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REPORT CONCLUSIONS

A legislative audit released June 2018 found the Alaska Mental 
Health Trust Authority’s (Authority) board of trustees violated 
State statutes and terms of the State v. Weiss settlement by diverting 
$39.5 million of the Alaska Mental Health Trust (Trust) cash 
principal from the Alaska Permanent Fund Corporation (APFC) 
to purchase seven commercial real estate properties and $1.8 
million of cash principal to purchase/construct several program-
related properties. During November 2019, Authority management 
reported that corrective action had been taken to address the 
prior audit findings. This audit evaluates the corrective action 
taken by the Authority. Specifically, the audit determines whether 
Trust cash principal diverted from the APFC was restored and 
whether policies and regulations used by the Authority to justify 
prior actions were amended to comply with statutes. This audit 
also evaluates the status of the commercial real estate investments 
and the Authority’s intent regarding future management of the 
investments. 

The audit concluded that the Authority’s board of trustees restored 
Trust cash principal with $41.3 million of Trust income reserves 
and continued to use the Trust Land Office (TLO) to manage 
the commercial real estate properties. The audit also found that 
Authority policies were partially amended to prohibit future 
investment of cash principal in commercial real estate outside of 
the APFC. 

Beginning in 2014, Trust income reserves significantly exceeded 
target levels because excess income was not used to fully inflation-
proof the Alaska mental health trust fund. The board of trustees 
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REPORT CONCLUSIONS (Continued)

authorized inflation-proofing of up to $120.3 million during its 
March 2021 meeting.

The Authority’s decision to invest $39.5 million of Trust income in 
the TLO managed commercial real estate properties decreased the 
liquidity of Trust income reserves and impaired the Authority’s 
ability to inflation-proof. If excess Trust income was used 
to inflation-proof the Trust, the TLO commercial real estate 
investments would make up 59.5 percent of the remaining income 
reserves. The illiquid nature of such a large percentage of reserves 
calls into question the Trust’s ability to meet its spending goals in 
a down market.

Although AS 37.14.041(b) requires Trust income in excess of 
the amount needed for the State’s comprehensive mental health 
program be transferred to the State’s general fund, the audit found 
the Authority did not have a written policy for identifying the 
amount available for transfer. When evaluating income reserves, 
auditors noted deficiencies in the Authority’s methodology for 
calculating reserves and the annual withdrawal amount. 

After the 2018 audit was released, the Authority’s board of 
trustees transferred $16.9 million of cash principal to the APFC 
from the trust authority development account. Subsequently, no 
principal was transferred for 15 months. More routine transfers 
began April 2020. Further, the audit found that cash principal 
was inappropriately used by the Authority for land development 
activities approved prior to FY 20. Policies were changed beginning 
in FY 20 to require land development activities be funded with 
Trust income.

According to Authority management, the value of the TLO 
managed commercial real estate investments increased by $9.6 
million since the prior 2018 audit and provided a net equity value 
of $60.4 million; however, auditors note that the properties were 
not subject to an annual independent appraisal and two properties 
were projected to have negative cash flow for FY 21. At the time 
of the audit, the Authority intended to continue managing the 
commercial real estate properties as an investment of Trust income 
through the TLO.  
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         July 22, 2021

Members of the Legislative Budget 
  and Audit Committee:

In accordance with the provisions of Title 24, we have reviewed the activities of the Alaska Mental 
Health Trust Authority and the attached report is submitted for your review.

DEPARTMENT OF REVENUE
ALASKA MENTAL HEALTH TRUST AUTHORITY

STATUS OF SELECT ASSET MANAGEMENT ISSUES

July 6, 2021

04-30099-21

Th e audit evaluates the corrective action taken by the Alaska Mental Health Trust Authority  to address 
prior audit fi ndings related to select asset management issues.

Th e audit was conducted in accordance with generally accepted government auditing standards. Th ose 
standards require that we plan and perform the audit to obtain suffi  cient, appropriate evidence to 
provide a reasonable basis for our fi ndings and conclusions based on our audit objectives. We believe 
that the evidence obtained provides a reasonable basis for our fi ndings and conclusions based on 
our audit objectives. Fieldwork procedures utilized in the course of developing the fi ndings and 
recommendations presented in this report are discussed in the Objectives, Scope, and Methodology.

      Kris Curtis, CPA, CISA
      Legislative Auditor

ALASKA STATE LEGISLATUREALASKA 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
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The Alaska Mental Health Trust Authority (Authority) was 
established by AS 47.30 as a public corporation of the State within 
the Department of Revenue (DOR). It serves as trustee for the 
Alaska Mental Health Trust (Trust), a perpetual trust created by 
the federal Alaska Mental Health Enabling Act of 1956 (AMHEA). 
As trustee, the Authority has a fiduciary obligation to ensure that 
Trust assets are managed consistent with the AMHEA and a duty 
to administer the Trust in the interest of the beneficiaries. The 
Authority must also exercise a high degree of care in administering 
the Trust and use care and skill to preserve Trust property.1  

The Authority is governed by a seven-member board of trustees 
appointed by the governor and confirmed by the legislature. In 
accordance with AS 47.30.016, the members are appointed based 
on their ability in financial management and investment, in land 
management, or in services for Trust beneficiaries. Trustees receive 
an honorarium of $200 for each day or any part of a day spent at a 
board meeting, subcommittee meeting, or as a representative of the 
board. The duties of the board include preserving and protecting 
the Trust corpus.2  

The board selects and employs a chief executive officer who 
is responsible for the Authority’s day-to-day operations. The 
Authority’s FY 22 governor’s budget totaled $4.7 million, including 
$3 million for personal services that funded 17 full-time positions.

In accordance with AS 37.14.009, the Authority contracts with the 
Department of Natural Resources (DNR) through a memorandum 
of understanding to manage the land assets of the Trust. The 
Trust Land Office (TLO) is a unit within DNR created to contract 
exclusively with the Authority to manage and develop Trust land. 
The TLO’s FY 22 governor’s budget totaled $4.4 million, including 
$3 million for personal services that funded 19 full-time positions.

1 Alaska Statute 37.14.007.
2 Alaska Statute 47.30.036.

ORGANIZATION 
AND FUNCTION

Alaska Mental Health 
Trust Authority

Trust Land Office



2ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT ALASKA MENTAL HEALTH TRUST AUTHORITY ACN 04-30099-21

In accordance with AS 37.14.009, the Authority contracts with 
the Alaska Permanent Fund Corporation (APFC) through a 
memorandum of agreement to manage the mental health trust fund. 
The mental health trust fund is a separate fund of the Authority that 
consists of Trust cash principal assets. The APFC is a State-owned 
corporation within DOR that manages the assets of the Alaska 
Permanent Fund and other funds designated by law, including the 
mental health trust fund. 

A six-member, governor-appointed board of trustees oversees the 
APFC. One seat is statutorily assigned to DOR’s commissioner. 
The governor selects one additional cabinet member to sit on the 
board. Four public members, who are required to have recognized 
competence and wide experience in finance, investments, or other 
business management-related fields, fill the remaining seats, which 
have staggered four-year terms. The APFC board appoints an 
executive director who manages a staff of approximately 63. 

Alaska Permanent Fund 
Corporation
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In 1956, the federal Alaska Mental Health Enabling Act (AMHEA) 
was passed by congress to transfer responsibility for providing 
mental health services from the federal government to the Territory 
of Alaska by creating the Alaska Mental Health Trust (Trust). The 
AMHEA provided broad discretion to Alaska for land management:

All lands granted to the Territory of Alaska under 
this section, together with the income therefrom and 
the proceeds from any dispositions thereof, shall be 
administered by the Territory of Alaska as a public trust 
and such proceeds and income shall fi rst be applied to meet 
the necessary expenses of the mental health program of 
Alaska. Such lands, together with any property acquired 
in exchange therefor or acquired out of the income or 
proceeds therefrom, may be sold, leased, mortgaged, 
exchanged, or otherwise disposed of in such manner as 
the Legislature of Alaska may provide, in order to obtain 
funds or other property to be invested, expended, or used 
by the Territory of Alaska […]3 

Per the AMHEA, management of the Trust is subject to Alaska 
statutes promulgated by the legislature. 

