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Tel:  907-278-8878 
Fax:  907-278-5779 
www.bdo.com 
 

3601 C Street, Suite 600 
Anchorage, AK 99503 
 

Independent Auditor’s Report 
 

To The Board of Trustees  
Alaska Mental Health Trust Authority 
Anchorage, Alaska  
 

Report on the Financial Statements  
 

We have audited the accompanying financial statements of the Alaska Mental Health Trust 
Authority (the Trust), a component unit of the State of Alaska, as of and for the year ended June 
30, 2015, and the related notes to the financial statements, which collectively comprise the Trust’s 
basic financial statements as listed in the table of contents. 
 

Management’s Responsibility for the Financial Statements 
 

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

Auditor’s Responsibility 
 

Our responsibility is to express an opinion on these financial statements based on our audit. We 
did not audit the investments managed by the Alaska Permanent Fund Corporation and the 
related disclosures in the notes to the financial statements, which represent 76%, 77%, and 56%, 
of the assets, net position, and revenues of the Trust, respectively. Those schedules were 
audited by other auditors whose report has been furnished to us, and our opinion, insofar as it 
relates to the amounts included for the Schedules of Investments Managed by the Alaska 
Permanent Fund Corporation, is based solely on the report of the other auditors. We conducted 
our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free from material misstatement. 
 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgment, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of 
the financial statements.  
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our audit opinion. 
 
Opinion 
 
In our opinion, based on our audit and the report of other auditors, the financial statements 
referred to above present fairly, in all material respects, the financial position of the Alaska 
Mental Health Trust Authority, as of June 30, 2015, and the changes in its financial position for 
the year then ended in accordance with accounting principles generally accepted in the United 
States of America. 
 
Emphasis of Matter 
 
As discussed in Note 1, the financial statements present only the Alaska Mental Health Trust 
Authority and do not purport to, and do not, present fairly the financial position of the State of 
Alaska nor the Alaska Permanent Fund Corporation as of June 30, 2015, and the changes in its 
financial position for the year then ended in conformity with accounting principles generally 
accepted in the United States of America. 
 
Change in Accounting Principle 
 
As discussed in Note 19 to the financial statements, in 2015 the Trust adopted the provisions of 
Governmental Accounting Standards Board (GASB) Statement number 68, Accounting and 
Financial Reporting for Pensions. Our opinion is not modified with respect to this matter. 
 
Other Matters 
 
Required Supplementary Information 
Accounting principles generally accepted in the United States of America require that 
Management’s Discussion and Analysis on pages 6 through 11 and the Schedules of Net Pension 
Liability, and Pension Contributions on pages 54 through 55, be presented to supplement the 
basic financial statements.  Such information, although not a part of the basic financial 
statements, is required by the Governmental Accounting Standards Board who considers it to be 
an essential part of financial reporting for placing the basic financial statements in an 
appropriate operational, economic, or historical context.  We have applied certain limited 
procedures to the required supplementary information in accordance with auditing standards 
generally accepted in the United States of America, which consisted of inquiries of management 
about the methods of preparing the information and comparing the information for consistency 
with management’s responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during our audit of the basic financial statements.  We do not express 
an opinion or provide any assurance on the information because the limited procedures do not 
provide us with sufficient evidence to express an opinion or provide any assurance.  
 
Prior-Year Comparative Information 
The financial statements include partial prior-year comparative information. Such information 
does not include sufficient detail to constitute a presentation in conformity with accounting 
principles generally accepted in the United States of America. Accordingly, such information 
should be read in conjunction with the Trust’s financial statements for the year ended June 30, 
2014, from which such partial information was derived. 
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Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated XXXX, 
2015 on our consideration of the Alaska Mental Health Trust Authority’s internal control over 
financial reporting and on our tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements and other matters. The purpose of that report is 
to describe the scope of our testing of internal control over financial reporting and compliance 
and the results of that testing, and not to provide an opinion on internal control over financial 
reporting or on compliance. That report is an integral part of an audit performed in accordance 
with Government Auditing Standards in considering the Alaska Mental Health Trust Authority’s 
internal control over financial reporting and compliance. 
 
 
 
Anchorage, Alaska 
XXXX, 2015 
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As management of the Alaska Mental Health Trust Authority (the Trust), we offer readers this 
narrative overview and analysis of the financial activities of the Alaska Mental Health Trust for the 
fiscal years ended June 30, 2015 and June 30, 2014.  
 
Management’s Discussion and Analysis (“MD&A”) is comprised of three components: financial 
highlights, an overview of the financial statements and a financial analysis of the Trust’s 
statements.  Please review the MD&A in conjunction with the Trust’s financial statements and the 
accompanying notes to the financial statements.   
 
If you have questions about the Trust or need additional financial information, we encourage 
readers to visit www.mhtrust.org or contact the Trust at (907) 269–7960. 
 
Financial Highlights 
 
 The Trust’s net position at the close of the Fiscal Year (FY) that ended June 30, 2015 

increased modestly to $601.9 million, representing an increase of $16.3 million or 2.8% from 
the prior fiscal year. 
 

 During FY15, the Trust’s total revenues decreased 47% from the prior year due to significantly 
lower investment returns.  Returns on the Trust’s investments managed by the Alaska 
Permanent Fund Corporation (APFC) returned 4.9% overall.  The Trust has earned an 
annualized return of 7.5% with APFC since it began managing Trust investment in FY 1996. 
Over those years, APFC had positive returns in 15 out of the 20 years. The Trust’s budget 
reserves managed by the Department of Revenue Treasury Division experienced a 3.7% return 
during FY15.   

 
 The Department of Natural Resources Trust Land Office obtained title on behalf of the Trust to 

three buildings from the Department of Health & Social Services during the fiscal year 
representing contribution revenue of $6.2 million.  In each instance the Trust already held the 
land on which the improvements were built.  The Trust expects to use these assets for 
programs that will improve the lives of beneficiaries.  

 
 Excluding the donation of fixed assets, revenues generated by the Department of Natural 

Resources Trust Land Office grew to nearly $13.4 million during the year, roughly equally split 
between principal and non-principal (the latter being available for the Trust to expend on 
programs to improve the lives of Trust beneficiaries).   

 
 As a result of implementing GASB Statement No. 68, the Trust recorded a $4.3 million Net 

Pension Liability (NPL) associated with the Trust’s defined benefit pension plan. The 
obligations were reflected as an opening balance adjustment that reduced the FY15 beginning 
net position. The amount reflects the Trust’s proportional share of pension obligations; 
because a special funding situation exists, an additional $3.7 million in NPL was not recognized 
by the Trust.  Management believes the additional NPL constitutes an obligation of the State 
of Alaska.  
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Overview of the Financial Statements 
 
The financial statements of the Trust include three components: 1) government-wide financial 
statements, 2) fund financial statements, and 3) notes to the basic financial statements.  The 
financial statements are prepared in conformity with accounting principles generally accepted in 
the United States (GAAP) as prescribed by the Governmental Accounting Standards Board 
 
Government-wide Financial Statements: The government-wide financial statements provide a 
broad overview of the Trust’s finances as a whole using the economic resources measurement 
focus and the accrual basis of accounting.  Under this focus, all of the measurable economic 
resources available to the Trust are presented including long-term assets that will likely never be 
converted to cash or readily available to pay liabilities.  Under the accrual basis of reporting, 
revenues are recognized in the period in which they are earned and expenditures recognized in 
the period in which they are incurred.   
 
The government-wide financial statements are as follows:  
 

 The Statement of Net Position – This statement presents information regarding the Trust’s 
assets, liabilities, and net position.  When they exist, the Statement of Net Position also 
presents information regarding deferred outflows of resources (which have a positive 
effect on net position, similar to assets) and deferred inflows of resources (which have a 
negative effect on net position, similar to liabilities).  Net position represents the total 
amount of assets plus deferred outflows (if any), less liabilities, less deferred inflows of 
resources (if any).  Over multiple fiscal periods, increases or decreases in net position 
serve as a useful indicator of whether the financial position of the Trust is improving or 
deteriorating.   

 
 The Statement of Activities – This statement presents information regarding how the 

Trust’s net position changed during the fiscal year.  Changes in net position are reported 
once the underlying event giving rise to the change occurs, regardless of the timing of 
related cash flows.  Therefore, items such as personal leave earned but not yet used are 
reported as an expense in this statement.   
 

Fund Financial Statements:  The fund financial statements use fund accounting to ensure and 
demonstrate compliance with finance-related legal requirements.  The fund financial statements 
are prepared using the current financial resources measurement focus and the modified accrual 
basis of accounting.  Revenues are reported when they become available and measureable.  Only 
current assets and current liabilities are included on the balance sheet. For example, capital 
assets used for operations (including land, buildings and equipment that are not acquired for 
financial investment purposes) are not reported in the fund financial statements.  Spending for 
capital outlays are reported as expenditures in the fund financial statements but capitalized on 
the government-wide financial statements. Additionally certain long-term liabilities such as 
compensated absences not due and payable in the current period are excluded from the fund 
financial statements but are reported in the government-wide financial statements.     
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The fund financial statements of The Trust are as follows: 
 

 Balance Sheet – This statement presents information regarding the Trust’s assets, deferred 
outflows of resources, liabilities, deferred inflows of resources, and fund balance.  Fund 
balance represents the total amount of assets plus deferred outflows less liabilities less 
deferred inflows of resources. The Balance Sheet reconciles the fund balance to the net 
position in the government-wide Statement of Net Position. 

 
 Statement of Revenues, Expenditures and Changes in Fund Balance – This statement 

presents the Trust’s revenues and expenditures for the year, with the difference being the 
net change in fund balance for the fiscal year.  That change in fund balance is then 
reconciled to the change in net position in the government-wide Statement of Net 
Position.  
 

Notes to the Basic Financial Statements:  The notes provide additional information that is 
essential to a full understanding of the data provided in the government-wide and fund financial 
statements.  The notes to the basic financial statements can be found immediately following the 
fund financial statements.   
 
Financial Analysis 
 
The tables below contain condensed financial information derived from the Trust’s government-
wide financial statements and reflects the Trust’s change in net position during FY15. 
 

June 30,  2015 2014  Net Change
Percent 
Change 

   
Total assets $ 625,677,000 $ 610,496,000  15,181,000 2.5 % 
   
Total deferred outflows 492,000 -  492,000 100 % 
   
Total liabilities 23,790,000 24,863,000  (1,073,000) (4.3)% 
   
Total deferred inflows 494,000 -  494,000 100 % 
   
Net position   
   Net invested in capital assets 15,133,000 9,326,000  5,807,000 62.3 % 
   Restricted for investments 440,846,000 438,547,000  2,299,000 0.5 % 

Unrestricted 145,906,000 137,760,000  8,146,000 5.9 % 
   
Total Net Position $ 601,885,000 $ 585,633,000  16,252,000 2.8 % 
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The net position of the Trust increased by $16.3 million or 2.8% during the fiscal year on 
decreased revenue relative to the prior year and lower expenditures. Asset balances rose due to 
the fair value of investments increasing while liabilities decreased primarily due to a decrease in 
the balance of securities lending collateral payable.  The balance of securities on loan can vary 
significantly from day to day and year to year depending on markets.  The decrease in total 
liabilities was offset by recognition of a Net Pension Liability.   
 

June 30,  2015 2014 Net Change
Percent 
Change

     
Total revenues $ 44,128,000 $ 82,795,000 $ (38,667,000) (46.7) % 
Total expenses (23,607,000) (24,607,000) 1,000,000 (4.1) % 
Increase (decrease) in net position 20,521,000 58,188,000 (37,667,000) (64.7) % 
   
Net Position - beginning of year 581,364,000 527,445,000 53,919,000 10.2 % 
   
Net Position – end of year $ 601,885,000 $ 585,633,000 $ 16,252,000 2.8 % 
 
The majority of the Trust’s financially measurable assets are managed by the Alaska Permanent 
Fund Corporation and to a lesser degree, the Department of Revenue Treasury Division.  Assets 
invested by APFC are invested with the same asset allocation as the Alaska Permanent Fund.  
Consequently, the performance of the Trust’s portfolio is intrinsically tied to that of the Alaska 
Permanent Fund and the overall financial markets.  The fiscal year experienced a bevy of 
challenging global events which fueled volatility that dampened investment returns.  Examples of 
these events include the Federal Reserve winding down the bond-buying program that had been in 
place since 2009 just as the European Central Bank and Bank of Japan embarked on increased 
quantitative easing initiatives; a significant strengthening of the US dollar relative to other world 
currencies; protracted falling values in oil and many other commodities for most of the year; 
Greece’s near Eurozone exit and another subsequent bailout; a collapse of China’s largest stock 
exchanges (after increasing nearly 150% in a single year); fear of an Ebola virus outbreak spreading 
from West Africa to other nations; and continued instability in the Middle East.    
 
During FY15, total revenues decreased by $38.7 million over the prior year due to relatively 
weaker investment results at both the APFC and the State of Alaska Department of Revenue 
Treasury Division.  Investment income, net of operating expenses, from investments managed by 
APFC was $21.4 million in FY15 and $62.4 in FY14, for a decrease of approximately $41 million 
between the two years.  APFC calculated its total investment yield at 4.9% for the year ended 
June 30, 2015, compared to a yield of 15.5% for the preceding year.  APFC’s “Company Exposure” 
risk class which constitutes the largest asset class by investments and is primarily invested in 
publicly traded equities returned only 1.9% for the fiscal year compared to over 15% for the prior 
fiscal year.  Private equity was the performance bright spot during the year returning 16.5% and 
contributing over $14.4 million to the Trust’s performance.  Real estate also performed very well, 
returning 9.8% during the fiscal year.  International equity and international fixed income were 
both a drag on performance, returning -5.2% and -2.4%, respectively.   

