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A pril 21, 1992

TO: Rep. Pat Carnd / & Rep. Gcorgianna Lincoln, Co-Chairs and members o f  the
House HES Canm ittec.

FROM: Don Obcrg

HB 581 & HB 582

d

NEA-Alaska is supportive o f  HB 581 & HB 582, establishing and appropriating needed 
funds fo r  an education facilities financing authority as a public corporation o f  the 
State o f  Alaska within the Department o f  Education.

It is well known that there are many school districts facing serious building needs, 
including overdue and necessary building repairs to meet student housing needs.

HB 581 provides a viable and responsible mechanism to assist school districts to meet 
those needs.

N E A -A K  believes Sec. 44.27.140(b)(1), which provides fo r  reimbursements o f  up to 70 
percent o f  net payments for  retirement o f  principal and interest on bonds, should be 
raised to a higher level so that more districts will be able to make the needed 
commitment.

In summary, this is a positive step toward meeting the financial obligations o f  Alaska 
toward providing adequate public school fo r  Alaska students.

Thank you fo r  your consideration o f  our position.

•C25£>’“e



Summary 
A laska Education Facilities Financing Program - HB581/582

OBJECTIVES:

1. Provide for the funding of critical projects from DOE's school construction priority 
list that otherwise could not occur in this year’s capital budget.

2. Resume funding of net debt service for school bonds of organized municipalities at 
the 70% level, so that these communities (which are generally not at the top of the priority 
list) can receive necessary State assistance in school construction. Create a mechanism so that 
this funding is "credited" to the municipality's bond rating as it was not in the past.

3. Keep this funding off the budget, which can't accommodate it in any event (hence 
the talk of G.O. bonding).

4. Continue the policy that municipalities not be allowed to utilize the State's credit 
tor future debt service at will, but only for school facilities that have been expressly approved 
by the DOE and the Legislature.

5. Fund necessary school construction by means other than GO. bonds.

6. Protect the Permanent Fund Earnings Reserve Account from growing pressure to 
dissipate it on operating budget shortfalls.

The legislation meets all these goals. Similar mechanisms are used in other States 
(Texas) and in many municipal situations in the Midwest.

Su m m a r y

1. Establish the Education Facilities Finance Authority (EFFA) within the 
Department of Education, and the Education Facilities Fund ("EF Fund") as an asset of the 
authority, subject to reappropriation. The EFFA would:

a. Sell EFFA revenue bonds (which could carry the State's Moral 
Obligation) to finance construction of rural schools upon approval of specific 
projects by the State Board of Education and by the Legislature.

b. Pay up to 70% of net debt service on municipal bonds issued to 
finance municipal school facilities and up to 100% of net debt service on 
University of Alaska bonds, provided that each specific facility has been 
approved by the Legislature for a specified level of reimbursement, and by the 
State Board of Education (in the case of municipal projects).

c. Receive appropriated funds from the Legislature annually and 
apply these proceeds to debt service on EFFA bonds and to the specified 
percentage of net debt service on authorized municipal school bonds and 
University bonds.
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d. Pledge EF Fund earnings (only) as for EFFA bonds and for the 
EFFA's obligation to pay the specified percentage of municipal school bond and 
University bond debt service, to be invoked only in the event that Legislative 
appropriations are insufficient to meet these obligations.

2. The EF Fund will be managed by the Permanent Fund Corporation. Its initial 
capitalization would come from the Permanent Fund Earnings Reserve Account, with possible 
additional deposits at any time in the future from other sources.

3. Legislative intent would be to annually enact school debt service appropriations 
sufficient to cover the Authority's obligations. If such debt service were ever shortfunded, the 
EFFA would apply earnings (only) of the EF Fund to make up the shortfall.

4. The appropriation of the PF Earnings Reserve Account to the Fund will not become 
effective until the Lt. Governor certifies that an advisory vote in the November, 1992 general 
election has expressed a preference for the deposit. The authority could neither issue bonds nor 
agree to pay debt service on municipal or university bonds until the balance in the Fund is at 
least $700 million which would occur only after tire positive advisory vote.

5. The bill could authorize specific projects from the existing D O E  priority list for 
EFFA bonds and municipal debt service reimbursement, and for university debt service 
reimbursement. The EFFA could not act on these authorizations until the Fund balance reaches 
$700 million after the advisory vote. The draft bill presently contains all DOE priority I and 
Priority II projects, and additional University projects

Municipalities (70% reimbursement) 40 projects $216 million

REAA's (EFFA Bonds) 32 projects $120 million

University Bonds 16 projects______ $71 million

88 projects $407 million

Future legislatures could authorize more bonds and reimbursement agreements within 
the financial capabilities of the education facilities fund.

