HOUSE FI NANCE COWM TTEE
February 2, 2006
1: 53 p. m

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 1:53:05 PM

MVEMBERS PRESENT

Representative Kevin Meyer, Co-Chair
Representative Richard Foster
Representative Ji m Hol m
Representative Mke Kelly
Representative Beth Kerttul a
Representative Bruce Weyhrauch
Represent ati ve Reggi e Joul e

MEMBERS ABSENT

Representative M ke Chenault, Co-Chair
Representative Carl Moses

Representative Bill Stoltze, Vice-Chair
Representati ve M ke Hawker

ALSO PRESENT

Dan Fauske, Executive Director, Al aska Housing Finance

Cor por ati on, Depar t ment of Revenue; Bryan But cher,
Legi sl ative Liaison, Al aska Housing Finance Corporation; Joe
Dubl er, Di rector, Fi nance, Al aska Housi ng Fi nance
Corporation; Devon Mtchell, Executive Director, Al aska

Muni ci pal Bond Bank Authority, Departnent of Revenue; Cheryl
Frasca, Director, Division of Managenent & Budget, O fice of
the Governor; M chael Barnhill, Assistant Attorney General,
Depart ment of Law

PRESENT VI A TELECONFERENCE

None

SUMVARY

HB 361 "An Act relating to the dividend paid to the state
by the Al aska Housing Finance Corporation; and
providing for an effective date."
HB 361 was REPORTED out of Conmittee with a “no
recommendati on” reconmmendation and wth a new
fiscal note by the Departnment of Revenue.

HB 381 "An Act relating to the financing of construction,

maj or mai ntenance, and renovation of facilities
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for the University of Al aska; relating to the
financing of construction of a «correctional
facility; authorizing the comm ssioner of revenue
to sell the right to receive a portion of the
anticipated revenue from a tobacco litigation
settlement to the Northern Tobacco Securitization
Corporation, with the proceeds of that sale to
finance construction, maj or  mai nt enance, and
renovation of facilities for the University of
Alaska and to finance the construction of a
correctional facility; provi di ng for t he
establishment of funds for deposit of those
proceeds; authorizing the issuance of bonds by the
Nort hern Tobacco Securitization Corporation for
the purpose of acquiring the right to receive a
portion of anticipated revenue from a tobacco
l[itigation settlenent; and providing for an
effective date.”

HB 381 was heard and HELD in Committee for further
consi derati on.

1:53:17 PM

HOUSE BILL NO_ 361

"An Act relating to the dividend paid to the state by
t he Al aska Housing Finance Corporation; and providing
for an effective date."

Representati ve Foster MOVED to ADOPT the proposed Conmittee
Substitute (CS) for HB 361, |abeled 24-GH058\G Cook,
2/1/06. There being NO OBJECTION, it was so ordered.

DAN FAUSKE, EXECUTIVE D RECTOR, ALASKA HOUSI NG FI NANCE
CORPORATI ON, DEPARTMENT OF REVENUE, related that CSHB 361
woul d anmend the agreenent between the Al aska Housi ng Fi nance
Corporation (AHFC) and the state, calling for the transfer
of AHFC s net incone to the state general fund in the form
of an annual dividend that funds debt service for certain
bonds and capital projects.

JCE DUBLER, DI RECTOR, FI NANCE, @ALASKA HOUSI NG FI NANCE
CORPORATI ON, expl ained that the bill is an adjustnent to the
current transfer plan that AHFC has in place in statute
18.56.089(c), which references net inconme and howit is paid
to the state. The Governnmental Accounting Standards Board
(GASB) has adopted statenent nunber 34, which changed the
financial statement presentation of the net incone of

governnental entities to “change in net assets”. The term
net income no |onger exists on AHFC s financial statenments.
FY 07 is when the first paynent will be made based on net
income; prior years were all a static $103 million. The
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bill would conformthe statute to current Generally Accepted
Accounting Principles (GAAP).

M. Dubl er explained that another change involves what used
to be the Balance Sheet, now called the Statement of Net
Asset s. Pre- GASB 34, accounting by AHFC involved nultiple
equity accounts including contributed capital and retained

ear ni ngs. Contributed capital represented the original
investment by the state in AHFC, and retained earnings was
accunul ated profits. In determning the transfer prior to

GASB 34, net incone was the baseline. Using the change in
net assets line itemfromthe current financial presentation
incorporates itens that, before GASB 34, were not included
in net incone. Such itens were direct cash transfers to the
state that were presented as direct reductions in
contributed capital, as they did not represent operating
activity of AHFC GASB 34 does not allow that accounting
treatment for those items and requires that they flow
through the Statenment of Net Assets as Expenses of one form
or another. The bill nodifies the transfer plan statute to
use an “Adjusted Change in Net Assets” as the baseline for
the transfer, which incorporates all of the expenses that
were under pre-GASB 34 rules included in net incone and
excl udes those expenditures that were not. Wt hout the
passage of HB 361, the dividend paid to the state by AHFC
will be $38.1 nillion. Wth the legislation, the dividend
will be $80.6 nmillion.