 
Interest and investment income of $1.5 million or 3.7% and $6.1 million or 16.8% was earned in 
FY15 and FY14, respectively, on investments held through the State of Alaska Department of 
Revenue, Division of Treasury, where a portion of the Trust’s budget reserves are invested. During 
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FY15 the subdued comparative performance can be attributed to the fact that budget reserve 
investments at Treasury have an absence of exposure to the asset classes that performed 
exceptionally well such as private equity and real estate. Poor performance in international 
markets on top of a strengthening dollar pulled down overall returns.   
 
During FY15 the share of net revenues generated by the APFC and the Treasury Division fell to 54% 
of total revenues compared to 83% during the previous year.  The balance of revenues are 
primarily attributable to income and principal revenue-generating activities of the Department of 
Natural Resources Trust Land Office (TLO) which manages the Trust’s nearly one million acres of 
land holdings scattered throughout the state as well as $23 million in principal used to leverage a 
growing real estate portfolio with investments in Alaska, Texas, Washington and Utah.   
 
TLO resource managers added significant value during the year, generating nearly $13.4 million in 
revenue, an increase of over $950,000 (or 7.7%) from the prior fiscal year.  The positive trend 
more than offset decreases experienced in some resource categories, namely revenues derived 
from managing coal, oil & gas, and minerals – all of which were understandably lower considering 
the trend of commodity prices during the year.  Significant contributing factors to the revenue 
increases include settlement of a case before the Alaska Oil and Gas Conservation Commission 
whereby one party asserted a TLO leaseholder operating on Trust land was drawing gas from 
neighboring leases (for which the Trust did not have a beneficial ownership interest in).  Revenues 
associated with the dispute were deferred until the matter was resolved during the fiscal year, at 
which time the revenue was recognized.   
 
Other positive factors contributing to the TLO-generated revenue increases include the Trust 
acquiring a new real estate investment: a $5.6 million principal deployment leveraged to acquire 
a fully-leased 46,900 square feet office building located in Austin, Texas.  Revenues were also 
bolstered by experiencing a full year of lease revenues from the TLO’s prior acquisition (a $6.9 
million principal deployment leveraged to acquire a 52,500 square foot office building in 
Tumwater, Washington), which serves as the headquarters for the Washington State Parks and 
Recreation Commission.  In addition to negotiated land sales and another successful annual land 
sale program, TLO Resource Managers also finalized obtaining title to buildings in Anchorage and 
Fairbanks from the Department of Health & Social Services without cost to the Trust, bringing 
about the recognition of $6.2 million in contribution revenue.  The three properties reside on 
Trust land and the Trust is exploring how best to use the improvements for the maximum benefit 
of Trust beneficiaries.  
 
Expenses for FY15 totaled $23.6 million, a decrease of approximately $1.0 million or 4.1% from 
the previous year primarily related to grant awards. Trustees authorize authority funds for a four-
year period; the timing of grant expenses can vary from year to year based on grant applications 
and the timing of grantees satisfying the requirements of their award. 
 

 

 

 



 

11 
 

Basic Financial Statements 
 

 

 



(A Component Unit of the State of Alaska)

Statement of Net Position (With Summarized Comparative Amounts for 2014)

June 30, 2015 2014

Assets and Deferred Outflows

Cash and investments 592,746,000$     581,213,000$   

Accounts receivable, net of allowance 5,038,000          2,705,000         

Prepaid items 83,000               6,000               

Securities lending collateral invested 7,842,000          12,541,000       

Notes receivable, net of allowance 4,835,000          4,705,000         

Capital assets, net of accumulated depreciation 15,133,000        9,326,000         

Total Assets 625,677,000       610,496,000     

Deferred Outflows - pension related 492,000             -                      

Total Assets and Deferred Outflows 626,169,000$     610,496,000$   

Liabilities, Deferred Inflows and Net Position

Liabilities

   Accounts payable and accrued liabilities 9,681,000$        10,107,000$     

   Due to State of Alaska 277,000             426,000            

   Securities lending collateral 7,842,000          12,541,000       

   Unearned revenue 1,057,000          1,138,000         

Accrued leave 656,000             651,000            

   Noncurrent liabilities -
  net pension liability - due in more than one year 4,277,000          -                      

Total Liabilities 23,790,000        24,863,000       

Deferred Inflows - pension related 494,000             -                      

Net Position

   Net investment in capital assets 15,133,000        9,326,000         

   Restricted for investments 440,846,000       438,547,000     

   Unrestricted 145,906,000       137,760,000     

Total Net Position 601,885,000       585,633,000     

Total Liabilities, Deferred Inflows and Net Position 626,169,000$     610,496,000$   

See accompanying notes to basic financial statements.

Alaska Mental Health Trust Authority
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(A Component Unit of the State of Alaska)

Years Ended June 30, 2015 2014

Expenses
   Personnel services 2,447,000$       2,456,000$       

   Travel 81,000             94,000             

   Services 1,658,000         1,562,000         

   Supplies 60,000             82,000             

   Equipment 26,000             -                      

   Trust land office and land management 3,628,000         4,157,000         

   Grant awards 15,230,000       15,940,000       

   Depreciation 477,000            316,000            

Total Expenses 23,607,000       24,607,000       

Revenues
   Program revenues:

      Nonexpendable rents, royalties and exchanges 6,959,000         6,397,000         

      Rents and royalties 3,600,000         3,028,000         

      Nonexpendable investment income (loss) (4,588,000)       30,103,000       

      Investment income 29,932,000       42,107,000       

      Charges for services, fines and forfeitures 474,000            56,000             

PERS On-behalf revenue 313,000            553,000            

Contributions 6,213,000         -                      

   Other revenues 1,225,000         551,000            

Total Revenues 44,128,000       82,795,000       

Change in net position 20,521,000       58,188,000       

Net Position, beginning of year as restated (Note 19) 581,364,000     527,445,000     

Net Position, end of year 601,885,000$   585,633,000$   

See accompanying notes to basic financial statements.

Statement of Activities (With Summarized Comparative Amounts for 2014)

Alaska Mental Health Trust Authority
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(A Component Unit of the State of Alaska)

June 30, 2015 2014

Assets

Cash and investments 592,746,000$          581,213,000$          

Accounts receivable, net of allowance 5,038,000                2,705,000               

Prepaid items 83,000                    6,000                      

Securities lending collateral invested 7,842,000                12,541,000              

Notes receivable, net 4,835,000                4,705,000               

Total Assets 610,544,000$          601,170,000$          

Liabilities, Deferred Inflows  and Fund Balance

Liabilities

   Accounts payable and accrued liabilities 9,681,000$              10,107,000$            

   Due to State of Alaska 277,000                   426,000                  

   Securities lending collateral 7,842,000                12,541,000              

   Unearned revenue 1,057,000                1,138,000               

Total Liabilities 18,857,000              24,212,000              

Deferred Inflows
   Land sales - unavailable 4,951,000                4,810,000               

Total Liabilities and Deferred Inflows 23,808,000              29,022,000              

Fund Balance

   Nonspendable: 

      Nonexpendable corpus 435,895,000            433,737,000            

      Prepaid items 83,000                    6,000                      

   Assigned 150,758,000            138,405,000            

Total Fund Balance 586,736,000            572,148,000            

Total Liabilities, Deferred Inflows  and Fund Balance 610,544,000$          601,170,000$          

See accompanying notes to basic financial statements.

Balance Sheet (With Summarized Comparative Amounts for 2014)

Alaska Mental Health Trust Authority
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(A Component Unit of the State of Alaska)

June 30, 2015 2014

Total fund balance 586,736,000$  572,148,000$  

Capital assets used in governmental activities are not financial

resources, and therefore are not reported in the funds. 15,133,000     9,326,000       

Long-term liabilities are not due and payable in the current

  period and therefore are not reported as fund liabilities.

    Long-term liabilities reported in these statements consist of:

      Accrued leave (656,000)         (651,000)         

      Net pension liability (4,277,000)      -                     

Total long-term liabilities (4,933,000)      (651,000)         

Certain changes in net pension liabilities are deferred rather than 

   recognized immediately. These are amortized over time.

      Deferred outflows related to pension 492,000          -                     

      Deferred inflows related to pension (494,000)         -                     

Total deferred pension items (2,000)             -                     

Land sales contract receivables are not available to pay current period 

expenditures, and therefore are deferred in the governmental funds. 4,951,000       4,810,000       

Total Net Position 601,885,000$  585,633,000$  

See accompanying notes to basic financial statements.

Alaska Mental Health Trust Authority

(With Summarized Comparative Amounts for 2014)
Reconciliation of Governmental Fund Balance Sheet to Statement of Net Position 
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(A Component Unit of the State of Alaska)

Years Ended June 30, 2015 2014

Revenues

Investment income 29,932,000$     42,107,000$     

Nonexpendable investment income (loss) (4,588,000)       30,103,000       

Nonexpendable rents, royalties and exchanges 6,818,000         6,460,000         

Rents and royalties 3,600,000         3,028,000         

Charges for services 474,000            56,000             

PERS on-behalf revenue 1,704,000         553,000            

Contributions 6,213,000         -                      

Other revenues 1,225,000         551,000            

Total Revenues 45,378,000       82,858,000       

Expenditures

   Personnel services 2,993,000         2,518,000         
Travel 81,000             94,000             

Services 1,658,000         1,562,000         

Supplies 60,000             82,000             

Equipment 26,000             -                      

Trust land office and land management 10,466,000       4,147,000         

   Grant awards 15,506,000       15,940,000       

Total Expenditures 30,790,000       24,343,000       

Net change in fund balance 14,588,000       58,515,000       

Fund Balance, beginning of year 572,148,000     513,633,000     

Fund Balance, end of year 586,736,000$   572,148,000$   

See accompanying notes to basic financial statements.

Statement of Revenues, Expenditures and Changes in Fund Balance 

Alaska Mental Health Trust Authority

(With Summarized Comparative Amounts for 2014)
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(A Component Unit of the State of Alaska)

Years Ended June 30, 2015 2014

Net change in fund balance 14,588,000$ 58,515,000$ 

Governmental funds report capital outlays as expenditures.  However, 

   the statement of activities, the costs of those assets is allocated over 

   their estimated useful lives and reported as depreciation expense. 

          Capital outlays 6,284,000    432,000        

          Disposal of capital assets -                  (442,000)      

          Depreciation (477,000)      (316,000)      

Net change in capital assets 5,807,000    (326,000)      

Some expenses do not require the use of current financial resources 

   and therefore are not reported as expenditures in governmental 

   funds. This is the amount of change in accrued leave. (5,000)         62,000         

    Changes in net pension liability and related accounts can increase

      or decrease net position. This is the net increase in equity due 

      to changes in net pension liability and the related deferred 

      outflows and inflows. (10,000)        -                  

Some revenues in the statement of activities that do not provide 

   current financial resources are not reported in the statement of

    revenues, expenditures, and changes in fund balance. This is the 

    change in unavailable land sales revenue. 141,000       (63,000)        

Change in Net Position 20,521,000$ 58,188,000$ 

See accompanying notes to basic financial statements.

Alaska Mental Health Trust Authority

Reconciliation of Statement of Revenues, Expenditures and Changes 

(With Summarized Comparative Amounts for 2014)
 in Fund Balance of Governmental Fund to the Statement of Activities
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1. Summary of Significant Accounting Policies 
 
Reporting Entity 
 
The accompanying financial statements include only the accounts of the Alaska Mental Health 
Trust Authority (the Trust), a component unit of the State of Alaska (the State) created by an act 
of the State of Alaska legislature as the result of the settlement of mental health land trust 
litigation (Weiss v. State). The act authorized the Trust to use income from the Alaska Mental 
Health Trust Fund to assist it in fulfilling its purpose and ensuring an integrated comprehensive 
mental health program for the State. The Trust is governed by a Board of Trustees appointed by 
the governor and confirmed by the legislature. These financial statements are not intended to 
present the complete financial activity of the State as a whole. The complete financial activity of 
the State is shown in the Comprehensive Annual Financial Report available from the Division of 
Finance in the Department of Administration. 
 
The Trust Land Office (TLO) manages Trust land to generate income, which is used by the Trust to 
improve the lives and circumstance of Trust beneficiaries. The 1994 settlement reconstituted the 
Trust, and the related legislation transferred nearly one million acres of land to the Trust. As 
required by the settlement and legislation, the Trust contracts with the Alaska Permanent Fund 
Corporation to manage the cash corpus of the Trust and with the Department of Natural Resources 
(DNR) to manage the land corpus of the Trust. The TLO was established within DNR for this 
purpose and manages about one million acres of Trust land throughout the State on behalf of the 
Trust. 
 
By statute and memorandum of agreement, a portion of the assets of the Trust are to be held and 
invested by the Alaska Permanent Fund Corporation ("APFC") under the same investment authority 
as the Alaska Permanent Fund (the "Fund") is managed.  The APFC is a component unit of the State 
and is administered by a Board of Trustees (the “APFC Trustees”). By statute, net income from 
the Trust is distributed to the Mental Health Trust Income Account and is not included in the 
computation of Fund dividends, which are distributed to State residents annually. These financial 
statements are not intended to present the complete financial activity of the APFC as a whole.  
 
Basis of Presentation 
 
The accounts of the Trust are organized as a Permanent Fund. Accordingly, the financial 
statements have been prepared in conformity with accounting principles generally accepted in the 
United States of America as prescribed by the Governmental Accounting Standards Board (GASB). 
 
Measurement Focus and Basis of Accounting – Government-wide Statements 
 
The Government-wide Financial Statements include the Statement of Net Position and the 
Statement of Activities and report information about the Trust as a whole. 
 
The Government-wide Financial Statements have been prepared using the economic resources 
measurement focus and the accrual basis of accounting.  Revenues are recorded when earned, and 
expenses are recorded when a liability is incurred. 
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Measurement Focus and Basis of Accounting – Fund Statements 
 
The Fund Financial Statements have been prepared using the current financial resources 
measurement focus and the modified accrual basis of accounting. With this measurement focus, 
only current assets and current liabilities are generally included on the balance sheet. Under the 
modified accrual basis, revenues are recognized when they become susceptible to accrual, that is, 
when they become both measurable and available to finance expenditures of the current period. 
The Trust considers receivables collected within the fiscal year to be available and recognizes 
them as revenues of the current year. Expenditures are recorded at the time fund liabilities are 
incurred, as under accrual accounting. However, expenditures related to accrued leave are 
recorded only to the extent they have matured.  
 