In 1982, the State of Alaska’s management of the Trust was challenged 
in a class action suit, State v. Weiss, alleging that the State violated 
terms of the Trust. In a 1985 decision, the Alaska Supreme Court 
affirmed that the Alaska legislature breached the Trust by removing 
federal grant lands from the Trust. 

After lengthy negotiations and two unsuccessful settlement attempts, 
the parties finally reached a settlement in June 1994. As a part 
of settling the lawsuit, the Alaska legislature passed House Bill 
(HB) 201 to change the Trust statutes. This bill was incorporated 
into the settlement agreement and became an integral part of the 
settlement. The Memorandum Decision and Order Granting Final 
Approval to the HB 201 Settlement and Dismissal Order, written by 
3 AMHEA Section 202(e).

BACKGROUND 
INFORMATION

Legal Framework
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Superior Court Judge Mary E. Green in December of 1994, finalized 
the settlement process. 

Several parties were not satisfied with the result and challenged the 
HB 201 settlement in a 1997 lawsuit. The Alaska Supreme Court 
denied the petition, reciting legislative efforts to settle litigation 
and passage of HB 201. 

The HB 201 settlement reconstructed the Trust with 500,000 acres of 
original Trust land and approximately 500,000 acres of replacement 
land, plus $200 million in cash to be retained perpetually. It also 
created the Alaska Mental Health Trust Authority (Authority) to 
serve as trustee of the Trust assets and created the asset management 
and oversight structure described in Exhibit 1. This structure, as 
set up in statute, was incorporated as a condition of the settlement. 

The Authority, governed by a board of trustees, was given a fiduciary 
obligation to ensure that the Trust assets are managed consistent 
with the requirements of the AMHEA. Statutes require Trust cash 
principal to be managed by the Alaska Permanent Fund Corporation 
(APFC).

APFC
Manage/Invest 

Cash Assets

Board of 
Trustees

Authority

DNR
Manage Land 

Assets

Trust Management and Oversight Structure
Created by the HB 201 Settlement

  Exhibit 1

  Source: Alaska statutes and settlement documents.
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Trust land assets must be managed by Department of Natural 
Resources (DNR)4 in accordance with AS 38.05.801, which states:

(a) Mental health trust land shall be managed [by DNR] 
consistent with the trust principles imposed on the state 
by the Alaska Mental Health Enabling Act, 
P.L. 84-830, 70 Stat. 709 (1956).
(b) Subject to (a) of this section, the department

(1) shall manage mental health trust land under those 
provisions of law applicable to other state land.

The Trust cash assets are comprised of principal and income.

  Trust Cash Principal

The cash principal includes the initial appropriation of $200 million 
made as a part of the settlement and the proceeds received from 
management of the Trust land attributable to principal.5 The APFC 
manages the mental health trust fund, which includes the Trust 
cash principal from the original endowment and the portion of the 
Trust Land Office’s (TLO) land management proceeds attributed to 
principal, which have been transferred to the APFC for investment. 

Assets invested by the APFC have been comingled with the assets 
of the Alaska Permanent Fund for investment purposes, with the 
Trust owning unit shares rather than direct asset interest. The 
APFC maintains a diverse investment portfolio, which includes 
debt securities, preferred and common stocks, private equity, and 
real estate. The APFC’s real estate investments are comprised of 
directly owned real estate, real estate investment trusts, a multi-
family real estate operating company, private real estate funds, and 
other entities in which the assets consist primarily of real property.

4 Alaska Statute 37.14.009 requires the Authority to contract with DNR to manage the land 
assets of the Trust.
5 Alaska Statute 37.14.031.

Trust Cash Assets
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Cash proceeds derived from the TLO’s land management 
transactions attributed to principal are deposited in the trust 
authority development account (TADA). The TADA was designed 
as a holding account to facilitate transfers to the APFC. Department 
of Revenue’s (DOR) treasury division manages cash balances of 
the TADA. 

  Trust Income

Trust income is comprised of the “fees, charges, income earned on 
assets, and other money received by the trust that is not attributable to 
the principal.”6 Trust income is generated by the APFC from the cash 
principal investments and by the TLO from its land management 
and real estate activities. 

Conceptually, Trust income is split into two categories:

1. Operational monies. Operational monies are used during the 
year to provide services for beneficiaries and to manage the 
Trust. The operational monies are primarily made up of an 
“annual withdrawal” from investments and income generated 
from real estate and land management activities. The annual 
withdrawal equals 4.25 percent of the average of the prior 
four years net asset value of investments managed by the 
APFC and DOR. The operational monies are managed by 
DOR’s treasury division.

2. Income reserves. Reserves act like a savings account that 
provides for spending in the event the Trust’s investment 
portfolio does not meet its earning objectives. Authority 
policy requires reserves be maintained at 400 percent of 
the annual withdrawal calculation. Management of income 
reserves is carried out by the APFC and DOR’s treasury 
division.

6 Alaska Statute 37.14.036.
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Trust income is deposited in the Trust settlement income account. 
Alaska Statute 37.14.041 defines the allowable use of Trust income 
(see Exhibit 2). As noted in AS 37.14.041(b), if money in the trust 
settlement income account is not needed to meet the necessary 
expenses of the State’s integrated comprehensive mental health 
program, the Authority must transfer the money to the unrestricted 
general fund.

Exhibit 2

Allowable Use of Trust Settlement Income Account
AS 37.14.041 

(a) Money in the mental health trust settlement income account may only be used for the following purposes:

(1) the awarding of grants and contracts in fulfi llment of the authority’s purpose to ensure an integrated 
comprehensive mental health program for the state;

(2) obtaining private and federal grants for a purpose described in (1) of this subsection;

(3) soliciting gifts, bequests, and contributions for a purpose described in (1) of this subsection;

(4) reimbursement to

(A) the Alaska Permanent Fund Corporation for the costs of managing the principal of the mental 
health trust fund; and

(B) the Department of Natural Resources for the cost of managing mental health trust land;

(5) off setting the eff ect of infl ation on the value of the principal of the mental health trust fund; and

(6) subject to AS 37.07 (Executive Budget Act), meeting the necessary administrative expenses of the 
authority that are required for it to properly discharge its responsibilities.

(b) If money in the mental health trust settlement income account is not needed to meet the necessary expenses 
of the state’s integrated comprehensive mental health program, the authority shall transfer the money to the 
unrestricted general fund for expenditure through legislative appropriation for other public purposes.
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Trust Land Assets

Commercial Real Estate

Trust land assets are managed by DNR’s TLO. TLO land management 
activities include land, minerals and materials, energy, forestry, and 
real estate. Real estate activities are comprised of the following: 

  Real estate development. Multiple surface leases throughout the 
state are managed through the TLO. According to Authority 
management, as of the end of FY 20, the real estate development 
included marketing the Anchorage “U-Med” district and master-
planning for the Anchorage Community Park and the Eagle River 
holdings. 

  Program-related real estate.7 Through construction and 
intergovernmental transfers, the Trust acquired several buildings 
for the purpose of serving Trust benefi ciaries. As of the end of 
FY 20, the Authority reported that program-related real estate 
included four program-related properties. 

