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DEPARTMENT OF ADMINISTRATION P.0. BOX 110200
JUNEAU, ALASKA 99811-0200
OFFICE OF THE COMMISSIONER PHONE: (907) 465-2200

FAX: (907) 465-2135

December 13, 2013

The Honorable Sean Parnell, Governor
Members of the Legislature
Citizens of the State of Alaska

In accordance with Alaska Statute (AS) 37.05.210, it is our pleasure to present the Comprehensive
Annual Financial Report (CAFR) of the State of Alaska for the fiscal year ending June 30, 2013. This
report has been prepared by the Department of Administration, Division of Finance. Responsibility for
both the accuracy of the data, and the completeness and fairness of the presentation, including all
disclosures, rests with the State. To the best of our knowledge and belief, the enclosed data is accurate in
all material respects and reported in a manner designed to present fairly the financial position and results
of operations of the State. Statistical and demographic information are included to enable the reader to
gain an understanding of the State's financial activities.

INTRODUCTION

Internal Controls

The Department of Administration, Division of Finance, is primarily responsible for the overall operation
of the State’s central accounting system. The State's system of internal controls over the accounting
system has been designed to provide reasonable, but not absolute, assurance regarding the safeguarding
of assets against loss from unauthorized use or disposition, and the reliability of financial records for
preparing financial statements and maintaining accountability for assets. The concept of reasonable
assurance recognizes that the cost of a control should not exceed the benefits likely to be derived, and the
evaluation of costs and benefits requires estimates and judgments by management.

Some component units operate outside the State’s central accounting system. Those component units are
responsible for establishing and maintaining their own separate internal control structures.

Audits

The Division of Legislative Audit is the principal auditor of the State’s reporting entity. The audit of the
CAFR was conducted in accordance with generally accepted auditing standards (GAAS). The
independent auditor’s report is the first item in the financial section of the CAFR and precedes the
MD&A and basic financial statements. The goal of the independent audit is to provide reasonable
assurance that the financial statements of the State for the fiscal year ended June 30, 2013, are free of
material misstatement. The audit involved examining, on a test basis, evidence supporting the amounts
and disclosures in the CAFR, assessing the accounting principles used, and evaluating the overall
financial statement presentation.
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In addition to the annual audit of the State’s CAFR, the State is required to undergo an annual single
audit in conformity with the provisions of the Single Audit Act of 1984 and the U.S. Office of
Management and Budget’s Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. Information related to this single audit, including a schedule of expenditures of federal
awards, the auditor’s reports on internal controls and compliance with applicable laws and regulations,
and a schedule of findings and questioned costs will be published at a later date under separate cover by
the Division of Legislative Audit.

Management’s Discussion and Analysis (MD&A)
Governmental Accounting Standards Board Statement No. 34 requires that management provide a
narrative introduction, overview, and analysis of the State’s financial activities. This transmittal letter is

intended to complement the MD&A and should be read in conjunction with it. The MD&A can be found
immediately following the independent auditor’s report.

PROFILE OF THE STATE OF ALASKA

The State of Alaska was the 49" state admitted into the Union in 1959. The Alaska Constitution was
adopted by the Constitutional Convention February 5, 1956, ratified by the people of Alaska
April 24, 1956, and became operative with the formal proclamation of statehood January 3, 1959.

There are three branches of government: legislative, executive, and judicial. The legislative power of the
State is vested in a legislature consisting of a Senate with a membership of 20 and a House of
Representatives with a membership of 40. The executive power of the State is vested in the governor.
The judicial power of the State is vested in a supreme court, a superior court, and the courts established
by the legislature. The jurisdiction of courts and judicial districts are prescribed by law. The courts
constitute a unified judicial system for operation and administration.

The State of Alaska reporting entity reflected in this CAFR, which is described more fully in Note 1 to
the basic financial statements, conforms with the requirements of Governmental Accounting Standards
Board Statement No. 14, The Financial Reporting Entity. These criteria include financial accountability,
fiscal dependency, and legal standing. The concept underlying the definition of the financial reporting
entity is that elected officials are accountable to their constituents. The financial statements should allow
users to distinguish between the primary government (the State) and its component units, with the
emphasis being on the primary government. Consequently, this transmittal letter, the MD&A, and the
financial statements focus on the State and its activities. Although information pertaining to the
discretely presented component units is provided, their separately issued financial statements should be
read to obtain a complete overview of their financial position.

The State provides a range of services including education, health and human services, transportation,
law enforcement, judicial, public safety, community and economic development, public improvements,
and general administrative services.

Budgetary Control

The State maintains budgetary controls. The objective of these controls is to ensure compliance with
legal provisions embodied in the budget appropriated annually by the legislature. Annual operating
budgets are adopted for governmental funds (General, Permanent, and Special Revenue) through passage
of appropriation bills (session laws) by the legislature with approval by the governor. These laws also
identify the source of funding for the budgeted amounts. Control is maintained at the departmental level

il
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by recording budgeted amounts, funding sources, expenditures, and encumbrances within the

appropriation structure in the State’s central accounting system. Open encumbrances are reported as
reservations of fund balance at the end of the fiscal year.

ECONOMIC CONDITION AND OUTLOOK

Economy

The well-being of the State of Alaska is best reflected in the operations of the General Fund. The General
Fund is the State’s primary operating fund and accounts for all financial resources except those required
to be accounted for in another fund. The State maintains many accounts and subfunds (created by law)
that are accounted for and reported within the General Fund. Four of the most notable are the
Constitutional Budget Reserve Fund, the Statutory Budget Reserve Fund, the Permanent Fund Dividend
Fund, and the Public Education Fund. Because of materiality and public interest in these funds,
individual fund data for each is provided in the combining statements for the General Fund included in
this report.

The table below shows General Fund revenues by category for the current and previous fiscal year.
Clearly, the State’s major source of unrestricted revenue is related to petroleum taxes, rents, and
royalties. In FY 13, petroleum revenue decreased $2.6 billion to 60 percent of all General Fund revenues.

The largest source of nonpetroleum revenues is federal, which makes up 23 percent of revenues. During
FY 09, Governor Palin signed the certification required to receive federal funding under the American
Recovery and Reinvestment Act of 2009. Alaska is authorized to receive nearly $1.3 billion in formula
and competitive funding available under the Act. The amount expended, as of June 30, 2013, is
approximately $1.1 billion.

Not all revenues that flow into the General Fund are available to pay for unrestricted government
activities. The most notable are federal revenues, which are provided for specific purposes.

(Stated in millions) FY 13 Percent FY 12 Percent
Petroleum Revenue

Property Tax $ 99.6 1.0% $ 2154 1.7%

Corporate Petroleum Income Tax 478.1 4.6% 570.9 4.6%

Severance Tax 3,674.2 35.5% 5,946.3 47.9%

Mineral Bonuses and Rents 19.0 0.2% 6.3 0.1%

Oil and Gas Royalties 1,895.6 18.3% 2,023.3 16.3%
Total Petroleum Revenue 6,166.5 59.6% 8,762.2 70.6%

Nonpetroleum Revenue

Taxes 513.9 5.0% 431.0 3.4%
Licenses and Permits 119.4 1.2% 117.9 1.0%
Charges for Services 193.4 1.9% 197.1 1.5%
Fines and Forfeitures 30.1 0.3% 13.3 0.1%
Rents and Royalties 35.0 0.3% 325 0.3%
Interest and Investment Income/(Loss) 766.7 7.4% 309.5 2.5%
Other Revenue 128.5 1.2% 82.9 0.7%
Total Nonpetroleum Revenue 1,787.0 17.3% 1,184.2 9.5%
Federal Revenue 2,392.4 23.1% 2,464.9 19.9%

Total Revenues $ 10,3459 100.0% $ 124113 100.0%

il
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The total expenditures charged against General Fund appropriations during FY 13 amounted to

$9.8 billion, an increase of $449.7 million from FY 12. The Department of Commerce, Community and
Economic Development experienced a significant increase due to an increase in legislative named grants
appropriated in the capital budget. The Department of Natural Resources also experienced an increase in
General Fund expenditures due to fire suppression costs associated with fires on state land as well as an
increase in mining permits and licensing initiatives. Expenditures by department are compared with the
prior year in the following table:

