


STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST

B ^ V R e s o l u t i o n  No.: S B  466

Title: An Act Relating to_______
Leases by the State_____________

Sponsor: Bennett, Sackett, et al 
Requestor:__________________________

D ate of Request:

FISCAL DETAIL

A g e n cy  Affected: A d m i n i s t r a t i o n __________

Program  C a t egory Affected: D i v i s i o n  of

G e n e r a l  S e r v i c e s  & S u p p l y ________________
BRU, P r o g r a m  or Subprogram(s) Affected: 

L e a s i n g  & F a c i l i t i e s _______________________

EXPENDITURE S / R E V E NU E S :  (Thousands of Dollars)

POSITIONS:

FY 84 FY 85 FY 86 FY 87 FY 88 FY 89
O P E R A T I N G

100 PERSONAL SERVICES «•
200 TRAVEL
300 CONTRACTUAL
W0 SUPPLIES *

500 E0UIPHENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL O P E R A T IN G -0- - 0 - - 0 - -0 - -0- -0-

I CAPITAL -0- - o - . - n - - 0 - - 0 - -0-

I REVENUE -0- - 0 - -0- - 0 - -0- -0-

FUNDING: (Thousands of D o T ars)

CENERAL FUND 1
FEDERAL FUNDS
OTHER
TOTAL ..........- o - - 0 - -0- -0 - ......... - n - _ - 0 -

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF B I L L :

*NOTE: Although indicated fiscal impact is -0-, there may be some
increase in costs due to Lessor's increased exposure to risk.

FULL-TIME
PART-TIME
TEMPORARY . . .

A N A L Y S I S : Attach a separate page for analysis

Prepared By: A n s e l m  S t a a c k  A —
D i v i s i o n : G e n e r a l  S e r v i c e s  & Su p p l y________________

; Lisa RuddA p p r ov e d  by C o m m i s s i o ne r  

Agency: A d m i n i s t r a t i o n

Phone: 465-2200

Date: 3-36-84

Date: ^ / 2 .7 / g V

D i s t r i b u t i on  (by Ag e n c y pr eparing fiscal note): 

L e g i s l a t i v e  Finance 

Le g i s l a t iv e  Sponsor 

R e q u e s t o r

O ffice of M a n a g e m e n t  and Budget 
Impacted A gency(ies) 12/1/83

r \ & / A



SENATE E^ILL NO. 4 6 6  b y  S e n a t o r * ;  B e n n e t t ?  S a c k e t t ?  K e r t t u l a ?
E l i a s o n ?  F a i k s ?  M o s s?  M u l c a h y ?  S t u r g u l e w s k i ? P e t t y j o h n  a nd  
H a l f o r d ?  e n t i t l e d :

"An Act  r e l a t i n g  t o  l e a s e s  by  t h e  s t a t e ?  
a nd  p r o v  i d i n g  f o r  an  e f f e c t i  v e  d a t e . "

w a s  r e a d  t h e  f i r s t  t i m e  and  r e f e r r e d  t o  t h e  S t a t e  A f f a i r s  
C o m m i t t e e  and  t h e  F i n a n c e  C o m m i t t e e .

S B  4 6 6  S E N A T E  J O U R N A L  - P A G E  2 0 4 2 -  1 2 / 1 3 / 8 4

SB 4 6 6  SENATE JOURNAL -  PAGE 2 6 3 2 -  2  4 /  4 / 8 4

T he  S t a t e  A f f a i r s  C o m m i t t e e  c o n s i d e r e d  SENATE B I L L  NO. 4 6 6  
( l e a s e s  by  t h e  s t a t e ?  e f d )  and  r e c o m m e n d e d  i t  b e  r e p l a c e d  
w i t h

CS FOR SENATE B I L L  NO. 4 6 6  ( SA )

w i t h  a m a j o r i t y  do p a s s .  T he  r e p o r t  w a s  s i g n e d  by  S e n a t o r  
V i c  F i s c h e r ?  C h a i r m a n  and  c o n c u r r e d  i n  b y  S e n a t o r s  K e l l y ?
S t u r g u l e w s k i  and R o d e y .

D e  p  a r  t  m e  n t of; A d m i n i s  t  r  a t  i o n f i s c a l  n o t e  p r  e  p  a r  e  d b y A n s  e lm  
S f c a a c k ?  d a t e d  M a r c h  2 6 ?  i s  z e r o  w i t h  n o t e  " A l t h o u g h  i n d i c a t e d  
f i s c a l  im p a c t  i s  - 0 - ?  t h e r e  may b e  some i n c r e a s e  i n  c o s t s  
d u e  t o  L e s s o r ' s  i n c r e a s e d  e x p o s u r e  t o  r i s k . "

SENATE B I L L  NO. 4 6 6  w a s  r e f e r r e d  t o  t h e  F i n a n c e  C o m m i t t e e .

SB 4 6 6  SENATE JOURNAL -  PAGE 2 7 6 3 -  2  4 / 1 8 / 8 4

S e n a t o r  B e n n e t t ?  C o - C h a i r m a n ?  moved  and  a s k e d  u n a n im o u s  c o n ­
s e n t  t h a t  t h e  F i n a n c e  C o m m i t t e e  r e f e r r a l  b e  w a i v e d  on SENATE 
D I L L  NO. 4 6 6  ( l e a s e s  by  t h e  s t a t e ?  e f d ) .  W i t h o u t  o b j e c t i o n ?  
i t  w a s  s o  o r d e r e d .

SENATE B I L L  NO. 4 6 6  w a s  r e f e r r e d  t o  t h e  R u l e s  C o m m i t t e e .

I
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TO: House  S t a t e  A f f a i r s  Committee Members

FROM: R o g e r  P o p p e ,  Committee Aide /̂ j?~
DATE:  May 1 4 ,  1984

S U B J E C T :  C S S B  466 (am )

udo

T h e r e  i s  a compan ion bi l l  fo r  t h i s  S e n a t e  B i l l :  HB 6 8 6 ,  s p o n so r e d  b y
A dam s ,  e t a l i i ,  p a s s e d  t h r o u g h  House  S t a t e  A f f a i r s  Committee and  i s  
c u r r e n t l y  in House  F in an c e .

T h e  o r i g i n a l  S e n a t e  v e r s i o n ,  S B  4 6 6 ,  h i s  gon e  t h r o u g h  num erou s  
c h a n g e s .  T h e  l e g i s l a t i v e  a p p ro v a l  fo r  a l l  l e a s e s  o v e r  $1 ,2 ,000  a n n u a l l y  
w a s  t h o u g h t  to be  much too low,  a s  i t wou ld  i n vo l v e  a nnu a l  a p p ro v a l  of 
o v e r  400  l e a s e s .  With a l imit  o f  $ 2 5 0 , 0 0 0 ,  t h i s  wou ld  be  r e du c ed  to 18 
l e a s e s .  With a l imit  o f  $1 , 0 0 0 , 0 0 0  t h e r e  a r e  on ly  4 l e a s e s .  E v e n  t h e s e  
4 wou ld  be  " g r a n d f a t h e r e d "  in u n d e r  l ine  2 8 ,  p a g e  1 o f  C S S B  466 ( S A )  
am. A d d i t i o n a l l y ,  t h e  A ncho ra g e  Complex  i s  a l e a s e - p u r c h a s e  a g r e em en t  
tha t  wou ld  be  exem p ted  u n d e r  l i n e s  2 - 4 ,  p a g e  2 o f  the b i l l .

A p p a r e n t l y ,  the  s t a t e  i s  do in g  l e a s e - p u r c h a s e  a g r e e m e n t s  c u r r e n t l y  w i th  
i tems l i k e  i t s  c c ; v t e r  e q u ip m e n t ,  for e x am p le .  H ow eve r ,  t h i s  
l e g i s l a t i o n  w o u ld ,  i f  p a s s e d ,  be  f i r s t - t im e  l e g i s l a t io n  fo r  the  s t a t e  w i th  
l e a s e - p u r c h a s e  i n v o l v i n g  l and .

T h e r e  a r e  o t h e r  p ro p o s a l s  in th e  hoppe r  t h i s  s e s s i o n  d e a l i n g  w i th  
l e a s e - p u r c h a s e  o f  l a n d .  T h e  A n ch o r a g e  C ou r t  B u i l d i r g  l e a s i n g  wou ld  
not fa l l  u n d e r  t h i s  b i l l ,  a s  i t  i s  a l s o  b e in g  exempted  u n d e r  a s e p a r a t e  
a u t h o r i z a t i o n  t h r o u g h  CSH B  653 ( F i n )  b y  H a y e s ,  e t  a l i i .  T h e  v a r i o u s  
b i l l s  d e a l i n g  w i th a  p ropo sed  L e g i s l a t i v e  Hall a r e  a l so  l e a s e - p u r c h a s e  
a g r e e m e n t s  t h a t  h a v e  been  p ro p o s e d ,  a nd  wou ld  fa l l  u n d e r  C S S B  466 
( a m ) .

U nde r  l e a s e - p u r c h a s e  a g r e e m e n t s ,  t h e  s t a t e  wou ld  l e a se  l and  to a 
p r i v a t e  d e v e lo p e r  to bu i ld  a f a c i l i t y  on t h e  l a n d ,  a nd  th en  the  s t a t e  
wou ld  le a se  t h e  f a c i l i t y  from the  d e v e l o p e r  w i th  an  opt ion to b u y .  As 
an  a l t e r n a t i v e  to t h i s  and  o th e r  b i l l s ,  t h e  G o v e rn o r ' s  Off ice h a s  
p ropo sed  S B  5 4 7 ,  w h ich  wou ld  in e f f e c t  a u t h o r i z e  ASHA to do t h i s  
i n s t e a d  of  a p r i v a t e  d e v e lo p e r .



T h i s  b i l l  a t t em p t s  to be  much more c o m p re h e n s i v e  in i t s  a p p ro a ch  and  
p h i l o s o p h y  t h a n  th e  o th e r  b i l l s  men t ioned  a bo ve ;  i t  wou ld  r e q u i r e  al l  
l e a s e - p u r c h a s e s  b y  t h e  s t a t e  in e x c e s s  o f  $1 , 0 0 0 , 0 0 0  to be  r e - a p p r o v e d  
a n n u a l l y  b y  t h e  l e g i s l a t u r e  ( u n l e s s  exempted  s p e c i f i c a l l y ) .  I t  h a s  a 
z e r o  f i s c a l  no te  and  S t a t e  A f f a i r s  Committee i s  t h e  on ly  r e f e r r a l  b e s i d e s  
R u l e s .



Courts w ant $60

f

by David Postman
Tiro** Writer

Alaska Court System officials 
are taking a new approach in 
their attempt to fund a $60 mil­
lion expansion project for An- 
• chorage’s courthouse.

Art Snowden, court adminis­
trator, said a bill introduced by 
Gov. Bill Sheffield would authur- 
ize the Alaska State Housing 
.Authority to issue bonds for con- 
: struction of the courthouse 
annex on Fourth Avenue be- 

1 tween H  and I streets. After con­
struction the state would lease 
the building from the housing 

' authority.
Sheffield’s proposal would 

fund 12 projects, including a $110 
million office building in Anchor­
age, a $75 million Capitol building 
in Juneau and a $30 million men­
tal health facility in Fairbanks. 
The plan has come under fire 
from lawmakers who maintain 
using the bonds would be too ex­
pensive and perhaps unconstitu­
tional.

If legislators dG not like (he 
lease arrangement, "they can go 
find m e  $60 million" cash for the 
project, Snowden said. The 
25,000-square-foot expansion is 
"desperately needed," he said. 
The state has been trying to se­
cure funding for the project for 
almost five years.

If the bonding plan Is ap­
proved this year, Snowden said

the project could be completed 
a3 early as spring of 1985.

Businesses on the block —  in­
cluding Legal Pizza, the Fourth 
Avenue Diner and several gift 
shops —  will be tom down to 

, make way for the project. The 
businesses lease the sites from 
the state on a monthly basis.

The state battled historic '* 
preservationists over whether to 
demolish the Lathrop Building,

.• one of Anchorage’s earliest com­
mercial buildings, at the comer 
of Fourth Avenue and H  Street.;.

