SENATE FI NANCE COWM TTEE
April 24, 2015
1:35 p.m

1: 35: 21 PM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 1:35 p.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co- Chair
Senat or Pete Kelly, Co-Chair
Senator Peter M cciche, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

Deven Mtchell, Executive Director, Al aska Minicipal Bond
Bank Authority, Department of Revenue; Senator Cathy
G essel; Senator Ma Costello.

SUMVARY

NPRESENTATI ON: ALASKA PUBLI C DEBT

N"PRESENTATI O\ DEBT MANAGEMENT POLICIES and STATE DEBT
CAPACI TY

1: 36: 55 PM

DEVEN M TCHELL, EXECUTIVE DI RECTOR, ALASKA MJNI Cl PAL BOND
BANK AUTHORI TY, DEPARTMENT OF REVENUE, pointed out that the
two documents that would be referenced during the neeting
were, "Al aska Public Debt" (copy on file) and "January 2015
State of Alaska State Bond Commttee Debt Mnagenent
Policies And State Debt Capacity”™ (copy on file)were
publ i shed annual ly.



M. Mtchell directed the conmttee's attention to the
summary Table 1.1 on page 5 (5 of 55) of the "Al aska Public
Debt" publication that listed the types of obligations the
state held ranked by "level of conmtnent."” The types of
obligations are listed as foll ows:

St ate Debt

St at e Supported Debt

St ate Guar anteed Debt

State Moral Obligation Debt

State and Uni versity Revenue Debt

St at e Agency Debt

State Agency Collateralized or |nsured Debt
Muni ci pal Debt

| ndustrial Devel opment Bonds

M. Mtchell reported that state debt represented the
hi ghest guaranteed conmitnment the state made in the form of
general obligation bonds (GO . The "full faith and credit"
of the State are pledged to the paynent of principal and
interest on GO debt. As of June 30, 2014, the State had
$803.8 million in outstanding GO bonds. The figure included
$170 mllion in bond anticipation notes. In addition, $452

mllion was authorized from 2012 for transportation
projects that were not fully issued and approximtely $20
million in principle was retired. Therefore, approximtely
$430 mllion of additional long-term fixed rate debt was

potentially issuable in the comng years for transportation
proj ects.

Co- Chair MacKinnon asked for clarification regarding the
total indebtedness. M. Mtchell clarified that the total
princi pal outstanding totaled approximately $1.070 billion.
He pointed out that the state was paying off debt at a
rapid rate; in FY 2015 the state paid off approxi mately $50
mllion in principle and was expected to pay $47 million in
FY 2016 and $40 million in FY 2017.

Vice-Chair Mcciche reiterated that the current principal

bal ance was $803.8 million; $453 mllion in transportation
@GO bonds of which $190 mllion was encunbered and |eft $263
mllion remained for a total indebtedness of $1.065.8
billion. He asked for concurrence.

M. Mtchell answered in the affirmative except for an
addi tional deduction of $50 million in principle paynent
for FY 2015.
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Co- Chair MacKinnon asked if M. Mtchell could provide a
graphic chart to depict debt over the subsequent five
years. M. Mtchell stated that the information could be
provi ded, and directed the commttee's attention to page 49
a historical summary of "Al aska Debt Service on outstandi ng
State Supported Debt as of June 30, 2014." He delineated
that the table included GO bonds, university debt, |ease
purchases and certificates of partici pation, Capi t al
| eases, school debt reinbursenent, and capital project
rei nbursenents information. Starting on page 50 the table
becanme prospective through FY 2039. He furthered that the
figures for school debt reinbursenent were based on actuals
that were outstanding as of June 30, 2014 and did not
i nclude any type of transaction information for FY 2015.

1: 43: 37 PM

Senat or Dunl eavy asked what the current total school debt
rei moursenment was. M. Mtchell referred to page 5, and
noted that the state's portion of the school debt
rei mbursenent as of June 30, 2014 was $859.6 billion listed
on the table as "State Reinbursement of Municipal School
Debt Service."

Senat or Dunl eavy inquired whether any other school related
debt existed. M. Mtchell pointed to page 6, that |isted
the total school GO bond debt of $1.273.3 nillion, which
included the $859.6 mllion figure. The remaining anount
was the portion to be levied on | ocal comunities.

Co- Chair MacKi nnon expl ai ned that she had a concern rel ated
to the financial health of nunicipalities and how they
could neet their bond obligations if the state was unable
to pay its part of the debt. She rem nded the comittee
that state statute did not bind future |legislatures to pay
it portion of municipal school debt. She asked whether the
only option for the state to repeal the "$263 mllion of
out standi ng" debt was by vote of the citizens of Alaska to
repeal the bonding authority.