Department Expenditures (stated in millions) FY 13 Percent FY 12 Percent
Office of the Governor $ 325 03% $ 513 0.6%
Administration 775.2 7.9% 663.4 7.1%
Law 73.8 0.8% 100.9 1.1%
Revenue 888.1 9.0% 1,084.0 11.6%
Education and Early Development 1,648.8 16.8% 1,584.8 16.9%
Health and Social Services 2,563.3 26.1% 2.486.1 26.6%
Labor and Workforce Development 1453 1.5% 1453 1.6%
Commerce, Community, and Economic Development 878.0 8.9% 565.5 6.0%
Military and Veterans' A ffairs 71.1 0.7% 72.6 0.8%
Natural Resources 192.6 2.0% 162.6 1.7%
Fish and Game 129.6 1.3% 121.9 1.3%
Public Safety 203.6 2.1% 207.2 2.2%
Environmental Conservation 145.6 1.5% 143.7 1.5%
Corrections 301.8 3.1% 278.9 3.0%
Transportation and Public Facilities 1,145.0 11.7% 1,090.2 11.6%
Legislature 63.4 0.6% 60.0 0.6%
Debt Service 7.6 0.1% 32.0 0.4%
Alaska Court System 124.2 1.3% 106.2 1.1%
University 423.6 4.3% 406.8 4.3%

Total Expenditures $ 9,813.1 100.0% $ 9,363.4  100.0%

Major Industry

Alaska receives more revenue from oil production related activities than any other source. Since 2008,
the price of oil has risen fairly steadily, to above $100 per barrel. The Department of Revenue is
projecting these prices remain above $100 for the foreseeable future. Actual Alaska North Slope oil
prices were $107.57 in FY 2013 and are expecting to remain around $105 for the next two years.

The method of calculating production tax revenue changed during the 2013 legislative session with the
passage of the More Alaska Production Act (MAPA). Starting on January 1%, 2014, oil production on
the North Slope of Alaska will be taxed at 35% of the net value of that production, with a credit for each
barrel of oil produced and a special reduction in taxes for new oil developments. These incentives have
already drawn an industry response, including increased activity in developed areas and increased
likelihood that new areas will enter production. The department of revenue is forecasting an increase of
$10 billion in investment over the next 10 years. It is hoped that this is simply the first step in accessing
the billions of recoverable barrels currently undeveloped on the North Slope.

Additionally, the favorable tax environment and business climate in the Cook Inlet basin has resulted in
three consecutive years of increased oil production and the alleviation of fears over natural gas supply for
residential space heating and electrical generation. These increases are expected to continue as
investment continues to rise.

v
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Finally, efforts to monetize the massive natural gas accumulations on Alaska’s North Slope continue.
These efforts include continued interest by major corporations to evaluate a two billion cubic feet per day
pipeline that would export liquefied natural gas to Asia and an opportunity to transport a smaller quantity
of natural gas from the North Slope to the major urban centers for in-state use.

Long-term Financial Planning

With declining oil production, an uncertain national economy, and an unfunded pension liability, the
State of Alaska has placed excess funding in our Statutory Budget Reserve Fund and the Constitutional
Budget Reserve Fund, and has provided forward funding for K-12 Education and the Alaska Performance
Scholarship program. These deposits will contribute towards the future fiscal health of the State of
Alaska.

The State of Alaska’s bond rating was once again upgraded to AAA, the highest grade, by Fitch Ratings.
This is the third AAA rating the State has received due to the State’s large financial reserves, strong
financial management, extensive fiscal flexibility, and budgetary restraint.

During FY'13, the State of Alaska issued the remaining balance of the bonds authorized by the voters on
November 2, 2010 for the purpose of paying the cost of designing and constructing of library, education
and educational research facilities. On January 15, 2013 the State of Alaska issued $162.5 million in
General Obligation Bonds used to fund educational facilities. The issuance consisted of the 2013 Series
A with $11.9 million aggregate principal of General Obligation Taxable Qualified School Construction
Bonds, and the 2013 B with $150.5 million aggregate principal of General Obligation Bonds. These
General Obligation Bonds were rated Aaa by Moody’s Investors Service, AAA by Standard and Poor’s
and AAA by Fitch Ratings.

In November 2012 the voters authorized the additional issuance of $453 million of General Obligation
Bonds for transportation projects. On March 14, 2013 the State of Alaska issued $149.6 million of
General Obligation Bond Anticipation Notes for the purpose of paying the costs of design and
construction of State transportation projects pursuant to the State Transportation Bond Act. These
General Obligation Bond Anticipation Notes were rated MIG 1 by Moody’s Investors Service, SP-1+ by
Standard & Poor’s and F1+ by Fitch Ratings.

Looking forward to FY 14, the State anticipates using a portion of the unissued authorized General
Obligation Bonds in connection with State Transportation Projects pursuant to the State Transportation
Bond Act.

Net position at June 30, 2013 of the two largest pension funds, the Public Employees' (PERS) and
Teachers' (TRS) Retirement Systems' funds, were $13.0 billion and $5.3 billion respectively. The funding
status for PERS and TRS pensions and postemployment healthcare as of the June 30, 2012, actuarial
valuations indicated the actuarial accrued liabilities were 57.1 percent pensions and 54.0 percent
postemployment funded for PERS, and 49.9 percent pension and 33.2 percent postemployment funded
for TRS. Further information on these and other pension funds, including the Supplemental Benefits
System and Deferred Compensation plans, can be found in Notes 7, 8, and 9 to the basic financial
statements.

Looking ahead at the next 10 years, Alaska must grow its revenue base. The main emphasis of the 10-
year plan is to facilitate Alaska’s transition from a predominantly oil revenue base to an oil and natural
gas revenue base. Revenue and other economic activity generated from the commercialization of
Alaska’s natural gas would help diversify Alaska’s revenue sources and provide a potentially substantial
source of revenue to offset declining oil revenue. In addition, commercialization of North Slope gas, in
conjunction with other state investments to reinvigorate natural gas production in Cook inlet, will

v
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provide economic opportunity and a stable, clean source of energy to fuel Alaskan businesses and homes
for years to come. Efforts to diversify and enhance revenue sources cannot solely rely on
commercializing Alaska’s natural gas. Alaska must continue to make strides to maximize production
from existing oil fields and develop other economic opportunities, particularly from its abundant natural
resource base.

Relevant Financial Policies

Spending Limitation

Since July 1, 1981, the Alaska Constitution Article IX, Section 16, establishes the annual appropriation
spending limit of $2.5 billion plus a formula which factors in changes in population and inflation. This is
further discussed in Note 2.

Investments

As discussed more fully in Note 4 to the basic financial statements, the State’s cash is managed by the
Treasury Division in the Department of Revenue or by other administrative bodies as determined by law.
All cash deposited in the State Treasury is managed to achieve a particular target rate of return as
determined by the investment objectives set for a given fund. Cash in excess of the amount needed to
meet current expenditures is invested pursuant to AS 37.10.070-071, which requires 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.

Treasury has established an array of investment pools with varying investment horizons and risk profiles.
Investments are managed in a pooled environment unless required by statute or bond resolution to be
held separately. Commingled investment pools maximize earnings potential, provide economies-of-
scale, and allow smaller funds to participate in investment opportunities that would otherwise be
unavailable to them. Rather than each participant (fund) buying identical individual securities, larger
quantities of securities can be purchased at one time, reducing the operating costs and number of
transactions. A fund’s equity ownership in a pool is based on the number of shares held by the fund.

Cash Flow and Revenue Shortfalls

After oil began flowing through the Trans-Alaska Pipeline in the late 1970s, the State enjoyed the
enviable position of having sizeable sums of cash flowing into the State Treasury. This cash funded a
steadily growing state operating budget, large and small annual capital budgets, and the State's permanent
fund.

In more recent years, the reality of declining oil production and the corresponding decrease in available
cash has become more apparent. The volatility of oil prices has a profound effect on the annual budgeting
process. Also associated with this volatility, though less widely understood, is a cash flow situation that
could lead to a cash deficiency for the State.

