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D e a r  C h e s te r :

I  t a k e  t h is  o p p o r tu n ity  to  re sp o n d  to  y o u r  in q u ir y  r e g a r d in g  

c e n t r a liz a t io n  o f  le a s e  f in a n c in g  in t o  th e  A la sk a  S t a t e  B u ild in g  A u th o r ity .

I n  g e n e r a l, a n y  m ech an ism  t h a t  a llo w s  a n  is s u e r  to  c o n s o lid a t e  i t s  d e b t 
p la n n in g  a n d  m anagem en t in t o  a  c e n t r a l fu n c t io n  i s  v ie w e d  q u it e  p o s it iv e ly . 

From  a n  a n a ly t ic a l s t a n d p o in t  su c h  a  s t r u c t u r e  r e f le c t s  o n  th e  c o n t r o l a n  
e n t it y  h a s  in  m a n a g in g  i t s  c u r r e n t  an d  fu t u r e  d e b t b u rd e n .

A s y o u  kn ew / a  fu n d a m e n ta l e le m e n t in  th e  e v a lu a t io n  o f  c r e d it  r i s k  i s  
th e  im p r e s s io n s  o n e  g e t s  fro m  th e  a d m in is t r a t iv e  f a c t o r s  o f  e a c h  e n t it y . 
T h e re fo r e , go o d  c e n t r a liz e d  d e b t m anagem en t c o n t r o ls  le n d  th e m se lv e s  to  

f a v o r a b le  e v a lu a t io n s  o f  th e  a d m in is t r a t iv e  f a c t o r s . H o w ever,  y o u  a r e  a ls o  
a w a re  t h a t  th e  c r e d it  e v a lu a t io n  p r o c e s s  lo o k s  to  a  p le th o r a  o f  f a c t o r s  a n d  
t h a t  o r g a n iz a t io n a l an d  m anagem ent te c h n iq u e s  a r e  o n ly  a  s m a ll p a r t  o f  th e  
t o t a l p r o c e s s . C o n se q u e n tly , y o u r  p ro p o se d  c e n t r a liz a t io n  m ay o r  m ay n o t 
a f f e c t  s p e c if ic  c r e d it  r a t in g s .

I  h o p e  t h is  s h o r t  r e sp o n se  a d d r e s s e s  y o u r  n e e d s , b u t i f  n o t f e e l f r e e  to  
c a l l  o n  me a t  a n y  t im e .

S in c e r e ly ,

V Y S /cr



STEVE C D W P E R
G O V E R N O R

S t a t e  o  r A  l a  s  k a

O F F I C E  O F  T H E  G O V E R N O R  

J u n e a u

J a n u a r y  14, 1988

The H o n o r a b l e  Jan Faiks 
P r e s i d e n t  of the Senate 
A l a s k a  State Le gi sl a tu re  
P.O. Box V  
Juneau, A K  99811

Dea r S e n a to r  Faiks:

U n de r  the a ut ho ri ty of art. Ill, sec. 18, of the /ilaska C o n­
stitution, I air. t r a n sm it t in g  a bill relating, for the mos t 
part, to l e a se - pu rc h as i ng  u n d e r  the n e w  P r o cu r em en t  Code.

The m a i n  pur p o se  of the bill, embo di ed  in sec. 8, is to c e n­
tralize all le ase - fi na n ci n gs  for pu bl i c  b ui ld ings in the 
Al as ka  State Eu il d in g  A u t h o r i t y  (ASBA) . Sectio n 7 of the 
bill  re q ui r es  the legisl at iv e and judicial br a nc h e s  to n o t i­
fy the legis l a tu re  of leases and l o a s e - p u r c h a s e s , in cluding 
le ase-financings, if the cost is expected to exceed 
$1, 000,000  annually. Currently, only the ex ec ut iv e branch, 
th rough the De par tm e nt  of A d mi n istrati on , and the Un iver s it y 
of A l a s k a  are su bject to this requirement.