; A  recent decision by the Anchor- 
age Assembly cleared the w a y '

• lor the state to tear down the* 
building. The court system wasj- 
ctincted to provide retail space '■ 
aiung Fourth Avenue in the ex-.’- 
pi nsion project.

Supporters of. restoring the.. 
Lathrop Building at Its present ;

-; site maintain the building Is hls-'tj
• torically significant nnd rehabili- V  
. tation Is commercially feasible.,.'
The Anchorage Historic Land- > 
marks Preservation Commission '•’/ 
has estimated restoration of the .■ 
67-year-old building would cost $2 ’ 
million. /

Snowden said the court sys-' 
tern would donate the building to.' 
any group that wants to restore it1 
at another site. But Ty L. Dllli- 
' plane, state Historic Preserva­
tion officer, wrote last year, “I 
’ strongly recommend that every 
possible consideration be given ‘

The Lathrop Building, one of the city’t oldest buildings, u on the spot where the court system hopes to build

,• • V  v"". " ■ •
nershlp that Is moving and res^ not realize' the buliding has his- 
torlng the historic Club 25 thls';‘toric significance because the 
summer. Club 25 will be moved,1* original wooden tongue and 
restored and opened for com- 'groove siding has been covered 
merclai use without any munlcl-; up with asbestos shingles, 
pal financial assistance. The building is on the National

' Register of Historic Places. But 
Mike Carberry, an historian with 
the city planning department, 
said the register does not protect 
the building from being demol­
ished or move<Jt_ ____

■ f • V '  J  r..- ■ ,;J. . . ... H)
to "retaining the structure at its 
present and original location. 
Moving the building to a new site 
could damage it and would, in all 
probability, place it in an urban 
context having no historical con­
nection to the building itself.
. Dorie Clark, a local real es­
tate broker, approached the 
state about acquiring the La­
throp Building to restore it at its 
present site. Clark heads a part-

Clark said the Lathrop Build­
ing has more commercial poten­
tial than Club 25. "It will be a 
real loss to the community" if 
the Lathrop Building is tom 
down, she said, adding people do



FRO M :  R o g e r  P o p p e ,  C o m m i t t e e  A i d e

D A T E :  M a y  6, 1984

S U B J E C T :  C S S B  466 (am); l e a s t s  in e f f e c t  o n  s t a t e  b u i l d i n g s

A t t a c h e d  is a c o p y  of a c o m p u t e r  p r i n t - o u t  d a t e d  2 / 0 7 / 8 4 ,  w h i c h  
is a 7 - p a g e  l i s t  o f  a l l  c u r r e n t  s t a t e  of A l a s k a  b u i l d i n g  a n d  
p r o p e r t y  l e a s e s  w i t h  a n  a n n u a l  c o s t  o f  $ 2 5 0 , 0 0 0 . 0 0  o r  more. 
T h e r e  a r e  18 s u c h  l e a s e s  in all.

W e  d o  h a v e  a v a i l a b l e  as b a c k - u p  f o r  t h e  C o m m i t t e e  a s e c o n d  li s t  
of s o m e  132 p a g e s ,  w h i c h  l i s t s  s o m e  414 l e a s e s  w h i c h  r a n g e  in 
c o s t  f r o m  0 to $ 2 5 0 , 0 0 0 . 0 0  a yea r .  It ' s  l e n g t h  k e p t  us f r o m  
p r i n t i n g  it in it ' s  e n t i r e t y  f o r  t h e  C o m m i t t e e .

A l s o  a t t a c h e d  is a li s t  o f  s t a t e  of A l a s k a  l e a s e s  w i t h  an 
a n n u a l  c o s t  o f  $ 1 , 0 0 0 , 0 0 0 . 0 0  o r  m o r e  ( w h i c h  is a l s o  c o n t a i n e d  
in t h e  7 - p a g e  li s t  a b o v e ) .

M E M O R A N D U M  

TO: S t a t e  A f f a i r s  C o m m i t t e e  Member-s

I
1024 W EST SIXTH  AVENUE 

ANCHORAGE, ALASKA 99301 
(8-7 ) 274-2043

IN SEASIONi 
POUCH V 

JUNEAU, ALASKA 90011 
(907) 403.4003

Jleprescuiattlic /fTTitch ̂ liooit
CHAIRMAN

£€mise Oluntmiitee mi j iia te  ^ffa irs
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L E A S E  NO,

L E S S O R ' S
N A M E
A N D
A D D R E S S

S V C

F E E T / A C R E S  

C O S T / S Q .  FT. 

M O N T H L Y  C O S T

j, ■— i HrawKMUBt i i t t w « > ̂ <v ,«c
•••' -.-• ;v:*r ■'■■•; ' '■*$*&:.

E X P L A N A T I O N  O F  C O L U M N  H E A D I N G S  L E A S I N G  REPOR'7’

D A T E S

M O N

T A X  I.D.

PUR. A G E N T  

R E N E W  O P T I O N S

T Y P  S P C

F i r s t  4 d i g i t s  a r e  l e a s e  #. A  l e t t e r  f o l l o w i n g  the 
4 d i g i t s  i n d i c a t e s  a s u b s i d i a r y  lease.

L i n e s  1 a n d  2 a r e  L e s s o r ' s  N a m e .

L i n e s  3 a n d  4 a r e  L e s s o r ' s  m a i l i n g  a d d r e s s .
L i n e  5 is Z i p  Cod e ;  L i n e  6 is t e l e p h o n e  #.
L i n e s  7 t h r u  10 a r e  l o c a t i o n  o f  l e a s e  p r o p e r t y .

T y p e  oi s e r v i c e  i n c l u d e d  i n  c o s t  o f  lease:

H = H e a t  
E =  E l e c t r i c i t y  
W  = W a t e r  
J =  J a n i t o r i a l

C = C l e a r a n c e  o f  s n o w  
S = S e w e r  
P = P a r k i n g  
T = T r a s h

E x p i r e :  E x p i r a t i o n  d a t e
R e v i e w :  R e v i e w  d a t e  f o r  r e n e w a l
A d j u s t :  L e a s e  c o s t  a d j u s t m e n t  d u e  d a t e

N o r  a p p l i c a b l e  @  t h i s  time.

T a x  i d e n t i f i c a t i o n  # f o r  f e d e r a l  t a x  r e p o r t i n g ,

I n i t i a l s  o f  p u r c h a s i n g  a g e n t  f o r  stat e .

1st // is #  o f  r e n e w a l  o p t i o n s  a v a i l a b l e  
2 n d  #  -S l e n g t h  o f  o p t i o n s  (in y e a r s )

T y p e  o f  s p a c e  p a i d  f o r  in l e a s e

0 = O f f i c e  
C = C l i n i c  
L = L a b
M  - M a i n t e n a n c e

I = I n s i d e  s t o r a g e  
S = S t o r a g e ,  O t h e r  
P n P a r k i n g  
H  =* H o u s i n g ,  e m p l o y e e

# o f  s q u a r e  f e e t  o r  a c r e s  l e a s e d  

C o s t  p e r  s q u a r e  f o o t  (in d o l l a r s )  

M o n t h l y  c o s t  o f  s p a c e

T = T r a i l e r  p a d  
G = G r o u n d  (land) 
E - A l l  e l s e

j t

IV.U? . i.

U ; p ‘ < !■<' /

It fat 6  L.:'"' !■ ■< tt! J I tv/r i



AS O F T ‘2/07/84

LEASE ”  LESSOR'S 

NO. NAME AND ADDRESS

"1106 I ROBERT BANNON "

2-INVESTMENT BROK E R S  OF AK 

3 3 8 0  N. STREET

</ SUITE T 1 7 ...

(TANCHORAGE AK 99501 
(. 000-0000

£ DOWLING 

1 SUB".

/oANCHORAGE AK 00000

1188 CHARLES BLOMFIELD

CHAS. B L O MFIELD A ASSOC. 

528" N'.'ST

ANCHORAGE AK 99501 
■" 279-7416

201 E A S T’ 7 :

9TH AVE

ANCHORAGE AK 00000

1201 BLOMFIELD A A S S O C I A T E S  
BLOMFIELD & ASSOCIATES' 

528 N ST.

ANCHORAGE AK ‘ 99501 

2/9-7416

H EXPIRE: 10 14 84 N 9 2 0048640

U R E V I E W 1: 84

J

C ADJUST:-----10  84--------------------

S

P H E A L T H  AND S0CIA1. S E R V I C E S

T ------ AN C H O R A G E -----------------------

•*L EAS E  TOTAL------------25,415 "

AWB 3/01 0 25,404

[

GAMBLE A 

4TH AVE.

A N C H O R A G E  AK 00000

1.297

“”.000 • 
.000 

.000 
-.000 
.000 
.000 

— ooo- 
.000 
.000 
-.000

*LEASE TOTAL 25,404

-30,651.23

3 2,948.99

 -.or
.00

.00
 - 0 0 -

.00

.00

 :G0_
.00

.00
 .00-

32,949.22

* 1
S T A T E‘OF A L A S K A‘LE A S I N G " R E P O R T “P A G E :. 1 ......

PUR. R E N E W  TYP FEET/ 

JVC D A T E S  MO N  TAX I.D. A GENT OPT'N SPC ACRES

COST/

SQ.FT.

" M O N T H L Y -

COS T

H EXPIRE: 12 27 86 N ADP 5/01 

E

W REVIEW: 86

0 .UUU 

.000 • 

.000

.UU

.00

.00

J .000 ; o o ..........

ADJUST: 7 84
1 .000 .00

S .000 .00

P U B L I C ' S A F E T Y ..... ' " ......  .... .000 •00

T ANC H OR A G E .000 .00

.000 .00

:q o o .00

.000 .00

*L E AS E  TOTAL 154,000 24,435.27

H EXPIRE: 12 31 84 N 0 4 2 1 5 7 0 0 3 3 1  AWB 0 25,415 1.206 30,650.49

E .000 .00

W REVIEW: 8 84 .000 .00

J .000 .00

C ADJUST: 1 84 .000 .00

S ' '“.000 .00

P REVENUE .000 .00

T A i O O R A G E .000 .00

.000 •00

.000 .00

.000 .00



r-

LEASE L E S S O R ' S  ......... P U R ~ R E N E W " T Y P  F E E T / -— C O S T / " -----  MONTHLY-

NO. NAME AND ADDRESS SVC . D ATES MON TAX I.D. A G E N T  OPT'N SPC ACRES SQ.FT. COST

1444 CAP U A L  OFFICt PARK H tXPIKt: b JU 8/ N yil I 4 2 8 J 8 JM U  Z/U b U Jb,bUU Z.bUU 81 .ObU.UU

CAPITAL OFFICE PARK E ,000 .00

157 Y E S L E R  WAY W REVIEW: 87 .000 .00

SUITE 609 •OuO .00

SEATTLE WA 98104 ADJUST: 7 84 .000 .00

2 06-624-0351 S .000 .00

P FISH AND GAME P .000 •0,0

F«G HEADQTRS. • JUNEAU .GOO .00

W ES T  8TH .000 .00

STREEl •000 .00

J UNEAU AK 99801 .000 .00

*LEASE TOTAL 35,500 85,076.39

1445A THE B L O MFIELD CO. H EXPIRE: 10 14 90 N AWB 5/02 0 47,920 1.125 5 3 ,910.00

BLOMFIELD COMPANY, T H E E .000 .00

‘528 N STREET" W REVIEW: 6 90 •000 .00

J .000 .00

ANCHORAGE AK 99501 C ADJUST: .000 .00

“279-7416 ' S .000 .00

LABOR .000 .00

T ANCHORAGE .000 .00

3301 EAGLE ......... " "" •000 .00

.000 .00

ANCHORAGE AK 00000 • .000 .00

"LtAbt iUIAL '47 ,920 53,918.65

1504 CBS REAL ESTATE CO. INC H EXPIRE: 0 31 84 N ADP 5/01 0 39,151 1.948 76,266.15

‘CBS REAL ESTATE CO.'INC. ' E .000 .uO

3351 ARCTIC W REVIEW: 4 84 .000 .00

BOULEVARD J .000 .00

ANCHORAGE' AK“ 99503 .... A U d U s l : 7 84 ' .000 • UU

337-1548 S .000 .00

P NATURAL RESOURCES .000

T ANCHORAGE .000 .00

555 COR­ .000 .00

DOV A ST. .000 .00

'ANCHORAGE'"AK 0 0 0 0 0 .... •000 .UU

*L E A S E TOTAL 39,151 76,261.45



AS OF: 2/07/84

•

STATE OF "ALASKA L E A S I NG  k e f u k i PAGE: 3-------------

LEASE "  LE S SOR'S 

NO. NAME AND ADDRESS SVC D ATES MON TAX I

PUR. RE N E W  T Y P  FEET/'" 

.D. A G E N T  OPT'N SPC A CRES

" C O S T /

SQ.FT.