Cash and Temporary Investments 
 

Included in the amounts shown on the Statement of Net Position as cash and investments is 
amounts with the State of Alaska, Department of Revenue, Treasury Division (Treasury) and the 
APFC. The APFC’s asset allocation includes two percent to cash. APFC’s investment policy 
specifies that funds dedicated to this portion of the asset allocation will be invested in money 
market funds or fixed income securities with weighted average maturities of no greater than 24 
months. 
 

Cash, Investments, and Related Policies 
 

The Department of Revenue, Treasury Division (Treasury) has created a pooled environment by 
which it manages the investments the Commissioner has fiduciary responsibility for.  Actual 
investing is performed by investment officers in Treasury or by contracted external investment 
managers.  The Fund invests in the State’s internally managed General Fund and Other Non-
Segregated Investments Pool (GeFONSI), Short-term Fixed Income Pool, Intermediate Fixed Income 
Pool, Broad Market Fixed Income Pool, Domestic Equity Pool, and International Equity Pools.  The 
GeFONSI consists of investments in the State’s internally managed Short-term Fixed Income Pool, 
Short-term Liquidity Fixed Income Pool and the Intermediate-term Fixed Income Pool.  The 
Complete financial activity of the Fund is shown in the Comprehensive Annual Financial Report 
(CAFR) available from the Department of Administration, Division of Finance.   
 
Assets in the pools are reported at fair value.  Investment purchases and sales are recorded on a 
trade-date basis.  Securities are valued each business day using prices obtained from a pricing 
service.   
 
The accrual basis of accounting is used for the investment income and GeFONSI investment income 
is distributed to pool participants monthly if prescribed by statute or if appropriated by state 
legislature.  Income in the Short-term, Short-term Liquidity, Intermediate Fixed Income, and 
Broad Market Fixed Income Pools is allocated to the pool participants daily on a pro-rata basis.  
  
The Trust’s investments managed by the APFC have been commingled with the assets of the Fund 
for investment purposes. The investments have been credited with unit shares and fractions of 
unit shares, which represent an undivided beneficial interest in the commingled assets managed 
by the APFC equal to the proportion those shares bear to the total unit shares outstanding. The 
Trust has received unit shares and fractions of unit shares based directly upon the dollar amount 
per share of funds contributed; the Trust will be charged with unit shares and fractions of unit 
shares based directly upon the dollar amount per share of funds withdrawn. 
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Investment income 
Earnings are allocated from the commingled invested assets monthly as a credit to the Trust on 
the basis of total unit shares outstanding at the end of the month. All earnings are subject to 
allocation, which includes interest, dividends, and realized and unrealized gains and losses on 
total investments managed by the APFC. 
 
Carrying value of investments 
The investments managed by the APFC are reported at fair value in the statements. Securities 
transactions are recorded on the trade date that securities are purchased or sold. Unrealized gains 
and losses are reported as components of net increase or decrease in fair value of investments. 
For marketable debt and equity securities, including real estate investment trusts, fair values are 
obtained from independent sources using published market prices, quotations from national 
security exchanges, and security pricing services. Fair values of investments that have no readily 
ascertainable fair value are determined by management using the fair value capital account 
balances nearest to the schedule of investments date, adjusted for subsequent contributions and 
distributions. Direct investments in real estate investments are subject to annual independent 
appraisals and audits. All alternative investments undergo annual independent financial statement 
audits. 
 
State investment regulations 
Treasury assets are under the investment authority of the Commissioner of Revenue 
(Commissioner). The Commissioner is responsible for all deposits and investments of the State 
except where the Legislature has delegated that responsibility to other individuals and boards. As 
the fiduciary, the Commissioner has the statutory authority to invest the assets under the prudent 
investor rule. Alaska Statutes 37.10.070 and 37.10.071 provide that investments shall be made 
with the judgment and care under circumstances then prevailing that an institutional investor of 
ordinary professional prudence, discretion, and intelligence exercises in managing large 
investment portfolios.  
 
In accordance with Alaska Statute 37.13.120(a), the APFC Trustees have adopted regulations 
designating the types of eligible investments for Trust assets. The regulations follow the prudent 
investor rule, requiring the exercise of judgment and care under the circumstances then prevailing 
that an institutional investor of ordinary prudence, discretion, and intelligence exercises in the 
designation and management of large investments entrusted to it, not in regard to speculation, 
but in regard to the permanent disposition of funds, considering preservation of the purchasing 
power of the assets over time while maximizing the expected total return from both income and 
the appreciation of capital. 
 
Investment policy - asset allocation 
The APFC Trustees have established a long-term goal of achieving a five percent real rate of 
return over time on the investment portfolio. To help achieve this goal, the Trustees of the Alaska 
Permanent Fund allocate the investments among various risk and asset classes. At June 30, 2015, 
the APFC’s strategic asset allocation targets were as follows: 
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Risk Class Asset Class 

Risk 
Class 

Target 
Asset Class 

Target 
    
Cash & Interest Rates:  6%  
 Cash  1.2% 
 U.S. Government Bonds &   
 International Developed Government 

   Bonds (currency hedged)  4.8% 
    
Company Exposure:  55%  
 Global Credit  11% 
 Public/Private Equity  2% 
 Global Equity  36% 
 Private Equity  6% 
    
Real Assets:  19%  
 Real Estate  12% 
 Infrastructure  4% 
 U.S. Treasury Inflation Protection Securities  3% 
    
Special Opportunities:  20%  
 Absolute Return Mandate  6% 
 Real Return Mandate  7% 
 Emerging Markets Multi-Asset  2% 
 Fixed Income Aggregate  2% 
 Debt Opportunities  1% 
 True Special Opportunities  2% 

 
Capital that is not invested in the special opportunities risk class resides in the company exposure 
risk class. To allow for market fluctuations and to minimize transaction costs, the Trustees of the 
Alaska Permanent Fund have adopted ranges that permit percentage deviations from the strategic 
asset allocation targets in accordance with specified reporting requirements and other 
procedures. Generally, for each risk and asset class, the APFC’s chief investment officer has 
discretionary authority to permit target deviations within one specified range (referred to as the 
“green zone” in the investment policy), the APFC’s executive director can approve target 
deviations for up to 90 days within a broader range (the “yellow zone”), and the APFC Trustees 
can approve operating for longer than 30 days within a third range (the “red zone”). For example, 
the target allocation for the interest rate risk class is 6 percent, with the green zone range set at 
6-12 percent, yellow zone ranges set at 5-6 percent and 12-20 percent, and red zone ranges set at 
allocations of less than 5 percent or greater than 20 percent. In a similar manner, the APFC 
investment policy also requires APFC to monitor relative risk (the expected investment portfolio’s 
risk and return relative to the risk benchmark using standard industry risk measures), active 
budget risk (risk due to active management decisions made by managers), and limits on private 
investments and future commitments. 
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Interest rate risk 
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an 
investment. The APFC manages the Trust’s exposure to interest rate risk in part through tracking 
error guidelines set forth in the APFC’s investment policy. Duration is an indicator of a portfolio’s 
market sensitivity to changes in interest rates. In general, the major factors affecting duration 
are, in order of importance, maturity, prepayment frequency, level of market interest rates, size 
of coupon, and frequency of coupon payments. Rising interest rates generally translate into the 
value of fixed income investments declining, while falling interest rates are generally associated 
with increasing value. Effective duration attempts to account for the price sensitivity of a bond to 
changes in prevailing interest rates, including the effect of embedded options. As an example, for 
a bond portfolio with duration of 5.0, a one percentage point parallel decline in interest rates 
would result in an approximate price increase on that bond portfolio of 5.0 percent.  
 
At June 30, 2015, the Trust held fixed income investments with floating, step, and variable 
interest rates, valued at $1,321,000. These fixed income investments were both domestic and 
non-domestic, and had current annual interest rates ranging from 0 to 15 percent. 
 
Unit Shares 
Unit Shares represent an undivided beneficial interest in the commingled assets managed by the 
APFC, and are computed on the next calendar day following the valuation date. 
 
Valuation Data 
The last calendar day of each month is designated as the valuation date. 
 
Short-term Fixed Income Pool 
As a means of limiting its exposure to fair value losses arising from increasing interest rates, 
Treasury’s investment policy limits individual fixed rate securities to 14 months to maturity or 14 
months expected average life upon purchase.  Floating rate securities are limited to 3 years to 
maturity or 3 years expected average life upon purchase.  These constraints apply to trade date, 
expect for securities bought at new issue, for which settlement date applies.  At June 30, 2015, 
the expected average life of individual fixed rate securities ranged from 10 days to 3.3 years and 
the expected average life of floating rate securities ranged from 10 days to 14.5 years. 
 
Short-term Liquidity Fixed Income Pool 
Treasury’s investment policy limits individual fixed rate securities to six months to maturity.  
These constraints apply to trade date, except for securities bought at new issues, for which 
settlement date applies.  At June 30, 2015, the expected average life for fixed rate securities 
ranged from 65 to 170 days. 
 
Intermediate and Broad Market Fixed Income Pools 
Duration is a measure of interest rate risk.  It measures a security’s sensitivity to a 100-basis point 
change in interest rates.  The duration of a pool is the average fair value weighted duration of 
each security in the pool taking into account all related cash flows. 
 
Treasury uses industry-standard analytical software developed by The Yield Book, Inc. to calculate 
effective duration.  The software takes into account various possible future interest rates, 
historical and estimated prepayment rates, call options, and other variable cash flows for 
purposes of the effective duration calculation.   
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Through its investment policy, Treasury manages its exposure to fair value losses arising from 
increasing interest rates by limited the effective duration of its other fixed income pools 
portfolios to the following: 
Intermediate-term Fixed Income Pool - ± 20% of the Barclays 1-3 Year Government Bond Index.  
The effective duration for the Barclays 1-3 Year Government Bond Index at June 30, 2015 was 1.80 
years.  
 
Broad Market Fixed Income Pool - ± 20% of the Barclays Capital U.S. Aggregate Bond Index.  The 
effective duration for the Barclays Capital U.S Aggregate Bond Index at June 30, 2015 was 5.48 
years.    
 
Credit risk 
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its 
obligations. The APFC requires that its investment grade fixed income managers, both internal and 
external, invest in domestic and non-domestic bonds that have an explicit or implied investment 
grade rating. Should the required ratings on an existing fixed income security fall below the 
minimum standards, the security must be sold within seven months. Certain high yield investment 
managers are allowed to invest a specified amount of funds in bonds rated below investment 
grade. 
 
Treasury’s investment policy has the following limitations with regard to credit risk: 
 
Short-term Fixed Income Pool investments are limited to instruments with a long-term credit 
rating of at least A3 or equivalent and instruments with a short-term credit rating of at least P-1 
or equivalent.  Commercial paper must be rated at least P-1 by Moody’s and A-1 by Standard and 
Poor’s.  Asset-backed and non-agency mortgage securities must be rated A3 or equivalent.  The A3 
rating is defined as the median rating of the following three rating agencies: Standard and Poor’s 
Fund, Moody’s, and Fitch.  Asset-backed and non-agency mortgage securities may be purchased if 
only rated by one of these agencies if they are rated AAA.   
 
Short-term Liquidity Pool investments are limited to U.S. Treasury obligations or other U.S. 
government securities in full faith or guaranteed by agencies and instrumentalities of the U.S 
government, obligations of foreign governments, sovereign states, supranational entities, and 
their instrumentalities denominated in U.S dollars, and the State’s internally managed Short-term 
Fixed Income Pool.   
 
Intermediate-term and Broad Market Fixed Income Pool investments are limited to securities with 
a long-term credit rating of at least Baa3 or equivalent and securities with a short-term credit 
rating of at least P-1 or equivalent.  Asset-backed and non-agency mortgage securities must be 
rated investment grade.  The investment rage rating is defined as the median rating of the 
following three rating agencies: Standard and Poor’s Fund, Moody’s, and Fitch.  Asset-backed and 
non-agency mortgage securities may be purchased if only rated by one of these agencies if they 
are rated AAA.   
  

 

 

 



Alaska Mental Health Trust Authority 
(A Component Unit of the State of Alaska) 

 

Notes to Basic Financial Statements 
 
 

24 

Custodial credit risk 
Custodial credit risk is the risk that in the event of a bank failure the Trust’s deposits may not be 
returned. The APFC generally requires that all investment securities at custodian banks be held in 
the name of the Fund or the APFC (on behalf of the Trust). For the Trust’s non-domestic securities 
held by most sub-custodians, the APFC’s primary custodian provides contractual indemnities 
against sub-custodial credit risk. Excess cash in custodial accounts is swept daily to a money 
market fund. Late deposits of cash which miss the money market sweep deadline are deposited to 
an interest bearing account at the custodian. 
 
Concentration of credit risk 
Concentration of credit risk is the risk of loss attributable to holding investments from a single 
issuer. The APFC manages the Trust’s concentration of credit risk by following its strategic asset 
allocation policy, diversifying investments among managers with varying investment styles and 
mandates, and monitoring tracking error. Tracking error is a measure of how closely a portfolio 
follows the index to which it is benchmarked. The APFC’s policy for mitigating this risk of loss for 
fixed income and equity investments is to ensure compliance with APFC investment policy and 
investment manager contracts. There is no single-issuer exposure within the APFC portfolio that 
comprises 5% or more of the overall portfolio.  Therefore, no concentration of credit risk is 
reported in the notes to the schedules. 
 
Treasury’s policy with regard to concentration of credit risk is to prohibit the purchase of more 
than 5% of a pool’s holdings in corporate bonds backed by any one company or affiliated group. At 
June 30, 2015, no pool had exposure to any one issuer greater than 5% of total invested assets. 
 