" L ea s e- p ur c ha se  agreement" and "public building" are def in ed  
in sec. 9 of the bill. "L ea se-fina nc e agreement" is also 
d e f i ne d  in that section as a type of lease-pu rc ha se a g r e e­
ment .

Sec ti o n 6 of the bill s t a t u t o r i l y  authorize s the legislati ve  
and jud icial branches  to enter into lease- pu rc hase a g r e e­
ments. O t h e r  amendments, r e l a t i n g  to the new def inition s 
added by  sec. 9 of the bill, are also m a d e  in sec. 6.

E xi s t i n g  AS 36.30.005(c)(5) define s "department," for the 
pu rp o se s  of AS 36.30.005(c) w hi c h tr an sfers p r oc u r e m e n t  and 
c o n s t r u c t i o n  aut hority to the Bo ar d of Regents, as me an in g  
the U n i v e r s i t y  of Alaska. Thus, w h e r e v e r  "department" is 
used in AS 36.30, the P r o cu re m en t  Code, with regard to u n i­
ver sity  pr ocurement, etc., the u n iv e r s i t y  is covered by the 
provision. It is therefo re  u nn e ce s sa r y to refer expressl y 
to the u n i v e r s i t y  in secs. 6, 7, and 8 of  the bill.

S e c t i o n s  4 a n d  5 of the b i l l  m a k e  a m e n d m e n t s  to r e f l e c t  the
a m e n d m e n t s  m a d e  by secs. 6, 7, a n d  8 o f  the bill.
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T he am en d me n ts  ma d e  by sec. 1 of the bill, and the new s t a t­
ute p r o p o s e d  by sec. 2, relate to the U n i v e r s i t y  of Ala s ka ' s  
financin g a u t h o ri t y in general.

S e c ti on  3 of the bill allows A S B A  to t r a ns f er  land or public 
b ui l di ng s  to a gove rn m en t al  ag en cy for less than ap prai se d 
value. (In the n e x t -t o -l as t  sentence of w h a t  wil l be co me  
AS 18.55.255(a), incidentally, a p u b l i c a t i o n  er ro r that 
first a pp ea r e d  in the 1986 PS 18 p a m p hl e t is c o r r ec te d  w i t h­
out amendment; see sec. 1, ch. 91, SLA 1976.)

U nder sec. 10 of the bill, u n i v e r s i t y  projects, and lease- 
p u r c ha s e a gr eements  entered into by  the un iv ersity, the l e g­
islature, or the court system, wil l not be subject  to p r o­
posed AS 14.40.253 (university), and a m en de d  AS 36.30.080(c) 
(legislature and court system) as it is amend ed  by sec. 7 of 
the bill, if the pro j e ct  is au th o ri z ed  by  law b e f or e  Ju ly  1, 
1988, re ga r dl es s  of  w h e t h e r  a r ra n ge me nts for the p r oj e ct  or 
a g r e e m e n t  are ma d e final by that date.

S e c t i o n  11 of the bill exempts proje ct s a u t h o r i z e d  by law 
be fo r e July 1 , 1984 from the r e q u i r e m e n t  that a lease-
fin ancing  a g r e em en t  for such a pr oj ec t m a y  be enter ed  into 
on ly  w i t h  ASBA. (This pr ov ides a type of "grandfather 
clause " e xc ep t io n  for the A n c h o r a g e  co u rt  facility, a u­
thor iz ed by sec. 2, ch. 78, SLA 1984.) P r o j e ct s  aut horized 
by lav; after Ju l y 1, 1984, for wh i ch  a l ea s e- f in an c in g
ag re e me n t is n ot  signed befor e July 1, 1988 (the ef fe ct iv e  
date of this Act), will be subject to AS 36.30.080(d); h o w­
ever, those for whi ch  a lease- fi n an c in g  ag r ee me n t is signed 
b ef o re  Ju l y  1, 1988 will not, of course, be  subject to that 
s u b s e c t i o n .