M. Mtchell replied that to the extent that nunicipa
grants were included in the proposition, a mjority of
voters was needed to rescind the bonding authority.

Co- Chair MacKinnon asked that out of the $263 mllion in
out standi ng debt, how nuch was under the state's control to
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rel ease the debt and how nuch was under nunicipal control.
In addition, she wondered "what was the probability of how
much of that noney would be sold in a market."

M. Mtchell was unable to recall the exact figures from
t he 2012 Transportation Act . He remenber ed t hat
approximately one quarter to one third of the amount were
muni ci pal grant projects wth the balance conprised of
bonds for Depar t ment of Transportation and Public
Facilities (DOT) projects.

Co-Chair MacKinnon asked M. Mtchell +to provide the
information to the conmttee.

1: 47:57 PM
AT EASE

1: 50: 00 PM
RECONVENED

Co- Chair MacKinnon reiterated her questions prior to the at
ease. M. Mt chel | explained that when a GO bond
aut hori zation was approved by the voters, the bond bank
authority conpiled a nmenmorandum of wunderstanding (MOA)
between all of the state agencies i nvol ved. The
transportation bonds involved the Departnent of Conmerce,
Communi ty and Econom ¢ Devel opnent (DCCED) and DOT; the two
agencies were dispersing the funds. The DCCED allocation
was in the form of nunicipal grants. The bond bank
requested quarterly cash flow estimtes as part of the MOA
The bank issued debt based on the cash flow estimates to
ensure the projects were funded "in tine but not in
advance." He related that when tax exenpt nmunicipal debt
was sold the expectation was that the noney would be
expended wthin three years. The first tine the state had
i ssued "new' noney bonds since 1987 was in 2003. At the
time, it was anticipated that interest rates would rise,
which created pressure to sell all of the transportation
bond authorizations to a certain market. The bond bank sold
the entire authorization based on an executive directive
but did not begin to expend the funds until 2006. He noted
that the state did not conmply with its' stated intent in
regard to expenditure of the funds within three years. The
lack of conpliance subjected the state to a "negative
penalty." Subsequently, the bond bank strove to pay for its
actual expenditures within a two year cycle. Mst of the
projects had cash flows but he was uncertain whether the
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projects could be conpleted with the funding available.
Further investigation was warranted to determ ne the anount
necessary to bring the projects to conpletion.

Co-Chair MacKinnon asked what the total annual paynent
anount was under the State Debt category (GO bonds). M.

Mtchell specified that the general obligation portion of
debt paynent was $88 million for FY 2015. In addition, the
state paid annually for "State Supported Debt." He restated
the itens included as "State Supported Debt" according to
the table on page 49. State supported debt were obligations
of another public issuer, such as nunicipalities or other
political subdivisions that the state agreed to reinburse
on a subject to appropriation basis. However, default on
| ease purchase financings and capital |eases would be
considered a default of state credit obligations. He
el aborated that not included in | ease purchase financing on
page 49 was the Alaska Native Tribal Health Consortium
(ANTHC) bond issue for residential housing issued in
Septenber, 2014 with a debt service of $2.9 mnmllion
annually out of a $30 mllion obligation. Capital |eases
i ncluded the Atwood O fice Building and Parking Garage with
AHFC and the Goose Creek Correctional Center [financed with
t he Matanuska Susitna Borough]. The Anchorage jail wll be
paid off in FY 2016. The total debt service for capita

| eases was $26.4 mllion in FY 16; CGoose Creek debt service
amounted to approxinmately $17.8 million, the Anchorage Jail

was $1.9 nillion, wth the remainder for the Atwood
Bui | ding parking facility.

1: 56: 28 PM

Co-Chair MacKi nnon asked whether the state had done any
cal cul ations regardi ng paying off the Goose Creek facility.
M. Mtchell confirned that the state had discussed the
issue. He specified that $164 nillion in par [principle]
had a call date of 2019; the bonds were issued in Decenber,
2008. He conveyed that a call date of 10 years was typica
wi th rmunicipal bonds. The bond bank refinanced the 2026
t hrough 2039 maturing bonds, which currently have a call
date of 2025. The 2019 through 2025 maturities had a cal
date of 2019.

Co-Chair MacKi nnon asked whether the decisions regarding

paying off a loan in order to save interest were brought to
the |l egislature or adm nistration.
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M. Mtchell replied that the decisions were an executive
deci sion nade by the State Bond Conmttee, described in the
"Debt Managenent Policies" docunent. He added that the
m ni mum threshold was 3 percent and present value savings
was a percentage of the refunded bonds. Refinancing the
Goose Creek facility saved 8.7 percent in present value
savings or $8.7 nmillion in savings, or over $10 nillion on
a nom nal basis.