Foreign currency risk 
Foreign currency risk is the risk of loss from adverse changes in foreign currency exchange rates. 
Foreign currency risk is managed through foreign currency forward contracts, and by diversifying 
assets into various countries and currencies. 
 
Foreign currency exposure 
The Commissioner of Revenue formally adopts asset allocation policies for the Fund at the 
beginning of the each fiscal year which places policy limitations on the amount of international 
securities the Fund is allowed to hold.   

 
The following policy was in place during fiscal year 2015 and invested assets included the 
following holdings at June 30, 2015 for the Fund’s investment in the International Equity Pool: 
 
June 30, 2015 Policy Actual 
  
Alaska Mental Health Trust Fund 21% ± 5% 20.78% 
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Forward exchange contracts 
APFC’s Fund managers enter into a variety of forward currency contracts in their trading activities 
and management of foreign currency exchange rate risk exposure. These contracts are typically 
intended to neutralize the effect of foreign currency fluctuations, and the contract amounts do 
not appear on the schedules of investments. Realized gains and losses are included in the net 
increase/decrease in the fair value of investments at the time the contract is settled and 
determined based on the difference between the contract rate and the market rate at the time of 
maturity or closing. Unrealized gains and losses are also included in the net increase/decrease in 
the fair value of investments, and are calculated based on the difference between the contract 
rate and a forward market rate determined as of the schedule of investments date.   
 
A portion of forward exchange contracts is intended to manage, rather than neutralize, foreign 
currency fluctuations. Certain managers seek to control the effect of fluctuations in foreign 
exchange rates within their overall portfolio strategy rather than on a security by security basis. 
They attempt to optimize their foreign currency exposure in a market rather than accept the 
natural geographical exposure to the market’s currency. 
 
Futures 
Certain equity and fixed income managers for the Fund are permitted to buy and sell equity and 
interest rate index futures. The gross fair value of futures does not appear in the balance sheets. 
The net unrealized gain or loss on open futures trades is included in investments on the balance 
sheets, based on the difference between the future’s purchase price and the current value of such 
index futures. Realized gains and losses on futures are included in investment income at the time 
the futures contract expires. The net change in unrealized gains and losses is included in 
investment income. 
 
Real estate 
Trust assets are invested in a variety of real estate interests, including directly owned real estate 
and through APFC, real estate investment trusts, a multi-family real estate operating company, 
and other entities in which the assets consist primarily of real property. The Trust invests in real 
estate directly through ownership of interests in corporations, limited liability companies, and 
partnerships that hold title to the real estate. Real estate is included in investments and is 
reported at fair value in accordance with GASB 52, Land and Other Real Estate Held as 
Investments by Endowments. Net unrealized changes in fair value are included in investments on 
the balance sheets. Realized gains and losses are included in investment income. The net change 
in unrealized gains and losses is included in investment income. The Trust’s directly owned real 
estate investments are managed by either (1) external institutional real estate management firms 
(for all directly owned real estate commingled with the Fund), or (2) by the TLO (for all other 
directly owned real estate not under fiduciary care of APFC). The Trust periodically reviews real 
estate investments for other than temporary impairment.   
 
Alternative investments 
Alternative investments include the Trust’s investments managed by APFC in or through real 
return mandates, absolute return strategies, private equity, infrastructure, distressed debt, and 
mezzanine debt. The APFC periodically reviews alternative investments for other than temporary 
impairment. 
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The objective for the real return mandate is to produce a five percent real return (in excess of 
inflation) over the longer of one business cycle or five years. Each manager’s contract specifies 
permitted investments and liquidity guidelines. Investments are generally in commingled 
proprietary funds structured as limited partnerships. 
 
Absolute return strategies are investments in specialized funds with low market correlation. The 
Trust’s investments through APFC in absolute return strategies are managed through three limited 
partnerships, in which the APFC is the only limited partner (“fund-of-one”). External investment 
management services are provided by institutional investment managers who have acknowledged 
their status as fiduciaries with respect to the Fund. Absolute return strategies invest in a 
diversified portfolio of underlying limited partnership interests or similar limited liability entities. 
Each fund-of-one provides the APFC with fair value estimates of partnership interests and 
undergoes an annual independent audit. Many absolute return investments by their nature have no 
readily ascertainable market prices, and the estimated fair values may differ significantly from 
values that would be obtained in a market transaction for the assets. 
 
Through APFC, the Trust holds private equity through investments in limited liability companies 
and limited partnerships that typically invest in unlisted, illiquid common and preferred stock and, 
to a lesser degree, subordinated and senior debt of companies that are in most instances privately 
held. The APFC has hired external advisors to select private equity holdings diversified by 
geography and strategy. Private equity is funded slowly over time as opportunities are identified 
by the external advisors and the underlying fund managers. The underlying private equity funds 
provide the APFC with fair value estimates of the investments utilizing the most current 
information available. In addition, the external advisors review the fair value estimates, and the 
underlying private equity funds undergo annual independent audits. Private equity investments by 
their nature generally have no readily ascertainable market prices, and the estimated fair values 
may differ significantly from values that would be obtained in a market transaction for the assets. 
During FY 2015 it was determined that three private equity funds were impaired and would not 
recover their carrying cost over the remaining estimated holding period of the asset. In order to 
reflect the impairment, $237,000 of unrealized losses were realized through a write-down of cost 
to fair value. These impairments have no impact on the carrying value of investments or on the 
net increase in the fair value of private equity investments.  
 
Infrastructure investments involve ownership or operating agreements in essential long-term 
service assets with high barriers to entry. Examples of infrastructure assets include: toll roads; 
airports; deep water ports; communication towers; and energy generation, storage and 
transmission facilities. Investments in this asset class are expected to have inflation protection 
attributes and exhibit low correlations with other major asset classes in the APFC’s investment 
strategy. Through APFC, the Trust holds infrastructure investments through commingled funds 
organized as limited partnerships whose investment managers provide periodic fair value 
estimates. The limited partnerships undergo annual independent audits. Infrastructure 
investments by their nature generally have no readily ascertainable market prices, and the 
estimated fair values may differ significantly from values that would be obtained in a market 
transaction for the assets. 
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Through APFC the Trust invests in distressed debt through limited partnerships that invest either 
directly in distressed debt or in commingled limited liability funds with a distressed debt or credit 
opportunity focus. Through APFC, the Trust invests in mezzanine debt through limited 
partnerships that invest directly in mezzanine debt. These investments are funded over time, as 
opportunities arise. The limited partnerships and funds undergo annual independent audits. 
Distressed debt and mezzanine investments by their nature generally have no readily 
ascertainable market prices, and the estimated fair values may differ significantly from values 
that would be obtained in a market transaction for the assets. 
 
Receivables 
 
Accounts receivable have been established and offset with proper provisions for estimated 
uncollectible accounts where applicable. Practically all accounts receivable of the Trust are due 
from interest income related to resource management and investments with the State and APFC. 
 
Notes receivable are secured through land sale contracts. Notes are generally repaid over terms 
ranging from two to twenty years, with annual scheduled principal and interest payments. Interest 
rates are fixed at the time the loan agreement is signed. 
 
Capital Assets 
 
Capital assets, which include land, buildings, infrastructure, and other equipment, are reported in 
the Statement of Net Position. Capital assets are defined by the Alaska Mental Health Trust as 
assets with an initial, individual cost of more than $100,000 and an estimated useful life of at 
least five years. Such assets are recorded at historical cost or estimated historical cost if 
purchased or constructed. Donated capital assets are recorded at estimated fair market value at 
the date of donation. Corpus land is received from the State of Alaska and recorded at $1 per acre 
when it is conveyed. 
 
The costs of normal maintenance and repairs that do not add to the value of the asset or 
materially extend assets lives are not capitalized. 
 
Capital assets are depreciated using the straight line method over the following estimated useful 
lives: 
 
Assets Years 
  
Equipment 3-10 
Buildings and infrastructure 10-40 
 
Accrued Leave 
 
It is the Trust’s policy to permit employees to accumulate earned but unused personal leave.  All 
personal leave pay is accrued when incurred in the Statement of Net Position. A liability for these 
amounts is reported on the fund statements only if they have matured (e.g. the employee has 
terminated employment). 
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Due to/from State of Alaska 
 
The Trust uses the State of Alaska’s central treasury for payments of current obligations. The 
obligations are settled daily from the Trust’s cash or investment accounts with the central 
treasury. 
 
Deferred Inflows  
 
Deferred inflows in the governmental fund financial statements include those items that are 
measurable, but not yet available for revenue recognition under the modified accrual basis of 
accounting rules.  Specifically, this includes receivables for amounts not collected for land sales 
contracts that are not considered to be available to liquidate liabilities of the current period.   
 
Fund Balance 
 
The 1994 State legislature authorized the appropriation of $200,000,000 and approximately 
957,170 acres nominally valued at $1 per acre to the principal of the Trust. The corpus of the 
Trust is to be retained perpetually for investment and is included in nonspendable fund balance – 
nonexpendable corpus. Additionally, the Board of Trustees of the Trust has approved additional 
reservations of Trust income, as authorized by State law.  
 
By statute, earnings of the Trust may be used to offset the effect of inflation on the value of the 
corpus of the Trust. Increases to the nonspendable fund balance consist of historical land rent and 
royalty revenues, special appropriations, and inflation - proofing transfers within the Fund, as well 
as recorded unrealized appreciation or depreciation of invested assets. Assigned fund balances 
consist of the realized earnings of the Fund, which have not yet been appropriated. 
 
Program Revenues and Expenses 
 
Program revenues and expenses generally result from providing services in connection with the 
Trust’s principal ongoing programs. Revenues received from the management of Trust land is 
allocated between principal and income as follows: to principal, 100 percent of (a) land sale 
revenue, (b) royalties on coal, oil, gas, materials, and minerals, (c) revenues for perpetual 
easements, and (d) 85 percent of timber sales; to income, 100 percent of (a) interest from land 
sale contracts, (b) bonus bids, (c) rents, and (d) 15 percent of timber sales. Program expenses 
include operating costs, Trust land office and funding of comprehensive mental health programs 
for Alaskans who experience mental illness, developmental disabilities, chronic alcoholism, or 
Alzheimer's disease and related dementia. 
 
Revenue generated by the TLO from Trust Land is characterized as Distributable Income (proceeds 
from non-disposal actions on Trust land) and Principal (proceeds from the disposal of 
nonrenewable Trust Land assets). Distributable Income is transmitted to the Trust and expended 
in accordance with Trust policies and procedures. Trust Land principal is deposited in the Principal 
Fund (cash corpus) of the Trust or, with the Trust’s approval, used to purchase substitute Trust 
Lands. Trust Land principal continues to generate income in the Principal Fund, with that income 
making up a significant portion of annual Trust income distributions. 
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Pensions 
 
For purposes of measuring the net pension liability, deferred outflows of resources and deferred 
inflows of resources related to pensions, and pension expense, information about the fiduciary net 
position of the Public Employees’ Retirement System (PERS) and the Teachers’ Retirement 
Systems (TRS) and additions to/from PERS/TRS fiduciary net position have been determined on the 
same basis as they are reported by PERS/TRS. For this purpose, benefit payments (including 
refunds of employee contributions) are recognized when due and payable in accordance with the 
benefit terms. Investments are reported at fair value. 
 
Prior Year Financial Information 
 
The financial statements include certain prior-year comparative information in the Statement of 
Net Position, Statement of Activities, Balance Sheet, and Statement of Revenues, Expenditures 
and Changes in Fund Balance. Such information does not include sufficient detail to constitute a 
presentation in conformity with accounting principles generally accepted in the United States of 
America. Accordingly, such information should be read in conjunction with the Trust’s financial 
statements for the year ended June 30, 2014, from which the prior year information was derived. 
Certain reclassifications have been made to the 2014 basic financial statements to conform to the 
2015 presentation. 
 
Management’s Use of Estimates 
 
Management is required to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from the estimates. 
 