In 2009 a global financial crisis caused the largest negative return 
in the APFC’s history. A return of minus 18 percent was allocated 
to Trust cash assets managed by the APFC resulting in a loss of 
$75.8 million. The decrease in financial markets coincided with the 
decline in commodity prices that adversely affected the revenues 
generated by the TLO using Trust cash principal from its land 
transactions.

Driven by revenue concerns, the Authority’s board of trustees started 
looking for other sources of stable income aside from the financial 
markets. Trustees viewed commercial real estate investments as 
an opportunity to generate consistent rental income. Trustees 
also believed that, due to the 2009 financial crisis, real estate was 
undervalued and good investment opportunities were available. In 
FY 11 the board of trustees decided to pursue alternative sources 
of income by beginning “a long-term strategy to mitigate risk 
in the Trust’s holdings through geographical and property type 
diversification.”8 As part of that strategy, the Authority used cash 
7 Also referred to by the Authority and the TLO as “program-related investments”.
8 2014 TLO Annual Report.
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principal funds to purchase, through the TLO, seven commercial 
real estate investment properties during FY 12 through FY 17.

The first TLO commercial real estate investment was the Cordova 
building located in Anchorage. It was purchased in FY 12 with 
cash principal and houses the TLO office along with other multi-
tenant office space. The next acquisition was the Commercial 
Drive building in Anchorage, purchased in late FY 12 and leased to 
Cummins, a multinational corporation. Commercial Drive was the 
first property that was mortgaged and owned by the Trust through 
a limited liability company (LLC). All subsequent properties were 
mortgaged and acquired through LLCs to increase the return on 
investment and reduce liability. 

In May 2013 the Authority purchased through TLO the first out-of-
state property, a facility in Ogden, Utah, which was long-term leased 
to the Internal Revenue Service (IRS). This purchase was followed 
by the acquisition of an office building in Tumwater, Washington, 
leased to two Washington state government agencies. The last 
three commercial real estate investments, acquired in 2014, 2015, 
and 2016, are located in Texas and are multi-tenant office complexes 
(Promontory Point, Austin; North Park, San Antonio; and Amber 
Oaks, Austin). The commercial real estate investment properties 
are summarized in Exhibit 3 on the following page.
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According to statutes, the Authority’s board of trustees has a duty 
to preserve and protect the Trust corpus.9 To ensure that the Trust 
corpus can continue to provide funding for future beneficiaries, the 
Authority may use income to offset the effect of inflation. This is 
referred to as “inflation-proofing.”

The concept of preserving a trust for future beneficiaries is described 
in the Principles of State Trust Portfolio Management published by 
the National Association of State Trust Lands that specifies:

State trusts exist to provide perpetual benefi t for trust 
benefi ciaries. Said diff erently, the portfolio must provide 
intergenerational equity for the benefi ciaries. […] Th e 

9 AS 47.30.036(1).

 Exhibit 3

TLO Managed Commercial Real Estate Investments
as of March 31, 2021

Property Name Address
Acquisition 

Date
Fair Market 

Value
Mortgage 
Balance Equity

Cordova 2600 Cordova Street
Anchorage, AK 99503 7/1/2011 $     3,560,000 $                  - $   3,560,000

Cummins 2618 Commercial Drive
Anchorage, AK 99501 4/6/2012 $     2,965,000 $      964,948 $   2,000,052

IRS 1973 North Rulon White Boulevard
Ogden, UT 84201 5/14/2013 $   20,100,000 $   6,381,883 $ 13,718,117

Israel 1111 Israel Road SW
Tumwater, WA 98504 1/7/2014 $   18,860,000 $   6,343,129 $ 12,516,871

Promontory Point 2420 & 2500 Ridgepoint Drive
Austin, TX 78754 10/1/2014 $   15,500,000 $   9,262,922 $   6,237,078

North Park 17319 San Pedro Avenue
San Antonio, TX 78232 9/11/2015 $   13,500,000 $   6,431,852 $   7,068,148

Amber Oaks 9601 Amberglen Boulevard
Austin, TX 78729 8/2/2016 $   26,556,735 $ 11,191,421 $ 15,365,314

Total $ 101,041,735 $ 40,576,155 $ 60,465,580
       
Source: TLO records.

Trust Inflation-
Proofing
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trustees of endowed institutions are the guardians of the 
future against the claims of the present. Th eir task in 
managing the endowment is to preserve equity among 
generations.

Although AS 37.14.041(a)(5) permits inflation-proofing as a use of 
Trust income, the rest of the Authority’s statutes and regulations 
are silent regarding amount and frequency. 
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(Intentionally left  blank)
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REPORT 
CONCLUSIONS

A legislative audit released June 2018 found the Alaska Mental 
Health Trust Authority’s (Authority) board of trustees violated State 
statutes and terms of the State v. Weiss settlement by diverting $39.5 
million of the Alaska Mental Health Trust (Trust) cash principal 
from the Alaska Permanent Fund Corporation (APFC) to purchase 
seven commercial real estate properties and $1.8 million of cash 
principal to purchase/construct several program-related properties. 
The commercial real estate properties were purchased through 
and managed by Department of Natural Resources’ (DNR) Trust 
Land Office (TLO), and were considered investments of Trust cash 
principal held outside the APFC. The board of trustees’ actions 
appeared to be well-intentioned, driven by a desire to maximize 
revenue and to facilitate services for beneficiaries. However, the 
actions did not comply with law and were contrary to the roles and 
responsibilities outlined in the settlement. 

During November 2019, Authority management reported that 
corrective action had been taken to address the prior audit findings. 
This audit evaluates the corrective action taken by the Authority. 
Specifically, the audit determines whether Trust cash principal 
diverted from the APFC was restored and whether policies and 
regulations used by the Authority to justify prior actions were 
amended to comply with statutes. This audit also evaluates the 
status of the commercial real estate investments and the Authority’s 
intent regarding future management of the investments. 

The audit concluded that the Authority restored Trust cash principal 
with $41.3 million of Trust income reserves and continued to use 
the TLO to manage the commercial real estate properties. The 
audit also found that Authority policies were partially amended 
to prohibit future investment of cash principal in commercial real 
estate outside of the APFC. 

Beginning in 2014, Trust income reserves significantly exceeded 
target levels because excess income was not used to fully inflation-
proof the Alaska mental health trust fund. The board of trustees 
authorized inflation-proofing of up to $120.3 million during 
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its March 2021 meeting; $50 million of Trust income was to be 
transferred to principal as soon as practicable and the rest was to 
be transferred by the end of FY 21.

The Authority’s decision to invest $39.5 million of Trust income 
in the TLO managed commercial real estate properties decreased 
the liquidity of Trust income reserves and impaired the Authority’s 
ability to inflation-proof. As of March 31, 2021, if the excess income 
was moved to principal to inflation-proof the Trust, the TLO 
managed commercial real estate investments would make up 59.5 
percent of the remaining income reserves. The illiquid nature of 
such a large percentage of reserves calls into question the Trust’s 
ability to meet its spending goals in a down market. 

Although AS 37.14.041(b) requires Trust income in excess of the 
amount needed for the State’s comprehensive mental health program 
be transferred to the State’s general fund, the audit found the 
Authority did not have written policies for identifying the amount 
available for transfer. When evaluating income reserves, auditors 
noted deficiencies in the Authority’s methodology for calculating 
reserves and the annual withdrawal amount. 

After the 2018 audit was released, the Authority’s board of trustees 
transferred $16.9 million of cash principal to the APFC from the 
trust authority development account (TADA). Subsequently, no 
principal was transferred for 15 months. More routine transfers 
began April 2020. Further, the audit found that cash principal 
was inappropriately used by the Authority for land development 
activities approved prior to FY 20. Policies were changed beginning 
in FY 20 to require land development activities be funded with 
Trust income.