Co- Chair MacKinnon clarified that the discussion pertained
to state supported debt and asked whether any nore
information was outstanding regarding municipal school
debt .

M. Mtchell noted there had been questions about trends in
debt, and referred to historical information on school debt
rei nbursenment on page 49. He noted that through the md-
1980's through the early 1990's the school debt
rei mbur senent program was at or above the |evels seen today
on a dollar basis. M. Mtchell referred to the recent
presentation by David Teal, [Director, Legislative Finance
Division], which discussed the state's history of revenue
generation and expenditure since the 1980's. He nentioned
that the sane sort of trends on the colums [state
supported debt] on page 49 existed on outstanding debt,
whi ch decreased, with the exception of |ease purchasing.
The state was focused on paying off its obligations and new
borrowing was rare. In the early 2000's, the state trended
to "funneling the states credit through another entity |ike
the Alaska Housing Fi nance Cor por ation (AHFC) or
muni cipalities." He opined that the state should have
recogni zes its obligations nore directly through the |ease
purchasing category rather than acting |ike the debt was
not a direct conmmi t ment of the state. The state
appropriated undesignated general funds to directly repay
t he AHFC or nunicipal funnel ed debt service. He shared that
investors disliked financing the Goose Creek Correctional
Facility as nunicipal debt wth the WMtanuska Susitna
Borough. The investors thought that the facility was
privately operated and were less interested in investing.
The state had to convince the investors that the prison was
a lease commtnent of the State of Al aska. The state ran
the risk of bonding at higher interest rates and | osing
investors when a bond issue |ike Goose Creek was not
described as a direct State of Al aska, Certificate of
Participation | ease conmtnent of the state.
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2:03:59 PM

Co- Chair MacKinnon referred to Alaska's credit-worthiness,
and wondered whether creditors considered the total value
of state assets versus the anobunt the state was able to
borrow or did creditors consider revenue versus credit. She
mai ntained that if the answer was both she wondered how
things differed currently than in the 1980's and 1990's
when the state was better able to carry the debt |oad. She
referenced suggestions that the state should borrow its way
through the current fiscal crisis, which she did not
support.

M. Mtchell answered that creditors | ooked at both revenue
generation and assets to fornmulate a full picture to decide
credit decisions. He referred to page 51, and discussed
the "Total Debt Service to Revenues" columm, remarking that
debt service to revenue was what was considered to
determne the state's debt capacity for decades. He noted
that in the 1987 when revenues decreased the debt service
as a percentage of unrestricted revenue increased to 15.8
percent, which resulted in "an inpairnent of the state
issuing additional debt." He pointed to the projected FY
2015 (based on the fall forecast) total debt service to
revenues at 8.5 percent. The stated targeted debt service
at 8 percent and targeted 5 percent for total state debt
service which was projected at 4.3 percent. The FY 2016
proj ected debt service to revenue ratio was 9.1 percent.

Co- Chair MacKi nnon asked whether the reason the projected
debt to revenue percentage was increasing was due to
decreased revenue comng into the state.

\V/ g Mt chel | af firmed. He remarked that |ast year's
projections were satisfactory and that the increased ratio
was a function of revenue volatility. The wvolatility
created a challenging situation for the state froma credit
perspective. He commented that the state reserves acted as
"shock absorbers" during periods of volatility and rem nded
the credit rating analysts of Alaska' s reserve positions.
He cited the ratings history table (Table 5.3) on page 54,
and pointed out that in 1980 that state's credit rating was
a | ow double A

Co- Chair MacKi nnon asked about 1987 when the state's debt

service to revenue ratio was 15.8 percent. She wondered
whether the state's credit rating dropped. M. Mtchell
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responded in the negative and noted that the credit rating
at the time was double A negative or flat.

2:09:16 PM

Senator Dunleavy announced that there was a philosophy
regardi ng issuing new bonds to pay off debt, and wondered
when M. Mtchell considered it to be a good practi ce.

M. Mtchell extrapolated that under the scenario where the
state was paying high interest rates for debt, the state
could refinance with a different form of debt. He furthered
that years ago the state considered pension obligation
bonds. He defined the concept as theoretical debt that was
anortized at 8.25 percent repaid with lower interest debt
and theoretically keep the difference and consider it
savi ngs.

Senator Dunl eavy asked whether the advantage to the state
in maintaining a high bond rating was to take on debt at a
| ower interest rate. M. M tchell answered in the
affirmative.

