HOUSE FI NANCE COWM TTEE
February 28, 2001
2:57 PM

TAPE HFC 01 - 35, Side A
TAPE HFC 01 - 35, Side B

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 2:57 PM

VEMBERS PRESENT

Representative El don Mul der, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representati ve Con Bunde, Vice-Chair
Representative Eric Croft
Represent ati ve John Davi es
Representative Carl Mses
Representative Ri chard Foster
Representative John Harris
Representative Bill Hudson
Represent ati ve Ken Lancaster
Representative Ji m Wit aker

VEMBERS ABSENT

None
ALSO PRESENT

Joseph Perkins, Comm ssioner, Departnent of Transportation
and Public Facilities; Devon Devon Mtchell, Executive
Director, Al aska Minicipal Bond Bank Authority, Departnent
of Revenue.

PRESENT VI A TELECONFERENCE

None
GENERAL SUBJECT(S) :

The followi ng overview was taken in |l og note format. Tapes
and handouts wll be on file wth the House Finance
Comm ttee through the 22nd Legi sl ative Session, contact 465-
2156. After the 22nd Legislative Session they wll be
avai l abl e through the Legislative Library at 465-3808.

GARVEEs:

Grant Anticipati on Revenue Vehicl es
Accel erated Transportation Program
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LOG

SPEAKER

DI SCUSSI ON

TAPE HFC 00 - 35
SIDE A

000

Co-Chair WIIliams

Not ed that the neeting would be an open
forum di scussion with the Departnent of
Transportation & Public Facilities
regardi ng the GARVEE bonds (G ant

Ant i ci pati on Revenue Vehicl es).

153

JOSEPH PERKI NS,
COW SSI ONER
DEPARTMENT OF
TRANSPORTATI ON AND
PUBLI C FACI LI TI ES

Distributed a packet of information to
Comm ttee nmenbers. [Copy on File]. He
clarified that the National H ghway
System Desi gnati on Act of 1995 expanded
the types of costs that could be financed
wi th federal highway funds. |[In 1998, the
federal Transportation Equity Act for the
21% Century (TEA-21) increased annual
funding for states. State can now use a
portion of those funds for debt financing
t hrough a nechani sm cal | ed GARVEEs.

219

Conmm ssi oner Per ki ns

Not ed that the Governor had introduced
| egi sl ati on, which would authorize the
state, to finance up to $425 mllion
dol lars for nuch needed transportation
i nprovenents, using the financing
mechani sm of the GARVEE bonds.

328

Comm ssi oner PerKkins

Added that a GARVEE is a financia
instrunment that provides a state with up-
front capital for federal aid eligible
transportation projects. Conm ssioner
Per ki ns expl ai ned that through the
mechani sm the State finances federal aid
eligible transportation projects and then
makes the paynents for their debt
obligation wth a pledge of a portion of
their future highway funds. No one in
the federal governnment has specified a
met hod for financing those projects.
Every state has created their own-sone
have used GO Bonds, sone have used
revenue bonds and ot hers have used
certificates of participation, which the
State of Al aska is proposing.

404

Comm ssi oner PerKkins

Poi nted out that the Governor’s GARVEE
proposal includes the $425 nillion
dollars in revenue obligations. The
obligations would be paid back in
approxi mately 15 years. It would
obligate approxinmately $40 nmillion
dollars a year, 10% of the current annual
federal highway program It proposes to
use the interest frominvestnent of
proceeds to pay the state match.
Commi ssi oner Perkins briefly discussed
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projects in sone of the areas in the
Governor’ s proposed projects.

419 Co- Chair Mul der

Asked about the requirenment of the public
vote and why the Adm nistration had
changed their position fromlast year.

459 Conmm ssi oner Per ki ns

Replied that |ast year proposal was a GO
Bond credit and that required a vote of
the public. During the interim other
states sold them and the nmarket has

mat ured and there then was a change. The
change provi des the advantage of
commtting the noney earlier. The

Adm ni stration decided to utilize that
nmet hod of certificates of participation
to cut the tinme down.

527 Vi ce- Chai r Bunde

Ref erenced Page 5 of handout and the use
of "shoul d" neeting match requirenents in
reference to the general fund. He
suggested replacing that with “woul d”.

562 Conmm ssi oner Per ki ns

Clarified that |anguage should state
"W ll" use general fund dollars. He
added that there would be some extra
noney above the State fund natch.

595 Vi ce- Chai r Bunde

Mentioned that there is value in getting
“caught up” on State funding. He
stressed that the State is spending our
grandchil dren' s noney.

641 Comm ssi oner PerKkins

Expl ained that this is how debt financing
is done. The State is working with cash
flow.

664 Vi ce- Chair Bunde

Argued that this manner woul d di m ni sh
future income and woul d present a risk
for the future.

676 Co- Chair Mul der

Poi nted out that these projects would be
done anyway, and that they will not

di m ni sh the value of the noney. The
noney woul d be conpressed into this

ti netabl e.