According to Authority management, the value of the TLO managed 
commercial real estate investments increased by $9.6 million since 
the prior 2018 audit and provided a net equity value of $60.4 million; 
however, auditors note that the properties were not subject to an 
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annual independent appraisal and two properties were projected 
to have negative cash flow for FY 21. 

Detailed conclusions are presented below.

At the time of the prior audit, $39.5 million of cash principal had 
been diverted from the APFC and used by the Authority to purchase 
seven commercial real estate properties. The audit found the actions 
violated statutes that require Trust cash principal be invested by 
the APFC and recommended the Authority’s board of trustees stop 
investing in commercial real estate and consult with the APFC 
regarding future treatment of the properties. After the audit was 
issued, the board of trustees considered eight options to address 
the finding. The options included, in part, maintaining the status 
quo (e.g. ignoring the audit findings); selling the properties and 
using the proceeds to restore the Trust cash principal; transferring 
the properties to the APFC to be managed as a separate portfolio; 
and using Trust income to restore the Trust cash principal while 
retaining the commercial real estate properties as Trust income 
investments with TLO continuing to manage the properties. The 
full list of options considered by the trustees is listed in Appendix A. 

The board of trustees asked Authority management to provide 
additional information on four of the eight options, including the 
option of transferring the properties to the APFC to be managed as 
a separate portfolio. Auditors noted that inaccurate cost estimates 
were presented to the board of trustees when deliberating the APFC 
separate portfolio option, which made the option less desirable. 
Auditors also noted that the board of trustees did not formally 
consider transferring the properties to the APFC to be absorbed 
into the APFC’s investment portfolio with the Trust and the Alaska 
Permanent Fund owning unit shares. The option was not considered 
because the board of trustees wanted the properties’ full income 
stream to remain within the Trust and did not want to lose control 
over the investment properties. 

The Authority 
considered several 
options for corrective 
action.
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Approximately $41.3 
million of Trust income 
was transferred to 
the APFC to restore 
cash principal and the 
commercial real estate 
properties continued 
to be managed by the 
TLO.

Trust income reserves 
exceeded target levels 
for 10 years.

After considering information presented by both APFC and Authority 
management, the board of trustees decided to retain control of the 
commercial real estate investments by using Trust income to repay 
the $39.5 million of cash principal. Additionally, the board decided 
to transfer $1.8 million of income to the APFC to repay cash principal 
diverted for program-related real estate. The board of trustees 
believed that transferring $41.3 million of Trust income to the APFC 
would bring the Authority into compliance with investment statutes 
that required cash principal be invested by the APFC and noted that 
there is no statutory requirement that Trust income be invested 
by the APFC. Documentation showed a total of $41.3 million 
was transferred from Trust income to APFC Trust principal on 
May 31, 2019. 

Despite the 2018 legislative audit conclusion that commercial real 
estate investments are more appropriately and efficiently carried 
out by the APFC, and that the TLO was not authorized to manage a 
national commercial real estate investment program, the Authority’s 
board of trustees decided to continue using the TLO to manage 
the Trust’s commercial real estate investment properties. The 
Authority’s rationale for using TLO to manage the properties cites 
TLO’s unique and comprehensive knowledge of the Trust settlement 
lands and resources; TLO’s understanding of the Trust mission and 
objectives; and TLO’s ability to perform the duties within their 
current responsibilities, thereby creating a low incremental cost for 
services. The rationale did not provide a reasonable justification 
for using the TLO as an investment manager because it did not 
cite TLO’s expertise in financial investing, particularly knowledge 
and expertise in managing a nationwide commercial real estate 
investment program. 

The Authority maintains a reserve of Trust income to ensure 
beneficiary services continue during a down economy. The 
reserve target is set by Authority policy at 400 percent of the 
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annual withdrawal amount.10 Reserves above the target amount 
are considered excess reserves.

Exhibit 4 shows the Trust income reserve balances as of June 30th 
compared to the target reserve levels for FY 09 through FY 20 and 
the target reserve balance as of March 31, 2021. Beginning FY 14, 
Trust income reserves significantly exceeded target levels. Income 
exceeded target levels in amounts ranging from $21.8 million to 
$116.7 million during the periods FY 14 through March 31, 2021. 
The March 31, 2021, balance in Exhibit 4 excludes the $50 million 
that was obligated for inflation-proofing just prior to that date, 
which is discussed on page 18. 

10 Th e Trust annual withdrawal is calculated at 4.25 percent of the rolling four year-end 
average of the aggregate net asset value of the funds invested through the APFC and 
income reserves invested by the Department of Revenue (DOR) treasury division.

 Exhibit 4

 Source: Authority records.

Trust Income Reserve Balances Compared to Target Levels
FY 09 through March 31, 2021

(In
 M

ill
io

ns
)
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Up until 2009, the Authority’s investment management policy 
required excess Trust income reserves be transferred to principal to 
offset the effects of inflation. This practice, referred to as “inflation-
proofing,” helps ensure the Trust can meet the needs of future 
beneficiaries. In 2009 the policy was revised to make inflation-
proofing discretionary. 

Once inflation-proofing became optional, the board of trustees 
chose not to transfer excess reserves to principal and excess reserves 
grew. At the end of FY 14, excess reserves totaled $22.6 million and 
the board approved an inflation-proofing transfer of $5 million; 
however, the amount was not transferred until FY 18. By the end 
of FY 20, excess reserves totaled $80.8 million.

The Authority’s board of trustees approved an inflation-proofing 
transfer of “up to $120.3 million” at its March 2021 board meeting 
with $50 million of Trust income to be transferred to principal 
as soon as practicable and the balance to be transferred by the 
end of FY 21.11 Auditors reviewed the calculation and confirmed 
the $120.3 million was materially accurate and represented the 
inflation-proofing liability as of March 2021. Exhibit 5 shows Trust 
inflation-proofing authorized from FY 95 through March 31, 2021, 
the amounts transferred, and the remaining liability. 

The audit recommends that the board of trustees consider changing 
policy to require inflation-proofing occur annually if excess reserves 
allow. (See Recommendation 4)

11 If excess income reserves were not high enough at the end of FY 21 to allow for the 
full authorized amount of infl ation-proofi ng, the amount of infl ation-proofi ng was to be 
reduced accordingly.

Trust income reserves 
significantly exceeded 
target levels due to 
a lack of inflation-
proofing.
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The Authority’s decision to invest Trust income in commercial 
real estate properties resulted in exchanging cash for long-term 
investments (commercial real estate). The audit found that if 
the Authority used excess income reserves to meet its inflation-
proofing liability, 59.5 percent of the remaining reserves as of 
March 31, 2021, would be composed of the TLO managed 
commercial real estate investments. Since the properties are not 
readily convertible to cash, the decision to invest Trust income in 
the TLO commercial real estate reduced the Trust’s ability to meet 
its spending goals in the event of a down market. 

To ensure the Trust can inflation-proof and maintain a prudent 
degree of liquidity, the audit recommends the board of trustees 

Exhibit 5

Trust Infl ation-Proofi ng 
FY 95 through March 31, 2021

Approved Versus Actual

FY 95 $3,533,000
FY 98 $6,910,543
FY 00 $41,544,000
FY 04 $15,337,401
FY 08 $2,436,354
FY 18 $5,000,000
FY 21 $120,280,300 

Total $195,041,598
Transferred to Principal ($124,761,298)

Remaining Liability $70,280,300

Source: Authority records.

