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STEVE COWPER, GOVERNOR

DEPARTMENT OF REVENUE E%%Eg%g&gg}Ems
PQ BXB
TREASURY DIVISION JUNEAL ALASKA 93811-0400
March 24, 1988
MAR
The Honorable Mitch Abood 7 V f
Cha irman
Senate State Affairs Committee
Alaska State Legislature
P.0O. Box V
Juneau, AK 99811
DeaSenator Abood:
The enclosed letter from Standard & Poor"s may be of
interest to the Senate State Affairs Committee 1in any
deliberations on SB 341. SB 341 would centralize all
lease-financings of the state 1in the Alaska State
Building Authority.
Government Finance Associates, Inc., to which the

financial

advisor to

Barker

Deputy Commissioner

S & P letter 1is address, is the

the State Bond Committee.
Since rely,
Milton B.

MBB/ghb

88-86

Enclosure

cc : Rovce Weller, Special Assistant

Department of Revenue

Bob Evans, Legislative Liaison

Office of the Governor



Standard & Poor S Corporation
25 Broadway. New York. New York 10004

Mladinir Y, Stachyk

Senior Vice President
Municipal Finance Depaimen!
212/206-1780

Mr. J. Chester Johnson

President

Government Finance A ssociates, Inc.
742 Alexander Road

Princeton, New Jersey 08540

Dear C hester:

RECEIVED MAS 2 1 1933

MAR 30 1C38
ALASKA DEPARTMENT OF REVENUE

TREASURY DIVISION
JUNEAU

March 18, 1988

| take this opportunity to respond to your inquiry regarding

centralization of lease financing into

the A laska State Building A uthority.

In general, any mechanism that allows an issuer to consolidate its debt
planning and management into a central function is viewed quite p o sitively.
From an analytical standpoint such a structure reflects on the control an
entity has in managing its current and future debt burden.

As you knew/ a fundam ental elem ent in

the evaluation of credit risk is

the im pressions one gets from the adm inistrative factors of each en tity.
Therefore, good centralized debt management controls lend them selves to
favorable evaluations of the adm inistrative factors. However, you are also
aware that the credit evaluation process looks to a plethora of factors and
that organizational and management techniques are only a sm all part of the
total process. Consequently, your proposed centralization may or may not

affect specific credit ratings.

| hope this short response addresses your needs, but if not feel free to

call on meat any time.

VYS/cr

Sincerely,



STEVE CDWPER
GOVERNOR

S Ttate o r A 1as kKa
OFFICE OF THE GOVERNOR

Juneau

January 14, 1988

The Honorable Jan Faiks
President of the Senate
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. 111, sec. 18, of the /ilaska Con—
stitution, 1 ar. transmitting a bill relating, for the most
part, to lease-purchasing under the new Procurement Code.

The main purpose of the bill, embodied in sec. 8, is to cen—
tralize all lease-financings for public buildings 1in the
Alaska State Euilding Authority (ASBA). Section 7 of the
bill requires the legislative and judicial branches to noti—
fy the legislature of leases and loase-purchases, including
lease-financings, if the cost is expected to exceed
$1,000,000 annually. Currently, only the executive branch,

through the Department of Administration, and the University
of Alaska are subject to this requirement.

"Lease-purchase agreement” and "public building” are defined

in sec. 9 of the bill. "Lease-finance agreement™ 1is also
defined 1in that section as a type of lease-purchase agree—
ment .

Section 6 of the bill statutorily authorizes the legislative
and judicial branches to enter into lease-purchase agree—
ments. Other amendments, relating to the new definitions
added by sec. 9 of the bill, are also made in sec. 6.

Existing AS 36.30.005(c)(5) defines "department,” for the
purposes of AS 36.30.005(c) which transfers procurement and
construction authority to the Board of Regents, as meaning
the University of Alaska. Thus, wherever '"department™ is
used in AS 36.30, the Procurement Code, with regard to uni—
versity procurement, etc., the university 1is covered by the
provision. It is therefore unnecessary to refer expressly
to the university in secs. 6, 7, and 8 of the bill.

Sections 4 and 5 of the bill make amendments to reflect the
amendments made by secs. 6, 7, and 8 of the bill.
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The amendments made by sec. 1 of the bill, and the new stat—
ute proposed by sec. 2, relate to the University of Alaska“s
financing authority in general.