Vice-Chair Mcciche asked where the state's total debt
service to revenue ratio limt of 8 percent was derived
from M. Mtchell confirmed that 8 percent was "an Al askan
nmetric based on past analytics.” The limt was simlar to
what mght be considered in other states. He referred to
Table 2, page 7 of the "Debt Munagenent Policies and State
Debt Capacity" docunment and pointed out that several other
states maintained an 8 percent limt.

Vi ce-Chair Mcciche asked about the bond bank's eval uative
process regarding bond refinancing. M. Mtchell reiterated
that typically a bond was issued with a "10 year par call",
whi ch neant the bond cannot be refinanced before the 10
year call date. However, a one-tine opportunity called an
"advance refunding" was available. He defined that an
advance refunding refinanced the bonds prior to the ten
year call date, by borrowing noney and placing it into an
escrow account with a third party. The noney was sized to
pay the interest expense on the bonds the state wanted to
call in the future. Therefore, the noney in escrow provided
the cash flow that payed off the old high interest debt and
the state al so paid current advance refundi ng debt service.

2:14: 28 PM

Senat e Fi nance Comm ttee 8 04/ 24/ 15 1:35 P. M



Vice-Chair Mcciche asked whether the bonding agency set
the margin between the "old rate and the refinanced rate.”
M. Mtchell specified that the market rate of the day set
rates. QOpportunities to refinance were available when
interest rates dropped or through the passage of tinme. He
detailed that the interest rate on the bonds were priced
for each year. In a standard rising interest rate
environment the shorter the term the lower the interest
rate.

Vi ce-Chair M cciche asked whether presently, Alaska had any
outstanding 4 percent to 6 percent interest rate bonds. M.
Mtchell stated that the Departnment of Revenue (DOR)
recently refinanced a 2009 GO bond issue worth $100 nmillion
whi ch generated a $7.5 mllion savings in present savings.
Currently, no opportunities for refinancing existed.

Senator Bishop referred to refinancing through an escrow
account [advance refunding debt], and wondered what the
advantage was. M. Mtchell clarified that the scenario was
an opportunity to "lock in" savings that were afforded by a
certain interest rate environnent when uncertainty existed
about the interest rate at the call date of the bond.

Senator Hoffman asked what the initial interest rate for
the Goose Creek facility financing was and what the
interest rate was currently. M. Mtchell stated that
initially in 2008, the interest rate was approximtely 6
percent. The current interest rate on the refunded bonds
was approxi mately 3.5 percent.

2:19:38 PM

Co- Chair MacKi nnon asked about GARVEE bonds. M. Mtchell
related that the state had GARVEE eligible bonds in 2003
that were issued for 10 years and were paid off in 2013.

Co-Chair MacKi nnon asked whet her GARVEE bonds wer e
available for the state transportation bond projects for
def erred mmi nt enance.

M. Mtchell responded in the affirmative, and reported
that the GARVEE bonds were still "viable." The anortization
period was shortened. GARVEE bonds required that the
federal receipts were dedicated to the bond issue. The
state was not able to dedicate revenue which limted the
state's use of GARVEE bonds. The state |lacked alternative
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bonding options, therefore the transportation bonds were
sold as a GO bonds.

Senator Bishop inquired whether the state was "pre-
spendi ng" federal dollars with GARVEE bonds. M. Mtchel
answered in the affirmative.

Co- Chai r MacKi nnon asked whet her Senat or Bi shop' s
definition of GARVEE bonds was conplete. M. Mtchel
expl ained that the intent of GARVEE bonds were to neet the
needs of priority projects regarding life and safety or
other crucial needs that could not wait for the tinme it
took for a state to accunulate enough funds to build the
project. The GARVEE bonds were an exception to the tax code
rule regarding pledging federal revenue to a tax exenpt
bond i ssue.

Senator Hoffman referred to the credit rating history on
page 54, and wondered what the adm nistration thought would
happen to Alaska's high AAA bond rating in the next five
years and whether additional costs would be incurred as a
result of a rating downgrade.

M. Mtchell offered that the state had been "notified" by
all three rating agencies in Decenber, 2014 subsequent to
publishing the fall revenue forecast regarding bond
ratings. The rating agencies general concern was how the
state would manage its resources in the mdst of declining
revenues. The state achieved the AAA bond ratings partly
due to its "extraordinary reserve position." The agencies
concern was pronpted by the state's anticipated need to
draw on its reserves to cover revenue shortfalls. He
notified the conmttee that Mody's Investor's Service, in
Decenber, 2014 placed the state on "negative outlook;" a 30
percent expectation of downgrade in the next 18 nonths.

