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Department of Revenue
Fiscal Note for HB 149

This legislation authorizes the Department of Corrections to enter into an agreement
with the Kenai Peninsula Borough to lease facilities for the confinement and care of
prisoners.  The lease would be for at least 20 years and provide at least 800 prison
beds with no limitation on cost of the facility or cost of prisoner care.  The lease must
provide for an agreement between the Kenai Peninsula Borough and a private third-
party contractor to construct and operate the facility.  The legislation provides no
requirement to use tax-exempt financing, no maximum lease term, no maximum annual
lease payment amount, and no maximum project size in either dollars or number of
prisoners to be housed at the facility.

The bill as drafted would make it quite unlikely that the facility could be financed on a
tax-exempt basis.  This means that any financing will carry interest rates approximately
2% higher than rates the state normally pays for financing public facilities.  Based on the
project estimates of $60 million to $125 million, paying a taxable rate of interest would
increase the cost of the project financing from $16 million to $32 million.  In order to
minimize the cost to the state (reducing interest expense), the legislation should be
redrafted in a way that would permit the use of tax-exempt financing.  The current draft
does not sufficiently circumscribe the role of the private third-party contractor to permit
the borough to comply with "private use" and "management contract" guidelines of the
Internal Revenue Service.

Additional concerns that should be addressed:
•  No maximum capital expenditure for the facility is established.
•  No maximum lease term is specified.
•  No maximum lease payments are identified.

While the state's lease payments will be the security for the bonds, there is no specific
provision in this legislation for the State Bond Committee to participate in structuring the
financing.  The state's credit is involved as purchasers of the bonds look to the
underlying source of revenues for bond payments when determining risk.  As the source
of revenues will be the lease payments of the state to the borough, the "credit trail"
leads to the state and its ability to make future lease payments.  The foundation upon
which the state has built credit ratings has been the centralized control of the state's
credit through the State Bond Committee.  To the extent we deviate from this policy,
continued strong ratings of the state become more difficult to retain.

Accordingly, similar to the Anchorage jail transaction, it is anticipated that the State
Bond Committee will actively participate in structuring the transaction with the Kenai
Peninsula Borough.  While costs are not specified in this fiscal note, it is anticipated that
between $50,000 and $100,000 of bond proceeds (dependent upon size) would be
used to pay the state’s expenses in this transaction.
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