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PCSI TI ON STATEMENT: I ntroduced SB 265

Deven Mtchell, Executive Director

Muni ci pal Bond Bank
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PO Box 110400
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POSI TI ON  STATEMENT: Di scussed the Bond Bank Authority and
answered questions related to SB 265

Kat hi e Wassernan, Deputy Director

Al aska Muni ci pal League

Juneau, AK 99801

PCSI TI ON STATEMENT: Testified in support of SB 265

ACTI ON NARRATI VE
CHAIR BERT STEDVAN called the Senate Community and Regional

Affairs Standing Commttee neeting to order at 1:35:23 PM Chair
Bert Stedman was present.

SB 265- BONDS OF BOND BANK AUTHORI TY

1:36:17 PM

CHAI R BERT STEDMAN announced SB 265 to be up for consideration.
He invited M. Baker to cone forward and i ntroduce the bill.

1:37: 09 PM
M LES BAKER, Staff to Senator Stedman, explained the bill seeks

to increase the bonding authority of the Al aska Muinicipal Bond
Bank from the current $500 mllion statutory cap to $750
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mllion. This would be the first increase since 2003 when the
cap was raised from$300 mllion to $500 mlli on.

The Al aska Munici pal Bond Bank was designed to help conmunities
secure financing for public works projects and since its
inception in 1975 it has helped with financing for over $800

mllion in public works projects. In that tinme it returned $26.9
mllion in excess earnings to the state in the form of
di vi dends.

In FYO5 the authority issued $123.0 nillion in bonds, which
funded $119 mllion in 20 loans to 16 conmmunities across the
state. Based on the bond issuances in FY06, the bank should
return dividends of $652,000. Recent projects include:

» School construction in Kodiak, Petersburg, Sitka and
Ket chi kan

e Harbor inprovenents in Adak

* Hospital in Juneau

e Street Inprovenments in North Pole

* lce Rink in Pal ner

* Roof repairs for the Anchorage Performng Arts Center

* Qutstanding bonds for Fairbanks, Cordova, Unal aska and
the Northwest Arctic Borough were refinanced at | ower
rates

In the event of a default, statute allows the bond bank to take
state agency funds that are payable to the defaulting
muni ci pality.

As of February, the bond bank has $449 in outstandi ng bonds,
whi ch | eaves $50 nmillion for additional |oans. The pendi ng
applications anount to $80 milli on.

1:41:52 PM

DEVIN M TCHELL, Executive Director of the Al aska Muinicipal Bond
Bank Authority and Debt Mnager for the Departnment of Revenue,
opened his remarks with the statement that the authority has a

shortfall loomng, which will result in a loss of ability to
finance capital projects at the comunity level. In the |ast
five years the bond bank has issued close to $400 mllion in
bonds and as a result of participating in those transactions, it
has saved an estimated $6 m | i on.
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MR. M TCHELL described the authority as an extrenely efficient
program that provides a critical governnment service. Its budget
is based on $250,000 in ongoing operating expenses to nmintain
the outstanding portfolio and about $500,000 for the purpose of
i ssuing bonds. If no bond issues were to occur in a particular
year, the operating budget woul d be reduced by two thirds.

1:44:58 PM

CHAI R STEDVAN asked that the record reflect that the follow ng
communities from across the state have benefited from the bond
bank program Wasilla, Aleutian East Borough, Honer, Cordova,
Fai r banks, Lake Pen Port, Nonme school, Northwest Arctic Borough,
Lake and Peni nsul a Borough, Seward, Val dez, and Adak.

He asked M. Mtchell to discuss refinancing [refunding] in
terms of what has occurred in the last several years and what
m ght be expected in the near future.

MR. M TCHELL responded there has been considerable refunding in
the | ast several years due to the low interest rate environment,
but they don't inpact the debt cap because refunding is sinply
replacing one outstanding obligation with another at a |ower
interest rate.

He advised that the bond bank serves not only small comunities
that have little or a poor credit history it also serves |arge
communities wth very good ratings. For exanple when the
Municipality of Anchorage wanted to use a ticket surcharge to
pay for replacing the roof on the performng arts center, it
found that froma rating agency perspective it was a weak credit
and would be viewed negatively. Going through the bond bank
provided an efficient nmeans of undertaking the project wthout
having to provide either a property tax or general obligation
back.

CHAI R STEDVMAN asked for verification that the state's borrow ng
or credit rating would not be inpacted if the cap were increased
from$500 mllion to $750 mllion.

MR. M TCHELL said that's correct. It's a noral obligation of the
State of Alaska, which neans that by statute a reserve fund is
created to secure the bonds. The reserve is about equal to the
debt service for one year. In the event of a default the reserve
woul d be drawn upon to pay the debt service in the short term
and according to statute the Legislature would be asked to
repl enish the reserve. That's what creates the noral obligation.
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Certainly there is the potential for credit inplications, but
the bond bank has the conmunities commtting to pay the projects
so the funding source is actually separate and distinct fromthe
State of Al aska. Because of the provisions in the program there
hasn't been any correlation from this program to the State of
Al aska, which isn't the case with all noral obligation debt.

CHAI R STEDMAN asked if the statutory reserve account as of June
30, 2005 anpunted to $11 nillion.

MR. M TCHELL replied yes and further clarified that $9.7 mllion
is the reserve that's in the general obligation program and $1.5
is specific to one revenue bond issue.

The 1976 GCeneral bligation Bond Resolution requires that two
thirds of the reserve nust be conprised of bond bank cash so
instead of just $9.7 mllion there's actually about $30 million
in the reserve. That creates strength froma credit perspective,
he said. For instance, if you're a $5 nillion borrower, you have
$30 mllion pledged toward your obligation on a parity basis
with all the other obligations so the reserve could pay off that
$5 mllion.

CHAI R STEDVAN observed that general obligation bonds anount to
just over $300 million and the revenue bond total is about $95
mllion.

MR MTCHELL replied that was correct when it was witten, but
t here have been additional issues since the report was prepared.

CHAI R STEDVAN opened public testinony.

1:52:25 PM

KATH E WASSERVAN, Deputy Director, Al aska Minicipal League (AM)
announced that AML would like to go on record as being totally
in support of SB 265. She described the bill as a win-win
situation for the state and communiti es.

CHAI R STEDVAN cl osed public testinony and announced he would
hold SB 265 in comm ttee.

CHAIR STEDVAN call ed a brief at ease at 1:53:49 PM
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CHAI R STEDVMAN announced that a committee substitute (CS) for SB
193 had been prepared, but he didn't have a quorum to adopt it
for discussion.

There being no further business to cone before the conmttee,
Chair Stedman adjourned the neeting at 1:54:57 PM
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