2:25: 03 PM

Co- Chair MacKi nnon announced that she obtained a report
from Fitch Rating Agency. She shared that at |east 15
states had an AAA bond rating. She asked for concurrence.
M. Mtchell did not have the information available to
answer the question.

Co- Chair MacKi nnon di scussed refinancing, and asked whet her
the state considered the anortization period in regards to
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debt. She suggested the option of refinancing shorter |oans
for longer periods thereby creating | ower paynents.

M. Mtchell stated that the state previously anortized its
debt over a ten year debt service structure. Over tinme the
state noved away from that approach and currently anortized
bonds over a longer periods of time on a case by case
anal ysis. Mst of the states GO bonds were anortized over
20 years sone even longer predicated on tax credit
advantages. He detailed that sone of the 2010 bond
authorizations were sold under the "Build Anerica" bond
structure and "Qualified School Construction"” bonds. He
noted that the Qualified School Construction bond offered a
tax credit eligible for state allocation of approximtely
$35 million reinbursed by the federal governnment for 99.9
percent of the state's interest expense. Currently, the
rei moursenment rate was approximtely 93 percent for the
state's interest expense. He renmarked that the state took
full advantage of the "advantageous structure" of the Build
Anerica bonds for as long as possible. He nentioned that
the Al aska Native Tribal Health Consortium bond issue was
anortized for 15 years based on the Ilegislation. He

expounded that in general, extending outstanding debt
service was viewed as a "credit negative." He exenplified
the state of Illinois, which borrowed significant anounts

of noney of long-term debt to pay current year pension
system obligations that placed negative pressure on its
bond rating. He qualified that any decisions around
financing debt should be understood in ternms of the
action's consequences.

Vice-Chair Mcciche conveyed that he disapproved of the
i dea of the state extendi ng debt.

2:31:58 PM

Co- Chair MacKinnon agreed and related that the public's
suggestions in emails and correspondence in response to the
state's revenue crisis was being considered in an effort to
exanm ne all of the options in seeking a solution.

Co-Chair MacKinnon referred to state-guaranteed debt and
other types of public debt, and asked M. Mtchell to
el aborate on the cost of the debt, interest rates, and
anortization periods in his discussion.
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M. Mtchell reported that interest rates varied from
market to market but a correlation existed between the
|l evel of pledge and relative interest rate; the state's
full faith and credit [State Debt] representing the highest
| evel corresponding to the lowest interest rate. He noted
that currently interest rates were very |low, GO bond debt
interest rates were approximately 3 percent anortized over
20 years. He discussed State Guaranteed Debt. He summari zed
that in 1982, voters approved an anmendnent J[Article [X

Section 8] to the Alaska Constitution] that permtted the
state to guarantee unconditionally as a full faith genera

obligation of the State, the paynent of principal and
interest on revenue bonds issued by AHFC for the purpose of
purchasi ng nortgage |oans nmade for residences of qualifying
veterans (\Veterans Mrtgage Program ) The bonds were rated
AAA based on their own collateralized nortgages and the
states full faith pledge. The loans were dimnishing; in
2003 the loans totaled $320.4 mllion and currently total ed
$73.5 mllion. He continued with the next type of debt,

State Moral Ooligation Debt. He defined that the debt
consisted of bonds issued by state agencies which were
secured, in part, by a reserve fund. In the event of a
default on a draw on the reserve fund, a report nust be
submtted to the legislature; required by statute, which
created a "noral obligation" by the state to act on the
notification and replenish the reserve fund.

M. Mtchell cited the growh in noral obligation debt; in
2003 the debt total $256 mllion in contrast to the FY 2014
bal ance of $923 milli on.

2:36: 06 PM

Co- Chair MacKi nnon asked whether it was worth maintaining
the state's AAA bond rating for the sake of rmunicipalities
and other entities that enployed state noral obligation
debt if the state got out of the business of borrow ng
directly.

M. Mtchell stated that even if the state was not
currently interested in borrowing, the state's position
m ght change in the future, therefore the interest
di fference between AAA and AA bond rating mght not be as
significant in a low interest environnent but would be at
hi gher interest rates. He spoke to the difficulty of
raising a credit rating as opposed to the ease of |owering
it, and maintained that if the state were to fall to an AA
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credit rating, it would be very difficult to regain the AAA
rating. He referred to municipal debt issued by the Bond
Bank as an exanple of the state providing credit support.
He detailed that as the Bond Bank issued education and
capitol project funding to communities, an estimted 50
percent of the debt was eligible for the school debt
rei nbursenent program and the state by extension, was
paying for the debt service. He thought that the exanple
was a powerful use of the state's credit rating.