Prior to 1985, most unrestricted revenues flowed directly into the State's General Fund where they were
available to pay day-to-day costs of operating State government. This is no longer the case. Over time,
the legislature has established many subfunds of the General Fund to segregate cash for budgeting
purposes. In 1990 the legislature appropriated the entire General Fund balance available for
appropriation at the end of FY 91 to a statutory Budget Reserve Fund (SBRF). By a vote of the people in
1990, the Alaska Constitution was amended to establish a separate Constitutional Budget Reserve Fund
(CBRF) into which oil tax settlement revenues are deposited. The effect of these actions diverted cash
historically destined for the General Fund to other cash pools that were not available to pay day-to-day
State operating costs.
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Also contributing to the potential for a cash deficiency is the fact that the inflow of unrestricted revenues
does not mirror the outflow of cash expenditures. Revenues and expenditures are cyclic with high and
low periods, which do not necessarily coincide. The first quarter expenditures of each fiscal year are
generally higher than revenues for the same period. Clearly, if the General Fund (excluding the subfunds)
does not have a large cash balance at the beginning of the fiscal year or if other sources of funds are not
available, the State faces the possibility of a cash deficiency before the end of the first quarter. A
memorandum of understanding outlines the steps to be taken in various scenarios involving a cash
deficiency.

Borrowing from the budget reserve funds has been the solution for both cash flow shortages and revenue
shortfalls. Between FY 93 and FY 05, the legislature addressed the possibility of a revenue shortfall by
including language in the appropriation act permitting the executive branch to borrow cash from the
SBRF and the CBRF in the event expenditures exceeded revenues; which did occur in several years. All
borrowings from the CBRF were repaid by FY10 and no additional borrowings have taken place. In FY
13, the unrestricted fund balance in the General Fund was insufficient to cover General Fund
appropriations. This resulted in a $526 million year-end transfer from the SBRF to the General Fund.

Initiatives

Over the next four years the State is implementing an Enterprise Resource Planning (ERP) solution
powered by AMS-Advantage to replace disparate administrative systems. The integration of financial,
human resource/payroll and procurement functions into one statewide system will provide greater
transparency and more efficient management of resources.

A primary focus of the current administration is the “Roads to Resources” initiative. Access to Alaska’s
vast resources will drive economic growth; therefore, the budget for FY 14 includes more than $1.3
billion in transportation and infrastructure projects.

All State agencies are reporting program performances that describe the results of their service efforts

and accomplishments. This information is available on the Office of Management and Budget web site
at www.omb.alaska.gov.

AWARDS AND ACKNOWLEDGMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the State of Alaska for its CAFR as
of and for the fiscal year ended June 30, 2012. This is the tenth year the State of Alaska has received this
award on the CAFR. The Certificate of Achievement is a prestigious national award, recognizing
conformance with the highest standards for preparation of government financial reports. It represents a
significant accomplishment by a government and its management.

To be awarded the Certificate of Achievement, a government must publish an easily readable and
efficiently organized CAFR, the contents of which conform to GFOA standards and satisfy both
generally accepted accounting principles and applicable legal requirements. The certificate is valid for
only a one year period. We believe the CAFR for the State of Alaska as of and for the fiscal year ended
June 30, 2013 conforms to the award criteria, and we are submitting it to the GFOA for review.
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December 13, 2013

We wish to express our sincere appreciation to the many individuals whose dedicated efforts have made
this report possible. The preparation of this report could not have been accomplished without the
professionalism and dedication demonstrated by the financial and management personnel of each State

agency, each component unit, and the dedicated staff within the Division of Finance.

Sincerely,

// signature on file //

Curtis Thayer
Acting Commissioner
Department of Administration

// signature on file //

Scot Arehart
Director
Division of Finance

/l signature on file //

Lisa M. Pusich, CPA
Deputy Director
Division of Finance

// signature on file //

Katina Holmberg, CPA
State Accountant
Division of Finance
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EXHIBIT 1

STATE OF ALASKA
GENERAL FUND
REVENUE SOURCES

FOR THE FISCAL YEAR ENDED JUNE 30, 2013
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EXHIBIT 2

STATE OF ALASKA
GENERAL FUND
EXPENDITURES BY FUNCTION

FOR THE FISCAL YEAR ENDED JUNE 30, 2013
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EXHIBIT 3

STATE OF ALASKA
GENERAL FUND
EXPENDITURES AND REVENUES

TEN YEAR COMPARISON
FOR THE FISCAL YEARS 2004 THROUGH 2013
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EXHIBIT 4

STATE OF ALASKA
GENERAL FUND
EXPENDITURES BY ACCOUNT

FOR THE FISCAL YEAR ENDED JUNE 30, 2013
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EXHIBIT 5

STATE OF ALASKA
GENERAL FUND
REVENUES

FOR THE FISCAL YEAR ENDED JUNE 30, 2013
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FUNCTIONS OF STATE DEPARTMENTS

OFFICE OF THE GOVERNOR

The Governor is the Chief Executive of the State. The Office of
the Governor has the overall responsibility for coordinating the
activities of state agencies to ensure that all programs are con-
sistent with the governor’s policy and objectives.

ADMINISTRATION

The Department of Administration centralizes services to provide
more efficient, cost-effective support to state agencies and Alas-
kans. Services to state agencies include: Labor Relations and
Personnel, Finance (payroll, accounting, and disbursements),
General Services (purchasing, surplus property, mail, managing
public buildings, and leases), Risk Management, Enterprise Tech-
nology Services (telecommunications and computer services), and
Retirement and Benefits (public employers, public employees and
retirees).

The department also provides services to the public through the:
Division of Motor Vehicles, Division of Retirement and Benefits,
Office of Public Advocacy, Public Defender Agency, Alaska
Public Offices Commission, Alaska Oil and Gas Conservation
Commission, Alaska Public Broadcasting Commission, Office of
Administrative Hearings, and Violent Crimes Compensation
Board.

COMMERCE, COMMUNITY AND
ECONOMIC DEVELOPMENT

The Department of Commerce, Community, and Economic De-
velopment promotes economic development, strengthens commu-
nities and provides consumer protection. To accomplish these,
the department implements programs for sustainable business
growth and reduced energy cost, regulates and enforces to provide
a stable business climate, and provides technical and financial
assistance and volunteerism outreach opportunities for communi-
ties.

The department consists of core agencies including: Division of
Banking and Securities, Division of Corporations, Professional
and Business Licensing, Division of Community and Regional
Affairs, Division of Insurance, and the Division of Economic
Development. Various corporate agencies are also part of the
department, including: Alaska Industrial Development and Ex-
port Authority, Alaska Energy Authority, Alaska Railroad Corpo-
ration, Alaska Seafood Marketing Institute, Regulatory Commis-
sion of Alaska, Alcoholic Beverage Control Board and the Serve
Alaska Commission.

CORRECTIONS

The Department of Corrections is responsible for public safety
through the incarceration and supervision of offenders. The de-
partment operates 13 correctional facilities and jails that provide
secure incarceration and appropriate rehabilitation programs for
felons and misdemeanants; community residential centers; super-
vision and case management of probationers and parolees in the
community; and oversight of 15 small community jails. Also
included in the department is the Alaska Board of Parole, a quasi-
judicial board that makes all parole related decisions.
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EDUCATION AND EARLY
DEVELOPMENT

The Department of Education and Early Development is respon-
sible for Alaska’s system of public education. The State Board of
Education and Early Development is the executive board of the
department. The board develops educational policy, promulgates
regulations governing education, appoints the commissioner of
Education and Early Development with the Governor’s approval,
and is the channel of communication between state government
and the public for educational matters. Education policies are
determined by the board and administered by the commissioner
through department divisions. Programs administered include:
public school funding, teacher certification, and student assess-
ment. The department also operates Mt. Edgecumbe High
School, the state’s secondary boarding school program. The de-
partment administers the state libraries, archives, museum ser-
vices, provides grants to the arts community, and provides finan-
cial aid to postsecondary students through the Alaska Commis-
sion on Postsecondary Education.

ENVIRONMENTAL CONSERVATION

The Department of Environmental Conservation is the state’s
regulatory agency responsible for protection of the environment
and protection of citizens from unsafe sanitary practices.

To accomplish these results, the department develops and enforc-
es standards for protection of the environment and the abatement
of pollution to air, land and water; and controls sanitary practices
related to food, drinking water and solid waste. Services to com-
munities include financial and technical assistance for upgrading
water, sewage and solid waste, assistance meeting health-based
standards for air quality, and positioning oil spill response equip-
ment for preparedness and cleanup of oil and hazardous substance
releases.

Through partnerships with Alaska citizens, businesses, and com-
munities, the department works to safely manage and reduce pol-
lution and hazards to the environment and human health.