REL:jlc
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MOODY'S AFFIRMS ALASKA BOND RATING

JUNEAU-Moody's Investors Service (Moody's), a nationally- 
recognized credit rating firm, has informed the State of Alaska that the 
rating of Aa assigned to the general obligation debt of the state has been 
affirm ed.

"We are pleased with the end result of this rating process," said 
Governor Walter J. Hickel. "We made a strong case for a rating upgrade, by 
emphasizing our financial reserves, our prudent debt management, and the 
state's huge, untapped natural resource potential."

¥  In a Municipal Credit ■ Report of April 8, 1992, Moody's said, "Strong
security is provided by conservative fiscal policies and the availability of 
substantial reserves." Reserves discussed in the report are the $13 billion 
Permanent Fund and a recently-adopted constitutional budget reserve 
fund.

^  Also cited, however, is the state’s heavy reliance on petroleum
revenues and the ongoing decline in petroleum production and revenues. 
Moody's describes the Alaskan economy, as "at a crossroads with the 
impending depletion of North Slope oil reserves." The report continues,
"the looming decline in the petroleum sector could subject the state-to . 
long-term economic .dislocation." .

■The rapid retirement of outstanding debt i s .. c ited , throughout the ... .- 
report as a key factor in the rating.

• "Ratings are a single determining factor in the cost we must pay on 
borrowed funds,", said Revenue Commissioner Darrel Rexwinkel. .. "While 
the. state does not have any voter authorized general obligation debt to 

^  issue, many everyday financial needtf are financed using public deb t-
buildings, public enterprise projects, home mortgages, and student loans, to 
name a few." Rexwinkel is Secretary to the State Bond Committee.

- more -



The general obligation debt rating is the underlying • rating for state 
and state agency debt. The borrowing cost to the state and its agencies, 
and to some extent political subdivisions, relies on the underlying general 
obligation rating. Likewise, the value of outstanding bonds, many, held by 
Alaskans, relies upon the maintenance of a high rating. The last rating 
change was an upgrade to Aa in 1980.

"People think that because we haye the Permanent Fund, we'll have 
a good credit rating," Rexwinkel said. "The. Permanent Fund is one 
important factor, but what it really tells the credit analysts is that
Alaskans realize our oil revenues will not always support the current level
of state government spending."

"Credit analysts know that no bond issuer can ever save itself into 
prosperity," Rexwinkel said. "Alaska needs to diversify its economic' base 
and develop its natural resource potential in order to offset the depletion 
of petroleum reserves currently i n ' production."

In assessing credit worthiness, analysts look to those economic 
»crengths which are reflected in positive financial assessment factors: debt
management and an effective program for capital improvements, the
administration of1 government and the ability to implement'plans and 
fulfill obligations, and fiscal performance.

Moody's says debt which qualifies for the raring assigned to Alaska 
general' obligation bonds is judged to be of' high quality by all standards, 
differing from debt rated Aaa, the highest rating, by the margin of 
protection, the degree of long-term risk or the extent of fluctuations • in 
protective elements.

Nine states are rated Aaa. No states have been upgraded by Moody’s 
since 1990, although two states have been downgraded since then. 
Massachusetts has the lowest state rating at Baa, just above speculative or

Bonds issued by the State of Alaska, agencies, and municipalities can 
be purchased from many commercial and investment banks which do 
business in the state. The Treasury Division of the Department of Revenue 
can provide a schedule of upcoming state and municipal issues to 
interested investors.

####•
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HOUSE COMMITTEE REPORT

Date Referred: April 10, 1992 

Date o f  Committee Action:

FURTHER REFERRALS: Finance

The HEALTH. EDUCATION AN D  SOCIAL SERVICES Committee considered: HB 581

HOUSE BILL NO. 581 EDUCATION BOND A U TH O RITY

"An Act relating to the Education Facilities Financing Authority; and providhg for an effective date."

'  RECOM M ENDATIONS: 
be replaced w ith ________

[ ] the same title 
.[ ] a new title

] have attached amendments(s)
] do pass 
] do not pass 
] no recommendations 
] individual recommendations 
] additional referral to th e _____ Committee

ADOPTS: letter o f  Intent

ATTACHES NEW  FISCAL NOTE(s): 

[ ] fiscal im pact______________________

(Dept) APPROVES PREVIOUS: 

[ ] fiscal n ote (s )_______

[ ] zero fiscal note [ ] zero fiscal note(s)

(Dcpt/Daie)



STATE OF ALASKA
1992 LEGISLATIVE SESSION

FISCAL NOTE
BILL NO. HB 581

Revision Date:__________________________________
Title: . An Act relating to education facilities financing. 
-authority.._______________________________________