Income Taxes 
 
The Internal Revenue Code provides that gross income for tax purposes does not include income 
accruing to a state, territory or any political subdivision thereof which is derived from the 
exercise of any essential governmental function or any public utility. The Trust is a political 
subdivision of the State of Alaska and is therefore exempt from state and federal taxes. 
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2. Cash and Investments 
 
At June 30, 2015, the fund’s share of pooled investments and APFC investments was as follows: 
 

 

Short-term 
Fixed Income

 Pool

Short-term 
Liquidity

Fixed 
Income Pool

Intermediate 
Term Fixed 

Income Pool

Broad Market 
Fixed Income 

Pool Other

Alaska 
Permanent 
Fund Corp Total

Investment Type 
Cash and temporary 

investments $ - $ - $ - $ - $10,781,000 $ 16,662,000 $ 27,443,000
Certificate of deposit 54,000 - 42,000 - - - 96,000
Deposits 22,000 - - - - - 22,000
Corporate bonds 869,000 - 1,418,000 2,046,000 - 34,475,000 38,808,000
Mortgage-backed 

securities 733,000 - 572,000 3,247,000 - 7,266,000 11,818,000
Commercial mortgage/ 

asset-backed securities - - - - - 3,431,000 3,431,000
Non-U.S. treasury and 

government bonds - - - - - 10,589,000 10,589,000
Non-U.S. corporate bonds - - - - - 9,702,000 9,702,000
Preferred and common 

stock - - - - - 177,864,000 177,864,000
Real estate - - - - 25,888,000 52,931,000 78,819,000
Alternative investments: 
      Real return - - - - - 18,404,000 18,404,000
      Absolute return - - - - - 27,233,000 27,233,000
      Private equity - - - - - 42,762,000 42,762,000
      Infrastructure - - - - - 13,039,000 13,039,000
      Distressed and          

mezzanine debt - - - - - 11,507,000 11,507,000
Municipal bonds 27,000 - - 51,000 - - 78,000
Other asset backed 21,297,000 - 866,000 235,000 - - 22,398,000
Repurchase agreement 3,399,000 - - - - 3,399,000
U.S. government agency - - 12,000 221,000 - - 233,000
U.S. Treasury bills, notes, 
   bonds, and TIPS 6,568,000 7,855,000 14,411,000 4,660,000 - 32,894,000 66,388,000
Yankees: 
   Yankee corporate 387,000 - 367,000 328,000 - - 1,082,000
   Yankee government - - 69,000 157,000 - - 226,000
Emerging markets total 

opportunity - - - - - 5,261,000 5,261,000
Domestic equity - - - - 15,919,000 - 15,919,000
International equity - - - - 7,509,000 - 7,509,000
 
Total invested assets 33,356,000 7,855,000 17,757,000 10,945,000 60,097,000 464,020,000 594,030,000
Pool related net assets 

(liabilities) (1,423,000) - 146,000 (40,000) 33,000 - (1,284,000) 
Other pool ownership (359,000) - - 359,000 - - - 
     
Net Cash and 

Investments $31,574,000  $7,855,000 $17,903,000 $11,264,000 $60,130,000 $464,020,000 $592,746,000
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Intermediate and Broad Market Fixed Income Pools 
At June 30, 2015, the effective duration by investment type was as follows:  
 
 Effective Duration (in years) 

 

Intermediate-
term Fixed 

Income Pool

Broad 
Market Fixed 
Income Pool 

  
Certificate of deposit 0.14 - 
Corporate bonds 1.63 8.53 
Mortgage-backed bonds 1.03 3.91 
Municipal bonds - 14.68 
Other asset-backed 0.61 0.95 
U.S. government agency 3.96 8.96 
U.S. Treasury bills, notes,  

 bonds, and TIPS       1.96 5.02 
Yankees:  

Corporate 0.94 6.04 
Government 1.08 7.61 

  
Portfolio Effective Duration (in years) 1.81 5.45 
 
To manage its interest rate risk on marketable debt securities, the APFC monitors fair values daily 
and routinely reviews portfolio effective duration in comparison to established benchmarks. At 
June 30, 2015, the effective duration by investment type, based on fair value, is as follows: 
 

 
Percent of Bond 

Holdings
Duration (in 

years) 
  
Domestic Bonds  

Treasury and government notes/bonds 42.14% 5.36 
Mortgage-backed securities 9.31% 5.42 
Corporate bonds 44.16% 6.13 
Commercial mortgage and asset backed securities 4.39% 4.99 

   
Total Domestic Bonds 100.00% 5.69 
   
Non-Domestic Bonds   

Non-U.S. treasury and government bonds 52.18% 6.48 
Non-U.S. corporate bonds 47.82% 5.22 

   
Total Non-Domestic Bonds 100.00% 5.88 
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Credit Risk 
 
At June 30, 2015, the State’s internally managed Pools consisted of investments with credit 
quality ratings issued by nationally recognized statistical rating organizations as follows (using 
Standard and Poor’s Corporation rating scale): 
 

Investment Type Rating

Short-term 
Fixed Income 

Pool

Short-term 
Liquidity 

Fixed 
Income Pool

Intermediate-
term Fixed 

Income Pool

Broad Market 
Fixed Income 

Pool
        
Certificate of deposit Not Rated 0.17% -% 0.23% -% 
Corporate bond A 1.30 - 4.67 9.00 
Corporate bond AA 1.42 - 1.26 2.61 
Corporate bond AAA - 0.15 0.30 
Corporate bond BB - - 0.06 
Corporate bond BBB - 1.54 6.14 
Corporate bond Not Rated - 0.01 0.06 
Deposits Not Rated 0.07 - - - 
Mortgage-Backed A 0.19 - 0.54 0.33 
Mortgage-backed AA 0.88 - 0.70 0.43 
Mortgage-backed AAA 1.18 - 0.81 1.33 
Mortgage-backed BB - - 0.01 - 
Mortgage-backed BBB - - - 0.06 
Mortgage-backed Not Rated 0.05 - 1.02 26.68 
Municipal bonds A - - - 0.28 
Municipal bonds AA 0.08 - - 0.17 

Other Asset-backed A-1 1.54 - - - 
Other Asset-backed AA 1.27 - - - 
Other Asset-backed AAA 47.26 - 3.06 1.35 
Other Asset-backed Not Rated 16.63 - 1.60 0.73 

Other pool ownership Not Rated - 0.01 3.63 3.19 
Repurchase agreement AAA 7.85 - - 
Repurchase agreement Not Rated 2.80 -  - 
U.S. Government Agency AA - 0.06 1.96 
U.S. Treasury bills, notes,   
   bonds, and TIPS AA 20.57 99.99 77.57 41.37 
Yankee corporate A 0.59 - 0.87 1.32 
Yankee corporate AA 0.62 - 0.86 0.72 
Yankee corporate AAA - - 0.03 0.20 
Yankee corporate BBB - - 0.22 0.67 
Yankee government BBB - - 0.08 0.66 
Yankee government A - - 0.13 0.05 
Yankee government AA - - 0.10 0.02 
Yankee government AAA - - - 0.15 
Yankee government Not Rated - - 0.07 0.52 
No credit risk (4.47) -  0.78   (0.36) 
     
 100.00% 100.00% 100.00% 100.00% 
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Marketable debt credit rating 
To manage credit risk for marketable debt securities, the APFC monitors fair values of all 
securities daily and routinely reviews its investment holdings’ credit ratings. For accounts with an 
investment grade mandate (approximately 92 percent of bond mandates at June 30, 2015), issues 
falling below the minimum standards are required to be sold within seven months of the 
downgrade date. Minimum standards are a Standard & Poor's Corporation rating of BBB or better, 
or Moody's Investors Service, Inc. rating of Baa or better, or a comparable rating by another 
Nationally Recognized Statistical Rating Organizations (NRSRO) or by a recognized rating service in 
the jurisdiction of the issuer. Managers with high yield mandates (approximately 8 percent of bond 
mandates at June 30, 2015) are allowed to hold positions in assets with below investment grade 
ratings (high yield bonds) based on the terms of their contracts. For purposes of this note, if credit 
ratings differ among the NRSROs used, the rating with the highest degree of risk (the lowest 
rating) is reported. At June 30, 2015, the Trust’s credit ratings for its marketable debt securities 
are as follows: 
 

NRSRO Quality rating Domestic
Non-

domestic
Total fair 

value
Percent of 

holdings 
  
AAA $ 3,947,000 $ 1,658,000 $ 5,605,000 5.70% 
AA 2,247,000 4,239,000 6,486,000 6.59% 
A 13,718,000 5,472,000 19,190,000 19.51% 
BBB 13,974,000 6,507,000 20,481,000 20.82% 
BB 234,000 662,000 896,000 0.91% 
B 423,000 966,000 1,389,000 1.41% 
CCC 278,000 68,000 346,000 0.35% 
CC 5,000 59,000 64,000 0.06% 
C - - - 0.00% 
D 13,000 - 13,000 0.01% 
Total fair value of rated 

debt securities 34,839,000 19,631,000 54,470,000 55.37% 
Commingled bond funds 3,234,000 - 3,234,000 3.29% 
Not rated 205,000 660,000 865,000 0.88% 
U.S. government explicitly 

backed by the U.S 
government (AA) 34,480,000 - 34,480,000 35.06% 

U.S. government implicitly 
backed by the U.S. 
government (AA) 5,308,000 - 5,308,000 5.40% 

  
Total Marketable Debt 

Securities $ 78,066,000 $ 20,291,000 $ 98,357,000 100.00% 
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Preferred and Common Stock 
 
Direct investments in preferred and common stock are generally held by the APFC’s custodian 
bank on behalf of the Fund and the Trust.  The Trust also invests in commingled stock funds, 
which are held by the custodian bank of the fund manager on behalf of fund investors, and equity 
index futures, which are held at the prime broker.   
 
Preferred and common stocks and commingled stock funds at June 30, 2015 are summarized as 
follows (based on currency of trade), and include the net fair value of equity index futures of 
$(11,000) as of June 30, 2015: 
 

 Cost Fair Value

Unrealized 
Holding 

Gains  
  
Direct investments:  

Domestic $ 54,056,000 $ 69,839,000 $ 15,783,000 
Non – domestic 98,861,000 104,409,000 5,548,000 

Commingled funds 4,105,000 3,616,000 (489,000) 
  
Total Preferred And Common Stock $ 157,022,000 $ 177,864,000 $ 20,842,000 
 
Marketable Debt Securities 
 
Marketable debt securities held by APFC on behalf of the Trust at June 30, 2015 are summarized 
as follows, categorized by debt instrument type and by country of registration: 
 

 
Amortized 

Cost Fair Value

Unrealized 
Holding 

Gains 
  
Treasury and government notes/bonds $ 32,891,000 $ 32,894,000 $ 3,000 
Mortgage-backed securities 7,195,000 7,266,000 71,000 
Corporate bonds 34,888,000 34,475,000 (413,000) 
Commercial mortgage/asset-backed securities 3,434,000 3,431,000 (3,000) 
Non-U.S. treasury and government bonds 11,336,000 10,589,000 (747,000) 
Non-U.S. corporate bonds 9,692,000 9,702,000 10,000 
  
Total Marketable Debt Securities $ 99,436,000 $ 98,357,000 $ (1,079,000) 
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Foreign Currency Exposure 
 
Treasury 
At June 30, 2015, assets held by Treasury had exposure to foreign currency risk as follows:  
  
  
Deposits:  

Canadian Dollar $ 1,000 
  
Total deposits 1,000 
  
Investments – international equity:  

Australian Dollar 244,000 
Canadian Dollar 152,000 
Danish Krone 78,000 
Euro Currency 1,749,000 
Japanese Yen 1,509,000 
Norwegian Krone 102,000 
Pound Sterling 1,882,000 
Swedish Krona 270,000 
Swiss Franc 430,000 
  

Total investments – international equity 6,416,000 
  
Total Deposits And Investments $ 6,417,000 
  
 
Alaska Permanent Fund Corporation 
Foreign currency risk arises when a loss could result from adverse changes in foreign currency 
exchange rates. Foreign currency risk is managed by the international investment managers in 
part through their decisions to enter into foreign currency forward contracts. Foreign currency risk 
is also managed through the diversification of assets into various countries and currencies. 
 
Cash amounts in the schedule below include receivables, payables, certificates of deposits, and 
cash balances in each related currency. If payables exceed receivables and cash balances in a 
currency, then the total cash balance for that currency will appear as a negative value. The 
remaining Trust assets are invested in U.S. cash, equities, and debt, as well as in direct real 
estate properties, real return mandates, absolute return and similar funds, and infrastructure, all 
of which are denominated in U.S. dollars, and are not included in the schedule below. 
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At June 30, 2015, the Trust’s cash holdings, non-domestic public and private equity, and debt 
securities had exposure to foreign currency risk as follows (shown in U.S. dollar equivalent at fair 
value and based on the currency in which the securities are held and traded): 
 

Foreign Currency 
Cash and

Equivalents

Foreign 
Exchange 
Forward 

Contracts

Public and 
Private 
Equity Debt

Total 
Foreign 

Currency 
Exposure 

  
Australian Dollar $ 21,000 $ 577,000 $ 3,814,000 $ 132,000 $ 4,544,000 
Brazilian Real 13,000 (94,000) 1,737,000 234,000 1,890,000 
British Pound Sterling 195,000 (1,428,000) 17,222,000 364,000 16,353,000 
Canadian Dollar 85,000 (195,000) 5,362,000 113,000 5,365,000 
Chilean Peso 1,000 (16,000) 140,000 33,000 158,000 
Chinese Yuan Renminbi 28,000 - - - 28,000 
Columbian Peso 4,000 (36,000) 33,000 175,000 176,000 
Czech Koruna 1,000 - 25,000 - 26,000 
Danish Krone 5,000 (49,000) 1,055,000 15,000 1,026,000 
Egyptian Pound - - 16,000 - 16,000 
Euro Currency 82,000 (1,516,000) 22,724,000 1,806,000 23,096,000 
Ghanaian Cedi 4,000 - - 65,000 69,000 
Hong Kong Dollar 196,000 (65,000) 8,953,000 - 9,084,000 
Hungarian Forint 5,000 (1,000) 26,000 54,000 84,000 
Indian Rupee 17,000 (8,000) 2,826,000 513,000 3,348,000 
Indonesian Rupiah 7,000 (19,000) 749,000 339,000 1,076,000 
Israeli Shekel (7,000) 36,000 477,000 - 506,000 
Japanese Yen (86,000) 281,000 16,175,000 1,303,000 17,673,000 
Malaysian Ringgit 6,000 (68,000) 962,000 193,000 1,093,000 
Mexican Peso 17,000 (253,000) 997,000 702,000 1,463,000 
New Zealand Dollar 1,000 (208,000) 125,000 69,000 (13,000) 
Nigerian Naira 1,000 - - 34,000 35,000 
Norwegian Krone 4,000 (295,000) 579,000 99,000 387,000 
Peruvian Nuevo Sol - - - 49,000 49,000 
Philippine Peso 3,000 (3,000) 222,000 19,000 241,000 
Polish Zloty 4,000 (29,000) 177,000 44,000 196,000 
Qatari Riyal - - 316,000 - 316,000 
Russian Ruble 1,000 - - 20,000 21,000 
Singapore Dollar 9,000 (24,000) 690,000 69,000 744,000 
South African Rand 22,000 (105,000) 2,029,000 260,000 2,206,000 
South Korean Won 16,000 (167,000) 3,463,000 81,000 3,393,000 
Swedish Krona - 95,000) 1,867,000 28,000 1,990,000 
Swiss Franc (50,000) (592,000) 4,955,000 - 4,313,000 
Taiwan Dollar 55,000 (24,000) 3,765,000 - 3,796,000 
Thai Baht 3,000 2,000 720,000 - 725,000 
Turkish Lira 9,000 (1,000) 681,000 349,000 1,038,000 
UAE Dirham - - 272,000 - 272,000 
Uruguayan Peso - - - 13,000 13,000 
  
Total Foreign Currency 

Exposure $ 672,000 $ (4,205,000) $103,154,000 $ 7,175,000 $ 106,796,000 
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Foreign Exchange Contracts, Futures, Derivative Exposure, and Off-Balance Sheet Risk 
 
Alaska Permanent Fund Corporation 
Certain APFC external investment managers enter into foreign currency forward exchange 
contracts (FX forward contracts) to buy and sell specified amounts of foreign currencies at 
specified rates and future dates for the purpose of managing or optimizing foreign currency 
exposure. The maturity periods for outstanding contracts at June 30, 2015 ranged between one 
and 112 days. 
 