FISH AND GAME

The Department of Fish and Game’s mission is to protect, maintain, and
improve the fish, game, and aquatic plant resources of the state, and man-
age their use and development in the best interest of the economy and
well-being of the people of the state, consistent with the sustained yield
principle in the Alaska Constitution. The commissioner and the depart-
ment conduct management and research functions necessary to support
this mission.

The Boards of Fisheries and Game are responsible for adopting regula-
tions to conserve and develop the state’s fish and wildlife resources. The
Commercial Fisheries Entry Commission is a quasi-judicial agency that
promotes resource conservation and sustained yield management by regu-
lating entry into Alaska’s commercial fisheries. The department also
includes the Exxon Valdez Oil Spill Trustee Council, which oversees
restoration of the injured ecosystem through the use of the $900 million
civil settlement.



HEALTH AND SOCIAL SERVICES

The Department of Health and Social Services’ mission is to
promote and protect the health and well-being of Alaskans. The
department and its eight divisions focus on three priority areas:
health and wellness across the lifespan; health care access, deliv-
ery and value; and safe and responsible individuals, families and
communities. Within these three priority areas, the department’s
seven core services are to: protect and promote the health of
Alaskans; provide quality of life in a safe living environment for
Alaskans; manage health care coverage for Alaskans in need;
facilitate access to affordable health care for Alaskans; strengthen
Alaska families; protect vulnerable Alaskans; and to promote
personal responsibility and accountable decisions by Alaskans.
Each of its eight divisions shares a department-wide service phi-
losophy of delivering the right care to the right person at the right
time for the right price.

The department’s primary functions include: administering Medi-
caid services for low-income and disabled Alaskans through the
Division of Health Care Services; operation of the Alaska Veter-
ans and Pioneers Homes; support services for seniors, providing
support to disabled Alaskans and vulnerable adults through the
Division of Senior and Disabilities Services; providing child pro-
tection and family preservation programs through the Office of
Children’s Services; operating youth detention facilities, includ-
ing helping offenders transition back into their communities,
through the Division of Juvenile Justice; and offering basic finan-
cial assistance, with an emphasis on self-sufficiency, to Alaskans
in need through the Division of Public Assistance.

The department is committed to prevention of illness, health pro-
motion and protection, including emergency preparedness,
through the Division of Public Health; and the Division of Behav-
ioral Health oversees community-based mental health and sub-
stance abuse services across the continuum of care (prevention,
early intervention, treatment and recovery programs), including
operation of the Alaska Psychiatric Institute.

LABOR AND WORKFORCE
DEVELOPMENT

The Department of Labor and Workforce Development is respon-
sible for advancing opportunities for employment and insuring
that employers provide safe and legal working conditions. The
department offers employment services, unemployment insur-
ance, adult basic education, job training, workers’ compensation
adjudication and rehabilitation services, the Fishermen’s and Sec-
ond Injury Funds, and vocational rehabilitation for people with
disabilities. In addition, the department enforces laws and regula-
tions assuring occupational safety and health, performs mechani-
cal inspections, and administers state wage and hour laws; serves
as the labor relations agency for public employment in the state;
and collects, analyzes, and releases labor market and population
statistics. Also included in the department are the Alaska Work-
force Investment Board, the Workers’ Compensation Appeals
Commission and the Alaska Vocational Technical Center.

LAW

The Department of Law is responsible for ensuring safe commu-
nities in part through the prosecution and conviction of criminal
offenders. The department files both misdemeanor and felony
charges; serves as legal advisor to grand juries; and represents the
state in all phases of criminal trial and appellate proceedings. It
provides legal assistance to state and local law enforcement, the
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Department of Corrections and the Division of Juvenile Justice. It
also works in partnership with executive, legislative, and judicial
agencies by providing legal advice and representing the state in
all actions in which it is a party. Such actions include protecting
Alaska’s children and youth by handling child abuse, neglect, and
delinquency cases expeditiously; resolving questions of state ver-
sus federal control of natural resources; ensuring that the state
receives its correct share of oil and gas taxes and royalties; col-
lecting money owed to the state by businesses and individuals for
child support, fines, and other unpaid obligations; and defending
the state against claims for personal injury and other damages.

MILITARY AND VETERANS AFFAIRS

The Department of Military and Veterans Affairs is responsible
for the Alaska Army and Air National Guard, the Division of
Homeland Security and Emergency Management, the Office of
Veterans Affairs, the Alaska Military Youth Academy, and the
Alaska State Defense Force and Alaska Naval Militia. The com-
missioner serves as the Adjutant General of the State of Alaska
and exercises day to day command over the Alaska National
Guard comprised of approximately 4,000 Army and Air guards-
men. The strategic mission includes the responsibility for protect-
ing lives and property from terrorism and all other hazards, and to
provide rapid recovery from all disasters through the Division of
Homeland Security and Emergency Management. The depart-
ment is also responsible for managing the Alaska Military Youth
Academy, which is an accredited special purpose school offering
the ChalleNGe program to high school dropouts. The department
also provides interactive activities to elementary school students
in aviation, science, technology, engineering, math, and space
exploration through the STARBASE program. Lastly, the de-
partment serves as an advocate on issues affecting Alaska’s veter-
an population.

NATURAL RESOURCES

The Department of Natural Resources manages the majority of
state-owned land, water and natural resources, except fish and
game. These resources include approximately 100 million acres
of uplands; 60 million acres of tidelands, shore lands, and sub-
merged lands; and 40,000 miles of coastline. Strategic missions
include: Responsibly develop Alaska’s resources by making
them available for maximum use and benefit consistent with the
public interest; foster responsible commercial development and
use of state land and natural resources consistent with the public
interest, for long-term wealth and employment; provide access to
state lands for public and private use, settlement, and recreation;
ensure sufficient data acquisition and assessment of land and re-
sources to foster responsible resource development; mitigate
threat to the public from natural hazards by providing comprehen-
sive fire protection services on state, private, and municipal lands,
and through identifying significant geological hazards, and pro-
moting and encouraging an agriculture industry within the state.
The department also manages the oversight of the Alaska Pipeline
Project, designed to advance construction of a natural gas pipeline
from the North Slope to market.

The department serves the state from offices located in 30 Alas-
kan communities, and encompasses the divisions of Agriculture;
Forestry; Geological and Geophysical Surveys; Mining, Land and
Water; Oil & Gas; and Parks and Outdoor Recreation and Support
Services; the Gas Pipeline Project Office; the Office of Project
Management and Permitting; the Mental Health Trust Land Of-
fice; the State Pipeline Coordinator’s Office; the Citizens Adviso-
ry Commission on Federal Areas, the Natural Resources Conser-



vation and Development Board, and the Seismic Hazards Safety
Commission.

The department is responsible for managing the two largest oil
and gas fields in North America; a park system that contains one-
third of the nation’s state park lands; 40% of the nation’s fresh
water; fire suppression management for over 134 million acres;
forest resource management in three state forests totaling over 2
million acres; mineral management involving 47,412 mining
claims; an agricultural program that encompasses approximately
700 farms; a comprehensive archive of indigenous plant materi-
als; and a geologic sample archive representing more than 13
million feet of oil and gas exploration and production drilling, and
450,000 feet of mineral exploration core drilling throughout the
state.

PUBLIC SAFETY

The Department of Public Safety is responsible for the enforce-
ment of state laws including criminal and fish and wildlife protec-
tion laws, fire and life safety, search and rescue, and highway
safety laws; providing forensic crime laboratory services to law
enforcement statewide; certifying police proficiency; providing
basic police academy and specialized training to municipal and
state law enforcement agencies; oversight of the Village Public
Safety Officer Program; and assisting victims of domestic vio-
lence and sexual assault.

REVENUE

The Department of Revenue administers and enforces tax and
charitable gaming laws; collects, invests, and manages state funds
and public employee pension trust funds; administers the Perma-
nent Fund Dividend, Shared Taxes and Child Support Services
programs; administers licensing programs mandated by statute;
issues state general obligation, revenue and lease debt, and au-
thorizes certain agency debt. Other state entities associated with
the department for administrative purposes are: Alaska Permanent
Fund Corporation, Alaska Housing Finance Corporation, Alaska
Housing Capital Corporation, Alaska Municipal Bond Bank Au-
thority, Alaska Mental Health Trust Authority, Alaska Retirement
Management Board, Alaska Natural Gas Development Authority,
Alaska Gasline Development Corporation, Northern Tobacco
Securitization Corporation, and the State Bond Committee.