Department Affected: Education
BRU: .School Debt Reimbursement
Component: School Debt Reimbursement

Requestor: (HI HESS COMPONIENT SERIAL NC). 1 5 3
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES 219.8 227.0 234.5 242.2 250.1 258.4
TRAVEL 46.0 46.0 46.0 46.0 46.0 46.0
CONTRACTUAL 207.0 207.0 207.0 207.0 207.0 207.0
SUPPLIES 3.0 3.0 3.0 3.0 3.0 3.0
EQUIPMENT 24.0 0 0 0 0 0
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 499.8 483.0 490.5 498.2 506.1 514.4

CAPITAL

REVENUE 
FUND SOURCE:

FUNDING: (Thousands o Dollars)
GENERAL FUND .

FEDERAL FUNDS
OTHER
FUND SOURCE:
PFD Earnings Reserve 
Account -1041

499.8 483.0 490.5 498.2 506.1 514.4

TOTAL 499.8 483.0 490.5 498.2 506.1 514.4

POSITIONS:
FULL-TIME 4 4 4 4 4 4
PART-TIME
TEMPORARY

Estimate of current year impact:.
ANALYSIS: (Attach a separate page if necessary.)

Assumes the GFFA will become effective July 1,1992.
See attached

Prepared by: .Duane. Guiley,
Division: .Educational Finance and SupporLS.eivice.s_

Approved by Commissioner: 
Agency: .Education_______

Phone: 465-2865 
Date: 4-20-92

Jerrv Covev
Date: 4-20-92

Distribution (by preparer): Leg. Fin., Legislative Sponsor, Requestor, OMB/DBR, Gov. Legis. Ofc., & Impacted Agency(ies).
Rev 10/07/91 Page______of



FISCAL NOTE - HB 581 

EDUCATION FACILITIES FINANCING AUTHORITY

Personal Services: $219.8

Executive Director (26A) $90.1
Secretary I (1 OB) $36.3
Project Assistant (16B) $53.0
Accounting Technician II (12A) $40.4

Travel: $46.0

Executive Director $12.0
Authority (4 meetings/year) $12.0
Project Manager $22.0

Contractual: $207.0

Bond Council/Investment experts $50.0
Engineering $25.0
Actuarial/Audit $50.0
Leqal Services $50.0
Office Space (10,000 ft @ $2.00/ft) $24.0
Utilities/Phones $ 8.0

Supplies: $3.0

Office Supplies $3.0

Equipment: $24.0

Telecopier $3.0
Computer/PCS wordprocessing $15.0
Furniture $7.0

FY 93 Total: $499.8
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F o r u m

E d u c a t io n  m a y  b e  b e s t  w a y  t o  p r o t e c t
Sen . R ich  H a lfo rd  and c o l ­

u m n is t  M i k e  D o o g a n  n o  
d o u b t  c o n s id e r  th e m s e lv e s  
p o le s  ap art p o lit ic a lly . Y et 
b o th  agree  an y  e f fo r t  to  cap , 
redu ce  o r  a b o lish  d iv id e n d s  
b e fo r e  c u t t in g  b u d g e ts  o r  
im p o s in g  ta xes  and u ser fees 
w o u ld  be  s tu p id , s tu p id , S tu ­
p id !

R ick  H a lfo rd  asserts an y  
red u ction  o f  d iv id e n d s  has 
p re c ise ly  th e  sam e e ffe c t  as 
w o u ld  im p o s it io n  o f  a r e ­
g r e s s iv e  h e a d  ta x  o n  a l l  
A la s k a n s  a n d  o n ly  A l a s ­
k an s. D ooga n  pu ts it a b it  
m o re  terse ly : D um b! H e rec­
og n izes  d iv id e n d s  as m eans 
o f  crea tin g  a h ea lth y  c itizen  
aw a ren ess  o f  con stra in t u p ­
o n  r u n a w a y  g o v e r n m e n t  
sp en d in g  b y  req u ir in g  p o l i t i ­
c ia n s  to  recou p  en ou gh  d iv i­
d en d  d o lla rs  th rou gh  user 
fees and ta x es  to  fu n d  p r o ­
gram s p e o p le  w a n t b a d ly  
en ou gh  to  p a y  for .

R e g re tta b ly , such com m on  
sen se  seem s a ll to o  u n co m ­
m on  in  J u n eau 's  c lo is te re d  
h a lls .