734 Conmm ssi oner Per ki ns

Acknow edged that understanding this is a
conplicated application with the federa
governnment. The project |ist nust be
submtted to the federal governnent.
That list nust indicate that the State
will innovatively finance it. It nust be
shown that the action wll:

e Save noney; and

* Deliver projects nore quickly.
The State has hired a consultant to
provi de an econom ¢ study of cost
benefit. \When the projects are advanced,
the State ends up saving noney. It would
save the construction inflation.

House Fi nance Committee

3 02/ 28/ 01 2:57 PM




803

Conmmi ssi oner Per ki ns

The result has shown sizeabl e savings.
Comm ssi oner Perkins offered to bring the
consultant to a Commttee neeting to

expl ain the nunbers.

870

Representati ve
Davi es

Spoke to the difference of the
construction inflation rate and the bond
i nterest rates.

912

Representati ve
Lancast er

Noted that it is inportant to take into
consi deration also the discount rate in
addition to the repaynent rate. He
suggested with both of those put in

pl ace, there m ght not be an offset. He
added that it is inportant to take the
safety of the infrastructure into
account .

942

Representative Croft

Asked about the general structure. He
comented that $40 million would be

al |l ocated each year for 15 years.
Borrowi ng on that noney, receive a
“chunk” of noney upfront and then build
sone projects. He noted that there would
be a State match on those projects. The
earned interest would be used to pay the
State match.

1000

Conmm ssi oner Per ki ns

I ndi cated that was correct and that it
was a very good proposal fromthe feds.

1031

Representati ve Croft

Questioned if the State had the capacity
to meet the GARVEE | oan with Al aska
contractors.

1063

Comm ssi oner PerKkins

Replied that Al aska does and that he
woul d address that further into the

di scussion. He provided exanples of the
current construction market in Al aska.
Commi ssi oner Perkins stated that he had
i ncluded the nenber’s packets, the |ast
four bids that are opened in the State.
It includes the nunber of bidders, which
is inmportant, and the dollar spread,
which is high. For every bid won, there
were three or four losers, who are stil

| ooki ng for nore work.

1105

Comm ssi oner PerKkins

Conti nued an overvi ew of the GARVEE
proj ects.
* Northern Region - $109 nmillion
e Central Region - $246 mllion
 Sout heast Region - $70 million
He noted that $147 million dollars had
been schedul ed for Anchorage. He
referenced Page 8 of the handout |isting
each of the projects.

1239

Cormm ssi oner Per ki ns

Added that $67 mllion dollars woul d be
all ocated for various roads in the Mat-Su
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Bor ough. He added that there would be $67

mllion dollars allocated i n Fairbanks.
Conmi ssi oner Perkins pointed out that $70
mllion dollars was all ocated for

Sout heast Al aska for the two high-speed
ferries.

1294

Conmi ssi oner

Per ki ns

Stated that all of these projects are
needed and will be built. The questions
are if they will be built in the next
five years or within the next 12-15
years. The only other way to fund these
projects would be through the use of

St at ewi de Transportation | nprovenent
Program (STl P) funds.

1318

Conmi ssi oner

Per ki ns

Expl ai ned that the Governor's GARVEE
package woul d work as foll ows:

After Legislative approval, the State
woul d sell, $425 mllion dollars in
revenue obligations or GARVEESs.

Depart ment of Revenue expects GARVEEs to
have the following terns. There would be
a pledge of future highway funds subject
to an annual appropriation to the
Legislature. That would rmature after 15
years; and the annual paynment woul d be
about $40 million dollars. The annual
paynent woul d be about 10% of the present
annual federal highway allocation. He
added that it is expected that the
allocation will increase over the years.

1396

Conmi ssi oner

Per ki ns

Stressed that enough interest would be
made on the State's proceeds to pay the
State’s mat ched requirenents.

1426

Conmi ssi oner

Per ki ns

Menti oned the biggest benefit to the
State would be the ability to use the
project now. Big projects can be done
under the GARVEE program wi t hout taking a
big dent in the program Using the funds
will level the programout. It is taking
sonme of the big projects, funding them on
an installment nethod. Future
construction and inflation costs could be
avoi ded.

1500

Comm ssi oner

Per ki ns

Commented on the price of right-of-way
for the State. On the next project on
the Park's H ghway, over $7 mllion

dol lars of the funds went to right-of-way
costs. The Departnent wills not purchase
right-of-way w thout the STIP funding,
however, under the GARVEE program there
wi |l be no purchase of right-of-way unti
the project is ready.

1554

Comm ssi oner

Per ki ns

Acknowl edged that the general fund match
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woul d provide a snall hole in the STIP
program for future projects.

1584 | Representative
Hudson

Asked how firmwas the nunber of $425
mllion dollars. He asked how t hat
anount was det erm ned.

1612 | Comm ssi oner Per ki ns

Replied that it was predicated on the
project lists submitted fromthe cities
and boroughs. He enphasized that there
is no trouble finding projects that the
communities want. Mst of the tinme, the
ot her states that have done this

previ ously, have attenpted to stay at 10-
11% of their program

1680 | Vi ce-Chair Bunde

Comment ed that the Departnent chooses
proj ects based on input fromthe
conmuni ties.