TRANSPORTATION AND
PUBLIC FACILITIES

The Department of Transportation and Public Facilities is respon-
sible for the planning, research, design, construction, mainte-
nance, operation, and protection of all state transportation systems
and many public facilities. This includes 255 state-owned airports
and seaplane bases, 5,619 miles of state roads, 720 buildings
ranging from maintenance shops to state office complexes, and 25
harbor facilities. In addition, the department owns and operates
the Alaska Marine Highway System, serving 33 Alaskan commu-
nities, Bellingham, WA, and Prince Rupert, BC with a fleet of 11
ships. The department also owns and operates the State Equip-
ment Fleet, which provides full maintenance support and re-
placement activities of approximately 8,200 light- and heavy-duty
vehicles and attachments for state departments, agencies and of-
fices.
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ALASKA STATE LEGISLATURE
Twenty-Eighth Legislature, First Session (2013)

Senate Senator House Representative
District (Party) City District (Party) City
. . 1 Doug Isaacson (R) North Pole
A John Coghill (R) Fairbanks 2 Tammie Wilson (R) North Pole
. 3 Steve Thompson (R) Fairbanks
B Pete Kelly (R) Fairbanks 4 Scott Kawasaki (D) Fairbanks
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. 23 Bob Lynn (R) Anchorage
L Kevin Meyer (R) Anchorage 24 Charisse Millett (R) Anchorage
. . 25 Lance Pruitt (R) Anchorage
M Anna Fairclough (R) Eagle River 26 Lora Reinbold (R) Eagle River
. 27 Mike Hawker (R) Anchorage
N Cathy Giessel (R) Anchorage 28 | Mike Chenault (R) Nikiski
. 29 Kurt Olson (R) Soldotna
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. 31 Cathy Munoz (R) Juneau
P Dennis Egan (D) Juncau 32 Beth Kerttula (D) Juneau
. 33 Peggy Wilson (R) Wrangell
Q Bert Stedman (R) Sitka 34 Jonathan Kreiss-Tomkins (D) Sitka
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R Gary Stevens (R) Kodiak 36 Bryce Edgmon (D) Dillingham
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. 39 Neal Foster (D) Nome
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ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O.Box 113300
Juneau, AK 99811-3300
(907) 465-3830

FAX (907) 465-2347
legaudit@akleg.gov

Independent Auditor’s Report

Citizens of the State of Alaska:
Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Alaska, as of and for the
year ended June 30, 2013, and the related notes to the financial statements, which
collectively comprise the State’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 opinions on these financial statements based on our audit. We
did not audit the financial statements of Alaska Permanent Fund, International Airports Fund,
University of Alaska, Alaska Housing Finance Corporation, Alaska Industrial Development
and Export Authority, Alaska Railroad Corporation, Alaska Energy Authority, Alaska
Municipal Bond Bank Authority, Alaska Housing Capital Corporation, Alaska Clean Water
Fund, Alaska Drinking Water Fund, Pension and Other Employee Benefit Trust Funds, and
Invested Assets Under the Investment Authority of the Commissioner of Revenue. As shown
on the following page, those financial statements reflect assets, and revenues of the indicated
opinion units.



Percent of Percent of

Opinion Unit Assets Revenues
Governmental Activities 90% 38%
Business-Type Activities 76% 35%
Aggregate Discretely Presented

Component Units 89% 92%
Major Funds:

General Fund 91% 6%

Alaska Permanent Fund 100% 100%

Alaska International Airports 100% 100%
Aggregate Remaining

Fund Information 90% 78%

Those statements were audited by other auditors, whose report has been furnished to us, and
our opinion, insofar as it relates to the amounts included for those accounts, funds, retirement
plans, and component units, is based solely on the report of the other auditors. We conducted
our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the 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.

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

Opinions

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 respective financial position of
the governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the State
of Alaska, as of June 30, 2013, and the respective changes in financial position and, where
applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT



Emphasis of Matter

In 2013, the State of Alaska and its components adopted the provisions of Governmental
Accounting Standards Board Statement Number 63, Financial Reporting of Deferred
Outflows of Resources, Deferred Inflows of Resources, and Net Position. Note 1F to the
financial statements includes a discussion of deferred outflows and inflows of resources and
of net inflows. 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 the
Management’s Discussion and Analysis, the Budgetary Comparison Schedule and the
Corresponding Notes, as listed in the Table of Contents, 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State of Alaska’s basic financial statements. The combining and
individual nonmajor fund financial statements and schedules, and the other information such
as the introductory section, statistical section, index of funds, legends of acronyms, and
section divider pages are presented for purposes of additional analysis and are not a required
part of the basic financial statements.

The combining and individual nonmajor fund financial statements and schedules is the
responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional
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procedures in accordance with auditing standards generally accepted in the United States of
America by us and other auditors. In our opinion, based on our audit, the procedures
performed as described above, and the report of the other auditors, the combining and
individual nonmajor fund financial statements and schedules are fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

The introductory section, statistical section, index of funds, legends of acronyms, and section
divider pages have not been subjected to the auditing procedures applied in the audit of the
basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on it.

Il signature on file //

Kris Curtis, CPA CISA
Legislative Auditor

Juneau, Alaska
December 11, 2013
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STATE OF ALASKA
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the State of Alaska, we offer readers of the State’s financial statements this narrative overview and
analysis of the financial activities of the State for the fiscal year ended June 30, 2013. We encourage readers to consider the
information presented here in conjunction with additional information that we have furnished in our letter of transmittal,
which can be found in the preceding pages of this report, and the financial statements that follow.

Financial Highlights

Government-wide

e The assets of the State exceeded its liabilities at the close of FY 13 by $76.0 billion (net position). Of this amount,
$6.8 billion is invested in capital assets, $42.6 billion is restricted for various purposes, and unrestricted net position is
$26.6 billion. Unrestricted net position may be used to meet the State’s ongoing obligations to citizens and creditors.

e The State’s total net position increased by $5.9 billion as a result of this year’s operations. This increase is primarily
attributable to interest and investment gains.

Fund level

e As of the close of the current fiscal year, the State’s governmental funds reported combined ending fund balances of
$69.0 billion, with $27.1 billion unrestricted (includes committed, assigned, and unassigned), $41.4 billion
nonspendable, and $503 million restricted to specific purposes such as development, debt, and education. The
nonspendable fund balance includes $40.8 billion of the Alaska Permanent Fund principal with the remaining related to
nonspendable assets such as inventory, advances and prepaid items, and the principal of other nonmajor permanent
funds.

e At the end of the current fiscal year, unrestricted fund balance for the General Fund was a surplus of $22.4 billion. This
is an increase of $1.1 billion from FY 12. The increase is mainly attributable to investment gains.

Long-term debt
e Asaresult of this year’s activity, the State’s total long-term debt increased by $259 million (9.5 percent). The
increase in debt is primarily due to the sale of General Obligation Bonds. Additional information regarding long-
term debt can be found in Note 6.

Overview of the Financial Statements

This Management’s Discussion and Analysis (MD&A) is intended to serve as an introduction to the State’s basic financial
statements. The State’s basic financial statements include three components: 1) government-wide financial statements,

2) fund financial statements, and 3) notes to the basic financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.

Government-wide Financial Statements (reporting on the State as a whole)

The government-wide financial statements are designed to provide readers with a broad overview of the State’s finances, in a
manner similar to a private-sector business. It includes all of the State’s funds and component units except for fiduciary
funds. However, the primary focus of the statements is clearly on the State and the presentation allows the user to address the
relative relationship with the discretely presented component units.

The statement of net position presents information on all of the State’s assets, liabilities and deferred outflows and inflows of
resources. Net position is the difference between (a) assets and deferred outflows of resources and (b) liabilities and deferred
inflows of resources. Over time, increases or decreases in net position should serve as a useful indicator of whether the
financial position of the State is improving or deteriorating.

The statement of activities presents information showing how the government’s net position changed during the most recent
fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows. Therefore, revenues and expenses are reported in this statement for some items
that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements report three activities:

e Governmental Activities — Most of the State’s basic services are reported in this category. Governmental activities are
principally supported by interest and investment income, taxes, rents and royalties, and intergovernmental revenues. The



STATE OF ALASKA
MANAGEMENT’S DISCUSSION AND ANALYSIS FOR THE FISCAL YEAR ENDED JUNE 30, 2013

Legislature, the Judiciary, and the general operations of the Executive departments fall within the governmental
activities.

e Business-type Activities — The State charges fees to customers to help it cover all or most of the cost of certain services it
provides. The State’s International Airports Fund, the various loan funds, and the Unemployment Compensation fund are
examples of business-type activities.

e Discretely Presented Component Units — Component units are legally separate organizations for which the State is
financially accountable. The State has one university and eleven corporations and authorities that are reported as
discretely presented component units of the State.