Investment of Trust 
income in commercial 
real estate reduced 
liquidity.
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consider liquidating the TLO managed commercial real estate 
investments. (See Recommendation 1)

Trust statutes require excess Trust income be transferred to the 
State’s general fund. Specifically, AS 37.14.041(b) states:

If money in the mental health trust settlement income 
account is not needed to meet the necessary expenses 
of the state’s integrated comprehensive mental health 
program, the authority shall transfer the money to 
the unrestricted general fund for expenditure through 
legislative appropriation for other public purposes.

At the time of the audit, no transfer of excess Trust income had ever 
occurred and Authority policies did not define “income not needed 
to meet the expenses of the State’s integrated mental health program.” 
During 2020, the board passed a motion that “no Trust funds exist 
above the current and projected needs of the beneficiaries of the 
Alaska Mental Health Trust.” A similar motion was passed in 2021. 
However, no specific calculations or other analyses were provided 
to support the motions. 

It is feasible that future market returns could generate surplus Trust 
income that should be transferred to the general fund. The audit 
recommends written policies be developed to annually evaluate 
whether surplus Trust income must be transferred to the general 
fund. (See Recommendation 5) 

As discussed above, the Authority maintains an income reserve to 
ensure the Trust can meet spending goals in a down market. The 
audit found two deficiencies with the Authority’s methodology for 
calculating income reserves. 

Excess Trust income 
must be transferred to 
the State’s general fund.

Deficiencies were 
identified in the 
Authority’s calculation 
of Trust income 
reserves.
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1. Beginning in 2019, Authority management began to 
include unrealized gains/losses12 on Trust principal in the 
determination of income reserves. Given that principal is 
not available for spending, its unrealized gains cannot be 
used to meet the Trust’s spending goals and should not be 
included as part of income reserves. The 2019 methodology 
change appeared to be a result of Authority management 
turnover.

2. The TLO managed commercial real estate properties were not 
considered by Authority management or the board of trustees 
to be part of income reserves. Prior to the board of trustees 
restoring the Trust principal with Trust income, the TLO 
managed commercial real estate properties were considered 
Trust principal investments and properly excluded from the 
calculation of income reserves. Once Trust income was used 
to invest in the properties the investments should have been 
considered part of income reserves. The board of trustees’ 
motion that authorized the investment specifically identified 
the properties as long-term investments within the income 
reserve. 

The analyses conducted as part of this audit correct for the above two 
deficiencies. Specifically, the amount of reserves shown in Exhibit 4 
and referenced throughout the report exclude the unrealized gains/
losses on Trust principal from reserves and add the net value of 
TLO managed commercial real estate to the reserves. The audit 
recommends the board of trustees develop written policies to 
correctly determine income reserves. (See Recommendation 3)

12 An unrealized gain refers to the potential profi t that could be made from selling an 
investment. An unrealized loss refers to the drop in an asset’s value before it is sold. Once 
an investment is sold, the gain or loss is realized. For accounting purposes, both unrealized 
and realized gains and losses are tracked and reported. Th e APFC reports to the Authority 
the realized and unrealized gains and losses for the Trust’s principal and income monthly.
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To provide a consistent and predictable funding stream for Alaska’s 
comprehensive integrated mental health program, a pre-defined 
amount is withdrawn annually from Trust investments to fund the 
Authority’s current year activities. The Trust annual withdrawal is 
calculated as 4.25 percent of the rolling four year-end average of 
the aggregate net asset value of the Trust investments managed by 
the APFC and the DOR treasury division, including both principal 
and income investments. The annual withdrawal methodology was 
recommended in a 2011 study conducted by Callan and Associates. 
At the time of the study, there were no Trust investments held 
outside of the APFC and the DOR treasury division. Consequently, 
the treatment of the TLO managed commercial real estate was not 
addressed by the study.

The 4.25 percent has never been applied to the TLO managed 
real estate investments when calculating the annual withdrawals. 
Excluding the commercial real estate from the annual withdrawal 
calculation is not consistent with how Trust real estate investments 
managed by the APFC and the DOR treasury division are treated, 
and the audit found no reasonable justification for excluding the 
investments. Excluding the properties effectively decreased the 
annual withdrawal amount, thereby reducing the funds available 
for beneficiary services. For example, excluding the properties 
from the FY 21 calculation reduced the annual withdrawal by 
approximately $1.2 million. The audit recommends that written 
procedures be implemented to ensure 4.25 percent is applied to 
the TLO commercial real estate investments when calculating the 
annual withdrawal. (See Recommendation 2) 

When examining Trust income reserve levels, auditors found two 
errors in the annual withdrawal calculations:

1. The amount calculated for the FY 18 annual withdrawal 
did not consider the reserves invested by the DOR treasury 
division, which caused Authority staff to draw $462 thousand 
less than the accurate amount. 

Errors were found 
in the Authority’s 
methodology for 
calculating annual 
withdrawals.
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2. Incorrect source documentation was used for the FY 19 
annual withdrawal calculation, which caused Authority staff 
to draw $30 thousand more than the accurate amount.

The target reserve amounts shown in Exhibit 4 and the target 
reserve amounts referenced throughout the audit report correct for 
the two errors identified above and include the TLO managed real 
estate investments in the annual withdrawal calculation. The audit 
recommends that the board of trustees develop written procedures 
to ensure that annual withdrawals are correctly calculated. (See 
Recommendation 2)

An objective of the audit was to 
determine whether the Authority 
transferred cash principal to 
the mental health trust fund 
managed by the APFC in a timely 
manner after the prior audit was 
released June 2018. Statutes do 
not provide a specific timeline for 
transferring principal. According 
to Authority management, the 
transfer of principal to the 
APFC is considered timely if 
performed quarterly; however, at 
the beginning of each fiscal year 
a transfer may be delayed until 
completion of administrative 
matters, including completion of 
the financial audit and approval by 
the board of trustees.

Exhibit 6 shows the Authority transferred $16.9 million to the 
APFC in December 2018. Subsequently, no transfers occurred 
for 15 months. Transfers resumed in April 2020 and occurred 
on a timely basis through the end of the audit period. As of 

Transfers of cash 
principal were not 
made timely after the 
prior audit was issued.

Exhibit 6

Summary of Cash Principal 
Transferred to the 

Mental Health Trust Fund
as of March 31, 2021

Date Amount
December 2018 $16,883,000
April 2020 $9,300,000
June 2020 $300,000
October 2020 $20,000,000
December 2020 $2,494,000
January 2021 $600,000
March 2021 $500,000

Source: Authority records.
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March 31, 2021, there was a balance of $2.2 million of cash 
principal in the TADA. Of this amount, $1.7 million was held for 
commitments for land development activities ($1 million for a 
United States Forest Service land exchange and $700 thousand for 
the Icy Cape development).

The prior audit confirmed the TLO has a responsibility to develop 
and maintain Trust land assets; however, the State v. Weiss 
settlement did not clearly identify a funding mechanism for such 
purposes. The only funding mechanism appears to be found in 
AS 37.14.041, which addresses the appropriate use of Trust income 
and holds that income can be used as a “reimbursement to […] 
the Department of Natural Resources for the cost of managing 
mental health trust land.” The prior audit concluded that Trust cash 
principal was not an allowable funding source for land development 
activities because cash principal must be invested by the APFC. In 
response to the audit, the Authority changed policies to require 
land development activities approved after FY 19 be funded with 
Trust income.

This audit found that cash principal continued to be used to 
fund land development activities approved prior to the change 
in policy. The Authority spent $4.7 million of cash principal on 
land development activities from June 2018 through March 2021. 
The expenditures included $1.1 million for a land exchange with 
the United States Forest Service; $551 thousand for sewer and 
water infrastructure improvements for Yosemite Road access; and 
$3 million for mining exploration of Icy Cape. In addition, $1.7 
million in cash principal held in the TADA was committed for land 
development activities as of March 31, 2021.

