget Reserve Fund
are insufficient, or if appropriations are not
granted.

For 14 of the past 22 years, the General Fund
has needed funds from the Constitutional
Budget Reserve Fund or Statutory Budget
Reserve Trust to meet daily disbursement
obligations. Even in balanced budget years,
the difference between receipts and
disbursements causes periodic cash
deficiencies and annual budget gaps. The
State has resolved this problem by developing
methods of identifying potential deficiencies
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and drawing upon the reserves to compensate
for them either through existing appropriations
or by borrowing.

The Cash Deficiency Operations Plan calls for
cash to be moved from these reserves to the
General Fund when it is projected to fall
below $400 million for 5 days. The Legislature
may appropriate from the Constitutional
Budget Reserve Fund with a three-fourths vote
of the members of each house for any public
purpose. If the amount available for
appropriation in a fiscal year is less than the
amount appropriated in the previous year,
the difference may be appropriated by a
majority vote. Under the Constitution, until an
appropriation made from the Constitutional
Budget Reserve Fund is repaid, amounts
available for appropriation that remain in the
General Fund at the end of each fiscal year
are transferred to the Constitutional Budget
Reserve Fund.

Statutory Budget Reserve Fund

The Statutory Budget Reserve Fund was
established in 1991 to provide General Fund
liquidity. This is a savings fund that the
Legislature can appropriate by simple maijority.
It is managed in a separate account with its
own asset allocation. The Statutory Budget
Reserve Fund consists of appropriations to the
fund of excess money received by the State.
Though the fund is presently exhausted, it has
held billions in high oil price years.

Power Cost Equalization Fund

In 2000, the Legislature created the Power Cost
Equalization Fund to provide long-term
affordable energy to regions that would
otherwise be high cost areas. A $100 million
transfer from the Constitutional Budget Reserve

Fund provided inifial funding for the Power
Cost Equalization Fund. Since then, this fund
has received support from the General Fund
and other sources.

This fund must be invested "“in a manner likely
to achieve at least a four percent nominal
return over a five-year period to meet the
objectives of the power cost equalization and
rural electric capitalization fund.” Previously,
the mandate was to invest to achieve at least
a seven percent nominal return over time.

Exxon Valdez Qil Spill Fund

The Exxon Valdez Oil Spill Fund was created in
2000 to invest the restitution from the 1989
Exxon Valdez oil tanker spill. In 2002, this fund
was split into three separate accounts: the
Research Investment, the Habitat Investment,
and the Koniag Investment (closed in 2014).
The Exxon Valdez Oil Spill Fund Trustee Council
has investment authority.

Retiree Health Insurance Fund

The Retiree Health Insurance Fund is a self-
funded health insurance program for retired
employees. It currently consists of two separate
accounts, Major Medical Insurance and Long
Term Care Insurance. The Treasury Division
categorizes the risk tolerance and time
horizons of the two funds differently.

Public School Trust Fund

The Public School Trust Fund is a non-
expendable trust fund created in 1915. Its
income is dedicated to the benefit of Alaska's
public schools. The Public School Advisory
Board—consisting of the Commissioner of
Education, three members of the Board of
Education, and the Commissioner of
Revenue—determines the fund’s long-term
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investment plans. By statute, the fund is
separated into two distinct accounts, principal
and income. The principal account must be
preserved in real terms, but the income
account is open for appropriation based upon
the market value of the trust.

Alaska Higher Education Investment Fund

The Alaska Higher Education Investment Fund
was created in 2012 with a $400 million deposit
from receipts of the Alaska Housing Capital
Corporation. The fund was established to
provide grants and scholarships to qualified
postsecondary institutions on behalf of
students. The Legislature may appropriate up
to 7% of the fund’s market value balance
each year.

In 2013, the Alaska Higher Education
Investment Fund was moved from the General
Fund into a segregated fund and given an
asset allocation to generate earnings sufficient
to meet the required 7% annual appropriation.
The Treasury Division manages the investment
policy of this fund.
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A.4 Other Management Authorities
Several public corporations and quasi-

independent state entities, established to carry
out certain public policies, manage and invest

funds. The Alaska Housing Finance
Corporation, the Alaska Industrial

Development and Export Authority,

PUBLIC ENTITIES

REVENUE AND DIVIDENDS, FY 2014 ($ million)