1:58:41 PM

M. Dubler referred to Section 1, line 9, the addition of
the words “or other capital projects”. He mai ntai ned that
the language is too restrictive wthout that wording. M.
Fauske added that the bill is needed in order to justify
sending over $80 mllion to the state and it is an advantage
to AHFC on Wall Street. The bill also helps conformto the
intent of the original |egislation passed two years ago.

Co-Chair Meyer noted the new fiscal note and a change in
revenue of $42, 500, 000.

2:01: 35 PM

Representative Joule questioned the <creation of new
subsidiaries in the CS

M . Fauske responded that the language in the new CS is the
same as in the original bill. He explained that the
rationale behind adding the wording “or other capital
projects” would give the |egislature nore roomto expand use
of proceeds such as the tobacco bond bill.
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Co-Chair Meyer repeated that the CS is just expandi ng what
is already in statute. M. Fauske further explained how the
bill would expand the dividend paid to the state by AHFC.

2: 05: 15 PM

Representative Kerttul a asked what woul d happen to the noney
if this change were not made. M. Fauske replied that the
noney would stay wthin the corporation. Representative
Kerttula questioned how AHFC would use the noney. M.
Fauske related that even though business is vibrant, the
market is changing and the bottom line is changing. Thi s
bill represents an attenpt to pay a percent of net incone.
The noney could be used for many things, but affordability
is always an issue. Representative Kerttula agreed that the
program shoul d not be under-funded.

2: 09: 08 PM

BRYAN BUTCHER, LEGQ SLATIVE LI Al SON, ALASKA HOUSI NG FI NANCE
CORPORATI ON, pointed out that this legislation is in line
with the original intent of the bill.

2: 09: 53 PM

At - ease.

2:11:41 PM

Representative Foster MWED to report CSHB 361 out of
committee wth individual recommendations and wth the
acconpanying fiscal note dated 2/1/06. There being NO
OBJECTIQN, it was so ordered.

HB 361 was REPORTED out of Committee wth a “no
recommendati on” reconmmendation and with a new fiscal note by
t he Departnent of Revenue.

2:12: 59 PM

HOUSE BILL NO 381

"An Act relating to the financing of construction,
maj or mai ntenance, and renovation of facilities for the
University of Alaska; relating to the financing of
construction of a correctional facility; authorizing
the comm ssioner of revenue to sell the right to
receive a portion of the anticipated revenue from a
tobacco litigation settlement to the Northern Tobacco
Securitization Corporation, wth the proceeds of that
sale to finance construction, najor nmaintenance, and
renovation of facilities for the University of Al aska
and to finance the construction of a correctional
facility; providing for the establishnment of funds for
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deposit of those proceeds; authorizing the issuance of
bonds by t he Nor t hern Tobacco Securitization
Corporation for the purpose of acquiring the right to
receive a portion of anticipated revenue froma tobacco
l[itigation settlenent; and providing for an effective
date."

M5. CHERYL FRASCA, DI RECTOR, DIVISION OF MANAGEMENT &
BUDCGET, OFFICE OF THE GOVERNOR, spoke of the need for HB
381. She referenced a handout *“Tobacco Bond Refinancing
Fact Sheet” (copy on file), which provides information on
previ ous tobacco bond bills. She explained that this fal

the Departnent of Revenue approached the governor’s office
about an opportunity to refinance tobacco bonds. The anount
of revenue that could be generated would be between $80 and
$140 million. The current proposal would authorize using at
least $89.3 million of the proceeds to be spent on
University of Alaska projects. She pointed to the projects
on page 2 of the bill. These same projects are also |listed
in the FY 07 capital budget. Any proceeds greater than
$89.3 will be available for construction of the Mat-Su jail.

Co-Chair Meyer asked if the bill has an inpact on the 20
percent that goes toward the tobacco cessation program M.
Frasca replied that it does not. Representati ve Weyhrauch
asked why that is so.

2:17: 26 PM

DEVON M TCHELL, EXECUTIVE DI RECTOR, ALASKA MJUNI Cl PAL BOND
BANK AUTHORI TY, DEPARTMENT OF REVENUE, noted that HB 381 is
taki ng advantage of a current market opportunity that has
not been available for several years. It is a further
| everaging of the 80 percent of the Mster Settlenent
Agreenent (MSA) that was already sold to the Northern

Tobacco Securitization Corporation. It is selling an
additional portion of that settlenent to raise further
capital for projects in the state. It does not inpact the

20 percent that is currently used for other prograns, but is
a future obligation

M. Mtchell shared previous history of the tobacco bonds.
In 2000-1 the first tobacco bonds were issued. Paynent s
fromparticipants in the MSA are now being sold. The noney
is coming froma separate credit fromthe State of Al aska.
He noted a previous discussion of market saturation wth
this type of debt. In 2001 tobacco transactions required
that the makers put in additional credit support forward

such as a noral obligation pledge. Since then, there has
been favorable legislation that has allowed stand alone
tobacco transactions to occur, plus nore aggressive
securitization of the revenue stream further into the
future. Now the state can take advantage of an opportunity,
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which is market driven and fluid. He explained the
flexibility built into the bill.