' MONTHLY ....
COST

1 1509 A L A S K A  N A T  BANK OF N O R T H  H EXPIRE: 10 31 8 4  N 

AK NAT'L BANK OF NORTH E 

1 P.O. BOX 60730 W REVIEW: 84

AWB 2/01 0 1Z, j OO 1 .9bU 
.000 1 

.000

' 2 4 , 3 7 5 . 0 0 "  
.00 

.00

H ARRY REIMER 

F A I R B A N K S  AK 9 9706 

000-0000

J

ADJUST: 10 83

S

.000

.000

.000

•00

.00

.00

AK BANK OF THE 

N O R T H

P NAlURAL r e s o u r c e s  

T FA I RB A N K S

P •000

.000

.000

.00

.00

.00

.00 • ■ 

.00
24,375.00

. 79 4 UNIVER

F A I R B A N K S  AK 0 0000
* LEASE T OTAL 10,u00

.000

.000

1511 RICHARD W. FISCHER

F I S C H E R  STRAND INVEST.

H EXPIRE.: 7 31 90 N . 

E

AJ B  1/05 0 52,416 1.147

.000

60,121.15

.00

C/0 P.O. BOX 
24407

S E A T T L E  WA 98124

W REVIEW: 3 90 

C ADJUST: 7 84
-

.000

.000

.000

.00

.00

.00

272-6422 

F I S C H E R  BLDG.

S
P FISH AND GAME 

T A N C HORAGE

S 9 ,450 

P

.000

.000

.000

.UU

.00

.00

RASPBERRY 

INDUS T .P A R  

ANCHORAGE AK 0 0000

.000

.000

.000

•00

.00

.00

”*LE ASE~TO T A L  61,866 60, 1 3 4 . 12  S

1516 THE BLOMFIELD CO. H EXPIRE: 12 31 91 N AJB 0 14,550 1.463 21,286.65

"" B L O M F I E L D COMPANY; T H E  ...

2518 E TUDOR 

S UITE 110

E ...
W REVIEW: 91 

J

.000

.000

.000

.00

.00

.00
.•\A-- ------ 1

........ ANCHORAGE A K” 0 0 0 0 0 .......

272-1920

C ADJUS 1: 7 84 

S

ADMINIS T R A T I O N

•000

.000

.000

•UU

.00 1 

.00 j

L O T  3B 

BLOCK 3

" T  A N C H O R A G E  ‘ .000

.000

.000

.00

.00

.00

....ANCHORAGE' AK 00000 ......
^ • } \ *LEASE TOTAL 14,550

.000 .00

21,282.68



AS OF: m r m  " 3tatft>f-ala:*a LtAiiKiTREPoin
• • - ' ■ •

______
r  Au t . 4

:e a s f “LESSOR'S

NO. NAME AND ADDRESS

"1532 R E S 0 L U T I 0 N ~ T 0 W E R S----

RESOLUT I O N  TOWERS 

1341 F A I RBANKS

'STREET------------------

ANCHOR A G E AK 9 9501 

276-4470

R E SOLUTION TWR 

1031 WES T  

~4TH 'AVENUE------

ANCHO R A G E  AK 9 9501

1535A

F R O NTIER BUILDING, THE 

12400 S E 3 8 T H  V 

S TREET

BELLEVUE WA 99501 

'206-643.-1010

F R O N T I E R  BLDG. 

~3501 h C"ST;—  -------

ANCHORAGE AK 99503

1535D

F R O N TI E R  B U I L DI N G T ' T H E "  

12400 SE 38TH

' B E L L E V U E " ' W A ~ 9 8 0 0 6 '  

2 0 6 - 6 4 3 - 1 0 10

F R O N T I E R  BLDG'." 

3601"C"ST.

"ANCHORAGE’ AK " 99503

SVC D ATES MON TAX I.D.

'H EXPIRET ? ”24"87 N" 

E

W R E V I E W : _  _ 5  87 _

C ADJUST: 7 84

S
- p -------------L A W ------------
T ANCHORAGE

~  P U R r R E N E W  T Y P  FEET/ 

A G E N T  OPT'N SPC ACRES

'AWB— 5 / 0 1 — 0~3l;345"

P

C OST/ ' 

SQ.FT.

2.140
.000

.000
-.000

.000

.000

— .000
.000
.000

-.000

.000

EXPIRE: 9 30 85 N

R E V I E W : -------7 84

ADJUST: 7 84

*LEASE T OTAL 31,345

AWB 4 / 0 1  0 30,719

HEALTH AND SOCIAL S E R VICES 

ANCHORAGE

EXPIRE: 9 30 85 N

REVIEW: 7 84

A D J U S T T ------7 " 8 4 ----

MILITARY AFFA I R S 

ANCHORAGE

*L E A S E  T O T A L ----------- 30,719

AWB 4 / 0 1  0 19,213

MONTHLY
COST

2.257 

.000
2.257 

.000 

.000

- . 0 0 0  
.000 

.000 
-  .000 

.000 

.000

2.257

.000

.000

.000
— .000

.000

.000

.000

.000

.000

.000

*LEASE TOTAL 19,213

67,078.30
.00

.00
 .00

.00 

.00 

-.oo- 
.00 

.00
 .00

.00
44,450.70

69,332.78

.00

.00

.00

.00

 .00
.00

.00
  .00

.00

.00

69,333.30-

43,363.74 

- .00 
.00 

.00
 .00

.00

.00

.00

.00

.00
 .00

43,364.38



A S  OF 2 /07/84 ' STATE

*' ‘

OF ALA SI11A LEAS I N G  REPORl PAlit: b

LEASE

NO.

L e s s o r 's

N AME AND ADDRESS SVC DATES MON TAX

PUR. R E N E W  TYP F EET/ COST/ 

I.D. AGEhT; OPT'N SPC A CRES SQ.FT.

M O N T H L Y .............
COST

1 5 3 5 F

FR O N T I E R  BUILDING, THE 

12400 38TH ST.

EXPIRE: 9 30 85 

REVIEW: 7 84

N AWB 4/01 0 16,664 2.257
.000

.000

3/ ,61U.bb 
.00 

.00

BELLE V U E  WA 98006 
20 6 - 6 43-1010

ADJUST: 7 84

.000

.000

.000

.00

.00

.00

F R O N T I E R  Bl DG. 

3 6 0 1 "C"ST.

COMMERCE

ANCHORAGE

.000

.000

.000

.00

.00

.00

•
ANC H O R A GE  AK 99503 •

*LEASE TOTAL 16,664

.000

.000

.00

.00

37 ,611.21

1535G
F R O N T I E R  BUILDING, THE

EXPIRE: 9 30 85 N AWB 4/01 
•

0 54,239 . 2.257

.000

122,417.42

.00

.00

.00

.00

12400 38TH ST. 

BE L L E V U E  WA 98006

REVIEW: 7 84 

ADJUST: 7 84

.000

.000

.000

2 0 6 - 6 43 - 1 0 1 0  ...... .

F R O N T I E R  BLDG.

NATURAL RESOURCES 

ANCHORAGE

.000

.000

.000

.00 .... "

.00

.00

3 6 0 1 "C"ST.

ANCHORAGE AK 99503

.000

.000

.000

.00

.00

.00

*LEASE TOTAL 54,239 122,419.22 - ~

1607 THE B L O MFIELD CO. H EXPIRE: 6 13 87 N SAS 2/01 0 59,463 1.970 117,142.11

BL O MFIELD COMPANY, THE 

528 N STREET

E
W REVIEW: 87 

J

.000

.000

.000

.00

.00

.00

■
“ANCHORAGE* AK 99501 

279-7416

C ADJUST: 6 84 

S

P LABOR

{

P

.000

.000

.000

•Or 

.00 . 

.00

'BLOMFIELD BLDG"* “ " ' 

1107 W 8TH 

STREET

" "T" ' J U N E A U .... .000
.000

.000

.00

.00

.00

J U N E A U  AK 9 9 8 0 1 ..... *
*LEASE TOTAL 59,463

•000 •UU , 
117,118.33



K - D m 707784 OTTTTTTISSlOrtraSINrREPORT

;• ■■ : / . - v 4 r v ; ■■ •

— P U R r R E N E W  TY P FEET/~ 

A G E N T OPT'N SPC AC R E S

t E A S r T E S S O R ' S -

NO. NAME AND ADDRESS SVC D A T E S  MON TAX I.D.

COST/ ~ 

SQ.FT.
MONT H L Y

COST

1627— G O L D B E L T  E N TERPRISE_ MG1 H EXPIRE: 6' 30 87 N FAB 1/05 0 40 , 8 8 9 2 .200 “ 89, 955.80  —  ■
GOLDBELT E N TE R P R I S E  MGT. E .000 .00

1000 H A R B O R W REVIEW: 85 .000 .00

WAY J .000 ...... .00 ....... - —

J U N E A U  AK 99801 C ADJUST: 7 85 .000 .00
586-6244 S .000 .00

P E D UCATION P .000 *”.... .00 ■ -

G OLDBEL T  PLACE T JUNEAU .000 .00

W E S T  10TH .000 .00

G L A C I E R .000 •00

J U N E A U  AK 99801 .000 .00

*LEASE TOTAL 40,889 89, 95 5 . 8 0  A

1.S01 KENAI NATIVE ASSOC. EXPIRE: 6 30 86 N AWB 17/01 0 .000 .00

KENAI NATIVE ASSOC. .000 .00

P.O. BOX 1210 REVIEW: ....... 86 .000 .00

.000 .00

KENAI AK 99611 ADJUST: .000 .00

0 3 0 - 0 0 0 0 • . s .000 .00

HE A LT H  AND SOCIAL SERVICES .000 .00

KENAI H .000 .00

NE1/2 SEC —  ,000 .00)

26 TNSHP 6 .000 .00

KENAI AK 00000 E .000 .00

• *LEASE TOTAL 108,572 32,571.60

1814 AK P A C I F I C  UNIV E R SI T Y >1 EXPIRE: 12 31 86 N AWB 5/01 0 17,850 1.740 31,059.00

AL A S K A  PACIFIC U N I V E R S I T *• .000 .00

C/0 SCHWAMM W REVIEW: • 8 86 .000 .00

540 L ST #205 J .000 .00

ANCHORAGE AK 99501 C ADJUST: 7 85 .000 •00

276-1007 S S 1,400 .550 770.00

COM MU N I T Y  AND REGIONAL AFFAIRS .000 .00

4 T H  FLOOR OF T ANCHORAGE .000 .00

ALASCOM .000 .00

949 E 36TH .000 .00

ANCHORAGE AK 99503 .000 .00 ........ .

*LEASE TOTAL 19,250 31,829.00

*

«

I

0

< 9

'f'

f



 __

AS OF: 2/07784

.    ' r
— -  — S w r o r - A C A S K A  LEa m N( T R E P O R T -  -  c PAGET— 7  — p

- - • ••• •• ;li

LEASE ' LESSOR'S 

NO. NAME AND ADDRESS

18 LEASES

■
,

SVC D AT E S  MON TAX I . D . A GENT OPT'N SPC A C R E S  S Q . F T .