The government-wide financial statements are statement numbers 1.01 and 1.02.

This report includes two statements (statement numbers 1.12 and 1.14) that reconcile the amounts reported on the
governmental fund financial statements (modified accrual accounting) with governmental activities (accrual accounting) on
the appropriate government-wide statements. The following summarizes the impact of transitioning from modified accrual to
accrual accounting.

e Capital assets (land, buildings, equipment, infrastructure, intangibles, and construction in progress) used in governmental
activities are not reported in governmental fund statements.

e Internal service funds are reported as governmental activities in the government-wide financial statements, but are
reported as proprietary funds in the fund financial statements.

e Certain revenues, unavailable to pay for current period expenditures, are not reported in the governmental fund
statements.

e  Unless due and payable in the current period, certain long-term liabilities such as capital lease obligations, compensated
absences, litigation, and others only appear as liabilities in the government-wide statements.

e Capital outlay spending results in capital assets in the government-wide statements, but are reported as expenditures on
the governmental fund statements.

e Bond and note proceeds result in liabilities in the government-wide statements, but are recorded as other financing
sources in the governmental fund statements.

Fund Financial Statements (reporting on the State’s major funds)

The fund financial statements are statement numbers 1.11 through 1.42 and provide detailed information about the major
individual funds. The State has three major funds, the General Fund, the Alaska Permanent Fund, which are included in the
governmental fund statements, and the International Airports Fund, which is included in the proprietary fund statements. A
fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for specific
activities or objectives. The State of Alaska, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds of the State can be divided into three
categories: governmental funds, proprietary funds, and fiduciary funds. We have also included the discretely presented
component units in the fund financial statements and include detailed information on the three major component units, the
University of Alaska, Alaska Housing Finance Corporation, and Alaska Industrial Development and Export Authority.

Governmental funds — Most of the State’s basic services are reported in the governmental funds. Governmental funds
include the General Fund, special revenue funds, capital projects funds, debt service funds, and permanent funds.
Governmental fund financial statement focus is on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information may be useful in evaluating whether
there are more or fewer financial resources that can be spent in the near future to finance the State’s programs. These funds
are reported using modified accrual accounting, which measures cash and other financial assets that can be readily converted
to cash. The governmental fund financial statements are statement numbers 1.11 through 1.14.

As mentioned earlier, the State has only two major governmental funds, the Alaska Permanent Fund and the General Fund.
Together these two funds represent 96.6 percent of total government-wide cash and investments and 88.8 percent of total
government-wide net position (excluding component units). The governmental funds financial statements present detail on
each of these funds, with summarized information on all other governmental funds. In addition, detail for each of the
nonmajor governmental funds is available in combining statements elsewhere in this report.

The State’s main operating fund is the General Fund. However, the State maintains many accounts and subfunds within the
General Fund, including the Constitutional Budget Reserve Fund, the Statutory Budget Reserve Fund, the Permanent Fund
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Dividend Fund, and the Public Education Fund. Because of materiality and public interest in these funds, individual fund data
for each of these subfunds is provided in the combining statement for the General Fund elsewhere in this report.

Proprietary funds — When the State charges customers for the services it provides, whether to outside customers or to other
State agencies, these services are generally reported in proprietary funds. Proprietary funds (enterprise and internal service)
utilize accrual accounting, the same method used by private-sector businesses. Enterprise funds are used to report activities
that provide supplies and services to the general public. The State uses enterprise funds to account for activities such as
international airports operations, various loan funds, and the unemployment compensation fund. These activities are reported
within business-type activities on the government-wide financial statements.

Internal service funds account for activities that provide supplies and services for other State programs. These include, among
others, the State’s equipment fleet and data processing/telecommunications. Because these services primarily benefit
governmental rather than business-type functions, they have been included within governmental activities in the government-
wide financial statements.

The proprietary fund financial statements are statement numbers 1.21 through 1.23. The International Airports Fund is a
major enterprise fund of the State of Alaska. The International Airports Fund is 7.8 percent of total government-wide
liabilities (excluding component units). The proprietary funds financial statements present detail on this fund with
summarized information on all other proprietary funds. In addition, detail for each of the nonmajor proprietary funds is
provided in the combining statements elsewhere in this report.

Fiduciary funds — The State acts as a trustee or fiduciary for its employee pension plans. In addition, it is also responsible
for other assets that, because of a trust arrangement, can be used only for the trust beneficiaries. The State’s fiduciary
activities are reported in the Statement of Fiduciary Net Position and Statement of Changes in Fiduciary Net Position. These
funds, which include pension (and other employee benefit) and agency funds, are reported using accrual accounting. Since
fiduciary assets are restricted in purpose and are not available to support the State’s own programs, these fiduciary assets are
not presented as part of the government-wide financial statements.

The fiduciary fund financial statements are statement numbers 1.31 and 1.32.
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 component
unit statement of activities (statement number 1.42).

Additional Required Supplementary Information

In addition to the basic financial statements and accompanying notes, this report also presents a budgetary comparison
schedule for the General Fund reconciling the statutory and generally accepted accounting principles (GAAP) fund balances
at fiscal year-end (statement number 2.01).

Other Supplementary Information

Other supplementary information includes combining financial statements for nonmajor governmental, proprietary, and
fiduciary funds, as well as nonmajor discretely presented component units. These nonmajor funds are added together by fund
type and presented in single columns in the basic financial statements, but are not reported individually on the fund financial
statements. Only the major funds, the General Fund, the Alaska Permanent Fund, and the International Airports Fund are
presented individually on the primary government fund financial statements. Schedules of revenues, expenditures, and
changes in fund balances — budget and actual are also presented for all governmental funds with annually adopted budgets.

Government-wide Financial Analysis

As noted earlier, net position should serve over time as a useful indicator of a government’s financial position. State assets
exceeded liabilities by $76.0 billion at the close of the most recent fiscal year (see table below). By far the largest portion of
the State’s net position (59 percent) reflects its investments held in the Alaska Permanent Fund. However, the majority of
these assets are not available for future spending since the principal of the fund ($40.8 billion) may not be spent.
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The remainder of the State’s net position (41 percent) represents net investment in capital assets ($6.8 billion), resources that
are subject to external restrictions of how they may be used ($1.7 billion), and the remaining unrestricted net position of
$22.6 billion, which excludes $4.1 billion that is in the Alaska Permanent Fund.

Net Position
(Stated in millions)

Governmental Business-type Total
Activities Activities Primary Government
FY 13 FY 12 FY 13 FY 12 FY 13 FY 12
Current and Other Noncurrent Assets  $§ 75,016 $68884 § 1237 § 1,138 $76253 $70,022

Capital Assets 6,717 6,490 1,335 1,295 8,052 7,785
Total Assets 81,733 75,374 2,572 2,433 84,305 77,807
Long-term Liabilities 2,428 2,155 572 586 3,000 2,741
Other Liabilities 5,282 4,926 18 17 5,300 4,943
Total Liabilities 7,710 7,081 590 603 8,300 7,684

Net Position:
Net Investment in Capital Assets 5,940 5,785 847 806 6,787 6,591
Restricted 41,812 39,110 778 680 42,590 39,790
Unrestricted 26,271 23,398 357 344 26,628 23,742
Total Net Position $ 74023 $68293 § 1982 § 1,830 $76,005 $70,123

The net position of governmental activities increased $5,730 million and business-type activities increased $152 million as a
result of this year’s operations. Although the governmental activities experienced a significant decrease ($2.6 billion) in
petroleum related revenue (taxes and rents and royalties), the decrease was offset by an increase in interest and investment
gains ($4.9 billion). The increase in business-type activities is primarily due to an increase in charges for services, royalties
and other fees along with a decrease in unemployment compensation expenditures.

10
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The following condensed financial information was derived from the government-wide Statement of Activities and reflects
how the State’s net position changed during FY 13.