Section 3 of the bill allows ASBA to transfer land or public
buildings to a governmental agency for less than appraised
value. (In the next-to-last sentence of what will become
AS 18.55.255(a), incidentally, a publication error that
first appeared in the 1986 PS 18 pamphlet is corrected with—
out amendment; see sec. 1, ch. 91, SLA 1976.)

Under sec. 10 of the bill, university projects, and lease-
purchase agreements entered into by the university, the leg—
islature, or the court system, will not be subject to pro—
posed AS 14.40.253 (university), and amended AS 36.30.080(c)

(legislature and court system) as it is amended by sec. 7 of
the bill, if the project is authorized by law before July 1,

1988, regardless of whether arrangements for the project or
agreement are made final by that date.

Section 11 of the bill exempts projects authorized by law
before July 1, 1984 from the requirement that a lease-
financing agreement for such a project may be entered into
only with ASBA. (This provides a type of "grandfather
clause”™ exception for the Anchorage court facility, au-—
thorized by sec. 2, ch. 78, SLA 1984.) Projects authorized
by lav; after July 1, 1984, for which a lease-financing
agreement is not signed before July 1, 1988 (the effective
date of this Act), will be subject to AS 36.30.080(d); how—
ever, those for which a lease-financing agreement 1is signed
before July 1, 1988 will not, of course, be subject to that
subsection.

As mentioned earlier in this letter, sec. 8 of the bill cen—
tralizes all lease-financings for public buildings 1in ASBA.

There ere at |least four reasons for consolidating lease-

financing 1in ASBA: efficiency, accountability, market ac—
ceptance, and state control.

Using one 1issuer/lessor for state lease-financing will build
expertise iIn both ASBA staff and retained professionals,
such as bond counsel, about the legal and financial require—
ments and procedures of both the credit markets and the
state. This will create greater efficiency not only in pro—
cessing such transactions, but in structuring them as well.
An example of this effect 1is the 1innovative and low-cost
financing obtained by the Alaska Housing Finance Corporation
(AHFC) for mortgage loans in Alaska, It is improbable that
the overseas and other creative Tfinancing AHFC employs would



The Honorable Jan Faiks Page 3

have been possible 1if housing financing in tnis state had
been splintered among many municipal or vregional housing
authorities.

One issuer/lessor for lease-financing would also provide
clearer accountability and a central, uniform source of re—
porting. This would enable the state to provide timely,

accurate responses to inquiries about or reviews of lease-
financing from auditors, legislative committees, or national

credit rating agencies.

The credit markets should also respond favorably to a single
issuer for state lease-financing. The more regular issuance
from one 1issuer should lead to greater market recognition
and confidence, and a broader base of bond holders and lower
interest rates as a result.

Another, and possibly the most important, reason for consis—
tently using ASBA for state lease-financing is to facilitate
state control of lease-financing. This type of financing 1is
paid entirely from :he state®s general fund. Its rate 1is
based on the state®"s credit rating, and 1is normally one
notch below the state®s general obligation bond rating be—

cause lease payments are subject to appropriation. Lease-
financing 1is counted as part of the state®s debt burden by
Moody®"s and Standard & Poor®s credit rating services. In

the event of default, it is the state®s rating that would
suffer. Attempts at state control of this type of financing
would be frustrated by a multiplicity of issuers.

State lease-financing capacity is not unlimited. It is lim—
ited by the ability to appropriate lease payments from the
general fund and by the credit rating of the state. The
best use of that capacity would be achieved by consolidation
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January 14, 1988

The Honorable Jan Faiks

Preside..c of the Senate

Alaska State Legislature
P.0. Box v

Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. 111, sec. 18, of the Alaska Con—
stitution, I am transmitting a bill relating, for the most
part, to lease-purchasing ur.der the new Procurement Code.

The main purpose of the bill, embodied in sec. 8, is to cen—
tralise all lease-financings for public buildings 1in the
Alaska State Building Authority (ASBA). Section 7 of the
bill requires the legislative and judicial branches to noti—
fy the legislature of leases and lease-purchases, including
lease-financings, if the cost 1is expected to exceed

$1,000,000 annually. Currently, only the executive branch,

through the Department of Administration, and the University
of Alaska are subject to this requirement.

"Lease-purchase agreement™ and "public building”™ are defined
in sec. 9 of the bill. "Leasc-finance agreement” is also
defined 1in that section as a type of lease-purchase agree—
ment.