***GRAND~TOTAT

PORT- REN E W  TYP“FE£T/ COST/'
>C ACRES

7947160"

"MONTHLY" 
COST

"997^740^05“



4TAT6 OF ALA4KA LEASES WITH AN ANNUAL COST O F  4
.

i  1 7 0 0 0 j  6 0 0 ,  O O  OR M o i z M  i, i
' " ' i

*  ( f

LEASE # LESSOR NAME LEASE ADDRESS 2Q. FT. Annual ode-t

1444 capital oPFiea pA(?K
w£5t fiTH
juueAU; AK. 35. 500 1,020 4 4 0 .7 / .

1
5
V

/ / /

IF) 3 5 FRONTIER building
3 fe0 l C *steeer 

AUCUDRAUz , AK. /35. 014 il 3 ,4 .2 8 ,3 1 0 .8 0
i»
A

H oi w. em< Sieazr
ff

\k > 0 1 BLOMFIELD C D . JUfJEAO, AK« ... 54,44.3 n 1 ,4 0 5 .4 1 4 .4 4 ?
'

J M J ______ G o l d & z l ?  m & t P R M Z

West lorvl srearr 
•7UMEA<V_A<. ....._. 40, S S I 41 1,0 3 4 , 44>4.W?

1 
, »I

M&r.
,
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LEGISLATIVE AFFAIRS AGENCY

POUCH Y . STATE CAPITOl 
JUNEAU ALASKA 99811

907.465-3800

M E M O R A N D U M F e b r u a r y  3, 1984

SUBJECT: Legislative approval of lease agreements

TO: Senator Joh n Sackett
Chairman, Senate Finance Committee

FROM: Billy G. Berrier,
Director
Divisi on of Legal Services

Y ou have asked whether there is a requirement that the 
legislature approve lease agreements entered  into by the 
state and a mu nici p a l i t y  whereby the m u n i c i p a l i t y  finances 
an improvement by revenue bonds and the state enters into a 
long term lease adequate to retire the bonds.

Approva l is required by .a S 37.05.280 whe n the lease requires 
annual payments in exceed of $12,000. That statute reads:

Sec. 37.05.280.

L e a s e s .

The department shall lease n e c e ssary space, and c o n­
tract for the lease of space for the use of the state 
or an agency of the state, w h e r e v e r  it is necessary and 
feasible, subject to compliance w i t h  the requirements 
of AS 37.05.220 - 37.05.280. No lease or contract for 
a lease m a y  provide for a period of occupancy greater 
than 40 years. An agency of the state requiring o f­
fice, warehouse or other space shall lease the space 
through the department. No contract or lease executed 
after January 1, 1966, which provides for a payment or 
payments by the state in excsss of $12,000 annually is 
v a l i d  unless the use of the space to be provided for by 
such contract or lease has been expressly approved by 
the legislature by concurrent resolution.

in



Senator John Sackett 
Page 2
February 3, 1984

H o w e v e r  on the basis of State v. A .L.I.V.E. Voluntary 606 
P . 2d 769, w h i c h  invalidated annulment of regulations~by c o n­
current resolution, and on the p r o h i b i t i o n  of special and 
local legislation contained in Sec. 19, A r ticle  II of the 
C o nst itution of the State of Alaska the Superior Court for 
the First Judicial District in J u n e a u  in 1981 held this 
statute unconstitutional. (Marine V i e w  Tenants Association 
V. A.S.H.A. Court case no. 1JU-80-1037 Civ)

The case was not appeale d so there is no definitive Supreme 
Court decision on the point. N e v erthel ess this decision 
casts grave doubts on the constitution ality of the statute.

BGErojb
J3/045



to: G o r d o n  S. H a r r i s o n
A s s o c i a t e  D i r e c t o r

date: M a r c h  21, 1984

O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t  fileno: 8 4 E - 1 1
D ivi.sion o f  S t r a t e g i c  P l a n n i n g

TELEPHONE NO: 4 6 5 - 3 5 6 8

f r o m :  R i c h a r d  E m e r m a n  '
M a n a g e r

subject: L e a s i n g ,  B o n d s ,  a n d
C a s h

V a r i o u s  l e a s i n g  a r r a n g e m e n t s  are b e i n g  c o n s i d e r e d  t o  f i n a n c e  the 
c o n s t r u c t i o n  o f  c e r t a i n  S t a t e  f a c i l i t i e s ;  f o r  e x a m p l e ,  t h e  p r o­
p o s e d  m a x i m u m  s e c u r i t y  p r i s o n  a n d  t h e  p r o p o s e d  A n c h o r a g e  S t a t e  
O f f i c e  B u i l d i n g .  A  n u m b e r  o f  q u e s t i o n s  h a v e  b e e n  r a i s e d  as a 
r e s u l t :

°What a r e  t h e s e  f i n a n c i n g  m e c h a n i s m s  a n d  h o w  d o  t h e y  w o r k ?

“I n  w h a t  w a y  a n d  t o  w h a t  e x t e n t  d o  t h e y  r e s e m b l e  G.O. d e b t ?

“D o  t h e s e  m e c h a n i s m s  r e s u l t  in m o r e  o r  l e s s  c o s t  t o  t h e  S t a t e  
t h a n  G . O .  b o n d  f i n a n c i n g  o r  c a s h  a c q u i s i t i o n ?

T h e s e  q u e s t i o n s  a r e  e x p l o r e d  in t h e  d i s c u s s i o n  b e l o w .  A  g e n e r a l  
d e s c r i p t i o n  a n d  c o m p a r i s o n  o f  t h e  m a j o r  t y p e s  o f  l e a s i n g  a r r a n g e­
m e n t s  is f o l l o w e d  b y  a b r i e f  d i s c u s s i o n  o f  t h e i r  s i m i l a r i t y  to 
d e b t .  T h e  q u e s t i o n  o f  r e l a t i v e  c o s t  t o  t h e  S t a t e  is t h e n  a d­
d r e s s e d  b e g i n n i n g  w i t h  a b r i e f  d i s c u s s i o n  o f  c a s h  a c q u i s i t i o n  
v e r s u s  G . O .  b o n d  f i n a n c i n g ,  f o l l o w e d  b y  a c o s t  c o m p a r i s o n  a m o n g  
l e a s i n g  a n d  b o n d i n g  a l t e r n a t i v e s  f o r  t w o  s p e c i f i c  c a s e s :  the
p r o p o s e d  m a x i m u m  s e c u r i t y  j a i l  a n d  t h e  p r o p o s e d  A n c h o r a g e  S t a t e  
O f f i c e  B u i l d i n g .

L e a s e - P u r c h a s e  A g r e e m e n t s  a n d  L e a s e  R e v e n u e  B o n d s

In t h e  w o r l d  o f  g o v e r n m e n t  f i n a n c e ,  a l e a s e - p u r c h a s e  ar -eement 
is a l s o  r e f e r r e d  to as a " t a x - e x e m p t  l e a s e , "  a n d  is e s s e n t i a l l y  
e q u i v a l e n t  to a n  i n s t a l l m e n t  p u r c h a s e  o f  a c a p i t a l  g o o d .  A t  the 
e n d  o f  t h e  s c h e d u l e  o f  l e a s e  p a y m e n t s ,  t h e  l e s s e e  c a n  a c q u i r e  
t h e  g o o d  f o r  a n o m i n a l  p r i c e ,  e . g . ,  o n e  d o l l a r .  L i k e  a l l  i n s t a l l­
m e n t  p u r c h a s e s ,  t h e  s u m  o f  t h e  i n s t a l l m e n t s  is g r e a t e r  t h a n  t h e  
" c a s h  u p  f r o n t "  p r i c e ,  s i n c e  the p a y m e n t  s c h e d u l e  i n c o r p o r a t e s  
a n  i n t e r e s t  r a t e .  T h e  i n t e r e s t  c o m p o n e n t  o f  t h e  " l e a s e  p a y m e n t s "  
is i d e n t i f i e d  i n  t h e  o r i g i n a l  l e a s e - p u r c h a s e  a g r e e m e n t ,  a n d  is • 
c o n s i d e r e d  t a x - e x e m p t  i n c o m e  to t h e  l e a s e  p a y m e n t  r e c i p i e n t s .
T h i s  is b e c a u s e  t h e  I R S  c o n s i d e r s  t h e  " i n s t a l l m e n t s "  o r  " l e a s e  
p a y m e n t s "  a n a l o g o u s  to d e b t  s e r v i c e  o n  m u n i c i p a l  b o n d s ,  the i n­
t e r e s t  c o m p o n e n t  o f  w h i c h  is e x e m p t  f r o m  F e d e r a l  i n c o m e  taxes.

3 9 4 0 1  A lR tv  1C./;9>



Gordon S. Harrison -2- March 21, 1984

A  l e a s e - p u r c h a s e  a g r e e m e n t  u s e d  t o  f i n a n c e  l a r g e  c a p i t a l  s t r u c­
t u r e s  c a n  b e  b r o k e n  i n t o  s h a r e s  c a l l e d  " c e r t i f i c a t e s  o f  p a r t i c i­
p a t i o n . "  T y p i c a l l y ,  a f i n a n c i a l  i n t e r m e d i a r y  s u c h  as a b a n k  
s e l l s  t h e  c e r t i f i c a t e s  o f  p a r t i c i p a t i o n  (CPs) t o  p r i v a t e  i n v e s t­
o r s ,  a n d  t h e  p r o c e e d s  o f  t h e  s a l e  a r e  u s e d  t o  f i n a n c e  p r o j e c t  
c o n s t r u c t i o n .  T h e  c e r t i f i c a t e s  a r e  r a t e d  s e c u r i t i e s ,  a n d  e n­
t i t l e  t h e  h o l d e r s  t o  r e c e i v e  s p e c i f i e d  p o r t i o n s  o f  t h e  l e a s e  
p a y m e n t s  o v e r  t h e  t e r m  o f  t h e  a g r e e m e n t .  T h e  i n t e r e s t  c o m p o n e n t  
o f  t h e  l e a s e  p a y m e n t s  c o n s t i t u t e s  t a x - e x e m p t  i n c o m e  t o  t h e  CP 
h o l d e r s .

T h e  l e s s o r  in a l e a s e - p u r c h a s e  a g r e e m e n t  c a n  b e  a p r i v a t e  d e v e l o p  
er .  I n  t h a t  e v e n t ,  t h e  d e v e l o p e r  w o u l d  n o t  s e c u r e  d e b t  a t  t a x­
a b l e  i n t e r e s t  r a t e s  i n  o r d e r  to f i n a n c e  c o n s t r u c t i o n ,  b u t  w o u l d  
i n s t e a d  b e  l i k e l y  t o  s e l l  t h e  l e a s e - p u r c h a s e  a g r e e m e n t  t o  o n e  or 
m o r e  i n v e s t o r s  s e e k i n g  t a x - e x e m p t  i n c o m e .  T h e  d e v e l o p e r  w o u l d  
u s e  t h e  p r o c e e d s  f r o m  t h e  sa l e  to f i n a n c e  c o n s t r u c t i o n ,  a n d  a s­
s i g n  r e c e i p t  o f  t h e  e n s u i n g  l e a s e  p a y m e n t s  t o  t h e  i n v e s t o r s .

S i n c e  l e a s e - p u r c h a s e  a g r e e m e n t s  a r e  e s s e n t i a l l y  e q u i v a l e n t  to 
i n s t a l l m e n t  s a l e s ,  t h e  " l e s s e e "  is c o n s i d e r e d  t h e  o w n e r  o f  the 
p r o p e r t y  f o r  F e d e r a l  t a x  p u r p o s e s  a t  t h e  i n c e p t i o n  o f  t h e  l e a s e  
a n d  t h r o u g h o u t  i t s  t e r m .  S i n c e  t h e  l e s s e e  in o u r  c a s e  w o u l d  be 
t h e  S t a t e ,  a n d  s i n c e  t h e  S t a t e  p a y s  n o  F e d e r a l  i n c o m e  ta x ,  t h e r e  
is n o  w a y  u n d e r  t h i s  a r r a n g e m e n t  t o  c a p t u r e  a n y  b e n e f i t  f r o m  the 
u s e  o f  d e p r e c i a t i o n  o r  a p p l i c a b l e  i n v e s t m e n t  t a x  c r e d i t s .  T h e s e  
b e n e f i t s  a r e  r e l e v a n t  o n l y  t h r o u g h  t h e  m e c h a n i s m  o f  a " t r u e  l e a s e  
d i s c u s s e d  l a t e r  in t h i s  m e m o .