Changes in Net Position

(Stated in millions)

Governmental Business-type Total Primary
Activities Activities Government
FY 13 FY 12 FY 13 FY 12 FY 13 FY 12
Revenues
Program Revenues
Charges for Services $ 3190 $3355 §$ 359 $ 320 $ 35499 § 3,675
Operating Grants 1,867 1,846 81 118 1,948 1,964
Capital Grants 651 649 109 111 760 760
General Revenues
Taxes 4,787 7,187 - - 4,787 7,187
Interest and Investment Income/(Loss) 5,208 318 17 (14) 5,191 304
Payments In from Component Units 32 40 16 - 48 40
Other Revenues 99 59 4 9 103 68
Total Revenues 15,834 13,454 552 544 16,386 13,998
Expenses
General Government 573 504 - - 573 504
Alaska Permanent Fund Dividend 563 758 - - 563 758
Education and University 2,645 2,405 - - 2,645 2,405
Health and Human Services 2,717 2,596 - - 2,717 2,596
Law and Justice 267 278 - - 267 278
Public Protection 730 703 - - 730 703
Natural Resources 376 404 - - 376 404
Development 701 598 5 6 706 604
Transportation 1,157 L111 - - 1,157 1111
Intergovernmental 287 254 - - 287 254
Debt Service 64 73 - - 64 73
Loans - - 8 11 8 11
Unemployment Compensation - - 259 303 259 303
Airports - - 151 144 151 144
Total Expenses 10,080 9,684 423 464 10,503 10,148
Excess (Deficiency) of Revenues
Over Expenditures 5,754 3,770 129 80 5,883 3,850
Transfers (23) 3) 23 3 - -
Change in Net Position 5,731 3,767 152 83 5,883 3,850
Net Position - Beginning of Year 68,292 64,526 1,830 1,747 70,122 66,273
Net Position - End of Year $74,023 $68293 $1982 $ 1,830 $76,005 $ 70,123

Financial Analysis of the State’s Funds

As noted earlier, the State uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

11
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Governmental Funds

The focus of the State’s governmental funds is to provide information on near-term inflows, outflows, and balances of
spendable resources. Such information is useful in assessing the State’s financing requirements. In particular, unassigned,
assigned, and committed fund balances may serve as a useful measure of a government’s net resources available for spending
at the end of the fiscal year.

As of the end of the current fiscal year, the State’s governmental funds reported combined ending fund balances of $69.0
billion, an increase of $5.7 billion in comparison with the prior year. This increase is primarily from the Alaska Permanent
Fund investment gains.

The General Fund unassigned and committed fund balances, which are available for spending at the government’s discretion,
had balances of $16.4 billion, and $6.0 billion, respectively. The Alaska Permanent Fund (earnings reserve account) had an
assigned fund balance of $4.1 billion, and the remaining nonmajor governmental funds had committed fund balances of $598
million. The remainder of fund balance is restricted or nonspendable to indicate that it is not available for new spending such
as the principal of the Alaska Permanent Fund ($40.8 billion), and other items that are nonspendable, such as inventory,
advances and prepaid items, and principal ($608 million), and amounts restricted for a variety of other purposes ($503
million).

The General Fund is the chief operating fund of the State. At the end of the current fiscal year, unrestricted fund balance
(includes committed, assigned, and unassigned) of the General Fund was $22.4 billion, while total fund balance reached
$22.6 billion. As a measure of the General Fund’s liquidity, it may be useful to compare both unrestricted fund balance and
total fund balance to total fund expenditures. Unrestricted fund balance represents 229 percent of total General Fund
expenditures, while total fund balance represents 230 percent of that same amount.

The fund balance of the State’s General Fund increased by $1.1 billion during the current fiscal year. Even with the decrease
in petroleum related revenue, taxes remain the most significant form of revenue for the State.

General Fund revenues for FY 13 were $10.3 billion, a decrease of $2.1 billion compared to revenues of $12.4 billion for
FY 12. Revenues by source for FY 13 are compared to FY 12 in the following schedule (in millions):

Revenue Source FY 13 Percent FY 12 Percent
Taxes $ 47658 46.1% $ 7,163.6 57.7%
Rents and Royalties 1,949.6 18.8% 2,062.1 16.6%
Interest and Investment Income/(Loss) 766.7 7.4% 309.5 2.5%
Federal 2,392.4 23.1% 2,464.9 19.9%
Miscellaneous 471.4 4.6% 411.2 3.3%

Total Revenue $ 10,3459 100.0% $ 124113 100.0%

The primary component of this revenue decrease is petroleum related income compared to the previous year. The State
received $2.6 billion less in taxes and royalties due to several factors; a decrease in wellhead value, decrease in overall
production, and the change in tax calculations with the passage of the More Alaska Production Act.

Alaska Permanent Fund

The Alaska Permanent Fund (fund) is an asset of the State of Alaska that is managed by the Alaska Permanent Fund
Corporation, an instrumentality of the State of Alaska.

In 1976 the Alaska constitution was amended to provide that: At least twenty-five percent of all mineral lease rentals,
royalties, royalty sale proceeds, federal mineral revenue sharing payments, and bonuses received by the State shall be placed
in a permanent fund, the principal of which shall be used only for those income-producing investments specifically
designated by law as eligible for permanent fund investments. All income from the permanent fund shall be deposited in the
General Fund unless otherwise provided by law.

12
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The fund is made up of two parts.

Nonspendable Fund Balances: The nonspendable fund balances, or principal, include all historical contributions
and appropriations, which are the main body of the fund. At June 30, 2013, this amounted to $36.6 billion. The
sources of contributions and appropriations of the fund, since inception, were as follows: $14.5 billion in dedicated
mineral revenues; $15.1 billion of fund realized earnings transferred to principal for inflation proofing; $6.9 billion
in additional deposits approved by special legislative appropriation, and $153 million in settlement earnings (State v.
Amerada Hess, et al.).

A portion of accumulated unrealized appreciation on invested assets is also part of the nonspendable fund balances.
The unrealized amounts allocated to contributions and appropriations are nonspendable, unless and until they
become realized, at which point they will be transferred to the assigned fund balance. The portion of the unrealized
appreciation at the end of the fiscal year allocated to principal amounted to $4.2 billion.

Assigned Fund Balances: The assigned fund balances, which are available for legislative appropriation per AS
37.13.145, consist of the realized earnings of the fund and a portion of accumulated unrealized appreciation. From
inception through June 30, 2013, realized earnings (both gains and losses) have amounted to $43.9 billion. Of this
amount $20.5 billion has been paid out for dividends, $15.1 billion has been transferred to principal for inflation
proofing, $4.3 billion has been added to principal by special appropriation, $480 million has been paid out to the
General Fund, and $3.6 billion remains in the fund at June 30, 2013 in the realized earnings account. The portion of
the unrealized appreciation at the end of the fiscal year allocated to the assigned fund balance amounted to $567
million.

General Fund Budgetary Highlights

The difference between the original budget and the final amended budget was a $2.1 billion increase in appropriations (or
12 percent) and can be briefly summarized as follows:

$1,230.9 million increase allocated to education

$312.3 million increase allocated to transportation

$168.5 million increase allocated to public protection

The balance is allocated across several expenditure functions

Of this overall increase in appropriated expenditures, $366.6 million was funded out of an increase in interagency receipts,
which represent purchases between departments. The remaining increase was funded with money transferred from the
Statutory Budget Reserve Fund (SBR) of $526 million. Please see note 2 for additional information on the SBR.

Budgets for these program areas are difficult to predict. It is not unusual for additional budget authority to be granted when
new funding sources become available. However, the increase in the final budget for education is easily identifiable. The
increase in budgetary authority for the education function is mainly attributable to additional funding necessary to support the
education formula-driven programs within the Public Education Fund, a subfund of the General Fund. Expenditures for
public education and pupil transportation are not included in the original budget.

13
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Capital Assets and Debt Administration

Capital assets. The State’s net investment in capital assets for its governmental and business-type activities as of June 30,
2013, amounts to $6.8 billion. The table below displays total capital assets, net of accumulated depreciation. Depreciation
charges for FY 13 totaled $460 million for governmental activities and $66 million for business-type activities.