In response to a question by Co-Chair MacKinnon, M.
Mtchell clarified that half of the state's nunicipal bonds
were issued to nunicipalities that were building school
facilities and out of that anobunt sonme portion was
rei nbursable by the state of Al aska through the School Debt
Rei mbur senent program depending on the specifications of
t he project.

Co- Chair MacKi nnon asked whether communities were accessing
nore than one program for school debt. M. Mtchell pointed
to page 6 and cited the total School GO debt service of
$1.273.3 billion under the rmunicipal debt unbrella, $859.6
mllion of state reinbursable debt was a portion of the GO
bond debt and the $460 million from the Al aska Municipa

Bond Bank would be included in the GO bond total. He
offered that "it was a web of participation and reporting.

Co- Chair MacKi nnon asked why the Al aska Muinici pal Bond Bank
carried an obligation dating back to 1976. M. Mtchell
explained that "there was a master indenture crafted in
1976 under which bonds were sold until 2005. In 2005, a new
master indenture was created called the "2005 program™
Under the program created in 1976 the final bonds issued

will mature in February of 2016 and the entire 1976 program
will mature.
2:42: 40 PM

Co- Chair MacKinnon articulated that "sone of the problens
she had with debt" was paying for repair while still not
having paid off the cost of construction. She wondered how
the legislature "could take care of bonding for things that
had life cycles inside of the debt structure."”

M. Mtchell believed that required revisiting how the

school debt reinbursenent program actually worked. He
delineated that the program was admnistered by the
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Department of Education and Early Devel opnent (DEED) and
the issuance of the bonds were done by municipalities or
the municipalities through the Al aska Minicipal Bond Bank
He guessed that even if a facility had existing debt
outstanding it did not limt the nunicipality from issuing
addi tional debt and qualifying for the program

Senator Dunleavy comented that the life expectancy of
recently constructed buildings was approxinmately 30 years,
which he considered a "consumable" or operating expense
that required continuous mnor and nmajor nmaintenance as
opposed to being a capital investnent.

Senator Bishop asked what the nodel design and build
requi renents should be going forward. He wondered whether
the state was going to design and finance 30 year buil dings
or construct buildings that would | ast 50 or 100 years.

M. Mtchell discussed the Al aska Energy Authority (AEA)
bonds under Mral Ooligation Debt. He reported that the
bonds were outstanding and financed under the Al aska Energy
Program The balances were dimnishing each year with no
new activity since 2003. He nentioned the Alaska Student

Loan Corporation with $243 million of noral obligation debt
that was dimnishing since 2003. He noted that the tota
noral obligation debt service was $1.245 billion conpared

to $940 million in 2003, which reflected the growh in the
Al aska Muni ci pal Bond Bank.

Co-Chair MacKinnon noted that she introduced |egislation
that asked the <citizens to consider a constitutional
anendnent regarding the huge debt that college students
were carrying across the country. The interest rate on
col | ege debt was nuch higher than other types of |oans. She
i nquired whether the Alaska Student Loan Corporation debt
was i ncreasing or decreasing.

M. Mtchell asserted that he was not an expert on the
Student Loan Corporation but thought that its debt was
decreasi ng because other lower interest loan alternatives
wer e avail abl e.

2:49: 02 PM

Co-Chair WMacKi nnon asked if M. Mtchell could furnish her
office with informati on about whether fewer students were
accessing the program because it was so costly and wondered
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whether the administrative costs were rolled into the
program and driving the debt higher. She stated that a
constitutional anendnent would enable a one percent
savings. M. Mtchell agreed to supply the information.

M. Mtchell noved to State Revenue Debt. He expl ai ned that
Sportfish Revenue Bonds were sold in 2005 for a portion of
the cost of sportfish hatcheries in Anchorage and Fairbanks
partially supported by a surcharge on license sales, which
had $35.3 nmillion of outstanding debt. The surcharge
revenue was used for the debt service. The |oans were
anortized through 2025 but were expected to be retired in
2020 dependi ng on sport fishing |license sal es.

Senat or Bi shop deduced that there was not a penalty to pay
off the bond before the call date. M. Mtchell answered in
the affirmative and noted that the bonds were structured
with optional redenption allowances that allowed a 3 or 7
year call on the original issue.

Co- Chair MacKinnon comented that the sportfish |icense
revenue stream was dedi cat ed.

M. Mtchell noted that a revenue stream can be dedi cated
if it existed prior to statehood. The sportfish bonds were
dedi cat ed under federal | aw

Co- Chair MacKi nnon asked whether the federal governnent
"allowed or mandated dedicated funding streans." M.
Mtchell responded that the federal governnent mnandated
dedi cated fundi ng streans.