A  t a x - e x e m p t  r e v e n u e  b o n d  s e c u r e d  b y  a S t a t e  l e a s e  is s o m e t i m e s  
c a l l e d  a " l e a s e  r e v e n u e  b o n d . "  In c o n c e p t ,  t h e s e  a r e  a n a l o g o u s  
t o  l e a s e - p u r c h a s e  a g r e e m e n t s .  In e i t h e r  c a s e ,  f i n a n c i n g  for a 
c a p i t a l  p r o j e c t  is o b t a i n e d  at t a x - e x e m p t  i n t e r e s t  r a t e s ,  w i t h  
r e p a y m e n t  t o  c r e d i t o r ( s )  s e c u r e d  b y  a l o n g - t e r m  l e a s e  t h a t  is 
c o n t i n g e n t  o n  a n n u a l  a p p r o p r i a t i o n s  b y  t h e  L e g i s l a t u r e .  T h e  
i n t e r e s t  r a t e s  r e q u i r e d  b y  i n v e s t o r s  a r e  c o m p a r a b l e  f o r  e i t h e r  
i n s t r u m e n t ,  a n d  a r e  s o m e w h a t  h i g h e r  t h a n  G. O .  b o n d  r a t e s  d u e  to 
t h e  a d d e d  r i s k  i m p l i e d  b y  t h e  " c o n t i n g e n t  o n  a p p r o p r i a t i o n "  
c l a u s e .  U n d e r w r i t i n g  s p r e a d  is a l s o  c o m p a r a b l e  f o r  l e a s e -  
p u r c h a s e  a n d  r e v e n u e  b o n d  f i n a n c i n g ,  a n d  in e i t h e r  c a s e  is m o r e  
c o s t l y  to t h e  S t a t e  t h a n  it is f o r  G . O .  b o n d  f i n a n c i n g .

T h e r e  a r e  v a r i o u s  r e a s o n s  w h y  s t a t e s  m i g h t  c o n s i d e r  u s i n g  t h e s e  
a l t e r n a t i v e s  i n s t e a d  o f  G.O. b o n d s .  R e v e n u e  b o n d s  a r e  o f t e n  
u s e d  a s  a w a y  t o  e n s u r e  t h a t  p r o j e c t  b e n e f i c i a r i e s  p a y  f o r  the 
c a p i t a l  c o s t  o f  a f a c i l i t y  t h r o u g h  u s e r  f e e s  t h a t  a r e  p l e d g e d  to 
t h e  p a y m e n t  o f  d e b t  s e r v i c e .  H o w e v e r ,  t h a t  p u r p o s e  is n o t  r e l e­
v a n t  w h e n  t h e  b o n d s  a r e  s e c u r e d  b y  a S t a t e  l e a s e  t h a t  w i l l  be 
p a i d  w i t h  t h e  S t a t e ' s  u n r e s t r i c t e d  r e v e n u e .  S o m e  g o v e r n m e n t s  
o p e r a t e  u n d e r  t h e  r e s t r i c t i o n  o f  l e g a l  l i m i t s  o n  G . O .  d e b t ,



w h i c h  c a n  b e  a v o i d e d  (for b e t t e r  o r  w o r s e )  b y  r e s o r t  to t h e s e  
f i n a n c i n g  t e c h n i q u e s .  T h e  S t a t e  o f  A l a s k a ,  h o w e v e r ,  d o e s  n o t  
h a v e  s u c h  a l i m i t  o n  t h e  b o o k s .  T h e  S t a t e  d o e s  h a v e  a l i m i t e d  
d e b t  c a p a c i t y  —  i f  t o o  m u c h  d e b t  is i s s u e d ,  t h e  S t a t e ' s  b o n d  
r a t i n g  w i l l  f a l l  a n d  h i g h e r  i n t e r e s t  r a t e s  w i l l  r e s u l t .  H o w­
e v e r ,  t h e  r a t i n g  a g e n c i e s  c o n s i d e r  l e a s e  r e v e n u e  b o n d s  a n d

1  l e a s e - p u r c h a s e  a g r e e m e n t s  i n  d e t e r m i n i n g  t h e  S t a t e ' s  r e m a i n i n g
d e b t  c a p a c i t y  (see A t t a c h m e n t  A: l e t t e r  to M i l t  B a r k e r  f r o m  
S t a n d a r d  a n d  P o o r ' s  C o r p o r a t i o n ) .  T h e  S t a t e  d o e s  n o t  c o n s e r v e  
i t s  d e b t  c a p a c i t y  b y  u s i n g  t h e s e  f i n a n c i a l  i n s t r u m e n t s .

T h e  e f f e c t i v e  i n t e r e s  • r a t e s  f o r  G . O .  b o n d s  w i l l  a l w a y s  b e  l o w e r  
t h a n  c o m p a r a b l e  r e v e n u e  b o n d  r a t e s .  H o w e v e r ,  r e v e n u e  b o n d s  c a n  
r e s u l t  i n  c e r t a i n  c o m p e n s a t i n g  c o s t  s a v i n g s ,  s u c h  a s  a v o i d a n c e  
o f  r e f e r e n d u m  c o s t  (i.e., t h e  c o s t  o f  p l a c i n g  a b o n d  p r o p o s i t i o n  
b e f o r e  t h e  v o t e r s )  a n d  p o s s i b l y  s o m e  p o r t i o n  o f  c o n s t r u c t i o n  
c o s t  i f  t h e  r e v e n u e  b o n d  m e c h a n i s m  r e s u l t s  i n  t i m e  s a v i n g s  (i.e., 
if t h e r e  is r e a l  i n f l a t i o n  i n  c o n s t r u c t i o n  c o s t s ,  a n d  c o n s t r u c­
t i o n  c a n  b e g i n  s o o n e r  b y  n o t  h a v i n g  to w a i t  f o r  t h e  n e x t  g e n e r a l  
e l e c t i o n ) . I n  a d d i t i o n ,  r e s e r v e  f u n d  r e q u i r e m e n t s  a p p l i c a b l e  t o  
l e a s e  r e v e n u e  b o n d s  m a y  r e s u l t  i n  t h e  r e a l i z a t i o n  o f  a r b i t r a g e  
i n c o m e  (by i n v e s t i n g  t h e  r e s e r v e  f u n d  a t  t a x a b l e  i n t e r e s t  r a t e s ) , 

\ t h u s  l o w e r i n g  t h e  n e t  c o s t  o f  d e b t  s e r v i c e .  It is c o m m o n l y  a s -
$ s u m e d ,  h o w e v e r ,  t h a t  G . O .  b o n d  f i n a n c i n g  w i l l  b e  l e s s  c o s t l y  t o

t h e  i s s u e r  c h a n  l e a s e  r e v e n u e  b o n d  f i n a n c i n g ,  an a s s u m p t i o n  t h a t  
w i l l  b e  e x a m i n e d  i n  m o r e  d e t a i l  l a t e r  i n  t h i s  m e m o .

W h y  e l s e  w o u l d  t h e  S t a t e  c o n s i d e r  u s i n g  l e a s e  r e v e n u e  b o n d ^  i n­
s t e a d  o f  G . O .  b o n d s ?  T h e r e  a p p e a r  t o  b e  t w o  b a s i c  r e a s o n s :

1. T h e r e  is a n  u n w i l l i n g n e s s  to a c c e p t  t h e  r i s k  o f  r e j e c t i o n  
o f  a G . C 1. b o n d  p r o p o s i t i o n  b y  t h e  L e g i s l a t u r e  o r  b y  t h e

j ‘ v o t e r s .

2. T h e r e  is a n  e m e r g e n c y  s i t u a t i o n  t h a t  r e q u i r e s  f a s t e r  
r e s p o n s e  t h a n  t h e  G. O .  b o n d  p r o c e s s  a l l o w s .

S i n c e  l e a s e - p u r c h a s e  a g r e e m e n t s  (or t a x - e x e m p t  le a s e s )  a r e  so 
c l o s e l y  a n a l o g o u s  t o  l e a s e  r e v e n u e  b o n d s ,  t h e  r e a s o n s  for p r e f e r ­
r i n g  o n e  t o  t h e  o t h e r  a r e  n o t  c l e a r .  T h e r e  m i g h t  b e  t e c h n i c a l  
c o n s i d e r a t i o n s  i n  a n y  s p e c i f i c  c a s e  (su c h  as t h e  a v a i l a b i l i t y  o f  
a n  a p p r o p r i a t e  i n t e r m e d i a r y )  t h a t  w o u l d  t e n d  to f a v o r  o n e  o p t i o n  
o v e r  t h e  o t h e r .

T r u e  L e a s e s

I n  a t r u e  l e a s e ,  t h e  l e s s o r  m a i n t a i n s  o w n e r s h i p  o f  t h e  p r o p e r t y  
t h r o u g h o u t  t h e  l e a s e  a n d  m a y  t a k e  a d v a n t a g e  o f  d e p r e c i a t i o n  a n d



a p p l i c a b l e  i n v e s t m e n t  t a x  c r e d i t  b e n e f i t s .  T h e s e  b e n e f i t s  c a n  
b e  p a s s e d  a l o n g  t o  t h e  l e s s e e .

If t h e s e  b e n e f i t s  a r e  t o  b e  r e a l i z e d  t h e n  t h e  l e s s o r  m u s t  b e  a 
t a x - p a y i n g  e n t i t y ,  w h i c h  w o u l d  t y p i c a l l y  r e l y  o n  t a x a b l e  d e b t  
for i t s  o w n  f i n a n c i n g  ( u n l e s s  i n d u s t r i a l  d e v e l o p m e n t  b o n d s  c a n  
be o b t a i n e d  f o r  a p a r t i c u l a r  p r o j e c t ) . A s  a r e s u l t ,  t h e  
r e q u i r e d  l e a s e  p a y m e n t s  u n d e r  a t r u e  l e a s e  u s u a l l y  m u s t  b e  h i g h  
e n o u g h  t o  c o v e r  t h e  l e s s o r ' s  t a x a b l e  d e b t  s e r v i c e  w i t h  i t s  h i g h­
er  i n t e r e s t  r a t e s .  A l t h o u g h  s u c h  i n t e r e s t  i s  t a x  d e d u c t i b l e  t o  
t h e  p r i v a t e  l e s s o r ,  t h i s  i s  o f f s e t  b y  t h e  f a c t  t h a t  t h e  l e a s e  
p a y m e n t s  c o n s t i t u t e  f u l l y  t a x a b l e  i n c o m e  t o  t h e  l e s s o r  (i.e., 
t h e r e  i s  r o  " t a x - e x e m p t  i n t e r e s t  c o m p o n e n t "  o f  a l e a s e  p a y m e n t  
m a d e  und e j  a t r u e  l e a s e ) .

In a d d i t i o n ,  t h e  I R S  w i l l  n o t  p e r m i t  t h e  l e s s e r  t o  t a k e  a d v a n­
t a g e  o f  d e p r e c i a t i o n  a n d  i n v e s t m e n t  t a x  c r e d i t s  d u r i n g  t h e  t e r m  
o f  t h e  l e a s e  a n d  t h e n  s e l l  t h e  p r o p e r t y  t o  t h e  l e s s e e  for a n o m­
i n a l  p r i c e  a t  t h e  e n d  o f  t h e  l e a s e .  S u c h  s a l e  a t  a n o m i n a l  p r i c e  
w o u l d  i n d i c a t e  t h a t  t h e  " l e a s ^ "  w a s  e q u i v a l e n t  t o  a n  i n s t a l l m e n t  
p u r c h a s e  a l l  a l o n g .  A  c o n s e q u e n c e  o f  t r u e  l e a s i n g  is t h a t  t h e  
l e s s e e  c a n n o t  a c q u i r e  t h e  p r o p e r t y  f o r  l e s s  t h a n  i t s  m a r k e t  v a l ­
ue a t  t h e  e n d  o f  t h e  l e a s e .  If t h e  p r o p e r t y  w e r e  a n  o f f i c e  b u i l d­
i n g  w h i c h  t h e  S t a t e  p l a n n e d  t o  o c c u p y  i n d e f i n i t e l y ,  a t r u e  l e a s e  
a r r a n g e m e n t  w o u l d  r e q u i r e  e i t h e r  t h a t  t h e  S t a t e  p u r c h a s e  it at 
m a r k e t  v a l u e  a f t e r  t h e  i n i t i a l  l e a s e  t e r m ,  c-r c o n t i n u e  T e a s i n g  
t h e  s p a c e  a f t e r  i t s  i n i t i a l  c o n s t r u c t i o n  c o s t  h a d  beer, p a i d  off.