Alaska Aerospace Corporation

Alaska Energy Authority

Alaska Gasline Development Corporation

Alaska Housing Finance Corporation

Alaska Industrial Development
and Export Authority

Alaska Mental Health Trust Authority
Alaska Municipal Bond Bank Authority
Alaska Railroad Corporation

Alaska Seafood Marketing Institute
Alaska Student Loan Corporation
University of Alaska

PUBLIC ENTITIES
FINANCIAL FACTS, FY 2014 ($ million)

Alaska Aerospace Corporation

Alaska Energy Authority

Alaska Gasline Development Corporation

Alaska Housing Finance Corporation

Alaska Industrial Development
and Export Authority

Alaska Mental Health Trust Authority

Alaska Municipal Bond Bank Authority
Alaska Railroad Corporation

Alaska Seafood Marketing Institute
Alaska Student Loan Corporation
University of Alaska

Revenue

11:5
265.9
427.2
308.0

66.3

82.8
35.6
184.1
22.6
26.5
815.8

Total Assets

84.8
1561.4
392.8
4055.0

1487.5

610.5
993.8
1038.1
21.7
468.7
1934.5

Appendix

the Alaska Municipal Bond Bank Authority, and
the Alaska Student Loan Corporation pay, or
may elect to pay, some portion of theirincome
as an annual dividend to the State. Some or all
of these corporations’ assets could potentially
be redirected toward better management or
put to work for the State in an endowment
model.

Expenditures Ir:litome Dividend gg::ribuﬁon
15.3 (3.8) 0.0 8.5
156.3 2253 0.0 115.9
739 3533 0.0 424.8
313.0 (5) 10.9 0.0
29.7 105.8 20.7 89.9
24.6 58.2 0.0 0.0
36.5 (0.8) 0.0 0.0
169.8 14.3 0.0 0.0
20.1 2.5 0.0 8.2
23.0 3.5 0.0 0.0
814.9 0.9 0.0 385.9
A:sse'f.s.!.ess FY201 3' FY201 4' Total
Liabilities Operating | Operating Postiions
Book Value |Budget Budget
77.5 10.5 10.6 49
1406.2 50.1 51.7| See AIDEA
370.5 3.6 112 38
1510.0 90.8 95.4 353
1270.8 14.1 159 106
585.6 3.2 3.4 16
56.6 0.8 0.8 1
278.2 129.1 133.3 625
17.9 24.8 29.6 19
219.6 12.9 13.3 21
1631.2 925.8 914.2 4949
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Alaska Aerospace Corporation

The Alaska Aerospace Corporation operates
and maintains a commercial spaceport in
Kodiak, Alaska and provides commercial
rocket vehicle launch support services. It
promotes space-related business, research,
education, and economic growth in Alaska.

The State supports the Alaska Aerospace
Corporation through funding for capital and
operating expenses. In FY 2014, the State

contributed $8.5 million to maintain operations.

The Corporation does not pay a dividend or
return capital to the State.

Alaska Energy Authority

The Alaska Energy Authority was established in
1976 to finance and operate power projects. It
provides loans to utilities, communities, and
individuals to pay for the purchase or upgrade
of equipment. Additionally, the agency
administers the Power Cost Equalization
program, subsidizing rural electric costs with
the Power Cost Equalization Endowment.
Under contractual agreements, The Authority
owns, operates, and maintains state-owned
power projects, such as the Bradley Lake
Hydroelectric Project and the Alaska Intertie. It
also administers rural energy programs.

The Authority receives federal and state
money to provide technical advice and
assistance in energy planning, emergency
response management, energy infrastructure
construction, and conservation in rural Alaska.
As aresult of legislatively mandated
reorganizations, capital has moved into and
out of the corporation. The Authority does not
pay a dividend or return capital to the State
on a regular basis.

Alaska Gasline Development Corporation
The Legislature established the Alaska Gasline
Development Corporation in 2010, and it is
now an independent, public corporation of
the State of Alaska with several charges:
developing North Slope natural gas for the
maximum benefit of Alaskans; advancing a
pipeline to deliver gas in-state at the lowest
possible cost; developing other transportation
mechanisms for delivering gas or non-oil
hydrocarbons in-state; and assisting the
Departments of Revenue and Natural
Resources in maximizing the value of Alaska’s
gas.

The Gasline Development Corporation is
currently pursuing two options for delivery of
North Slope natural gas to Alaskans: the
Alaska Stand Alone Pipeline project and the
Alaska Liquefied Natural Gas (AKLNG) project.
It is responsible for two funds from which it
finances its operations and activities for both of
these projects.