Co- Chair MacKi nnon asked whether the bond paynent excess
from the sportfish license revenue could be used in other
areas of the state that wanted sportfish hatcheries to
"create increased harvest opportunities.”

M. Mtchell responded that the scenario was possible but
required an extension of the surcharge which necessitated
| egi sl ation.

2:55:11 PM

Co- Chair MacKi nnon asked whether the surcharge was based on
a specific year, or expired when the bond was paid off. M.
Mtchell «clarified that the surcharge expired when the
obligation was paid off.
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Co- Chair MacKi nnon surm sed that the surcharge was specific
to the hatchery bonds and the surcharge woul d decrease when
the obligation was paid off. M. Mtchell responded in the
affirmative.

M. Mtchell referred to International Airport revenue
bonds and reported that the bond issues were for the
airport in Fairbanks and the mgjority were for the term nal
redevel opnent in Anchorage. The bond peaked in 2006 and
paynents subsequently declined. He added that the bonds
were fully self-supported. He spoke to the University of
Al aska debt, noting it incurred revenue bonds and |ease
obligations as part of an installnment contract. The
university's debt remained relatively "constant" since
2003.

Co- Chai r MacKi nnon referred to a prior request by
University of Al aska President Patrick Ganble who requested
bondi ng for deferred maintenance as a way to reduce overal
expenses. She wondered whether the university had enbarked
on that scenario or were building new facilities.

M. Mtchell stated he was unsure of the purpose of the
university's bond issues. He recalled that the university's
bond issues had been relatively nodest for capita
proj ects.

Co-Chair MacKi nnon wondered whether, out of the $140

mllion shown on the table in university revenue bonds, the
university was neeting its paynent obligations. M .
Mt chel | answered that the university net its bond

obligations fromits revenues.

M. Mtchell discussed "State Agency Debt." He voiced that
state agency debt was not a general obligation of the State
and did not provide any security for the debt. He
identified the AHFC Conmercial Paper program debt currently
at $65 million that decreased from $150 mllion in 2003. He
moved to the Alaska Minicipal Bond Bank Costal Loan
Pr ogr am which was a direct Nat i onal Cceanic and
At nospheric Admi nistration (NOAA) obligation to the
communities of St. Paul and Nonme. The balance was $11
mllion in 2003 and was currently $10.6 mllion. He pointed
to the outstanding bonds in the anmount of $142.4 mllion

whi ch increased from $20 nmillion in 2003. He noted that the
Nor t her n Tobacco Securitization Cor por ati on, Tobacco
Settlenent Asset-Backed Bonds were part of a |egal

Senat e Fi nance Comm ttee 16 04/ 24/ 15 1:35 P. M



settlement the state participated in and subsequently sold
40 percent of the settlenment twice; in 2000 and 2001 in
exchange for a one-tine paynent. The state securitized the
cash flow through the sale of the portion of the
settl enent.

3:01: 26 PM

Co- Chai r MacKi nnon expressed confusion regarding the
settlement. M. Mtchell clarified that the remaining 20
percent of the settlenent was dedicated for tobacco
cessation efforts. He detailed that at the tinme, the
settlement was being securitized by other states and
muni ci pal entities and Alaska followed their lead. The
settlement cash flow was "projectable and predictable into
t he future” t heref ore, t he state | ever aged t he
securitization. He summarized that, "the settlenent sales
were a means of bringing future value forward to provide
for capital projects through the use of an asset sale and
subsequent securitization through the corporation.”

3:03:42 PM
AT EASE

3:09: 01 PM
RECONVENED

Co-Chair MacKinnon explained that the commttee would
receive additional information on the Northern Tobacco
Securitization Corporation. She shared concern about
muni ci pal debt and the challenge the state's revenue crisis
m ght pose for municipalities and the state in neeting its
bondi ng obligations.

M. Mtchell spoke to "State Agency Collateralized or
Insured Debt,” noting that it was primarily the Al aska
Housing Finance Corporation's obligations conprised of
either collateralized nortgages or bond issues for state
capital projects. He cited the anpbunt of the conbi ned debt
of $2.2 billion as of June 30, 2014 and in 2003 the anobunt
was $2.7 billion. He furthered that Al aska |Industrial
Devel opnent and Export Authority (AIDEA) bonds; Revolving
Fund and Refunding Revolving Fund Bonds in the amount of
$73.2 nmillion and the Power Revenue Bonds, First Series
(Snettisham Hydro-electric Project) in the amount of $72.1
mllion were also included in the category.
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Co- Chair MacKi nnon noted that there had been conversation
about using AIDEA to finance the Interior Energy Project
(IEP). She wondered whether the project would result in
i ncreased bond indebtedness for the state. M. Mtchell
stated he was not aware of how AIDEA would finance the
proj ect .