As m e n t i o n e d  e a r l i e r  in this letter, sec. 8 of the bill c e n­
trali ze s all le as e- f in a nc i ng s for publ ic b u i l di n gs  in ASBA. 
Th ere ere at least four reasons for c o n s o l i d a t i n g  lease- 
f in ancing in ASBA: efficiency, a c co un tabilit y,  m a r ke t a c­
ceptance, and state control.

U si n g one i s s u e r/ l es s or  for state l e a s e - f i n a n c i n g  wi ll  build 
ex pe r ti s e in both A S B A  staff and re t a in e d professionals, 
such as bond counsel, about the legal and financ ia l r e q u i r e­
ments and pr oc e du r es  of both the c re d it  m a r k e ts  and the 
state. This will cre at e greater e f f i c i e n c y  not only in p r o­
cess i n g  such transactions, but in s t ru c tu ri n g them as well. 
A n  ex am pl e of this effect is the i nn o va t i v e  and low-cost 
fi nancing ob t ai n ed  by the Alaska Housi ng  F i n a n c e  Corpo r at i on 
(AHFC) for m o r t g a g e  loans in Alaska, It is improb ab l e that 
the ov er s ea s  and other c r ea ti ve  fi nancing A H F C  employs would
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hav e be en  po s si b l e  if h o us i ng  financing in tnis state had 
be e n s p li nt e re d  a mo ng  m a n y  m un i c i p a l  or regional housing 
authorities.

One i ss u e r / l e s s o r  for lease - fi n an ci n g w o u l d  also provide 
c l ea r er  a cc o un t a b i l i t y  and a central, u n i f o r m  source of r e­
porting. This wo ul d  enable the state to provide timely, 
a ccurat e re s ponse s to inquirie s about or reviews of  lease- 
financing  from auditors, le g is la tive committees, or nat ional  
cred i t rating agencies.

The cr ed it  m a r k e t s  should also respond favorab ly  to a single 
issuer for state lea se-financ in g.  The mo r e regul ar  issuance 
from one issuer should lead to great er  m a r k e t  rec ognitio n 
and confidence, and a b r o ad e r base of bond holders and lower 
in te re st rates as a result.

Another, and p o s si b ly  the mo st important, reason for c o n s i s­
tently using A S B A  for state l e as e- financi ng  is to facilitate 
state co n tr o l of lease-financing. This type of financing is 
paid e n ti r e l y  from :he state's general fund. Its rate is 
b as e d on  the state's credit rating, and is nor mally one 
notch b e l o w  the state's genera l ob lig at i on  bond ratin g b e­
cause lease pa y me nt s  are subject to appropriation. Lease- 
f in a nc in g is counted as pa rt  of the state's debt b urden by 
Mood y 's  and S tandar d & Poor's credit rati ng  services. In 
the ev ent o f  default, it is the state's ra ting that would 
suffer. A t t e m pt s  at state control of this type of financing 
wo ul d  b e  fr ustrated by  a m u l t i p l i c i t y  of issuers.

State l ea s e- f i n a n c i n g  c ap acity is not unlimited. It is lim­
ited by the ab il i ty  to ap pr o p ri a te  lease pa y me n ts  from the 
ge ne r al  fund and by the cr edit rat in g of the state. The 
best use of that cap a ci ty  would be achi ev ed  by co ns oli da t io n
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S  T  A  T H O  V A  I. A S K A
O F F I C C  OF  T H C  O O V K t i f l O F ^  

f l  f l  N I:  A  i :

J a n ua ry  14, 1988

The H o n o r ab l e Ja n Faiks 
Preside..c of the Senate 
A laska State Legi s la tu r e 
P.O. Box v 
Juneau, AK 99811

Dear Se na to r Faiks:

Un der the a u th or ity of art. Ill, sec. 18, of the A l as ka  C o n­
stitution, I am t r a ns mi t ti n g a bill relating, for the mo st  
part, to l e a s e - p u r ch as i ng  ur.der the new Pr o cu re me nt Code.