Cash principal was 
inappropriately used by 
the Authority for land 
development activities.
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The prior audit concluded that Authority policies and regulations 
that enabled the Authority to use Trust cash principal for commercial 
real estate investment through the TLO violated Authority statutes. 
An objective of this audit was to evaluate whether such policies and 
regulations were amended after the audit was released June 2018. 

The prior audit found that regulation 20 AAC 40.700(a)13 was 
interpreted by the board of trustees as the authority to invest cash 
principal outside the APFC. The regulation was not changed; 
however, policies were partially amended to require cash principal 
be transferred to the APFC. (See Exhibit 7 for a description of the 
Trust asset management policies)

The Authority’s AMPS was amended to clearly communicate that 
cash principal was not available for expenditure outside of the 
APFC. Amendments to the RMS were also drafted to require cash 
principal be transferred to the APFC; however, as of March 31, 2021, 
the changes had not been finalized.

13  20 AAC 40.700(a) states “From time to time, the board may determine that it is in the 
interest of the trust and its benefi ciaries to use receipts from the management of trust land 
to (1) acquire for the trust new trust land; or (2) improve or develop existing trust land.” 

Authority policies were 
partially amended to 
prohibit investing cash 
principal in commercial 
real estate outside of 
the APFC.

Exhibit 7

Trust Asset Management Policies

The Trust asset management policies are outlined in two documents: the Asset Management 
Policy Statement (AMPS) and Resource Management Strategy (RMS). The Authority 
created the AMPS to delineate the asset management philosophy and practices for assets, 
both cash and non-cash, entrusted to the board of trustees. The RMS, created by the 
TLO to address its regulation 11 AAC 99.090(c) and approved by the board of trustees, 
outlines the long-term asset management strategy that establishes goals for managing 
Trust land assets by the TLO.

Source: AMPS and RMS.
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An objective of the audit was to determine the status of the TLO 
managed commercial real estate property and the Authority’s 
intent regarding the investments. The seven commercial real estate 
properties provided $50.8 million of equity as of June 30, 2017, 
according to the prior audit. Authority management reported that 
the equity increased to $60.4 million as of March 31, 2021.

As shown in Exhibit 8, auditors noted the following concerns 
(highlighted in bold): 

  Two of the seven commercial real estate properties were projected 
to have a negative cash fl ow in FY 21. 

  Two of the seven properties were not fully occupied—the North 
Park property in San Antonio, Texas had a 52 percent occupancy 
and the Amber Oaks property in Austin, Texas had a 71 percent 
occupancy. 

  Th ree properties have lease expirations expected within the next 
two years. (Auditors note that the Promontory Point property in 
Austin, Texas refl ects a 50 percent lease expiration; however, another 
tenant is expected to take over the space in 2021.)

As of March 2021, the Authority’s board of trustees was in the 
process of refinancing five of the seven commercial real estate 
properties. According to management, the board was refinancing 
the properties to increase investment income. The Cordova property 
in Anchorage, Alaska was not included in the refinancing because 
it had no mortgage and the Amber Oaks property in Austin, Texas 
was not included due to original mortgage restrictions. 

Authority management 
reported that the value 
of the TLO commercial 
real estate investments 
increased by $9.6 
million since the 
prior audit; however, 
two properties were 
projected to have 
negative cash flow for 
FY 21.
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 Exhibit 8

TLO Managed Commercial Real Estate Investments 
Projected Cash Flow and Occupancy Rates

as of March 31, 2021

Property Name

FY 21 
projected 
cash fl ow

Percentage of 
FY 21 space 

occupied

Percentage of 
calendar year 2021 
lease expirations

Percentage of 
calendar year 2022 
lease expirations

Percentage of 
calendar year 2023 
lease expirations

Cordova  $    78,760 100.00% 4.00% 21.00% 11.00%

Cummins  $   (33,786) 100.00% 0.00% 0.00% 0.00%

IRS  $  490,716 100.00% 0.00% 0.00% 0.00%

Israel  $    86,539 100.00% 0.00% 0.00% 89.00%

Promontory Point  $  620,004 100.00% 50.00% 0.00% 0.00%

North Park  $ (580,934) 52.00% 0.00% 0.00% 0.00%

Amber Oaks  $    56,267 71.00%  22.00% 14.00% 10.00%

Total  $  717,566
       
  Source: Harvest reports and TLO records.



28ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT ALASKA MENTAL HEALTH TRUST AUTHORITY ACN 04-30099-21

(Intentionally left  blank)
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In response to a legislative audit that found the Authority’s board 
of trustees violated State statutes by diverting $39.5 million of 
Alaska Mental Health Trust (Trust) cash principal from the APFC 
to purchase seven commercial real estate properties, the board of 
trustees transferred $39.5 million of Trust income to the APFC 
to restore Trust principal. Upon transfer, the properties became 
an investment of Trust income reserves. The board of trustees 
believed that using Trust income rather than Trust principal for 
the commercial real estate investments would bring the Authority 
into compliance with State statutes and the State v. Weiss settlement 
that require Trust cash principal be invested by the APFC. 

Alaska Statute 37.10.071(c) states that the Trust fiduciary shall apply 
the prudent investor rule and exercise the fiduciary duty in the 
sole financial best interest of the fund entrusted to the fiduciary. 
Per AS 47.30.031(a), the board shall adopt regulations consistent 
with state law and the fiduciary responsibilities imposed by law 
on members of boards of directors of corporations having trust 
responsibilities. Regulation 20 AAC 40.600 requires the board’s asset 
management policies be set out in the Asset Management Policy 
Statement (AMPS). The AMPS defines the investment horizon for 
the TLO managed commercial real estate investments as long-term, 
which is defined as seven to twenty years. 

The board of trustees’ decision to invest Trust income in commercial 
real estate properties decreased liquidity of Trust income reserves, 
which reduced the Authority’s ability to meet its spending goals 
during a down market. 

To meet inflation-proofing needs and maintain a prudent degree of 
liquidity, the audit recommends the board consider liquidating the 
TLO commercial real estate investments. Alternatively, the board of 
trustees may want to consider transferring the commercial real estate 
assets to the APFC-managed Trust principal as part of inflation-
proofing, thereby freeing up more liquid investments to meet the 
Trust income reserve target. However, the APFC has advised that 
the corporation is not interested in absorbing the commercial real 

FINDINGS AND 

RECOMMENDATIONS

Recommendation No. 1:

The Alaska Mental 
Health Trust 
Authority’s (Authority) 
board of trustees 
should consider 
liquidating the Trust 
Land Office (TLO) 
managed commercial 
real estate investments 
or transferring the 
investments to the 
Alaska Permanent Fund 
Corporation (APFC) as 
inflation-proofing.
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estate properties within its existing portfolio. The APFC does not 
consider the properties to be institutional quality real estate and 
believes that the properties do not have a meaningful valuation, 
given that the properties are not appraised annually. If the TLO 
managed commercial real estate properties were transferred to the 
APFC, the APFC executive director stated that the properties would 
likely be liquidated and the proceeds reinvested in accordance with 
APFC’s asset allocation and investment policy.

Auditors found that Authority management did not include the 
TLO managed commercial real estate properties in the aggregate net 
asset value when calculating the annual withdrawal. Per Authority 
policies, the annual withdrawal is calculated by multiplying 4.25 
percent by the rolling four year-end average aggregate net asset 
value of the following:

  Principal invested at APFC

  Income reserves invested at APFC

  Income reserves invested at Department of Revenue (DOR)

The commercial real estate investments were not included in the 
net asset value because the Authority’s policies did not specifically 
refer to the TLO managed investments in the calculation procedures. 
The exclusion of the investments from the calculation resulted in 
drawing $1,252,900 less in FY 21.