In g e n e r a l ,  t h e  f o l l o w i n g  c o n s i d e r a t i o n s  a r e  i m p o r t a n t  in e v a l u­
a t i n g  t h e  m e r i t s  o f  t r u e  l e a s e  f i n a n c i n g :  *

1. W h a t  is t h e  c u r r e n t  s p r e a d  b e t w e e n  t h e  i n t e r e s t  r a t e s  
p a y a b l e  o n  t a x - e x e m p t  a n d  t a x a b l e  d e b t ?  T h i s  d i f f e r e n­
t i a l  c h a n g e s  o v e r  t i m e  in r e s p o n s e  t o  v a r i o u s  f a c t o r s ,  
i n c l u d i n g  t a x  l a w s  a n d  t h e  s u p p l y  a n d  d e m a n d  f o r  e a c h  
t y p e  o f  d e b t  i n s t r u m e n t .  In a d d i t i o n ,  i n t e r e s t  r a t e s  
o n  t a x a b l e  d e b t  a r e  p a r t i c u l a r l y  s u b j e c t  t o  v a r i a t i o n  
d e p e n d i n g  o n  t h e  t y p e  o f  p r o j e c t  b e i n g  f i n a n c e d  a n d  t h e  
r e l a t i v e  e a s e  o f  f i n d i n g  a l t e r n a t e  use.rs s h o u l d  t h e  S t a t e  
p u l l  o u t  c f  t h e  l e a s e .  O n e  w o u l d  e x p e c t  t h a t  t h e  s p r e a d  
b e t w e e n  t a x a b l e  a n d  t a x - e x e m p t  r a t e s  w o u l d  b e  g r e a t e r  
f o r  a p r i s o n  t h a n  f o r  a n  o f f i c e  b u i l d i n g  in d o w n t o w n  
A n c h o r a g e .  T r u e  l e a s e  f i n a n c i n g  b e c o m e s  m o r e  a t t r a c t i v e  
a s  t h e  s i z e  o f  t h e  s p r e a d  d e c r e a s e s .

2. C a n  t h e  p r i v a t e  d e v e l o p e r  o b t a i n  f i n a n c i n g  t h r o u g h  t a x -  
e x e m p t  i n d u s t r i a l  d e v e l o p m e n t  b o n d s  ( I D B s ) ? P r e s e n t l y ,  
F e d e r a l  r e g u l a t i o n s  a l l o w  i s s u a n c e  o f  I D B s  in e x c e s s  of 
$10 m i l l i o n  f o r  v a r i o u s  s p e c i f i c  t y p e s  o f  s t r u c t u r e s ,  
i n c l u d i n g  s p o r t s  a r e n a s ,  c o n v e n t i o n  c e n t e r s ,  a i r p o r t s ,
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d o c k s ,  a n d  s e v e r a l  o t h e r s .  H o w e v e r ,  n e i t h e r  p r i s o n s  
n o r  o f f i c e  b u i l d i n g s  a p p e a r s  o n  t h e  l i s t .  T h e  u s e  o f  
I D B s  h a s  c o m e  u n d e r  i n c r e a s i n g  s c r u t i n y  b y  C o n g r e s s ,  
p a r t i c u l a r l y  a s  i t  c o n t e m p l a t e s  w a y s  t o  r e d u c e  t h e  
F e d e r a l  b u d g e t  d e f i c i t .  L e g i s l a t i o n  h a s  b e e n  p r o p o s e d  
t h a t  w o u l d  s e v e r e l y  c u r t a i l  t h e  i s s u a n c e  o f  IDBs.

3. C a n  t h e  p r i v a t e  d e v e l o p e r  m a k e  f u l l  u s e  o f  d e p r e c i a­
t i o n  t a x  d e d u c t i o n s ?  if t h e  d e v e l o p e r  d o e s  n o t  m a k e  
a p r o f i t  i n  a p a r t i c u l a r  y e a r ,  t h o s e  b e n e f i t s  c a n n o t  
b e  r e a l i z e d  f o r  t h a t  y e a r .  W i l l  F e d e r a l  l a w  c o n t i n u e  
t o  a l l o w  t h e  d e v e l o p e r  t o  u s e  a c c e l e r a t e d  d e p r e c i a t i o n ,  
o r  w i l l  a n o t h e r  m e t h o d  s u c h  a s  s t r a i g h t - l i n e  d e p r e c i a t i o n  
o v e r  a g r e a t e r  n u m b e r  o f  y e a r s  b e  r e q u i r e d  in t h e  f u t u r e  
a s  h a s  b e e n  r e c e n t l y  p r o p o s e d  i n  C o n g r e s s ?

4. C a n  t h e  i n v e s t m e n t  t a x  c r e d i t  (ITC) b e  u s e d  t o  s i g n i f i­
c a n t  a d v a n t a g e  f o r  t h e  p r o j e c t  u n d e r  c o n s i d e r a t i o n ?  T h e  
I T C  i s  m o s t  s i g n i f i c a n t  w h e n  t h e  p r o j e c t  i n v o l v e s  t h e  
r e h a b i l i t a t i o n  o f  a n  h i s t o r i c  s t r u c t u r e .  P u b l i c  e n t i t i e s  
o w n i n g  s u c h  s t r u c t u r e s  h a v e  s o m e t i m e s  e n t e r e d  i n t o  s a l e -  
l e a s e b a c k  a r r a n g e m e n t s  w i t h  p r i v a t e  f i r m s  i n  o r d e r  t o  
b e n e f i t  f r o m  t h e  ITC. F o r  n e w  c o n s t r u c t i o n ,  h o w e v e r ,  t h e  
I T C  is c a l c u l a t e d  o n l y  o n  e q u i p m e n t  p u r c h a s e s  c u d  is g e n­
e r a l l y  o f  o n l y  m a r g i n a l  b e n e f i t .

5. W i l l  a p r i v a t e  d e v e l o p e r  b e  a b l e  t o  b u i l d  a p a r t i c u l a r  
s t r u c t u r e  f o r  l e s s  c o s t  t h a n  t h e  p u b l i c  s e c t o r  w o u l d  i n­
c u r  f o r  b u i l d i n g  t h e  s a m e  s t r u c t u r e ,  p e r h a p s  d u e  t o  t h e  
o p e r a t i o n  o f  e f f i c i e n c y  i n c e n t i v e s ?  I f  so, s o m e  o f  t h e  
c o s t  s a v i n g s  m i g h t  b e  p a s s e d  t h r o u g h  t o  t h e  p u b l i c  l e s s e e .

6. P r i v a t e  p r o p e r t y  o w n e r s  a r e  s u b j e c t  t o  p a y m e n t  o f  l o c a l  
r e a l  e s t a t e  t a x e s  w h i l e  p u b l i c  o w n e r s  a r e  n o t . ’ T h e  a d d e d  
c o s t  o f  s u c h  t a x e s  c o n s t i t u t e s  a f i n a n c i a l  p e n a l t y  u n d e r  
t h e  t r u e  l e a s e  a l t e r n a t i v e .  H o w e v e r ,  i f  a p u b l i c  o w n e r  
( e . g . , t h e  S t a t e )  w e r e  t o  m a k e  p a y m e n t s  to a m u n i c i p a l i t y  
i n  l i e u  o f  p r o p e r t y  t a x e s  (e.g., h i g h e r  r e v e n u e  s h a r i n g ) ,  
t h i s  f i n a n c i a l  a d v a n t a g e  o f  p u b l i c  o w n e r s h i p  w o u l d  b e  
lost.

7. U n d e r  a t r u e  l e a s e ,  t h e  l e s s e e  c a n n o t  a c q u i r e  t h e  p r o p e r t y  
a t  t h e  e n d  o f  t h e  l e a s e  f o r  l e s s  t h a n  i t s  f a i r  m a r k e t  
v a l u e .  I f  t h e  S t a t e  w e r e  to p l a n  i n d e f i n i t e  o c c u p a n c y
o f  a f a c i l i t y ,  it w o u l d  h a v e  to p l a n  e i t h e r  a c q u i s i t i o n  
a t  s u c h  p r i c e  o r  i n d e f i n i t e  e x t e n s i o n  o f  a l e a s e  a r r a n g e­
m e n t .  T h e r e  a r e  o b v i o u s l y  s o m e  p r o b l e m s  in e s t i m a t i n g  
t h e  f u t u r e  " m a r k e t  v a l u e "  o f  a f a c i l i t y  s u c h  as a m a x i ­
m u m  s e c u r i t y  j a i l .  In g e n e r a l ,  h o w e v e r ,  s u c h  an e s t i m a t e  
is e s s e n t i a l  t o  t h e  f i n a n c i a l  e v a l u a t i o n  o f  a t r u e  l e a s e  
p r o p o s a l .
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8. T h e  i n t e r e s t  p a i d  b y  a p r i v a t e  d e v e l o p e r  c a n  b e  d e­
d u c t e d  f r o m  t h e  d e v e l o p e r ' s  t a x a b l e  i n c o m e .  H o w e v e r ,  
t h e  r e n t a l  i n c o m e  r e c e i v e d  b y  a p r i v a t e  d e v e l o p e r  u n d e r  
a t r u e  l e a s e  is f u l l y  t a x a b l e .  T h e s e  t w o  f a c t o r s  t e n d  
t o  o f f s e t  e a c h  o t h e r ,  b u t  m u s t  b e  e x p l i c i t l y  r e c o g n i z e d  

i n  t r u e  l e a s e  e v a l u a t i o n s .

9. I n  c o n t r a s t  t o  l e a s e - p u r c h a s e  a g r e e m e n t s  o r  l e a s e  r e v e n u e  
b o n d s ,  t r u e  l e a s e  f i n a n c i n g  d o e s  h a v e  t h e  a d v a n t a g e  o f  
c o n s e r v i n g  t h e  S t a t e ' s  r e m a i n i n g  d e b t  c a p a c i t y .  T h e  
r a t i n g  a g e n c i e s  a r e  n o t  l i k e l y  t o  c o n s i d e r  l e a s e  p a y m e n t s  
m a d e  u n d e r  t r u e  l e a s e s  t o  b e  e q u i v a l e n t  t o  d e b t  s e r v i c e  
o b l i g a t i o n s .  T r u e  l e a s e  f i n a n c i n g  c a n  t h e r e f o r e  h e l p  
t h e  S t a t e  p r e s e r v e  a h i g h e r  b o n d  r a t i n g ,  t h o u g h  t h e  
a m o u n t  o f  s a v i n g s  t h a t  c a n  b e  a t t r i b u t e d  t o  a s p e c i f i c  
t r u e  l e a s e  a s  a r e s u l t  d e p e n d s  o n  h o w  i m p o r t a n t  it w a s  in 
p r e s e r v i n g  t h e  r a t i n g  a n d  h o w  m u c n  b o n d i n g  t h e  S t a t e  
u n d e r t a k e s  i n  t h e  f u t u r e .