L o n g  b e fo r e  e ith er  cu ttin g  
b u d g e ts  o r  p a s s in g  ta x e s  
so m e  le g is la to rs  w o u ld  cap  
d iv id e n d s  a n d /o r  spend the 
$700,000,000 n ow  lo d g e d  in 
the P erm an en t F u n d 's  E arn ­
ings R eserve . H o w  as in in e  to

J A Y  
H A M M O N D

p re m a tu re ly  lim it  th e  on e  
m eans b y  w h ich  A la sk a  re s i­
dents can  le g a lly  b e  gran ted  
s p e c ia l  d is p e n s a t io n s  n o t  
g ran ted  n on -resid en ts.

F o r  e x a m p le , w e  ca n ’ t ta x  
A la sk a n s  at a le sser  rate, 
co m p e l lo ca l h ire  o r  ch a rge  
u ser  fees to  o n ly  fo lk s  fr o m  
e lsew h ere . B u t, w e  can  g iv e  
d iv id e n d s  to  A la sk a n s  o n ly  
and th e re b y  h e lp  o ffs e t  th e  
in e v ita b le  u ser fee  an d  ta x  
in creases w h ich  are th u n d er­
in g  d o w n  u p on  us. H o w  fo o l ­
ish  to  sq u a n d e r  that a d v a n ­
tage fo r  sh ort-term  p o lit ic a l  
g ra tifica t io n .

S om e  sa y  th e ir  d esign s 
u pon  th at $700 m illio n  w ill  
n ot red u ce  d iv id e n d s  at a ll

s in ce  these fu n d s a re  n ot 
requ ired  fo r  d iv id e n d s  o r  in ­
f la t io n -p ro o fin g . In  the sh ort 
term  that m a y  b e  true. H o w ­
ever, i f  that $700 m illio n  is 
re in vested  in  th e  fu n d , as 
S en . H a l fo r d  w is e ly  p r o ­
p oses , y o u r  fu tu re  d iv id e n d s  
w ill  g ro w  larger.

T o  exh au st the earn in gs 
reserves n ow  to  d e fe r  the 
m om en t o f  tru th  w il l  s im p ly  
m a k e  t r u th ’s im p a c t  le ss  
b e a ra b le  fo r  a ll A la sk a n s  
w h en  it d oes a rr iv e . B ut, 
a las , th is is  an e le c tio n  y ear . 
S tu p id ity  m a y  p re v a il o v e r  
th e  H a l f o r d /D o o g a n  w is ­
dom .

S om e sh arin g  m y  con cern s  
su ggest an in terestin g  a lte r ­
n a tiv e  to  at least p ro te c t the 
e a rn in g ’s reserve  from  to ta l 
d iss ip a tion .

T h ree  o f  J u n eau ’s sh a rp ­
est m in d s — K en t D a w son , 
B o b  L e R e s c h e  a n d  J o h n  
S a ck ett — re ce n tly  a sk ed  to  
m eet w ith  m e to  test m y  
rea ction . S in ce  these g e n t le ­
m en  are  a ll top -gu n  lo b b y ­
ists, m y  fir s t  k n e e -je rk  re­
sp on se  w as to  h u n k er  d o w n  
d e fe n s iv e ly  and clu tch  m y  
w a l l e t .  H o w e v e r ,  t h i s  
p ro v e d  n ot an e ffo r t  to  s t ick  
m e w ith  the d in n er  ch e ck  o r  
b o o s t  so m e  ra p a ciou s  d e v e l­
o p m e n t a l  s c h e m e  w h ic h

m igh t o ffe n d  m y  p o s e y -s n iff-  
ing sou l. In stead , th ey  m a de 
a p re tty  g o o d  case th at u n ­
less that $700 m illio n  w as 
rem ov ed  fro m  ti}e le g is la t iv e  
sm o rg a sb o rg  it w o u ld  be  d e ­
vou red . j

T o  fo re c lo se   ̂that l ik e l i ­
h o o d  th ey  p ro p o se d  w h a t 
m ay  b e  th e  best on  a list o f  
Jousy a ltern a tives to  d e p o s ­
itin g  the $700 m illio n  in to  
the p erm an en t fu nd .

T h e ir  p ro p o sa l is e m b o d ­
ied  in  a b i l l  m a k in g  its  w a y  
th rou gh  th e  leg isla tu re . T h is 
b i ll  w o u ld  estab lish  an E du ­
ca tion  F a c ilit ie s  F u nd  in to  
w h ich , o n ly  u pon  an a f f ir ­
m a tiv e  p u b lic  v o te , w o u ld  
be  d e p o s ite d  the $700 m il­
lion .