Additionally, the audit found errors in the FY 18 and FY 19 annual 
withdrawal calculations. Specifically, the FY 18 annual withdrawal 
calculation did not include the income reserves invested by the 
DOR treasury division and the FY 19 calculation used amounts 
obtained from incorrect source documents. The errors were caused 
by turnover in Authority staff performing the calculation and a lack 
of detailed written procedures. The errors caused the Authority 
to underdraw by $462 thousand in FY 18 and overdraw by $30 
thousand in FY 19.

Recommendation No. 2:

The board of trustees 
should develop written 
procedures to ensure 
annual withdrawals are 
correctly calculated.
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Alaska Statute 37.10.071(c) states that the Trust fiduciary shall 
apply the prudent investor rule and exercise the fiduciary duty 
in the sole financial best interest of the fund entrusted to the 
fiduciary. To help fulfill its fiduciary responsibilities, the Authority 
has established policies designed to provide a consistent funding 
stream for beneficiary services. Policies provide that annually 4.25 
percent of the four year-end average aggregate net asset value of 
Trust investments be withdrawn from the Trust income to fund the 
Authority’s current year activities. 

We recommend the board of trustees develop written procedures 
to ensure that annual withdrawals are correctly calculated. This 
includes amending the Authority’s policies so that the 4.25 percent 
is applied to all principal and income investments regardless of the 
entity responsible for managing the investments.

The audit identified that, starting in 2019, the Authority’s 
management began to consider unrealized gains/losses attributable 
to principal to be part of income reserves. Prior to that time, 
only the unrealized gains/losses related to income were included. 
Principal unrealized gains/losses should not be included in the 
determination of income reserves because the unrealized  principal 
amounts are not income and not available for use. The change in 
methodology was caused by turnover in Authority management and 
a lack of written procedures. The inclusion of the unrealized gains 
attributable to principal inflated the income reserves by amounts 
ranging from $42.7 million to $98.7 million between June 30, 2018, 
and March 31, 2021.

Additionally, starting in 2019, Trust income reserves were invested 
by the Authority’s board of trustees in TLO-managed commercial 
real estate properties, yet the investments were excluded from the 
determination of income reserves. The Authority’s management 
excluded the commercial real estate investments from income 
reserves on the basis that the investments are long-term and not 
readily available for spending. Excluding the commercial real estate 

Recommendation No. 3:

The board of trustees 
should develop written 
policies to ensure Trust 
income reserves are 
correctly determined.
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investments understated income reserves in amounts ranging 
from $54.8 million to $60.4 million between June 30, 2019, and 
March 31, 2021. Not determining reserves correctly may lead 
to under or over spending, which may negatively impact Trust 
beneficiaries.  

Additionally, by excluding the TLO managed properties from 
income reserves, the Authority raised the question of whether the 
income was needed. Alaska Statute 37.14.041(b) states that if income 
is not needed to meet the necessary expenses of the State’s integrated 
comprehensive mental health program, the Authority shall transfer 
the money to the unrestricted general fund for expenditure through 
legislative appropriation for other public purposes. Excluding the 
properties from the income reserves indicated that the income used 
for the investments was not needed to meet the necessary expenses 
of the comprehensive mental health program, thereby making it 
appear that the monies should have been transferred to the general 
fund. Regardless of appearance, the audit found the Trust did not 
have income in excess of its inflation-proofing liability. Therefore, 
there was no excess income available for transfer to the general fund. 

Per AS 47.30.031(a), the board shall adopt regulations consistent 
with state law and the fiduciary responsibilities imposed by law 
on members of boards of directors of corporations having trust 
responsibilities. Regulation 20 AAC 40.600 requires the board’s 
asset management policies be set out in the AMPS. Per the 2019 
AMPS, the target income reserve is set at 400 percent of the annual 
withdrawal amount. The reserve helps ensure the Trust can meet its 
spending goals in a difficult market environment and helps ensure 
liquidity in future years. 

We recommend the board of trustees develop written policies to 
correctly determine income reserves.
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Trust inflation-proofing did not occur routinely from FY 14 
through FY 20 even though income reserves were sufficient to allow 
inflation-proofing. 

Inflation-proofing did not occur because the Authority’s policies 
did not require inflation-proofing. The 2004 version of the AMPS 
required inflation-proofing when excess reserves were available. 
In 2009 the AMPS was changed to make inflation-proofing 
discretionary. Inflation-proofing was not performed routinely after 
the change. As of mid-March 2021, the Trust’s inflation-proofing 
liability totaled approximately $120.3 million. Failing to inflation-
proof increases the risk that the Trust corpus will not be sufficient 
to meet the needs of future beneficiaries.

Per AS 47.30.036(1), the board of trustees shall preserve and protect 
the Trust corpus. 

We recommend the board of trustees consider developing written 
policies that require inflation-proofing occur annually if Trust 
income reserves are sufficient.

Authority policies do not clearly identify how to evaluate Trust 
income to determine whether amounts exist that are not reasonably 
necessary to meet the expenses of the integrated comprehensive 
mental health program. 

Per AS 47.30.046, the board shall submit a budget for the next fiscal 
year that includes the Authority’s determination of the amount in 
the mental health trust settlement income account, if any, that is not 
reasonably necessary to meet the projected operating and capital 
expenses of the integrated comprehensive mental health program 
that may be transferred to the general fund. Per AS 37.14.041(b), 
if money in the mental health trust settlement income account is 
not needed to meet the necessary expenses of the State’s integrated 
comprehensive mental health program, the Authority shall transfer 

Recommendation No. 4:

The board of trustees 
should consider 
developing written 
policies that require 
inflation-proofing 
occur annually if Trust 
income reserves are 
sufficient.

Recommendation No. 5:

The board of trustees 
should develop written 
policies to annually 
evaluate whether 
Trust income must 
be transferred to the 
general fund.
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the money to the unrestricted general fund for expenditure through 
legislative appropriation for other public purposes.

According to Authority management, the gap between the 
beneficiaries’ financial needs and available resources has been 
so large that it has not been necessary to calculate the gap, and, 
accordingly, it has not been necessary to identify any surplus Trust 
income. 

The lack of clear policies that define the amount “needed to meet the 
necessary expenses of the state’s integrated comprehensive mental 
health program” may result in a failure to transfer excess income 
to the general fund. 

We recommend the board of trustees develop written policies to 
annually evaluate whether Trust income must be transferred to the 
general fund.



35ALASKA STATE LEGISLATURE, DIVISION OF LEGISLATIVE AUDIT ALASKA MENTAL HEALTH TRUST AUTHORITY ACN 04-30099-21

In accordance with Title 24 of the Alaska Statutes and a special 
request by the Legislative Budget and Audit Committee, we have 
conducted a performance audit of the Alaska Mental Health Trust 
Authority (Authority).

The audit evaluates the corrective action taken by the Authority to 
address audit findings for select asset management issues identified 
in a prior legislative audit of the Authority that was released 
June 2018. Specifically, the audit objectives were to:

  Verify that approximately $40 million of Alaska Mental Health 
Trust (Trust) income was transferred to the mental health trust 
fund managed by the Alaska Permanent Fund Corporation (APFC).

  Evaluate the impact of transferring approximately $40 million of 
Trust income on the Authority’s ability to provide for spending if 
the asset portfolio does not achieve its earnings objectives. 

  Determine whether cash principal has been transferred to the 
APFC in a timely manner since the prior audit was issued. 

  Determine whether the mental health trust fund managed by 
the APFC was reconstituted for $1.8 million in cash principal 
inappropriately spent on program-related investments as identifi ed 
in the prior audit.

  Determine whether regulations and policies that allowed the 
Authority to use cash principal for the investment in commercial 
real estate outside the APFC were amended to comply with statutes 
in light of the prior audit’s conclusions. 