L e a s i n g  a n d  D e b t

M u c h  d i s c u s s i o n  h a s  t a k e n  p l a c e  o n  t h e  e x t e n t  t o  w h i c h  l e a s i n g  
r e s e m b l e s  d e b t .  A l t h o u g h  a p p r o v a l  b y  t h e  L e g i s l a t u r e  a n d  t h e  
v o t e r s  is n e c e s s a r y  b e f o r e  G.O. d e b t  c a n  b e  i n c u r r e d ,  t h e  E x e c­
u t i v e  b r a n c h  c a n  u n i l a t e r a l l y  e n t e r  i n t o - a  l e a s e  t h a t  c a l l s  f o r  
a n n u a l  p a y m e n t s  o v e r  a l o n g  t e r m .  S u c h  l e a s e s  a l w a y s  c a r r y  t h e  
q u a l i f i c a t i o n  t h a t  p a y m e n t  is c o n t i n g e n t  o n  a n n u a l  l e g i s l a t i v e  
a p p r o p r i a t i o n s ,  a n d  it is t h i s  p r o v i s i o n  t h a t  m a i n l y  d i s t i n­
g u i s h e s  l e a s e s  f r o m  d e b t .  H o w e v e r ,  f o r  t h i s  t o  l:e a m e a n i n g f u l  
d i s t i n c t i o n ,  t h e  L e g i s l a t u r e  m u s t  a c t u a l l y  b e  p r e s e n t e d  w i t h  a 
m e a n i n g i i l  a n n u a l  c h o i c e .

T o  i l l u s t r a t e ,  a s s u m e  t h a t  a b a n k  s e l l s  c e r t i f i c a t e s '  o f  p a r t i c i ­
p a t i o n  i n  a l e a s e  t o  b e  p a i d  o y  t h e  S t a t e  o f  A l a s k a ,  a n d  t h a t  
t h e  C P s  r e c e i v e  a n  "A" r a t i n g  b y  o n e  o r  m o r e  o f  t h e  r a t i n g  a g e n­
cie s .  T h e  S t a t e ' s  n a m e  a p p e a r s  o n  t h e  f a c e  o f  t h e  s e c u r i t y .  
A s s u m e  cu r t h e r  t h a t  t h e  l e a s e  is f o r  a f a c i l i t y  t h a t  w o u l d  n o t  
b e  u s e d  b y  a n y  o t h e r  e n t i t y ;  f o r  e x a m p l e ,  a p r i s o n .  E v e n  t h o u g h  
t h e  c e r t i f i c a t e s  s t a t e  t h a t  p a y m e n t  is c o n t i n g e n t  o n  a n n u a l  
l e g i s l a t i v e  a p p r o p r i a t i o n s ,  t h e  e f f e c t  o f  n o t  a p p r o p r i a t i n g  t h e  
f u n d s  c o u l d  b e  s e v e r e .  E s s e n t i a l l y ,  t h e  i n v e s t o r s  h o l d i n g  t h e  
C P s  w o u l d  n o w  b e  h o l d i n g  w o r t h l e s s  p a p e r  w i t h  A l a s k a ' s  n a m e  o n  
it. It s e e m s  l i k e l y  t h a t  s u c h  a n  e v e n t  w o u l d  h a v e  a n e g a t i v e  
i m p a c t  o n  t h e  S t a t e ' s  c r e d i t  r a t i n g ,  t h o u g h  t h e r e  s e e m s  t o  be 
l i t t l e  c o n s e n s u s  a s  t o  h o w  s e r i o u s  it w o u l d  be. I f  the r e s u l t  
w e r e  a s u b s t a n t i a l  d e c l i n e  o f  t h e  S t a t e ' s  b o n d  r a t i n g  a l o n g  w i t h  
a j u m p  in t h e  i n t e r e s t  r a t e s  f a c e d  b y  t h e  S t a t e  a n d  its s u b d i v i­
si o n s ,  t h e  r e s u l t  w o u l d  b e  s e r i o u s  i n d e e d .  T h i s  p r o s p e c t  c o u l d  
f o r c e  t h e  L e g i s l a t u r e  t o  " c h o o s e "  t o  a p p r o p r i a t e  f u n d s  f o r  p a y ­
m e n t  o f  t h e  l e a s e .  O n  t h e  o t h e r  h a n d ,  p e r h a p s  t h e  i m p a c t  o f



n o n - a p p r o p r i a t i o n  w o u l d  b e  m u c h  m o r e  t o l e r a b l e .  It is a s u b j e c t  
w h i c h  s h o u l d  b e  m o r e  c l o s e l y  e x a m i n e d .

If t h e  S t a t e  e n t e r e d  i n t o  a t r u e  l e a s e  w i t h  a p r i v a t e  d e v e l o p e r  
w h o  o b t a i n e d  p r i v a t e  f i n a n c i n g  a t  t a x a b l e  i n t e r e s t  r a t e s ,  t h e n  
n o n - p a y m e n t  o f  t h e  l e a s e  w o u l d  n o t  b e  l i k e l y  to a f f e c t  t h e  
S t a t e ' s  c r e d i t  o r  t h e  c r e d i t  o f  a n y  o t h e r  p u b l i c  e n t i t i e s  in 
A l a s k a .  A  k e y  p o i n t  s e e m s  t o  be: d o e s  t h e  n a m e  o f  t h e  S t a t e  o r
a n y  o f  i t s  s u b d i v i s i o n s  a p p e a r  o n  t h e  f a c e  o f  a r a t e d  s e c u r i t y ,  
a n d  i f  so, w i l l  n o n - a p p r o p r i a t i o n  o f  a " l e a s e  p a y m e n t "  r e s u l t  in 
t h e  h o l d e r s  o f  s u c h  s e c u r i t i e s  l o s i n g  t h e i r  i n v e s t m e n t ?  If t h e  
a n s w e r  t o  t h e s e  q u e s t i o n s  i s  y e s ,  a n d  i f  t h e  S t a t e ' s  c r e d i t  is 
s e r i o u s l y  a f f e c t e d  a s  a r e s u l t ,  t h e n  t h e  s i m i l a r i t y  o f  l e a s i n g  
a n d  d e b t  f o r  t h a t  p a r t i c u l a r  c a s e  i s  s t r i k i n g .

C a s h  v e r s u s  G . O .  B o n d s

T h e  e v a l u a t i o n  o f  c a s h  f i n a n c i n g  c o m p a r e d ,  for e x a m p l e ,  w i t h  
G. O .  b o n d  f i n a n c i n g  is c o n c e p t u a l l y  d i f f i c u l t .  O n e  a r g u m e n t  is 
t h a t  A l a s k a  w o u l d  b e  f i n a n c i a l l y  b e t t e r  o f f  b y  b o n d i n g  f o r  c a p i­
t a l  p r o j e c t s  w h i l e  d e p o s i t i n g  c a s h  r e v e n u e s  i n  t h e  P e r m a n e n t  
F u n d .  I n  so d o i n g ,  t h e  S t a t e  w o u l d  r e a l i z e  e a r n i n g s  at t a x a b l e  
r a t e s  o f  i n t e r e s t  w h i l e  b o r r o w i n g  f u n d s  a t  l o w e r ,  tax-exemp*- 
r a t e s  o f  i n t e r e s t .  I g n o r i n g  t h e  e f f e c t  o f  P e r m a n e n t  F u n d  d i v i­
d e n d s  (i.e., a s s u m i n g  t h a t  t h e  g o v e r n m e n t  r e t a i n e d  a l l  P e r m a n e n t  
F u n d  e a r n i n g s ) ,  t h e  r e s u l t i n g  " a r b i t r a g e •i n c o m e "  w o u l d  l e a v e  t h e  
S t a t e  f i n a n c i a l l y  b e t t e r  o f f  th.> i f  c a s h  h a d  s i m p l y  b e e n  p a i d  
o u t  t o  f i n a n c e  c a p i t a l  c o n s t r u c t ,  in.

H o w e v e r ,  i n c r e a s e s  i n  b o n d i n g  w o u l d  p r o b a b l y  no t ,  in r e a l i t y ,  be 
a c c o m p a n i e d  b y  i n c r e a s e s  in P e r m a n e n t  F u n d  d e p o s i t s  o r  a n y  o t h e r  
t y p e  o f  g o v e r n m e n t  s a v i n g .  It i s  t h e r e f o r e  m i s l e a d i n g ,  o n e  m a y  
a r g u e ,  t o  a s s u m e  t h a t  e a r n i n g s  a t  t a x a b l e  r a t e s  o f  i n t e r e s t  c o n­
s t i t u t e  a n  o p p o r t u n i t y  c o s t  o f  c a s h  e x p e n d i t u r e  f o r  c a p i t a l  
p r o j e c t s .  T h e  a v a i l a b l e  c a s h  w i l l  b e  s p e n t  in a n y  e v e n t  —  
b o n d i n g  f o r  c a p i t a l  p r o j e c t s  w i l l  s i m p l y  e n a b l e  t h e  S t a t e  to 
s p e n d  m o r e  t h a n  it o t h e r w i s e  w o u l d ,  i n c r e a s i n g  f u t u r e  f i n a n c i a l  
o b l i g a t i o n s  i n  t h e  p r o c e s s .

It d o e s  a p p e a r  t h a t  b o n d i n g  c a n  b e  s a i d  t o  b e  " c h e a p e r "  t h a n  
c a s h  o n l y  if t h e  c a s h  t h a t  .is f r e e d  u p  b y  b o n d i n g  is i n v e s t e d  at 
a h i g h e r  r a t e  o f  r e t u r n .  If t h e  c a s h  t h a t  is f r e e d  u p  is s i m p l y  
e x p e n d e d  o n  s o m e t h i n g  e l s e ,  t h e n  it is d i f f i c u l t  to s e e  h o w  
b o n d i n g  c a n  s e r v e  t o  i m p r o v e  t h e  S t a t e ' s  f i n a n c i a l  p o s i t i o n .

C o m p a r i s o n  o f  F i n a n c i n g  M e c h a n i s m s  —  M a x i m u m  S e c u r i t y  J a i l

F i n a n c i a l  a d v i s o r s  to t h e  S t a t e  f r o m  F o s t e r  & M a r s h a l l / A m e r i c a n  
E x p r e s s ,  Inc. (F&M) h a v e  p r o v i d e d  d a t a  t h a t  e n a b l e  r o u g h  c o m p a r­
i s o n  o f  c e r t a i n  f i n a n c i n g  a l t e r n a t i v e s  f o r  t h e  p r o p o s e d  m a x i m u m  
s e c u r i t y  j a i l .  In t h e  o p i n i o n  o f  F & M ,  t h e  c a s h  f l o w  c o n s e -



q u e n c e s  t o  t h e  S t a t e  o f  t h e  l e a s e  r e v e n u e  b e n d  a n d  l e a s e - p u r­
c h a s e  a l t e r n a t i v e s  a r e  s o  n e a r l y  t h e  s a m e  t h a t  t h e y  m a y  b e  c o n­
s i d e r e d  i d e n t i c a l  f o r  p u r p o s e s  o f  r o u g h  f i n a n c i a l  a n a l y s i s .
T h u s ,  o n e  s e t  o f  f i g u r e s  b e l o w  r e f l e c t s  t h e  e x p e c t e d  c o s t s  o f  
e i t h e r  l e a s e  r e v e n u e  b o n d  o r  l e a s e - p u r c h a s e  f i n a n c i n g .  T h e  
o t h e r  s e t  o f  f i g u r e s  d i s p l a y s  e x p e c t e d  c o s t s  f o r  G. O .  b o n d  f i­
n a n c i n g .  A t  t h e  b o t t o m  o f  e a c h  c o l u m n  a r e  s h o w n  t h e  p r e s e n t  
v a l u e s  o f  e a c h  s t r e a m  o f  p a y m e n t s  c a l c u l a t e d  a t  s e l e c t e d  d i s­
c o u n t  r a t e s .