T h is  p r in cip a l w o u ld  be  
m anaged  b y  the P erm an en t 
F u nd  C orp . and cou ld  n ot be  
spent. In stead  it w o u ld  be  
used to  crea te  an E du cation  
F a c ilit ie s  F in an cin g  A u th o r ­
ity . T h e a u th or ity  cou ld  se ll 
b on d s  fo r  ru ra l sch oo ls  and 
p a y  a p o r t io n  o f  deb t serv ice  
on  m u n ic ip a l and u n iv e rs ity  
b on d s  issu ed  to  b u ild  fa c i l i ­
ties s p e c ifica lly  au th orized  
b y  th e  leg is la tu re  — .but 
o n ly  a fte r  re v ie w  ‘ b y  ' the 
state  b o a rd  o f  ed u ca tion  in  
the case  o f  rural and m u n ici­
p a l sch oo ls . .The .m on ey  to  •

p a y  o f f  b on d s  w o u ld  co m e  
fro m  an n u a l, le g is la t iv e  a p ­
p rop ria tion s ."

S h ou ld  fu tu re  leg is la tu res  
n o t a p p rop r ia te  b o n d  p a y ­
m en ts, the a u th or ity  co u ld  
use a p o r tio n  o f  the fu n d ’s 
earn ings o n ly  to  m eet its 
o b l ig a t io n s .  B e fo r e  a n y  
b on d s cou ld  b e  issu ed , the 
fund  m ust be  la rg e  en ough  
to  con tin u e  g ro w in g , even  i f  
the leg is la tu re  d u ck ed  its 
r e s p o n s ib i l i t y  a n d  fu n d  
earn ings w ere  fo rced  to  c o v ­
er ob lig a tion s .

P rop on en ts  assert th is a p ­
p roach  has n on e  o f  th e  in - 
b red  in firm ities  o f  th e  C o w - 
p e r  ‘ ‘ S a cr e d  H o r s e /T r o ja n  
C o w ”  E d u cation a l E n d o w ­
m e n t. A d m it t e d ly ,  fu tu re  
p e r m a n e n t  fu n d  d iv id e n d s  
w o u ld  be  less than th ey  o th ­
e rw ise  w o u ld  h ave  been  had 
the $700 m illio n  b een  d e p o s ­
ited  in to  the fu nd  its e lf  a la 
the H a lfo rd  ap proa ch  (w h ich  
th ey , as w e ll  as I w o u ld  
m u ch  prefer).

H o w e v e r , the lik e lih o o d  
o f  th is  o c c u r r in g  se e m s  
a b ou t on  p a r  w ith  A la s k a ,t 
a ch iev in g  in depen den ce . • ’

T h e greatest fra ilty  o f  th is , 
ap p roa ch  is  the p o s s ib ility  • 
the leg is la tu re  w ill  n ot — o r

perh a p s can n ot — m e e t its 
c o m m itm e n t  , a n d  t h e r e b y  
q u ic k ly  e x h a u s ts  e a rn in g s ' 
from  th is  fu n d . T o  o ffse t , 
this, I  p r o p o s e  a com p a n ion , 
b i ll  -fo r  a- sch o o l ta x , to  be ' 
im p osed  o n l y  w h en  an d  at! 
the lev e l requ ired  to  help ! 
th e  le g is la t u r e  k e e p  Its, 
w ord .

Su ch  a p rogra m  c o u ld  p r o ­
tect th e  ■ or ig in a l $700 m il-! 
lion , p r o v id e  b a d ly  needed, 
sch oo l fu n d in g  and cap tu re  
25 p e r ce n t1 o f  its  co s t  from  
n on -resid en t tran sien ts, fish*, 
erm en  and w o rk e rs  w h o  n ow  
p a y  v ir tu a lly  n o th in g  fo r  the 
p r ice  o f  a d m ission . » i
f . ! >• - I T , . / .  1.  . 1

U n fo r t u n a t e ly ,  100 p e r ­
cen t p ro te c tio n  o f  th e  p e rm a ­
n ent fu n d  ea rn in g ’s reserve  
can  n ever  b e  assu red . H o w ­
e v er, u n d er  th e  a b o v e  a p ­
p roa ch , p rop on en ts  fe e l the 
a p p le  o f  tem p ta tion  w o u ld  
n o  lo n g e r  d a n g le  w ith in  easy  
rea ch ., ., •• ” ;

R a th er  it  .w o u ld  requ ire  
th ose  w h o  lu sted  a fte r  w hat 
sh ou ld  b e  fo rb id d e n  fru it  to  
c lim b  p re ca r io u s ly  ou t u pon  
a sh a k y  iim b . ,

f  V * ’ * : i  . t . * ; .  »
□ Jay Hammond was governor 
of Alaska from 1974 to 1982.