The counterparties to the FX forward contracts consisted of a diversified group of financial 
institutions. The Trust is exposed to credit risk to the extent of non-performance by these 
counterparties. The Trust’s market risk as of June 30, 2015 is limited to the difference between 
contractual rates and forward market rates determined at the end of the fiscal year. 
 
Activity and balances related to FX forward contracts are summarized as follows: 
 
Balance at June 30, 2015  
  
Face value of FX forward contracts $ 15,824,000 
Net unrealized holding losses on FX forward contracts (16,000) 
  
Fair Value Of FX Forward Contracts $ 15,808,000 
 
Activity for fiscal year ending June 30, 2015  
  
Change in unrealized holding gains $ 7,000 
Realized gains 935,000 
  
Net Increase In Fair Value Of FX Forward Contracts $ 942,000 
 
Certain APFC equity investment managers are permitted to trade in equity index futures for the 
Fund’s account, and beginning in FY 2012, the internal fixed income management team began 
trading U.S. Treasury futures. Equity index futures are traded in both domestic and non-domestic 
markets based on an underlying stock exchange value. Equity and fixed income index futures are 
settled with cash for the net difference between the trade price and the settle price.  
 
Activity and balances related to equity index futures are summarized as follows: 
 
Balance at June 30, 2015  
  
Face value of equity index futures $ 953,000 
Net unrealized holding gains on futures (11,000) 
  
Fair Value Of Equity Index Futures $ 942,000 
  

 

 

 



Alaska Mental Health Trust Authority 
(A Component Unit of the State of Alaska) 

 

Notes to Basic Financial Statements 
 
 

38 

Activity for fiscal year ending June 30, 2015  
  
Change in unrealized holding losses $ (16,000) 
Realized gains 179,000 
  
Net Increase In Fair Value Of Futures $ 163,000 
 
Activity and balances related to equity U.S. Treasury futures are summarized as follows: 
 
Balance at June 30, 2015  
  
Face value of U.S. Treasury futures $ (1,596,000) 
Net unrealized holding gains on futures 1,000 
  
Fair Value Of U.S. Treasury Futures $ (1,595,000) 
 
Activity for fiscal year ending June 30, 2015  
  
Change in unrealized holding losses $ (1,000) 
Realized gains 4,000 
  
Net Increase In Fair Value Of U.S. Treasury Futures $ 3,000 
 
The face value of FX forward contracts and futures shown in these schedules is not required to be 
included in the schedules of investments of the Trust. All other balance and activity amounts 
shown above are included in the schedules of investments and investment income of the Trust. 
 
Treasury 
The Treasury is exposed to credit risk on investment derivative instruments that are in asset 
positions.  The Treasury has no policy of requiring collateral or other security to support 
derivative instruments subject to credit risk.  Additionally, the Treasury has no policy regarding 
entering into netting arrangements when it enters into derivative instrument transactions with a 
counterparty, nor does the Treasury have a policy for contingencies.  The Fund’s share of the 
International Equity Pool’s investment include the following income from derivative investments 
at June 30, 2015: 
 
Investment Derivatives Classification Amount  Classification Amount  Notional  
         

FX Forwards 
Investment 
Revenue (3,700) 

Long-Term 
Instruments -  - 
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Real Estate 
 
Real estate investments at June 30, 2015 are summarized as follows:  
 

 Cost Fair Value
Unrealized 

Holding Gains 
  
Real estate investment trusts $ 8,286,000 $ 9,546,000 $ 1,260,000 
American Homes 4 Rent II 1,047,000 1,047,000 - 
Directly owned real estate:   

Retail 5,968,00 11,789,000 5,821,000 
Development 436,000 436,000 - 
Hotel 444,000 444,000 - 
Office 35,616,000 40,277,000 4,661,000 
Industrial 2,037,000 2,434,000 397,000 
Multifamily 9,690,000 12,846,000 3,156,000 

  
Total Real Estate $ 63,524,000 $ 78,819,000 $ 15,295,000 
 
Alternative Investments 
 
Alternative investments at June 30, 2015 are summarized as follows: 
 

 Cost Fair Value
Unrealized 

Holding Gains 
  
Real return $ 15,435,000 $ 18,404,000 $ 2,969,000 
Absolute return 25,734,000 27,233,000 1,499,000 
Private equity 31,566,000 42,762,000 11,196,000 
Infrastructure 12,586,000 13,039,000 453,000 
Distressed and mezzanine debt 10,136,000 11,507,000 1,371,000 
  
Total Alternative Investments $ 95,457,000 $ 112,945,000 $ 17,488,000 
 
As of June 30, 2015, the APFC, on behalf of the Trust, had outstanding future funding 
commitments of: $40,800,000 for private equity; $6,900,000 for infrastructure; and $1,600,000 for 
distressed and mezzanine debt investments combined. Many alternative investments have liquidity 
constrains and may not be available for cash withdrawal until a specified period of time has 
elapsed. 
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Emerging Markets Total Opportunities 
 
APFC’s emerging market multi-asset class mandates represent portfolios that invest across the 
spectrum of liquid securities: stocks, bonds and currency. This flexibility gives the managers the 
ability to select the most advantageous publicly traded investments from both a risk and return 
perspective without the limitation of security type. 
 

 Cost Fair Value
Unrealized 

Holding Losses 
  
Emerging Markets Total Opportunities $ 5,722,000 $ 5,261,000 $ (461,000) 
 
3. Securities Lending 
 
State regulations at 15 AAC 137.510 and the APFC investment policy authorize the APFC to enter 
into securities lending transactions on behalf of the Trust. Through a contract with the Bank of 
New York Mellon (the Bank), the Trust lends marketable debt and equity securities to borrowers 
who are banks and broker-dealers. The loans are collateralized with cash or marketable securities 
guaranteed by the U.S. government or a U.S. government agency. Under APFC’s contract with the 
Bank, the Bank must mark the loaned securities and collateral to the market daily, and the loan 
agreements require the borrowers to maintain the collateral at not less than 102 percent of the 
fair value of the loaned securities for domestic securities (and non-domestic loaned securities 
denominated in U.S. dollars) and not less than 105 percent of the fair value for other 
non-domestic loaned securities. The APFC can sell securities that are on loan.  
 
If a borrower fails to return the loaned securities (borrower default), the Bank can use cash 
collateral (and the proceeds on the sale of any non-cash collateral) to purchase replacement 
securities. Generally, the APFC is protected from credit risk associated with the lending 
transactions through indemnification by the Bank against losses resulting from counterparty 
failure, the reinvestment of cash collateral, default on collateral investments, or a borrower’s 
failure to return loaned securities. 
 
Cash collateral received for loaned securities is reported on the Trust’s schedules of investments 
and invested by the Bank on behalf of the Fund and the Trust. As of June 30, 2015, such 
investments were in overnight repurchase agreements that had a weighted-average-maturity of 
one day. The average term of the loans was also one day.  
 
At June 30, 2015 the value of securities on loan is as follows: 
 
Fair Value Of Securities On Loan, Secured By Cash Collateral $ 7,323,000 
  
Cash Collateral $ 7,842,000 
 
Fair Value Of Securities On Loan, Secured By Non-cash Collateral $ 50,575,000 
 
Non-cash Collateral $ 55,471,000 
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The Trust receives 80 percent of earnings derived from securities lending transactions, and the 
Bank retains 20 percent. During the year ended June 30, 2015 the Trust incurred no losses from 
securities lending transactions. The Trust received $145,000 from securities lending for the year 
ended June 30, 2015. 
 
4. Accounts Receivable 
 
Accounts receivable at June 30, 2015 are as follows: 
 
  
Interest and dividends receivable $ 5,022,000 
Other receivables 78,000 
  
Total accounts receivables 5,100,000 
Allowance for uncollectible accounts (62,000) 
  
Total Accounts Receivable, Net Of Allowance $ 5,038,000 
 
5. Notes Receivable 
 
Notes receivable at June 30, 2015 are as follows: 
 
Land sale notes receivable $ 5,557,000 
Allowance for uncollectible accounts (722,000) 
  
Total Notes Receivable, Net Of Allowance $ 4,835,000 
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6. Capital Assets  
 
The Trust owns and accounts for all land and buildings. Contributed assets are recorded at fair 
market value at date of receipt. Capital asset activity for the year ended June 30, 2015 follows: 
 

 

Balance 
July 1, 

2014 Additions Deletions

Balance 
June 30, 

2015 
  
Non-Depreciable Assets:  
Land:  

Corpus $ 1,007,000 $ - $ - $ 1,007,000 
Land and land 

improvements 3,409,000 70,000 - 3,479,000 
   
Total non-depreciable assets 4,416,000 70,000 - 4,486,000 
  
Depreciable Assets:  
   Buildings and infrastructure 6,772,000 6,214,000 - 12,986,000 
   Equipment 312,000 - - 312,000 
   
Total depreciable assets 7,084,000 6,213,000 - 13,298,000 
  
Accumulated depreciation (2,174,000) (477,000) - (2,651,000) 
  
Total Capital Assets, Net Of 

Accumulated Depreciation $ 9,326,000 $ 5,806,000 $ - $ 15,133,000 
 
Depreciation expense for the year ended June 30, 2015 was $477,000. 
 
7. Accounts Payable and Accrued Liabilities 
 
Accounts payable and accrued liabilities at June 30, 2015 are summarized as follows: 
 
Accounts payable $ 7,105,000 
Outstanding warrants 67,000 
Bonds held in trust 737,000 
Trust accounts payable 1,772,000 
  
Total $ 9,681,000 
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8. Accrued Leave Liability 
 
The following is a summary of the accrued leave liability for the year ended June 30, 2015: 
 

Balance 
July 1, 

2014 Additions Deletions  

Balance 
June 30, 

2015
Due Within 

One Year 
  

$ 651,000 $ 595,000 $ (590,000) $ 656,000 $ 656,000 
 
9. Defined Benefit Pension Plan 
 
General Information about the Plan 
 
The Trust participates in the Alaska Public Employees’ Retirement System (PERS).  PERS is a cost-
sharing multiple employer plan which covers eligible State and local government employees, other 
than teachers.  The Plan was established and is administered by the State of Alaska Department of 
Administration.  Benefit and contribution provisions are established by State law and may be 
amended only by the State Legislature.   
 
The Plan is included in a comprehensive annual financial report that includes financial statements 
and other required supplemental information.  That report is available via the internet at 
http://doa.alaska.gov/drb/pers.  Actuarial valuation reports, audited financial statements, and 
other detailed plan information are also available on this website. 
 
The Plan provides for retirement, death and disability, and post-employment health care benefits.  
There are three tiers of employees, based on entry date.  For all tiers within the Defined Benefit 
(DB) plan, full retirement benefits are generally calculated using a formula comprised of a 
multiplier times the average monthly salary (AMS) times the number of years of service.  The 
multiplier is increased at longevity milestone markers for most employees.  The tiers within the 
Plan establish differing criteria regarding normal retirement age, early retirement age, and the 
criteria for calculation of AMS, COLA adjustments, and other OPEB benefits.  A complete benefit 
comparison chart is available at the website noted above. 
 
The PERS DB Plan was closed to new entrants effective June 30, 2006.  New employees hired after 
that date participate in the PERS Defined Contribution (DC) Plan described later in these notes.  
 
Historical Context and Special Funding Situation 
 
In April 2008, the Alaska Legislature passed legislation converting the previously existing PERS plan 
from an agent-multiple employer plan to a cost-sharing plan with an effective date of July 1, 
2008.  In connection with this conversion, the State of Alaska passed additional legislation which 
statutorily capped the employer contribution rate, established a state funded “on-behalf” 
contribution (subject to funding availability), and required that employer contributions be 
calculated against all PERS eligible wages, including wages paid to participants of the PERS Tier IV 
defined contribution plan described later in these notes.   
 
Alaska Statute 39.35.255 requires the State of Alaska to contribute to the Plan an amount such 
that, when combined with the employer contribution, is sufficient to pay the Plan’s past service 
liability contribution rate as adopted by the Alaska Retirement Management Board.   
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Although current statutes call for the State of Alaska to contribute to the Plan, the Alaska 
Department of Law has determined that the statute does not create a legal obligation to assume 
the liabilities of the Plan; rather it establishes a contribution mechanism to provide employer 
relief against the rising contribution rates.  This relief payment is subject to funding availability, 
and therefore not legally mandated.  As a result, the State has determined that the Plan is not in 
a special funding situation. 
 
Management of the Trust disagrees with the State’s position and believes that AS 39.35.255 and AS 
14.25.085 do constitute a special funding situation under GASB 68 rules and has recorded all 
pension related liabilities, deferred inflows/outflows, and disclosures on this basis, pending a final  
legal determination, as may be required to settle the matter.   
 
The Trust records the on-behalf contributions as revenue and expense/expenditures in the fund 
financial statements.  However, the expenditures are adjusted to deferred outflows in the 
enterprise funds and government-wide financial statements.   
 
Employee Contribution Rates 
 
The Trust employees are required to contribute 6.75% of their annual covered salary.   
 
Employer and Other Contribution Rates 
 
There are several contribution rates associated with the pension and healthcare contributions and 
related liabilities.  These amounts are calculated on an annual basis. 
 