The In-State Natural Gas Pipeline Fund was
established in 2013 to fund the planning,
financing, development, acquisition,
maintenance, construction, and operation of
the Stand Alone Pipeline project. Alaska initially
appropriated approximately $420 million to this
fund. All but a small working balance was
appropriated to other purposes for the FY2016
budget.

The Alaska Liquefied Natural Gas Project Fund
was established in 2014 to fund state
expenditures associated with the AKLNG
project and the State’s equity participation in
that venture. The Gasline Development
Corporation is authorized to acquire a 25%
ownership interest in the project on the State’s
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behalf, including development of infrastructure
and services related to transportation,
liquefaction, marine terminals, marketing and
commercial support. The fund has been
capitalized with appropriations totaling $69.8
million.

Alaska Housing Finance Corporation

The Alaska Housing Finance Corporation exists
to ensure that Alaskans—especially those of
low to moderate income and those in remote
or underdeveloped areas of the State—have
adequate housing at reasonable cost. In
addition, it administers federally and state-
funded multi-residential, senior, and low-
income housing, and residential energy and
home weatherization programs.

Using proceeds from the sale of bonds backed
by its corporate assets, the Alaska Housing
Finance Corporation purchases home
mortgages from Alaska banks. Income from
payments on these mortgages repays bond
holders and supplements the Corporation’s
income, thereby enabling it to pay an annual
dividend or return of capital to the State in
some years. In recent years, the Legislature has
also authorized the Corporation to finance the
construction of schools, University of Alaska
housing, and other capital projects identified
by the Legislature. It also managed the Alaska
Gasline Development Corporation as a
subsidiary until 2013, when it became an
independent entity.

The Legislature appropriated to the
Corporation $739.9 million in cash and $292.5
million in mortgages held by the General Fund
between 1976 and 1984. Payments on
mortgages, including additional mortgages
purchased with cash, have helped build the its

asset base and allow it to return some capital
to the State each year. In 1993, the
Corporation received an additional $27.7
million in cash and $9.3 million in equity when
the Legislature merged it with the Alaska State
Housing Authority.

In 2003, the Legislature added statutory
language to modify and incorporate a transfer
plan between the Corporation and the State.
This legislation calls for annual transfers that do
not exceed the lesser of 75% of adjusted
change in net assets for the fiscal year two
years prior to the current fiscal year or $103
million less debt service on certain State
Capital Project Bonds, less any legislative
appropriation of the Corporation’s
unrestricted, unencumbered funds other than
appropriations of its operating budget. Since
1991, it has paid nearly $2 billion in dividends to
the State, including $10.9 million in FY 2014.

Alaska Industrial Development and Export
Authority

The Alaska Industrial Development and Export
Authority provides financing to advance
economic growth and job opportunities in
Alaska. The Authority’s financing tools include
loan participations, direct loans, credit
enhancements, revenue bond issuance, and
equity investments in projects. The Authority
makes financing available for industrial,
commercial, and other business enterprises in
Alaska. It generates income from interest on its
loans, investments, leases, and operations of its
properties.

Between 1981 and 1991, the State of Alaska
transferred loan portfolios worth $297.1 million
and $69.2 million in cash fo the Authority. Since
then, it has sustained itself without further state
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assistance while also paying annual dividends
to the State.

As defined by statute, the Authority must make
available to the State each year not less than
25% and not more than 50% of its audited “net
income” (as defined in statute) for the “base
year.” The “base year” is the fiscal year ending
two years prior to the end of the fiscal year in
which the dividend payment is made to the
State. In no case may the dividend exceed the
base year unrestricted audited net income.
The actual transfer of the dividend requires a
legislative appropriation that is a line item
subject to gubernatorial veto. Since 1997, the
Authority has paid over $355 million in
dividends to the state treasury, including $20.7
million in FY 2014.

Alaska Mental Health Trust Authority

The Alaska Mental Health Trust Authority is a
public corporation of the State within the
Department of Revenue. It carries out the
State’s obligations under the Mental Health
Enabling Act of 1956 to ensure an integrated,
comprehensive mental health program. It is a
perpetual frust originally capitalized with one
million acres of land to be managed to
generate income for mental health services in
Alaska.