2:22: 35 PM

Co-Chair Meyer asked if the tobacco bonds are secure to
investors. M. Mtchell anticipated that ratings would vary
and that there would be sone risk. The MSA, itself, has a
ot of risk. There is a cost for passing that risk, but it
i s reasonabl e.

Co-Chair Meyer asked about the range of proceeds. MVs.
Frasca indicated that the range is between $80 nillion to
$140 mllion, as determned in l|ate Novenber, but the
nunbers could change. Co-Chair Meyer inquired if the noney
could be used for other projects. Ms. Frasca replied that
it could be used for other capital projects.

Representative Joule spoke about the growmh of the
university and the need to maintain it. He talked about the
need to also fund rural projects in addition to this prison
and this university. He nentioned the need for noney for
new school construction. He hoped that there could be
consensus on funding for all needs.

Co- Chair Meyer asked when the bonds would be marketable.
M. Mtchell replied that depends on the date the bill is
passed. Co-Chair Meyer asked about the inpact on the bonds
of future court decisions.

M CHAEL BARNHI LL, ASSI STANT ATTORNEY CGENERAL, DEPARTMENT OF

LAW spoke of litigation in Illinois regarding cigarette
[iability. A $10 billion award was made against Philip
Morris, which was recently overturned by the 1Illinois
Suprenme Court. That created a better climate for tobacco
bonds.

2:30:51 PM

Representative Weyhrauch noted that a |arge anount of noney
was saved by not selling these bonds last fall. M.
Mtchell replied that their value increased after Decenber
15, the date of the Illinois court ruling. There are also
several other cases pending. M. Barnhill concluded that it

is hard to say how nuch noney has been saved. He related a
court decision from Oegon with a smaller judgnent in favor
of a tobacco conpany. Representati ve Weyhrauch asked what
the increased value of the bond is today.

Ms. Frasca reported that the estinmate went from $140 million
at the top, to $180 nillion, with the potential of being
$194 million. Representati ve Weyhrauch commented that it
argues for sone prudence on taking action on the bill.
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Co-Chair Meyer inquired about the Ilength of the MSA
agreement. M. Barnhill restated that the MSA provides for
an indefinite stream of paynents. Representative Joule
asked why and how M. Barnhill said that’'s the way it is.

Co- Chair Meyer asked if the proposal is until the year 2040.
M. Mtchell replied yes.

M. Fauske clarified that the bonds are a windfall to the
state, not a legal or noral obligation. Through an AHFC
subsi diary, the Northern Tobacco Securitization Corporation,
the bonds are issued at a premumto private investors who

assune all of the risks. It is a noving target, but in a
friendlier environment because of recent |lawsuits. The risk
to the state is mnimal. AHFC buys the cash flows fromthe
st at e. The state, through the Comm ssioner of Revenue,

rel eases to Northern Tobacco the right, with legislative
approval, to accept those revenues. The first issuance of
bonds was $300 mllion, which went to schools.

2:36: 09 PM
Representative Kelly questioned if the design and
construction of all projects still go through the

| egislature. M. Mtchell said yes.

Representative Kerttula requested information about the
financing of the Mat-Su prison.

2:37: 24 PM

Ms. Frasca responded that several options are being
considered. Representative Kerttula inquired if namng one
prison project in the bill may inpact other prison projects.
Ms. Frasca related that SB 65 did provide for a nechanismto
enter into a |ease purchase agreenent with the state for
jail construction to proceed. She maintained that how the
Mat-Su prison fits into the whole picture is a separate
subj ect for discussion. It is an appropriation that wll
conme before the |egislature again.

Co-Chair Meyer recalled that SB 65 also included private
prisons, which are not currently under consideration.

Representative Kerttula asked for a cost estimate for the
Mat - Su prison. M. Frasca responded that there are severa
approaches that are being considered, such as the design
built finance option. Co-Chair Myer recalled that is how
t he Anchorage jail was built.

2:40: 27 PM

Representative Joule referred to the title of the bill,
which is very specific. He inquired if projects not naned
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woul d be precluded. M. Barnhill asked Representative Joule
if the question is, if the legislature wants to use the
funds for other purposes, can it.

M. Mtchell observed that an anendnent would be required to
change the title. Representative Joule inquired how schoo
construction could be included in this bill. M. Mtchel
reported that a change in the use of the proceeds would
cause problens because when bonds are issued the projects
have to be defined. Now would be the tinme to nmake such a
change.

Representative Kelly observed that he wants to think about
this issue. M. Frasca responded that the Mat-Su prison was
al ready authorized by the legislature, but as a different
mechanism  There will be further discussion about it. Co-
Chair Meyer noted that the title states, “finance the
construction of a correctional facility”, which could be any
correctional facility in the state.

HB 381 was heard and HELD in Committee for further
consi derati on.
#

ADJ OURNVENT

The neeting was adjourned at 2:47 PM
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