Employer Effective Rate: This is the contractual employer pay-in rate.  Under current legislation, 
this rate is statutorily capped at 22% of eligible wages, subject to a wage floor, and other 
termination events.  This 22% rate is calculated on all PERS participating wages, including those 
wages attributable to employees in the defined contribution plan.  Contributions derived from the 
defined contribution employees are referred to as the Defined Benefit Unfunded Liability or DBUL 
contribution. 

 
ARM Board Adopted Rate: This is the rate formally adopted by the Alaska Retirement Management 
Board.  This rate is actuarially determined and used to calculate annual Plan funding 
requirements, without regard to the statutory rate cap or the GASB accounting rate.  Prior to July 
1, 2015, there were no constraints or restrictions on the actuarial cost method or other 
assumptions used in the ARM Board valuation.  Effective July 1, 2015, the Legislature requires the 
ARM Board to adopt employer contribution rates for past service liabilities using a level percent of 
pay method over a closed 25 year term which ends in 2039.  This will result in lower ARM Board 
Rates in future years.   
 
On-behalf Contribution Rate: This is the rate normally paid in by the State as an on-behalf 
payment under the current statute.  The statute requires the State to contribute, based on 
funding availability, an on-behalf amount equal to the difference between the ARM Board Rate 
and the Employer Effective Rate.  However, in 2015, the State Legislature appropriated a one-
time contribution to the Plan in the amount of $1 billion.  As a result, the On-behalf Contribution 
Rates for 2015 significantly exceed the statutory amounts.  As noted earlier, the on-behalf 
contributions are recognized in the fund financial statements as revenues and expenditures in the 
year they are appropriated by the State.  In the government-wide financial statements, such on-
behalf contributions are included in revenue but are recorded as deferred outflows, rather than 
pension expense.   
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GASB Rate:  This is the rate used to determine the long-term pension and healthcare liability for 
plan accounting purposes in accordance with generally accepted accounting principles as 
established by GASB.  Certain actuarial methods and assumptions for this rate calculation are 
mandated by GASB.  Additionally, the GASB Rate disregards all future Medicare Part D payments.  
For FY15, the rate uses an 8.00% pension discount rate and a 4.90% healthcare discount rate.   
 
The GASB rate and the ARM Board Adopted Rate differ significantly as a direct result of variances 
in the actuarial methods and assumptions used.   
 
Contribution rates for the year ended June 30, 2015 were determined in the June 30, 2012 
actuarial valuation.  
 

 

Employer 
Effective 

Rate  

ARM Board 
Adopted 

Rate  

State 
Contribution 

Rate 
GASB 
Rate  

  
Pension 12.54% 25.09% 42.41% 33.05% 
Postemployment healthcare (see 
Note 11) 9.46% 18.94%  - % 55.07% 
 
Total Contribution Rate 22.00% 44.03% 42.41% 88.12% 
 
In 2015, the Trust was credited with the following contributions to the pension plan.   
 

 

Measurement
Period

Trust FY14 Trust FY15
 
Employer contributions (including DBUL) $ 352,000 $ 382,000
Nonemployer contributions (on-behalf) 267,000 971,000
 
Total Contributions $ 619,000 $ 1,353,000
 
Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred 
Inflows of Resources Related to Pensions   
 
At June 30, 2015, the Trust reported a liability for its proportionate share of the net pension 
liability that reflected a reduction for State support provided to the Trust.  The amount 
recognized by the Trust as its proportionate share of the net pension liability, the related State 
support, and the total portion of the net pension liability associated with the Trust were as 
follows: 
 
Trust’s proportionate share of NPL $      4,277,000
State’s proportionate share of NPL 
  associated with the Trust 3,701,000
 
Total Net Pension Liability $      7,978,000
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The net pension liability was measured as of June 30, 2014, and the total pension liability used to 
calculate the net pension liability was determined by an actuarial valuation as of that date. The 
Trust’s proportion of the net pension liability was based on a projection of the Trust’s long-term 
share of contributions to the pension plan relative to the projected contributions of all 
participating entities, including the State, actuarially determined.  At June 30, 2014, the Trust’s 
proportion was 0.0916311 percent, which was an increase of 0.003697133 from its proportion 
measured as of June 30, 2013. 
  
For the year ended June 30, 2015, the Trust recognized pension expense of $704,000 and on-
behalf revenue of $313,000 for support provided by the State.  At June 30, 2015, the Trust 
reported deferred outflows of resources and deferred inflows of resources related to pensions 
from the following sources: 
 

 

Deferred 
Outflows 

of Resources  

Deferred 
Inflows 

of Resources  
   
Net difference between projected and actual earnings  
  on pension plan investments $ - $ 494,000 
  
Changes in proportion and differences between Trust’s   
  contributions and proportionate share of contributions 110,000 - 
  
Trust contributions subsequent to the measurement   
  date 382,000 - 
  
Total Deferred Outflows and Deferred Inflows $ 492,000 $ 494,000 
 
The $382,000 reported as deferred outflows of resources related to pensions resulting from 
contributions subsequent to the measurement date will be recognized as a reduction in the net 
pension liability in the year ended June 30, 2016. Other amounts reported as deferred outflows of 
resources and deferred inflows of resources related to pensions will be recognized in pension 
expense as follows: 
 
Year Ended June 30,  
   
2016 $ 208,000 
2017 148,000 
2018 124,000 
2019 124,000 
 
Actuarial Assumptions  
 
The total pension liability was determined by an actuarial valuation as of June 30, 2013, using the 
following actuarial assumptions, applied to all periods included in the measurement, and rolled 
forward to the measurement date of June 30, 2014.  The actuarial valuation for the year ended 
June 30, 2014 (latest available) was prepared by Buck Consultants.  The actuarial assumptions 
used in the June 30, 2013 valuation were based on the results of an actuarial experience study for 
the period from July 1, 2005 to June 30, 2009, resulting in changes in actuarial assumptions 
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adopted by the Alaska Retirement Management Board to better reflect expected future 
experience.   
  
Inflation 3.12%  
   
Salary Increases Graded by age and service, from 9.6% to 3.62% for all others.  
   
Investment Return / Discount Rate  8.00% net of pension plan investment expenses.  This is based on an 

average inflation rate of 3.12% and real rate of return over 4.88%. 
  

Mortality  Rates based on the 1994 Group Annuity Mortality Table, sex distinct, 
1994 Base year without margin projected to 2013 using Projection 
Scale AA - 75% for male and 55% for female for pre-termination for 
all others; and 100% for males and 1-year set-forward for females for 
post-termination.  

   

 
The long-term expected rate of return on pension plan investments was determined using a 
building-block method in which best-estimate ranges of expected future real rates of return 
(expected returns, net of pension plan investment expense and inflation) are developed for each 
major asset class. These ranges are combined to produce the long-term expected rate of return by 
weighting the expected future real rates of return by the target asset allocation percentage and 
by adding expected inflation. The best estimates of arithmetic real rates of return for each major 
asset class are summarized in the following table (note that the rates shown below exclude the 
inflation component): 
 
Asset Class Long-Term Expected Real Rate of Return 
   
Domestic equity 6.77% 
International equity 7.50% 
Private equity 10.86% 
Fixed income 2.05% 
Real estate 3.63% 
Absolute return 4.80% 
 
Discount Rate 
 
The discount rate used to measure the total pension liability was 8.00%. The projection of cash 
flows used to determine the discount rate assumed that Employer and State contributions will 
continue to follow the current funding policy which meets State statutes. Based on those 
assumptions, the pension plan's fiduciary net position was projected to be available to make all 
projected future benefit payments of current plan members. Therefore, the long-term expected 
rate of return on pension plan investments was applied to all periods of projected benefit 
payments to determine the total pension liability.  
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Discount Rate Sensitivity  
 
The following presents the Retirement System’s net pension liability and the Trust’s proportionate 
share of the net pension liability calculated using the discount rate of 8.00 percent, as well as 
what the Trust’s proportionate share of the net pension liability would be if it were calculated 
using a discount rate that is 1-percentage-point lower (7.00 percent) or 1-percentage-point higher 
(9.00 percent) than the current rate: 
 

 

 
 

Proportional 
Share  

1% Decrease 
(7.00%)  

Current Discount 
Rate (8.00%)  

1% Increase 
(9.00%)  

   
System Net Pension Liability 100.0% $ 6,115,582,000 $ 4,664,148,000 $ 3,441,888,000 
  
Trust’s proportionate share of 
the net pension liability 0.091693113% $ 5,608,000 $ 4,277,000 $ 3,156,000 

 
Pension Plan Fiduciary Net Position  
 
Detailed information about the pension plan’s fiduciary net position is available in the separately 
issued PERS financial report.  
 
10. Defined Contribution (DC) Pension Plan 
 
Employees hired after July 1, 2006 participate in PERS Tier IV, a defined contribution plan.  This Plan 
is administered by the State of Alaska, Department of Administration in conjunction with the defined 
benefit plan noted above. Benefit and contribution provisions are established by State law and may 
be amended only by the State Legislature.  The Alaska Retirement Management Board may also 
amend contribution requirements.  Included in the Plan are individual pension accounts, retiree 
medical insurance plan and a separate Health Reimbursement Arrangement account that will help 
retired members pay medical premiums and other eligible medical expenses not covered by the 
medical plan.  This Plan is included in the comprehensive annual financial report for PERS, and at 
the following website, as noted above.  http://doa.alaska.gov/drb/pers.   
 
Contributions to the DC plan consist solely of employer and employee contributions with no 
special funding or other nonemployer contributions.  In addition, actual remittances to the PERS 
system require that the Trust contribute at 22%.  After deducting the DC plan contributions (and 
related OPEB contributions), the remaining remittance (the DBUL) is deposited into the DB plan as 
noted earlier. 
 
Benefit Terms 
 
Employees are immediately vested in their own contributions and vest 25% with two years of service, 
plus an additional 25% per year thereafter for full vesting at five years of service.   
 
Employee Contribution Rate 
 
Employees are required to contribute 8.0% of their annual covered salary.  This amount goes directly 
to the individual’s account. 
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Employer Contribution Rate 
 
For the year ended June 30, 2015, the Trust was required to contribute 5% of covered salary into the 
Plan.   
 
The Trust and employee contributions to PERS for pensions for the year ended June 30, 2015 were 
$81,000 and $130,000, respectively.   
 
The Trust contribution amount was recognized as pension expense/expenditures. 
 

11. Other Post-Employment Benefit (OPEB) Plans  
 
Defined Benefit OPEB 
 
As part of its participation in the PERS DB Plan (Tiers I, II, III), the Trust participates in the Alaska 
Retiree Healthcare Trust (ARHCT). The ARHCT is self-funded and provides major medical coverage 
to retirees of the System.  Benefits vary by Tier level.  The Plan is administered by the State of 
Alaska, Department of Administration.  Employer contribution rates are established in concert 
with the Defined Benefit Pension Plan described earlier in these notes.   
 
Employer Contribution Rate 
 
The Trust is required to contribute 9.46% of covered payroll into the OPEB plan.  Employees do not 
contribute.   
 
Annual Postemployment Healthcare Cost 
 
Actual contributions into the plan for the last three years were as follows.  The amounts reported 
here include only the employer required contributions and do not include any amounts attributed 
to the on-behalf contribution by the State.  In 2015, there were no on-behalf contributions into 
the OPEB Plan; however, on-behalf contributions to the OPEB Plan in 2014 and 2013 were 
$240,000 and $285,000 respectively. 
 

 

Annual 
OPEB 
Costs 

 
Trust 

Contributions 
% of Costs 

Contributed 
 
2015  $   296,000 $   296,000 100 % 
2014 $   361,000 $   361,000 100 % 
2013 $   408,000 $   408,000 100 % 
 
Defined Contribution OPEB 
 
Defined Contribution Pension Plan participants (PERS Tier IV) participate in the Occupational 
Death and Disability Plan (ODD), and the Retiree Medical Plan. Information on these plans is 
included in the comprehensive annual financial report for the PERS Plan noted above.  These plans 
provide for death, disability, and post-employment health care benefits.  
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Employer Contribution Rates 
 
Employees do not contribute to the DC OPEB plans.  Employer contribution rates for the year 
ended June 30, 2015 were as follows: 
 

 
Other 
Tier IV  

Police/Fire 
Tier IV  

  
Retiree medical plan 1.66% 1.66% 
Occupational death and disability benefits 0.22% 1.06% 
  
Total Contribution Rates 1.88% 2.72% 
 
In addition, PERS defined contribution members also participate in the Health Reimbursement 
Arrangement.  AS 39.30.370 establishes this contribution amount as “three percent of the average 
annual employee compensation of all employees of all employers in the plan”.  As of July 1, 2014, 
for actual remittance, this amount is calculated as a flat rate for each full time or part-time 
employee per pay period and approximates $1,961 per year for each full-time employee, and $1.26 
per hour for part-time employees. 
 
Annual Postemployment Healthcare Cost 
 
The Trust contributed $66,000 in DC OPEB costs for the year ended June 30, 2015.  This amounts 
have been recognized as expense/expenditures. 
 
12. Rental Income under Operating Leases 
 
The Trust’s program revenues, rents and royalties include the leasing of land. The following is a 
schedule of minimum future rental income payments under non-cancelable operating leases for 
the next five years: 
 

Year ending June 30: Land
Minerals, Oil 

& Gas Total 
  
2016 $ 943,000 $ 1,058,000 $ 2,001,000 
2017 943,000 1,079,000 2,022,000 
2018 943,000 1,059,000 2,002,000 
2019 943,000 851,000 1,794,000 
2020 517,000 807,000 1,324,000 
  
 $ 4,289,000 $ 4,854,000 $ 9,143,000 
 
13. Statutory Income 
 
By Alaska law, statutory net income is computed in accordance with accounting principles 
generally accepted in the United States of America (GAAP), excluding any unrealized gains or 
losses. However, the income from investments is required by GAAP to include unrealized gains and 
losses and income, regardless of source. Consequently, GAAP income from investments and 
statutory net income differ. 
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The APFC periodically reviews investments for other than temporary impairment of value. 
Investments with fair values significantly less than costs over multiple reporting periods may be 
considered impaired if the cost basis will not be recovered over the investment’s remaining 
estimated holding period. If any other than temporary impairment is determined to exist for an 
investment, a realized loss will be recorded which will replace the previously recorded unrealized 
loss. Carrying value will not be affected, but the reclassification of the loss from unrealized to 
realized will affect the statutory net income of the Trust.  During FY 2015 no impairments were 
recorded. 
 