During the course of class action litigation, the
Alaska Supreme Court concluded the State
breached its fiduciary duty while managing
Trust land. A 1994 settlement created the
Alaska Mental Health Trust Authority and
established a seven-member board of trustees
to oversee it. The settlement recapitalized the
Mental Health Trust with $200 million and one
million acres of land, consisting of original trust
land as well as replacement lands.

Under the terms of the settlement and state
statute, the Alaska Permanent Fund
Corporation manages the cash principal. The
Department of Natural Resources manages
the land assets and a portfolio of directly
owned real estate investments. The Trust
Authority operates similar to a private
foundation to administer, protect, and
enhance the Mental Health Trust. The Trust
Authority provides leadership in advocacy,
planning, implementing, and funding Alaska'’s
comprehensive integrated mental health
program and coordinating with state agencies
on programs and services to help improve the
lives of Trust beneficiaries.

Alaska Municipal Bond Bank Authority

The Bond Bank loans money to Alaska
municipalities for capital improvement
projects. Limited State of Alaska credit support,
a cross-collateralized pooled reserve fund
structure, and its resulting high credit rating
enable it to sell bonds at lower interest rates
than the municipalities could obtain on their
own. The Bond Bank earns interest on the
money it holds both in bond reserves and other
reserves and, by statute, must return a
dividend to the State when net revenues
exceed operational expenses.

Between 1976 and 1986, the Legislature
appropriated $18.6 million to the Bond Bank to
be used in funding bond issue reserves for
operating costs. In addition, the Legislature
gave it $2.5 million in 1981 to fund a direct loan
by a municipality. The municipality repaid the
loan and the Bond Bank retained the funds. In
2012 the Legislature appropriated $13.2 million
to the Bond Bank to forgive loans from the
General Fund. Since its inception, the Bond
Bank has transferred $27.8 million to the
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General Fund. In recent years, due to
extraordinarily low interest rates, the earnings
of the Bond Bank have been less than
operating costs and no dividend has been
available.

Alaska Railroad Corporation

The Alaska Railroad Corporation operates
freight and passenger rail services between
Seward and Fairbanks, including a spur line to
Whittier. In addition, the Corporation generates
revenues from real estate it owns.

The State bought the railroad from the federal
government in 1985. The purchase price of
$22.7 milion was recorded as the State’s
capitalization. The Corporation does not pay a
cash dividend to the General Fund.

Alaska Seafood Marketing Institute

The Alaska Seafood Marketing Institute is a
marketing organization with the mission of
increasing the economic value of Alaska
seafood. It conducts advertising campaigns
and public relations for the seafood industry. It
also works directly with food service distributors,
retailers, and restaurants to build the Alaska
Seafood brand. The Seafood Marketing
Institute is a public-private partnership and
receives funding from the State, the federal
government and private industry.

The State levies a 0.5% assessment on fisheries
to support the Seafood Marketing Institute’s
operations. In addition, it received $4.3 million
in federal funding and $ 8.2 million from the
General Fund.

Alaska Student Loan Corporation
The Alaska Student Loan Corporation issues
debt and recycles education loan payments

to finance education loans. Education loan
payments satisfy its debt obligations and
provide its operational funding.

Alaska statutes authorize the board of directors
to issue bonds for the purpose of financing
projects of the State. Those bonds in
aggregate may not exceed $280 million.
Investment earnings on proceeds of $163
million in bonds issued in 2004 under this statute
are also used to finance state projects. In FY
1988, the State transferred $260 million of
existing student loans to this corporation.
Additional appropriations of cash between FY
1988 and FY 1992 totaled $46.7 million.

Also, at the discretion of its board of directors,
the Student Loan Corporation may make
available to the State a return of contributed
capital or dividend for any base year in which
the net income of the corporation is $2 million
or more. A base year is defined as the year two
years before the payment year. If the board
authorizes a payment, it must be between 10%
and 35% of net income for the base year.

University of Alaska

The University of Alaska, the only public
institution of higher learning in the State, is o
constitutionally-created corporation of the
State that is authorized to hold title to real and
personal property and to issue debt in its own
name. The University is a statewide system that
consists of three universities located in
Anchorage, Fairbanks, and Juneau, with each
having extended satellite colleges and sites
throughout Alaska. The University is governed
by an eleven-member Board of Regents,
which is appointed by the Governor.
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The University of Alaska System is primarily
supported by General Fund appropriations,
student tuition and fees, and grant and
confract revenue from a diverse group of
federal agencies, the State, and private
sponsors, including the University of Alaska
Foundation.
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