The m a in  pu rp o s e of the bill, embodied in sec. 8, is to cen­
tralise all l e a se - fi n an ci n gs  for pub lic b ui l di ng s in the 
Al as k a  State Bu i ld i ng  A u t h o r i t y  (ASBA). Section 7 o f  the 
bill requires the le gisl at iv e and judicial b ranch es  to n o t i­
fy the leg islature  of leases and l e a s e - p u r c h a s e s , including 
lease-financings, if the cost is expe ct ed to exceed 
$1,000,000 annually. Currently, only the exe cu ti ve branch, 
through the D e p a r t m e n t  of Ad ministration, and the Univer si ty  
of A l a sk a are subject to this requirement.

" Lease- pu rc hase agreem ent" and "public building" are defined  
in sec. 9 of the bill. "Leasc -f inance agreement" is also 
de fi ne d in that se cti on as a type of  le as e-purcha se  a g r e e­
ment.

Section 6 of the bill s t a tu t or i ly  authorizes the legislative 
and judicial br a n ch es  to enter into le as e-p urchase a g r e e­
ments. Ot h er  amendments, r e la ti ng  to the new d ef initions  
added by sec. 9 of the bill, are also made in sec. 6.

Exi st i ng  AS 36.30.005(c)(5) defines "department," for the 
purposes of  AS 36.30.005(c) w h i c h  transfers p ro cu rement and 
c on s tr u c t i o n  au t ho r it y to the Board of Regents, as m e a n i n g  
the U n iv e rs it y  of Alaska. Thus, w h e re ve r  "department" is 
used in AS 36.30, the P r o cu r em e nt  Code, w it h  regard to u n i­
vers it y procurement, etc., the univer si ty  is covered by the 
provision. It is th er ef or e unne c es s ar y  to refer express ly  
to the u n i v e r s i t y  in secs. 6, 7, and 8 of the bill.

S e c t i o n s  4 a n d  5 of t h e  b i l l  m a k e  a m e n d m e n t s  t o  r e f l e c t  the
a m e n d m e n t s  m a d e  b y  secs. 6, 7, and 8 of the bill.
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The am en dm en t s made by sec. 1 of the bill, and the new s t a t­
ute pro po s ed  by sec. 2, relate to the U n iv e rs i ty  of Al as ka 's 
fina ncing a u th o ri ty  in general.

Se ction 3 of the bill allows A SB A  to t ra nsfer land or public 
b ui l d i n g s  to a. G o v er n me n ta l agency for less than appraised 
value. (In the n ex t * t o - l a c f  sentence of w h at  will become 
AS 18.55.255(a), in ci de ntally, a p u b l i c a t i o n  error that 
first a pp ea red in the 1986 AS 18 p amphlet  is co rr ected w i t h­
out amendment; see sec. 1, ch. 91, SLA 1976.)

U nd er  sec. 10 of the bill, u n i v e r s i t y  projects, and lease- 
p u r ch as e  ag re em en t s ente re d into by the university, the le g­
islature, or the court system, wil l not be subject to p r o­
posed AS 14.40.253 (university), and amend ed  AS 36.30.080(c) 
(legislature and court system) as it is am en de d by sec. 7 of 
the bill, if the p r o j e ct  is au th o ri ze d  by law b e f or e  Ju ly 1, 
1988, re ga r dl e ss  of w h e t h e r  ar ra n ge m en t s for the p r o j e c t  or 
ag re e me n t are made final by that date.

S e c ti on  11 of the bill exempts p rojects  au t ho r i z e d  by lav; 
be fo r e Ju l y 1, 1984 from the r eq u ir e m e n t  that a lease-
fin ancing  a g r e e m en t for such a pro j ec t  may be entered into 
only wi th  ASBA. (This p ro vi de s a type of "grandfather 
clause" ex c ep t i o n  for the A n c h or a ge  court facility, au­
thori ze d by sec. 2, ch. 78, SLA 1984.) Proje ct s au thorized 
by law after Ju l y 1 , 1984 , for w hi c h a lease- fi n an c in g
a gr e em en t is not signed be fo re July 1, 1988 (the ef fective 
date of this Act), will be subject to AS 36.30.080(d); h o w­
ever, those for w hi ch  a l ea s e- f in a nc in g  agreeme nt  is signed 
b efore J u l y  1, 1988 w i l l  not, of course, be subject, to that 
subsection.