Capital Assets
(net of depreciation, in millions)

Governmental Business-type Total Primary
Activities Activities Government
FY 13 FY 12 FY 13 FY 12 FY 13 FY 12

Land $ 912 $ 88 $ 31 $§ 31 § 943 $§ 899
Buildings 1,334 1,190 771 750 2,105 1,940
Equipment 453 451 36 32 489 483
Infrastructure 2,712 2,614 415 412 3,127 3,026
Construction in Progress 1,306 1,367 82 70 1,388 1,437

Total Capital Assets $6,717 $6490 $ 1335 $ 1295 § 8052 $ 7,785

In FY 13, increases were primarily in infrastructure with an increase of $101 million and an increase in buildings of $165
million. This increase is attributable to large capital budgets in recent years. Additional information on the State’s capital
assets can be found in Note 5 in the notes to the basic financial statements.

Long-term debt. At the end of the current fiscal year, the State had total bonded debt outstanding of $1,862 million. Of this
amount, $894 million was general obligation bonds, and $968 million of revenue bonds payable comprised of $361 million
issued by the Northern Tobacco Securitization Corporation (NTSC), $42 million of sport fishing revenue bonds, and $565
million issued by the International Airport Fund. The general obligation bonds are secured by the full faith, credit, and
resources of the State, whereas the NTSC bonds are secured by and payable solely from Tobacco Settlement Revenues
(TSRs). Neither the State of Alaska, nor the Alaska Housing Finance Corporation (of which NTSC is a subsidiary) is liable
for any debt issued by NTSC. The sport fishing revenue bonds are secured by the sport fishing facilities surcharge imposed
under AS 16.05.340 and related federal revenues. The remaining $565 million are International Airports revenue bonds
secured solely by specified revenue sources. The general obligation, NTSC, and sport fishing bonds are reported as
governmental activities debt, and the International Airports bonds are reported as business-type activities debt.

Long-term Debt
(Stated in millions)

Governmental Business-type Total Primary
Activities Activities Government
FY 13 FY 12 FY 13 FY 12 FY 13 FY 12

Revenue Bonds Payable $ 403 § 414 § 565 $ 580 $ 968 § 994
General Obligation Debt 894 610 - - 894 610
Capital Leases Payable 342 360 - - 342 360
Unearned Revenues and Advances 397 380 1 - 398 380
Certificates of Participation 5 11 - - 5 11
Compensated Absences 176 170 5 5 181 175
Claims and Judgments 111 98 - - 111 98
Pollution Remediation 99 108 1 1 100 109
Other Noncurrent Liabilities 1 1 - - 1 1
Net Pension Obligation - 3 - - - 3
Total $ 2428 8§ 2,155 § 572§ 586 $§ 3,000 $ 2,741

The State’s total debt increased by $259 million (9.45 percent) as a result of this year’s operations. The increase in debt is
primarily due to issuance of General Obligation Bonds.
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Additional information of the State’s long-term debt can be found in Note 6 in the notes to the basic financial statements.

Significant Facts

State petroleum revenues decreased from FY 12 to FY 13. The weighted average production tax rate was lower and was
applied to a wellhead value of $97.81 per barrel. In FY 12 $103.84 per barrel average was realized. This resulted in a
decrease of General Fund tax and royalty revenue close to $2.5 billion from FY 12.

Another significant factor affecting revenues was an increase of $4.9 billion in interest and investment income between FY
12 and FY 13. In FY 12 the Alaska Permanent Fund (APF) experienced investment income loss of $1.6 million, compared to
a gain of $4.4 billion in FY13. The APF experienced a total fund return of 10.93 percent for FY 13. FY 2013’s results are in
the upper half of the range of returns since 1985, which have ranged from -17.96 percent to 25.58 percent. Please see Note 1
for further information regarding this blended component unit and how to obtain the separately issued financial statements.

Economic Factors and Next Year’s Budgets and Rates

e The State’s average unemployment rate for FY 13 was 6.5 percent, which is lower than the average unemployment rate
for FY 12 of 7.9 percent. Alaska’s five year average (2009 to 2013) was 7.3 percent. The United States unemployment
rate for FY 13 was 7.8 percent.

e The State’s major source of unrestricted revenue for the General Fund is petroleum related, which accounted for
60 percent of total revenue, with federal revenue making up another 23 percent, and the balance coming from other
sources. As a result, the State’s budget is structured around these two revenue sources. During the fiscal year the price
per barrel decreased, resulting in a lower tax rate and a decrease of $2.6 billion in petroleum revenues. Federal funds are
generally restricted for use in federal programs and therefore do not provide resources for balancing the State budget.

e FY 13 crude oil and natural gas liquids production in the State of Alaska averaged 544 thousand barrels per day. This is
35 thousand barrels per day less than in the prior year (a state wide effective decline of 6 percent). FY 13 production,
follows the last 25 years of overall decline, which started in 1988 when production peaked at 2.049 million barrels per
day. The current level is now just 26.6 percent of that peak production.

e The State of Alaska FY 13 budgeted expenditures include certain items that are unique to Alaska, such as the Alaska
Permanent Fund Dividend and State-operated Pioneer Homes. The Alaska Permanent Fund Dividend ($878/resident)
was paid to each qualifying Alaskan for a total of $563 million.

Requests for Information

This financial report is designed to provide a general overview of the State’s finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be addressed to the State of Alaska,
Division of Finance, P.O. Box 110204, Juneau, AK 99811-0204.
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STATE OF ALASKA STATEMENT 1.01
Statement of Net Position

Government-wide

June 30, 2013

(Stated in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
ASSETS
Cash and Investments $ 69,881,746 $ 706,482 $ 70,588,228 $ 2,865,920
Accounts Receivable - Net 842,305 38,880 881,185 49,753
Interest and Dividends Receivable 109,533 17,018 126,551 34,598
Internal Balances 63,389 (63,389) - -
Due from Primary Government - - - 102,219
Due from Component Units 3,463 - 3,463 4,472
Due from Other Governments 508,698 4,472 513,170 49,452
Loans, Notes, and Bonds Receivable 17,301 399,641 416,942 3,608,155
Inventories 20,222 - 20,222 16,826
Repossessed Property - 615 615 350
Net Investment in Direct Financing Leases - - - 250,137
Investments in Projects, Partnerships,
or Corporations - 2,787 2,787 44,436
Restricted Assets 14 117,352 117,366 1,658,297
Securities Lending Collateral 3,451,974 - 3,451,974 32,092
Other Assets 117,721 12,936 130,657 201,886
Capital Assets:
Equipment, Net of Depreciation 453,420 34,525 487,945 266,217
Buildings, Net of Depreciation 1,334,195 771,450 2,105,645 908,442
Library and Museum Collections - - - 61,698
Infrastructure, Net of Depreciation 2,711,316 415,396 3,126,712 841,790
Land / Right-of-Way 911,935 31,202 943,137 109,681
Construction in Progress 1,306,007 82,284 1,388,291 614,887
Total Assets 81,733,239 2,571,651 84,304,890 11,721,308
DEFERRED OUTFLOWS OF RESOURCES
Change in Fair Value-Interest Rate Swaps - - - 136,070
Total Deferred Outflows of Resources - - - 136,070
LIABILITIES
Accounts Payable and Accrued Liabilities 1,777,718 7,688 1,785,406 165,544
Obligations Under Securities Lending 3,451,974 - 3,451,974 32,092
Due to Primary Government - - - 107,597
Due to Component Units 35,808 - 35,808 4,763
Due to Other Governments 32 2,594 2,626 2,177
Interest Payable 16,138 6,661 22,799 29,231
Derivative Instruments - - - 138,635
Other Current Liabilities 182 417 599 43,101
Long-term Liabilities:
Portion Due or Payable Within One Year:
Claims, Judgments, Compensated Absences,
and Pollution Remediation 204,915 3,851 208,766 16,666
Unearned Revenue 29,488 1,462 30,950 24,126
Notes, Bonds, and Leases Payable 223,823 14,350 238,173 198,229
Other Long-term Debt - - - 4,405
Other Noncurrent Liabilities 523 - 523 657
Portion Due or Payable After One Year:
Claims, Judgments, Compensated Absences,
and Pollution Remediation 181,324 2,040 183,364 5,193
Unearned Revenue 367,693 - 367,693 547,674
Notes, Bonds, and Leases Payable 1,419,864 550,679 1,970,543 3,741,872
Other Long-term Debt - - - 31,129
Other Noncurrent Liabilities 468 - 468 30,553
Total Liabilities 7,709,950 589,742 8,299,692 5,123,644
NET POSITION
Net Investment in Capital Assets 5,940,490 847,214 6,787,704 1,826,431
Restricted for:
Permanent Funds
Nonexpendable 41,299,265 - 