Section 6 of the Dbill statutorily authorizes the legislative
and judicial branches to enter into Ilease-purchase agree—
ments. Other amendments, relating to the new definitions
added by sec. 9 of the bill, are also made in sec. 6.

Existing AS 36.30.005(c)(5) defines "department,”™ for the
purposes of AS 36.30.005(c) which transfers procurement and
construction authority to the Board of Regents, as meaning
the University of Alaska. Thus, wherever "department" is
used in AS 36.30, the Procurement Code, with regard to uni—
versity procurement, etc., the university is covered by the
provision. It is therefore unnecessary to refer expressly
to the university in secs. 6, 7, and 8 of the bill.

Sections 4 and 5 of the bill make amendments to reflect the
amendments made by secs. 6, 7, and 8 of the bill.
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The amendments made by sec. 1 of the bill, and the new stat—
ute proposed by sec. 2, relate to the University of Alaska“s
financing authority in general.

Section 3 of the bill allows ASBA to transfer land or public
buildings to a Governmental agency for less than appraised
value. (In the next*to-lacf sentence of what will become
AS 18.55.255(a), incidentally, a publication error that
first appeared in the 1986 AS 18 pamphlet is corrected with—
out amendment; see sec. 1, ch. 91, SLA 1976.)

Under sec. 10 of the bill, wuniversity projects, and lease-
purchase agreements entered into by the university, the leg—
islature, or the court system, will not be subject to pro—
posed AS 14.40.253 (university), and amended AS 36.30.080(c)

(legislature and court system) as it is amended by sec. 7 of
the bill, if the project is authorized by law before July 1,

1988, regardless of whether arrangements for the project or
agreement are made Tfinal by that date.

Section 11 of the bill exempts projects authorized by lav;
before July 1, 1984 from the vrequirement that a Ilease-
financing agreement for such a project may be entered into
only with ASBA. (This provides a type of "grandfather
clause” exception for the Anchorage court facility, au-—
thorized by sec. 2, ch. 78, SLA 1984.) Projects authorized
by law after July 1, 1984, for which a lease-financing
agreement 1is not signed before July 1, 1988 (the effective
date of this Act), will be subject to AS 36.30.080(d); how—
ever, those for which a lease-financing agreement 1is signed
before July 1, 1988 will not, of course, be subject, to that
subsection.

As mentioned earlier in this letter, sec. 8 of the bill cen—
tralizes all lease-financings for public buildings in ASBA.

There are at Jleast four reasons for consolidating lease-

financing in ASBA: efficiency, accountability, market ac—
ceptance, and state control.

Using one issuer/lessor for state lease-financing will build
expertise in bcth ASBA staff and retained professionals,
such as bond counsel, about the legal and financial require—
ments and procedures of both the credit markets and the
state. This will create greater efficiency not only in pro—
cessing such transactions, but in e-tructuring them as well.
An example of this effect is t\C innovative and low-cost
financing obtained by thj Alaska Housing Finance Corporation
(AHFC) for mortgage loans 1in Alaska. It is improbable that
the overseas and other creative financing AHFC employs would
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have been possible if housing financing in this state had
beer, splintered among many municipal or vregional housing
authorities.

One 1issuer/lessor for Jlease-financing would also povide

clearer accountability and a central, uniform source of re—
porting. This would enable the state to provide timely,

accurate responses to inquiries about or reviews of lease-

financing from auditors, legislative committees, or national

credit rating agencies.

The credit markets should also respond favorably to a single
issuer for state lease-financing. The more regular issuance
from one issuer should lead to greater market recognition
and confidence, and a broader base of bond holders and lower
interest rates as a result.

Another, and possibly the most important, reason for consis—
tently using ASBA for state lease-financing is to facilitate
state control of lease-financing. This type of financing 1is
paid entirely from the state®s general fund. Its rate is
based on the state®"s credit rating, and 1is normally one
notch below the state"s general obligation bond rating be—

cause lease payments are subject to appropriation. Lease-
financing is counted as part of the state®s debt burden by
Moody"s and Standard & Poor®"s credit rating services. In

the event of default, it is the state®s rating that would
suffer. Attempts at state control of this type of financing
would be frustrated by a multiplicity of issuers.

State lease-financing capacity is not unlimited. It is lim—
ited by the ability to appropriate lease payments from the
general fund ar.d by the credit rating of the state. The
best use of that capacity would be achieved by consolidation
of lease-financing 1in ASBA. I- urge your favorable consid—
eration of this legislation. | /"X

;ve Cowper
Governor