  Report on the status of commercial real estate investments and the 
board’s intent regarding the investments.

OBJECTIVES, 
SCOPE, AND 
METHODOLOGY

Objectives
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The audit examined the Authority and Trust Land Office (TLO) 
operations from February 8, 2018,14 through March 31, 2021.

To address the objectives, auditors:

  Reviewed the prior audit report that was released June 2018 
(ACN 04-30090-18) to gain an understanding of the conclusions 
and recommendations related to asset management issues.

  Interviewed the Authority’s board of trustees chair, the Authority’s 
chief executive offi  cer, the Authority’s former senior management, 
as well as pertinent staff . Interviews were conducted to gain an 
understanding of Authority and TLO operations, Trust asset 
management practices, and corrective action taken to resolve 
fi ndings-related asset management issues identifi ed in the prior 
audit.

  Gained an understanding of the Authority’s legal framework by 
reviewing the following pertinent laws and documents guiding the 
Authority’s operations:

◆ Alaska Mental Health Enabling Act of 1956;

◆ House Bill (HB) 201 – 18th Legislature (1993-1994) and meeting 
minutes documenting legislative deliberations of the bill; 

◆ Trust statutes AS 37.14.001—.099; 

◆ Authority statutes and regulations AS 47.30.010—.190 and 20 
AAC 40, respectively;

◆ TLO statutes and regulations AS 38.05.801 and 11 AAC 99, 
respectively; 

◆ State v. Weiss (Alaska 1985) settlement-related documents 
including the 1994 Settlement Agreement, Memorandum 

14 Fieldwork end date for prior audit 04-30090-18.

Methodology

Scope  
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Decision and Order Granting Final Approval to the HB 201, and 
the Dismissal Order;

◆ Weiss v. State (Alaska 1997) Supreme Court opinion;

◆ Memorandum of understanding between the Authority and 
Department of Natural Resources dated June 8, 2005; 

◆ Memorandum of agreement between the Authority and the 
APFC dated July 1, 1995; 

◆ Authority’s bylaws approved and adopted on May 7, 2014, and 
October 27, 2017;

◆ Uniform Prudent Investor Act (AS 13.36.225—.290); 

◆ Uniform Prudent Management of Institutional Funds Act 
(AS 13.65.010—.095); and

◆ Principles of State Trust Portfolio Management published by 
National Association of State Trust Lands.

  Using the State’s accounting system, retrieved and evaluated the 
Authority fi nancial information to identify balances and uses of 
funds. 

  Obtained and evaluated support from the APFC accounting system 
to identify transfers to principal and to confi rm balances.

  Reviewed Authority board meeting packets and minutes from 
February 8, 2018, through March 31, 2021. Th e information was 
reviewed to gain an understanding of the corrective action taken 
to address prior audit fi ndings and to identify balances reported 
on the income reserves and annual withdrawal amounts. 

  Reviewed appraisals, brokers’ opinions, and fi nancial statements for 
the seven commercial real estate investments managed by the TLO 
to calculate the fair market value, mortgage balance, and equity of 
the investments as of March 31, 2021. 
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  Reviewed Authority’s draft amendments to the Resource 
Management Strategy to identify the nature of proposed changes.

  Reviewed and compared the Authority’s 2014 and 2019 Asset 
Management Policy Statements to identify changes.

  Reviewed Authority and TLO annual reports, budgets, and 
newspaper articles to gain an understanding of the Authority and 
TLO activities. 

  Reviewed the asset management study by Callan and Associates 
published in 2011 and sponsored by the Authority’s management 
to gain an understanding of the income reserves. 

  Obtained and reviewed TLO’s third party real estate advisor’s 
reports from November 2019 through March 2021 to identify the 
status of the seven TLO managed commercial real estate investment 
properties.

  Evaluated TLO job postings from FY 19 and FY 20 to identify staff  
responsibilities for positions related to the seven commercial real 
estate properties. 

  Inquired with APFC management on the possibility of absorbing 
the seven commercial real estate investments in the existing APFC 
portfolio with the permanent fund and the mental health trust fund 
each owning unit shares.

No sampling was conducted as part of the audit. Additionally, no 
internal controls were tested, as no controls were found significant 
to the audit objectives.
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Appendix A provides a summary of the options considered by the 
Alaska Mental Health Trust Authority board of trustees for treatment 
of the seven Trust Land Office (TLO) managed commercial real 
estate investments purchased with cash principal during FY 12 
through FY 17.

APPENDIX 
SUMMARY
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(Intentionally left  blank)
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APPENDIX A

Options Considered by the Alaska Mental Health Trust Authority Board of Trustees 
for Treatment of the TLO Managed Commercial Real Estate Investments

Option No. 1   Status quo 
The Alaska Mental Health Trust (Trust) retains oversight of the seven commercial real 
estate investment properties and the Trust Land Offi  ce (TLO) continues to manage the 
investment properties. Cash principal invested in commercial real estate is not replaced 
with Trust income.

Option No. 2   Divest commercial real estate holdings 
The Trust markets the commercial real estate properties and transfers cash from the sales 
to the Alaska Permanent Fund Corporation (APFC) equal to the original principal amount 
invested in the properties.
 
Option No. 3   Transfer the commercial real estate investment portfolio to APFC 
The Trust transfers oversight responsibility of the commercial real estate properties 
invested with cash principal into a separate account managed by the APFC. APFC 
retains a qualifi ed real estate investment fi rm to oversee the investment properties. The 
Trust is not involved in the operations of the properties, but retains fi nal authority over the 
purchase or sale of any assets.

Option No. 4   Refi nance commercial real estate properties and transfer cash to APFC
The Trust retains the commercial real estate holdings and borrows additional funds secured 
by the properties and transfers cash to the APFC equal to the original principal amount 
invested in the properties.

Option No. 5   TLO maintains management of the commercial real estate portfolio and 
diverted cash principal is replaced with Trust income 
The Trust transfers $39.5 million of Trust income to the mental health trust fund 
managed by the APFC to replace the cash principal that was invested in the seven 
commercial real estate properties. The Trust retains oversight of the seven investment 
properties and TLO continues to manage the investment properties. 
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APPENDIX A
(Continued)

Options Considered by the Alaska Mental Health Trust Authority Board of Trustees 
for Treatment of the TLO Managed Commercial Real Estate Investments

(Continued)

Option No. 6   TLO maintains management of the commercial real estate portfolio and 
diverted cash principal is replaced with Trust income over a 15 year period 
The Trust commits to transferring income each year, up to 15 years, to the mental health 
trust fund managed by APFC to replace the $39.5 million cash principal invested in 
commercial real estate. The annual transfer would be based on funds generated from the 
commercial real estate investments. The Trust retains oversight of the seven investment 
properties and TLO continues to manage the investment properties. 

Option No. 7   Partial sale combined with reimbursement
The Trust selectively disposes of some commercial real estate properties and transfers 
the sales proceeds to APFC. Additional payments would be made in the future until the 
total amount of cash transferred is equal to the original principal amount invested in the 
properties.

Option No. 8   Expansion of the existing commercial real estate investment portfolio
The Trust selectively acquires new properties in the future. The additional properties would 
allow for spreading of some of the expenses of managing the properties over a greater base 
of assets.

   Source: Authority January 3rd and 30th, 2019, full board meeting minutes and meeting documentation.
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Agency Response from the Department of Natural Resources
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(Intentionally left  blank)
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Agency Response from the Department of Revenue
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(Intentionally left  blank)
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Agency Response from the Offi  ce of the Governor
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(Intentionally left  blank)
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Agency Response from the Alaska Mental Health Trust 
Authority
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Legislative Auditor’s Additional Comments
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