Statutory net income for the year ended June 30, 2015 is calculated as follows: 
 
  
  
Income from investments managed by APFC $ 21,358,000 
Unrealized holding losses 4,588,000 
  
Statutory Net Income $ 25,946,000 
 

14. Nonspendable Trust Assets Managed by APFC 
 

The legislature determines amounts to be contributed to, or distributed from, nonspendable Trust 
assets. The 1994 State legislature authorized the appropriation of $200,000,000 to the principal of 
the Trust, transferring the funds on July 3, 1995 to the APFC. Additionally, the Board of Directors 
of the Trust has approved additional reservations of Trust income, as authorized by State law. By 
statute, earnings of the Trust may be used to offset the effect of inflation on the value of the 
contributions to the Trust. The Trust authorized no inflation proofing during the year ended June 
30, 2015. The balance of contributions and appropriations as of June 30, 2015 was $344,182,000. 
 

On June 16, 2009 the APFC received a State of Alaska Attorney General’s Opinion clarifying the 
accounting treatment of unrealized gains and losses. Based on the opinion, nonspendable fund 
balance and assigned fund balance should be allocated proportionate values of the unrealized 
appreciation or depreciation on invested assets. Previously unrealized gains and losses had been 
allocated in full to the nonspendable fund balance.  
 

Based on the Opinion, the recorded unrealized earnings of the Trust assets were reclassified from 
assigned Trust fund balance to nonspendable Trust fund balance. The Opinion had no effect on 
previously reported gains or losses from investments managed by the APFC. See 2003 Attorney 
General Opinion (June 18; 663-03-0153). 
 
15. Spendable Trust Assets Managed by APFC 
 

The Trust has established an account to ensure sufficient reserves are available to meet the 
disbursement requirements of the Trust’s existing payout policy.  Earnings are allocated monthly 
to the Trust on the basis of its total unit shares and fractional unit shares outstanding on the 
valuation date. The earnings of the Trust are to be used to assist the Trust in fulfilling its purpose 
of ensuring an integrated comprehensive mental health program for the State. As stated in note 
14, the unrealized gains and losses of the Trust assets are allocated proportionately between the 
nonspendable Trust assets and spendable Trust assets. 
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16. Risk Management 
 

With regards to workers’ compensation insurance, the Trust participates in the State of Alaska 
Risk Management Pool. The risks are transferred to the Pool, and the premium is charged to the 
Trust based on payroll expenditures. The State is an authorized self-insurer under AS 23.30.090.  
Casualty and property insurance coverage is provided under endorsement to the State of Alaska 
Aviation and Airports program of insurance. For directly owned real estate holdings located 
outside of Alaska and managed by the TLO, commercial insurance policies are purchased from the 
marketplace in the state the property is located to indemnify the title holding entity and to 
mitigate the risk of loss that the Trust is exposed to. 
 
17. Contingencies and Commitments 
 
As prescribed by the Governmental Accounting Standards Board (GASB) under Statement 49, the 
Trust is required to estimate pollution remediation outlays and determine whether outlays should 
be accrued as a liability when the government is compelled to take pollution remediation action 
because of an eminent endangerment or when the government commences or legally obligates 
itself to commence pollution remediation. 
 
There are several sites used by previous parties that require environmental review, subsequent 
remedial investigation and feasibility study and remediation and restoration of the sites. The Trust 
intends to seek reimbursement of pollution remediation costs from responsible parties and any 
remaining costs will be recognized by the Trust. While an obligating event, as defined by 
Statement 49 has occurred, no liability has been recognized by the Trust because the amounts are 
not material to the financial statements. 
 
In 2009, under the authority of the Alaska Land Transfer Acceleration Act, the Alaska Department 
of Natural Resources ("DNR"), AMHTA, and the U.S. Department of the Interior entered into an 
agreement to close out Alaska's remaining Mental Health Enabling Act entitlement ("Closeout 
Agreement"). As part of the Closeout Agreement, and under the authority of the Alaska Mental 
Health Enabling Act ("AMHEA"), the federal government conveyed to Alaska one parcel of land 
known as No Name Bay. Southeast Alaska Conservation Council (SEACC) sued DNR and AMHTA, 
claiming that the State's acceptance of the federal patent to the No Name Bay parcel under the 
AMHEA and the Closeout Agreement breached the settlement agreement entered into in 1994 in 
Weiss v. State, 939 P.2d 380 (Alaska 1997) and an alleged oral agreement with SEACC 
incorporating that agreement. 
 
This is a breach of contract case in which SEACC seeks to have the Court void the State's 
conveyance of the No Name Bay parcel to AMHTA and have the parcel designated and managed by 
DNR as Wildlife Habitat. DNR and AMHTA are confident in the strength of their legal theories; 
however, no judicial decisions have been issued, to date, to clarify or limit the claims. In the 
event the Court rules in SEACC's favor, possible losses for AMHTA include losing ownership of the 
No Name Bay parcel and a possible award of attorney's fees to SEACC. The No Name Bay parcel 
consists of approximately 3621 acres located in a remote area of Southeast Alaska. The parcel has 
not been appraised and the actual value of property is not known; AMHTA could possibly lose the 
value of the property as well as any potential income that could have been derived from the 
property, including from timber or other uses. 
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18. New Accounting Pronouncements 
 
The Governmental Accounting Standards Board has passed several new accounting standards with 
upcoming implementation dates.  Management has not fully evaluated the potential effects of 
these statements.  
 
GASB 72 – Fair Value Measurement and Application – Effective for year-end June 30, 2016 – This 
statement defines fair value and describes how fair value should be measured, what assets and 
liabilities should be measured at fair value, and what information about fair value should be 
disclosed in the notes to the financial statements.  This statement is expected to primarily affect 
investment disclosures. 
 
GASB 73 – Accounting and Financial Reporting for Pensions and Related Assets That Are Not within 
the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB Statements 67 
and 68 – This statement contains certain clarifications and amendments to GASB 67 and 68 as well 
as establishing requirements for both defined benefit and defined contribution pensions not within 
the scope of GASB 68.  Effective for fiscal - year end June 30, 2016—except those provisions that 
address employers and governmental nonemployer contributing entities for pensions that are not 
within the scope of Statement 68, which are effective for financial statements for year ending 
June 30, 2017.   
 
GASB 74 – Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans – 
Effective for year-end June 30, 2017, with earlier application encouraged – This statement 
contains financial reporting guidelines for Postemployment Benefit Plans.  This is the Plan side 
requirements applicable to OPEB benefits and generally brings the OPEB reporting rules into 
alignment with the new GASB 67 Pension rules. 
 
GASB 75 – Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions – 
Effective for year-end June 30, 2018, with earlier application encouraged – This statement 
contains accounting and financial reporting guidelines for OPEB related activities at the 
participating employer level and generally brings the OPEB reporting rules into alignment with the 
new GASB 68 Pension rules. 
 
GASB 76 – The Hierarchy of Generally Accepted Accounting Principles for State and Local 
Governments – Effective for year-end June 30, 2016, with earlier application encouraged – This 
statement clarifies the hierarchy of generally accepted accounting principles to be used in the 
preparation of state and local government financial statements.  This statement supersedes the 
previous hierarchy established in GASB 55. 
 
GASB 77 – Tax Abatement Disclosures – Effective for year-end June 30, 2017, with earlier 
application encouraged – This statement requires local governments to provide financial 
disclosures relating to tax abatements affecting the government.  This includes information about 
abatement agreements entered into directly by the government, including conditions and criteria 
under which taxes can be abated, and the type and dollar amount of the tax.  In addition, the 
statement requires disclosure of tax abatements issued by other governments that affect the local  
government’s revenue recognition and reporting.  
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19. Change in Accounting Principle 
 
As discussed in Note 9 to the financial statements, the Trust participates in a defined benefit plan 
- the Alaska Public Employees’ Retirement System (PERS) plan.  In 2015, the Trust adopted the 
provisions of GASB Statement No. 68 Accounting and Financial Reporting for Pensions, which, 
among other accounting and reporting criteria, requires the Trust to recognize its proportional 
share of the Net Pension Liability (and related deferred inflow/outflow accounts), as of the 
beginning of the Trust’s fiscal year.  As a result of the implementation of this statement, the Trust 
has recorded an opening balance adjustment to reflect opening balance pension liabilities and 
related accounts and to decrease opening net position as follows: 
 
 Opening 

Net Position,  
as Originally 

Presented 

Change in 
Accounting 

Principle 
Adjustment 

Opening  
Net Position, 

as Restated 
    
Governmental Activities $  585,633,000 $  (4,269,000) $  581,364,000 
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Required Supplementary Information 
  

 

 

 



Exhibit A-1 

June 30, 2015

The Trust's proportion of the net pension liability 0.08799598%

The Trust's proportionate share of the net pension liability  $        4,277,000 

State of Alaska proportionate share of the net pension liability  $        3,702,000 

  Total net pension liability  $        7,979,000 

The Trust's covered-employee payroll  $        2,423,000 

The Trust's proportionate share of the net pension liability  as a percentage

  of covered-employee payroll 177%

Plan fiduciary net position as a percentage of the total pension liability 62.37%

See accompanying notes to Required Supplementary Information.

Alaska Mental Health Trust Authority
(A Component Unit of the State of Alaska)

Public Employees Retirement System
Schedule of the The Trust's Information on the Net Pension Liability
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Exhibit A-2

Year Ended June 30, 2015

Contractually required contribution  $           382,000 

Contributions in relation to the contractually required contribution  $           382,000 

Contribution deficiency (excess)  $                     - 

The Trust's covered-employee payroll  $        2,196,000 

Contributions as a percentage of covered-employee payroll 17.395%

See accompanying notes to Required Supplementary Information.

Alaska Mental Health Trust Authority
(A Component Unit of the State of Alaska)

Public Employees Retirement System
Schedule of District Contributions
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1. Schedule of the Trust Information on the Net Pension Liability - PERS 
 
Information in this table is presented based on the Plan measurement date.  For June 30, 2015, 
the Plan measurement date is June 30, 2014. 
 
2. Schedule of Trust’s Contributions – Public Employees Retirement System  
 
This table reports the Trust’s pension contributions to PERS during fiscal year 2015.  These 
contributions are reported as a deferred outflow on the June 30, 2015 basic financial statements. 
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Government Auditing Standards Auditor’s Report 
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Tel:  907-278-8878 
Fax:  907-278-5779 
www.bdo.com 
 

3601 C Street, Suite 600 
Anchorage, AK 99503 
 

Independent Auditor’s Report on Internal Control Over Financial Reporting and on 
Compliance and Other Matters Based on an Audit of Financial Statements Performed in 
Accordance With Government Auditing Standards 
 
To The Board of Trustees  
Alaska Mental Health Trust Authority 
Anchorage, Alaska 
 
We have audited, in accordance with the auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards issued by the Comptroller General of the United States, the financial 
statements of the Alaska Mental Health Trust Authority (the Trust), a component unit of the 
State of Alaska, as of and for the year ended June 30, 2015, and the related notes to the 
financial statements, which collectively comprise the Trust’s basic financial statements, and 
have issued our report thereon dated XXXX, 2015. Our report includes a reference to other 
auditors who audited the Schedules of Investments Managed by the Alaska Permanent Fund 
Corporation as described in our report on the Trust's financial statements. This report does not 
include the results of the other auditors' testing of internal control over financial reporting or 
compliance and other matters that are reported on separately by those auditors. 
 

Internal Control Over Financial Reporting 
 
In planning and performing our audit of the financial statements, we considered the Trust’s 
internal control over financial reporting to determine the audit procedures that are appropriate in 
the circumstances for the purpose of expressing our opinion on the financial statements, but not 
for the purpose of expressing an opinion on the effectiveness of the Trust’s internal control. 
Accordingly, we do not express an opinion on the effectiveness of the Trust’s internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct, misstatements on a timely basis.  A material weakness is a 
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable 
possibility that a material misstatement of the entity’s financial statements will not be 
prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, 
or a combination of deficiencies, in internal control that is less severe than a material 
weakness, yet important enough to merit attention by those charged with governance. 
 
Our consideration of internal control was for the limited purpose described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control 
that might be material weaknesses or significant deficiencies. Given these limitations, during 
our audit we did not identify any deficiencies in internal control that we consider to be material 
weaknesses. However, material weaknesses may exist that have not been identified. 
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the Trust’s financial statements are 
free from material misstatement, we performed tests of its compliance with certain provisions 
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a 
direct and material effect on the determination of financial statement amounts. However, 
providing an opinion on compliance with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion. The results of our tests disclosed no instances 
of noncompliance or other matters that are required to be reported under Government Auditing 
Standards. 
 
Purpose of this Report  
 
The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the result of that testing, and not to provide an opinion on the effectiveness of 
the entity’s internal control or on compliance. This report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the entity’s 
internal control and compliance. Accordingly, this communication is not suitable for any other 
purpose. 
 
 
 
Anchorage, Alaska 
XXXX, 2015 
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Section I - Summary of Auditors’ Results 
     
Financial Statements     
     
Type of auditor’s report issued: Unmodified 
     
Internal control over financial reporting:     

Material weakness(es) identified?  yes X no 
Significant deficiency(ies) identified?  yes X (none reported) 

     
Noncompliance material to financial statements noted?  yes X no 
     

Section II - Financial Statement Findings Required to be Reported in Accordance with 
Government Auditing Standards 

 
There were no findings related to the financial statements which are required to be reported in 
accordance with the standards applicable to financial audits contained in Government Auditing 
Standards. 
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There are no current year findings; therefore, no corrective action is needed. 
 
 

 

 

 