Senator Bishop asked what the "First Series" designation
under the Power Revenue Bonds for the Snettisham Hydro
Project neant. M. Mtchell explained that the obligation
had been refinanced and historical docunentation about the
bond was not easily avail abl e.

3:14: 02 PM

M. Mtchell |ooked at Minicipal Debt on page 6, and
reiterated the GO bond debt totals. He referenced "other GO
Debt" for nunicipalities of $1.144.4 billion and additional

"Revenue Debt" of $887.6 mllion. He elaborated that the
other GO debt was "static" since 2003. School GO debt had

i ncreased from approximately $831.9 million in 2003 to the
current bal ance of $1.273.3 billion. Revenue bonds had al so
i ncreased from approximately $550 million in 2003.

Senator Bishop cited the total Al aska public debt listed on
page 6, at $8.138.4 billion and asked for verification. M.
Mtchell answered in the affirmative. Senator Bishop asked
what the annual paynents were on the total debt. M.
Mtchell cited page 50, and highlighted that in FY 2015 the
total debt service was $218 nillion either on a GO or
subj ect to appropriation basis.

Vi ce-Chair M cciche observed that the potential existed for
the state to incur a higher |evel of debt service in the
future.

M. Mtchell stated that was correct, and pointed to the
pot enti al increases in the school debt reinbursenent
program and the State GO category.

Co- Chair MacKi nnon directed the nenber's attention to page
11, Table 2.5, to view "General oligation Debt - |ssued by
Purpose.” She read the follow ng breakdown of percentages
of the total debt: Transportation, 42.8 percent; Education,
39.2 percent; Water and Sewer, 5.2 percent; Fish and Gane
and Recreation, 3.6 percent; Public Safety, $3.3 percent;
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Fl ood Control and Harbor Devel opnent, 2.9 percent; Health
and Housing 2.9 percent.

3:19: 04 PM

Co- Chair MacKinnon directed the conmttee to page 33, Table
3.7, "Alaska Minicipal Bond Bank Qutstanding Loans to
Municipalities.” She wondered if there were particular
cities or nunicipalities that had overextended thensel ves.

M. Mtchell voiced that the priorities and guidance of the
Bond Bank was established by statute that required the bank
only make loans that it expects to be repaid. He commented
that however, approximately half of the entities on the
list received bonds from the school debt reinbursenent
program Smaller nunicipalities that were receiving 70
percent reinbursement fromthe state, would be hard pressed
to pay the debt service on the bond issues. He thought that
all of the communities could adapt to a loss of state
rei nbursenent but would require significant increases in
t he | ocal tax base.

Vice-Chair Mcciche asked if M. Mtchell saw any value in
l[imting outstanding loans to nunicipalities on its
per cent age of state popul ation.

M. Mtchell offered that if the legislature decided to
change the paraneters of the program the change should be
enacted "prospectively rather than retroactively."

Co-Chair MacKinnon reiterated her concern that |oca
communities continued to msunderstand the fiscal situation
of the state and believed that "local property tax payers
woul d be inpacted." She asked if there was a way to break
dowmn the nunicipal loan figures on page 33 further, to
illustrate where the cities have revenue generation versus
| ocal property paynents that covered the debt. M. Mtchel
agreed to provide the information.

3:24:30 PM

Co- Chair MacKi nnon specified that sonme cities had a revenue
generation nechanism in place to repay the bonds. However
the school debt reinbursenment bonds were a cause of
continued concern and the information would be hel pful for
investing in the future.
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Senator Bishop referred to page 11, and the anount
authorized for transportation. He referenced the $453
mllion outstanding in transportation bonds that had not
been issued. He asked for «clarification. M. Mtchel
responded that the amount was actually $263 mllion.

Co-Chair MacKinnon stated that the comittee wanted to
ensure good managenent of the state's resources, and debt
was part of that managenent structure.

M. Mtchell <closed to say it had been his and his
predecessors rule to mintain a conservative and viable
approach to debt practices. He believed that the state's
judicious use of debt was reflected in the outstanding debt
portfolio.

Co-Chair MacKi nnon appreciated M. Mtchell's service to
the state and his outstanding informative presentation
provided to the conmttee on short notice. She related that
the state was doing it's very best to nake the w sest
decisions for Alaska as a state and the communities that
benefited fromthe state's investnent decisions.

#
ADJ OURNVENT

3:31: 05 PM

The neeting was adjourned at 3:31 p. m
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