As m e n t i o n e d  ea rl i er  in this letter, sec. 8 of the bill c e n­
tralizes all l ea s e- f i n a n c i n g s  for public b ui l di ng s in ASBA. 
There are at least four re asons for c o n s o l i d a t i n g  lease- 
financing in ASBA: efficiency, ac co untability, m a rk e t a c­
ceptance, and state control.

U s in g  one is s ue r /l e ss or  for state l e as e -f in a nc i ng  wi ll  build 
ex pe r ti s e in bcth A S B A  staff and retained professio nals,  
such as bond counsel, about the legal and financial r e q u ir e­
ments and pr o ce d ur e s of both the cre di t m a r k et s and the 
state. This will c r e a te  gre at e r ef fi c i e n c y  not only  in p r o­
cessing  such transactions, but in •-tructuring them as w e l l .  
An exam p le  of this ef fect is t \ c  innovat iv e and low-cost 
financing obt a in ed  by thj Alask a Housing Financ e Co rp or a ti o n  
(AHFC) for m o r t g a g e  loans in Alaska. It is i mprobab le  that 
the o v e r s e a s  and other  creat ive financing A H F C  employs would
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have been p o s si b le  if h o u s i n g  finan cing in this state had 
beer, splint er ed  a m on g m a n y  m u n i c ip a l or regional ho using 
a u t h o r i t i e s .

One is s u er / le ss o r for l e a s e - f in a nc in g  would also p o v i d e  
cl ea r e r a c c o u n t a b i l i t y  and a central, u n i f o r m  source of r e­
porting. This would enable the state to provi de  timely, 
accurate  re sp onses to i nq ui ries about or re views of lease- 
financing from auditors, le g is la tive committees, or national  
credit rati ng agencies.

The credit m a rk e ts  should also respo nd  fa vorably to a single 
issuer for state lea se -financi ng . The more regu la r issuance 
from one issuer should lead to grea t er  m a r k e t  re c og ni tion  
and confiden ce, and a b r o a d e r  base of bond holders  and lower 
interest rates as a result.

Another, and p o s s i b l y  the m o s t  important, rea so n for c o n s i s­
tent ly us i ng  A S B A  for state l e a s e - f in a nc in g  is to facilitate 
state control  of lease-f in an cing. This type of fi nancing is 
paid entirely from the st at e' s gen er al  fund. Its rate is 
b as e d on the st ate 's c r e di t rating, and is n o r m al l y one 
notch b e l o w  the state's ge ne ra l  o b li ga t i o n  bond rating b e­
cause lease pa ym ents are subj ec t  to ap pr opriation. Leas e- 
fi nanci ng  is counted as pa rt  of  the state's de bt  b u r de n  by 
Mo od y ' s and St a n da r d & Poo r's cred it  rating  services. In 
the e vent of default, it is the state's rati ng  that would 
suffer. At t em p ts  at state control of  this type of fi nancing  
wo ul d  be frustrated by  a m u l t i p l i c i t y  of issuers.

State l e as e - f i n a n c i n g  ca p ac it y  is not unlimited. It is l im­
ited by  the ab il it y to a p p r o p r i a t e  lease pay m en t s from the 
ge ne ra l fund ar.d by the cred i t rat in g of the state. The 
best use of that c a p a c i t y  w o ul d  be achieved by c o n s o li d at io n  
of l e a s e - f in a nc in g  in ASBA. I— urge yo ur  favorable c o n s i d­
eration  of this leg islation. ✓ I / " ’X
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