1698 | Comm ssi oner Per ki ns

Acknow edged that was correct. He noted
that the Departnent had determ ned sone
of the projects.

1730 | Comm ssi oner PerKkins

He continued that to inplenment the

Sout heast Plan to provide better service
and reduce operational costs, the fast
ferries need to be on |ine.

1747 | Comm ssi oner PerKkins

Addr essed questions from ot her
Committees. One question is “Wat
happens if future federal dollars dry
up”. He stated that Al aska’s share of
the federal highway funds woul d continue
to increase as long as the feds have an
18% gas tax. Comm ssioner Perkins

poi nted out that the way that the trust
fund i s handl ed, 90% of that nobney nust
be appropriated and that Al aska gets 1%
of that formula. He did not expect that
Al aska would lose its 1%

1836 | Comm ssi oner PerKkins

Advi sed that the financial market (Wl
Street) is confortable with the current
mar keti ng procedures.

1855 | Comm ssi oner PerKki ns

Not ed t hat anot her question asked is the
i npact on the in State contractors. He
noted that frombid results, there are
contractors with a lot of capacity in

Al aska. Industry has the capacity to
neet the demand. He added that the
guestion of school bonds have cone up.
He stated that those are non-conpetitive
areas. The contractors on the |ist

di stributed, would not bid on a school.

1908 | Comm ssi oner Per ki ns

He continued addressi ng questions asked:
W1l accelerating the projects overheat

t he econony. He did not believe that
woul d happen. The yearly cash flow from
the program the maximum construction in
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any one-year would be about $100 mllion
dollars. He noted that the ferries would
not be built in the State. At this tine,
state construction averages about $4
billion dollars a year. $100 nmillion
woul d not be a huge increase to the
construction market.

1980

Cormm ssi oner Per ki ns

Conti nued, eight other states have

al ready issued the GARVEEs at this tine
and five other states are |ooking closely
at the program The GARVEE bond ratings
have been excellent. Al aska’ s bond
rating would translate into favorable

i nterest rates.

2030

Conmm ssi oner Per ki ns

Spoke to the resolutions fromthe various
bor oughs contained in nmenber’s file. He
noted the letters of support fromthe

Al aska Truckers Associ ati on, Sout heast
Conf erence and the Al aska Muni ci pal
League (AM).

2064

Cormm ssi oner Per ki ns

Summari zed that the GARVEE fi nanci ng
woul d accel erate $425 nmillion dollars.
That woul d provide the econom c benefits
and safety sooner. Conmmi ssioner Perkins
commented that the funding would be a
great benefit to the State.

2093

Representati ve
Hudson

Requested information in how other states
use the m x of “other” funding and how
they use their gas taxes to pay it off.

2125

Comm ssi oner PerKkins

Replied that nost other states have a
dedi cated gas fund, which is dedicated to
the transportation costs of that state.

Al aska's gas tax goes into the general
fund nmaking it not accessible.

2143

Representati ve Moses

Asked why his district had not been
i ncl uded.

2162

Co- Chair Mul der

Asked what the bond sales rate woul d be
if the State foll owed through on the
GARVEE deal

DEVON DEVON

M TCHELL, EXECUTI VE
DI RECTOR, ALASKA
MUNI CI PAL BOND BANK
AUTHCRI TY,
DEPARTMENT OF
REVENUE

Responded that for the Governor's bil
had attached a fiscal note prepared with
an interest cost rate at 5.8% If the
bonds were issued right now, the State
woul d be about 1% bel ow t hat nunber. He
comented that a nore realistic issuance
woul d be in the $38 million dollar range
with a shift of 30 basis points.

2233

Co- Chair Mul der

Exclaimed that was a very fair interest
rate.

2240

Representati ve
VWi t aker

Asked i f sonething was bei ng sold.

2251

M. Mtchell

Expl ai ned the difference between the
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GARVEE and t he tobacco sal e i ssuance
received by the State.

2270 | Co- Chair Mul der Requested nore information that item zed
the projects for Coomittee nenbers.

2294 | Representative Request ed a conpari son graph of the

Hudson GARVEE bonds, securization and standard
bonds. He asked what the nunbers woul d
look like if the State floated the bonds.

TAPE HFC 01 - 35,

Side B

016 |[M. Mtchell O fered to put that information together.

069 | Representative Comrented that the State bonds can be

Davi es used for other things, whereas, the
GARVEE can only be used for specific
transportation rel ated concerns.

088 | Representative Asked the total ampunt of anticipated,

Harris per year federal highway funds.

111 | Conmmi ssioner Perkins |Replied that the State is currently at
$400 mllion per year. He estimted that
there woul d be an increase of 4-5% per
year. Most other states are at 10% of
yearly average.

153 | Representative Asked if this would preclude the State

Wi t aker | oosing our federal match for any given
year.

191 | Comm ssioner Perkins |Advised that the State woul d not be
| oosi ng “anyt hing” when receiving the
GARVEE deal .

215 | Co-Chair WIIlians Voi ced his appreciation for the
Departnent's testinony.

240 | Co-Chair WIIlians ADJ OQURNMENT

The neeting was adjourned at 3:50 P. M
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