T h i s  e x a m p l e  i n c o r p o r a t e s  t h e  f o l l o w i n g  a s s u m p t i o n s :

1. C o n s t r u c t i o n  c o s t  i s  e s t i m a t e d  a t  $ 6 5  m i l l i o n .

2. G . O .  b o n d s  w o u l d  b e  r a t e d  "AA" w h i l e  r e v e n u e  b o n d s  o r  c e r­
t i f i c a t e s  o f  p a r t i c i p a t i o n  w o u l d  b e  r a t e d  "A." G.O. b o n d s  
r e c e i v e  t h e  h i g h e r  r a t i n g  s i n c e ,  u n l i k e  t h e  a l t e r n a t i v e s ,  
t h e y  a r e  f o r m a l l y  s e c u r e d  b y  t h e  S t a t e ' s  " f u l l  f a i t h  a n d  
c r e d i t . "  I n  o r d e r  for t h e  r e v e n u e  b o n d s  o r  C P s  to r e­
c e i v e  a n  "A" r a t i n g ,  t h e  p r o j e c t  e v a l u a t o r s  m u s t  be 
r e a s o n a b l y  c e r t a i n  e i t h e r  t h a t  t h e  L e g i s l a t u r e  w i l l  in
f a c t  a p p r o p r i a t e  t h e  n e c e s s a r y  f u n d s  t h r o u g h o u t  t h e  t e r m
o f  t h e  l e a s e ,  o r  t h a t  a l t e r n a t i v e  u s e r s  o f  t h e  f a c i l i t y  
c a n  r e a d i l y  b e  f o u n d  w i t h  t h e  c a p a c i t y  to a s s u m e  t h e  l e a s e  
p a y m e n t s .

3. A s  a r e s u l t  o f  t h e s e  r a t i n g s ,  t h e  i n t e r e s t  r a t e  p r o­
j e c t e d  f o r  G . O .  b o n d s  is e s t i m a t e d  t o  be 75 b a s i s  p o i n t s  
(.75%) b e l o w  t h e  r a t e  f o r  r e v e n u e  b o n d s  o r  CPs.

4. F o r  e a c h  a l t e r n a t i v e ,  g e n e r a l  f u n d  o u t l a y s  f o r  d e b t  
s e r v i c e  (or " l e a s e  p a y m e n t s " )  a r e  s c h e d u l e d  to o c c u r  o v e r  
a t e n  y e a r  p e r i o d .  T h e  t e n  y e a r  s c h e d u l e  i s  t y p i c a l  o f  
r e c e n t  G . O .  b o n d  o f f e r i n g s  b y  t h e  S t a t e  o f  A l a s k a .  T e n
y e a r s  w a s  s e l e c t e d  f o r  r e v e n u e  b o n d s  a n d  C P s  s i m p l y  f o r  f
c o m p a r i s o n  p u r p o s e s ,  a l t h o u g h  s h o r t e r  r e p a y m e n t  p e r i o d s  |
r e s u l t  i n  s i g n i f i c a n t  r e d u c t i o n  o f  t h e  p r e s e n t  v a l u e  o f  
S t a t e  c o s t .

5. T h e  a n a l y s i s  a s s u m e s  t h a t  f u n d s  a r e  o b t a i n e d  a n d  c o n s t r u c­
t i o n  b e g i n s  i n  t h e  s u m m e r  o f  1984, w i t h  c o m p l e t i o n  o f  t h e  
f a c i l i t y  s c h e d u l e d  for t h e  s u m m e r  o f  1986. T h e  r e v e n u e  !
b o n d / l e a s e - p u r c h a s e  a l t e r n a t i v e  a s s u m e s  t h a t  i n t e r e s t
w o u l d  b e  c a p i t a l i z e d  f o r  t h e  c o n s t r u c t i o n  p e r i o d ,  w i t h  |
l e a s e  p a y m e n t s  b e g i n n i n g  o n l y  a f t e r  t h e  f a c i l i t y  is c o m ­
p l e t e d .  (This a c c o u n t s  f o r  t h e  z e r o  n e t  d e b t  s e r v i c e  
s h o w n  i n  t h e  e x a m p l e  d u r i n g  t h e  f i r s t  t w o  y e a r s  in t h e  
l e a s e  r e v e n u e  b o n d / l e a s e - p u r c h a s e  c o l u m n , )  T h e  p r e s e n t  
v a l u e  o f  S t a t e  c o s t  is r e l a t i v e l y  i n s e n s i t i v e  in t h i s  !
e x a m p l e  t o  w h e t h e r  o r  n o t  i n t e r e s t  is c a p i t a l i z e d  for t h e  
c o n s t r u c t i o n  p e r i o d .



6. R e p a y m e n t  o f  G. O .  b o n d s  a s s u m e s  l e v e l  p r i n c i p a l  p a y m e n t s
t h r o u g h o u t  t h e  t e r m ,  c o n s i s t e n t  w i t h  t h e  S t a t e ' s  c u r r e n t  
p r a c t i c e .

7* M a n y  o t h e r  a s s u m p t i o n s  g o  i n t o  a n d  a f f e c t  t h e  a n a l y s i s ,  
i n c l u d i n g  e s t i m a t e d  r a t e s  o f  r e t u r n  o n  i n v e s t m e n t  o f  f u n d  
b a l a n c e s .  F o r  e x a m p l e ,  a d e b t  s e r v i c e  r e s e r v e  f u n d  e q u a l  
t o  o n e  y e a r ' s  d e b t  s e r v i c e  is t y p i c a l l y  r e q u i r e d  f o r  t h e  
r e v e n u e  b o n d  o r  C P  a l t e r n a t i v e s .  T h i s  r e s e r v e  f u n d  is 
m a i n t a i n e d  b y  a t r u s t e e  u n t i l  t h e  f i n a l  y e a r  o f  t h e  r e­
p a y m e n t  s c h e d u l e ,  a n d  i s  t y p i c a l l y  i n v e s t e d  a t  t a x a b l e  
r a t e s  o f  i n t e r e s t  in r e l a t i v e l y  l o n g - t e r m  s e c u r i t i e s .  A s  
a r e s u l t ,  a c e r t a i n  a m o u n t  o f  a r b i t r a g e  i n c o m e  is e a r n e d  
b y  t h e  r e s e r v e  fun d ,  o f f s e t t i n g  t h e  S t a t e ' s  a n n u a l  d e b t  
s e r v i c e  t o  s o m e  e x t e n t .  (On t h e  n e g a t i v e  s i d e ,  h o w e v e r ,  
t h e  n e e d  t o  b o r r o w  m o r e  in o r d e r  t o  e s t a b l i s h  a r e s e r v e  
f u n d  u s e s  u p  m o r e  o f  t h e  S t a t e ' s  r e m a i n i n g  d e b t  c a p a c i t y . )  
A s s u m p t i o n s  m a d e  o n  i n v e s t m e n t  o f  the r e s e r v e  f u n d  a f f e c t  
t h e  f i n a n c i a l  a t t r a c t i v e n e s s  o f  t h e  r e v e n u e  b o n d / C P  a l t e r­
n a t i v e s .  N o  r e s e r v e  f u n d  is r e q u i r e d  o r  e s t a b l i s h e d  f o r  
G . O .  b o n d s .



■ M a x i m u m  S e c u r i t y  J a i l  .
S t a t e  C a s h  F l o w  C o m p a r i s o n — N e t  D e b t  S e r v i c e

($ T h o u s a n d s )

G . O .  B o n d s

7 , 1 2 7
9 , 6 5 4

1 0 , 5 6 2
1 0 , 1 2 2
9 , 6 5 0
9 , 1 6 1
8 , 6 5 9
8 , 1 4 3
7 , 6 1 5
7 , 0 7 4

L e a s e - R e v e n u e  B o n d s  
P e r i o d  o r
E n d i n g  L e a s e  P u r c h a s e  A g r e e m e n t

7 - 1 - 8 5  0
7 - 1 - 8 6  0
7 - 1 - 8 7  1 1 , 1 8 0
7 - 1 - 8 8  1 1 , 1 8 0
7 - 1 - 8 9  1 1 , 1 7 6
7 - 1 - 9 0  : 1 1 , 1 7 9
7 - 1 - 9 1  1 1 , 1 7 9
7 - 1 - 9 2  1 1 , 1 7 6
7 - 1 - 9 3  1 1 , 1 7 7
7 - 1 - 9 4  1 1 , 1 7 9
7 - 1 - 9 5  1 1 , 1 7 8
7 - 1 - 9 6  9 , 8 9 0

N e t  P r e s e n t  V a l u e :

8% d i s c o u n t  r a t e  6 3 , 7 9 5  5 9 , 5 7 9
9% d i s c o u n t  r a t e  5 9 , 9 2 3  5 7 , 0 4 3

12% d i s c o u n t  r a t e  5 0 , 0 2 1  5 0 , 3 5 6

1 N e t  d e b t  s e r v i c e  m e a n s  d e b t  s e r v i c e  (or " l e a s e  p a y m e n t s " )
a f t e r  a l l o w a n c e  f o r  p a y o u t  o f  c a p i t a l i z e d  i n t e r e s t ,  a n d  a f t e r  
a l l o w a n c e  f o r  e a r n i n g s  o n  f u n d  b a l a n c e s  (’i n c l u d i n g  c a p i t a l­
i s e d  i n t e r e s t  f u n d ,  d e b t  s e r v i c e  r e s e r v e  f u n d ,  a n d  c o n s t r u c­
t i o n  f u n d ) .  I n  o t h e r  w o r d s ,  it r e f e r s  t o  n e t  g e n e r a l  f u n d  
e x p e n d i t u r e .
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F o r  t h i s  e x a m p l e ,  t h e  p r e s e n t  v a l u e  o f  S t a t e  c o s t  is a b o u t  $ 4 . 2  
m i l l i o n  l e s s  w i t h  G . O .  b o n d s  t h a n  w i t h  t h e  r e v e n u e  b o n d / C P  a l ­
t e r n a t i v e s ,  g i v e n  a n  8% d i s c o u n t  r a t e .  T h e  8% r a t e  i s  s u g g e s t e d  
b y  F & M  as p e r h a p s  t h e  m o s t  m e a n i n g f u l  r a t e ,  s i n c e  it r o u g h l y  
a p p r o x i m a t e s  t h e  S t a t e ' s  c o s t  o f  f u n d s  f o r  G. O .  d e b t .  T h e  c o m ­
p a r i s o n  i s  s e n s i t i v e  t o  t h e  s e l e c t i o n  o f  a d i s c o u n t  r a t e ,  h o w ­
eve r .  A t  9%, t h e  G . O .  b o n d  a d v a n t a g e  d e c l i n e s  to $ 2 . 9  m i l l i o n .  
T h o u g h  a 1 2 %  d i s c o u n t  r a t e  i s  u n c o m m o n l y  h i g h  f o r  p u b l i c  s e c t o r  
e v a l u a t i o n ,  t h e  p r e s e n t  v a l u e  o f  S t a t e  c o s t  d i s c o u n t e d  a t  12% is 
s l i g h t l y  h i g h e r  f o r  G. O .  b o n d s  t h a n  f o r  t h e  r e v e n u e  b o n d / C P  
a l t e r n a t i v e s .  T h e  r e a s o n  f o r  d i s p l a y i n g  a 12% d i s c o u n t  r a t e  
h e r e  i s  s i m p l y  t o  p o i n t  o u t  t h a t  n o t  o n l y  t h e  m a g n i t u d e  o f  t h e  
r e s u l t  b u t  t h e  r e s u l t  i t s e l f  c a n  b e  c h a n g e d  b y  a l t e r i n g  t h e  
d i s c o u n t  r a t e .

T h e  r e s u l t  c a n  b e  c h a n g e d  b y  m o d i f y i n g  o t h e r  a s s u m p t i o n s  as 
w e l l .  F o r  e x a m p l e ,  t h e  e f f e c t i v e  i n t e r e s t  r a t e  p a y a b l e  b y  t h e  
S t a t e  is r e d u c e d  a s  t h e  r e p a y m e n t  t e r m  is s h o r t e n e d .  T h e o r e t­
i c a l l y ,  a t  8% a n d  9% d i s c o u n t  r a t e s ,  t h e  p r e s e n t  v a l u e  o f  S t a t e  
c o s t  w o u l d  b e  l e s s  f o r  l e a s e  r e v e n u e  b o n d  o r  l e a s e - p u r c h a s e  
f i n a n c i n g  t h a n  f o r  G.O. b o n d s  i f  t h e  f o r m e r  w e r e  p a i d  o f f  o v e r  
a n  a c c e l e r a t e d ,  t h r e e - y e a r  t e r m  w h i l e  t h e  l a t t e r  w e r e  p a i d  o f f  
o v e r  a s t a n d a r d ,  t e n - y e a r  t e r m .  F u r t h e r ,  it s h o u l d  b e  n o t e d  
t h a t  a n y  b e n e f i t  f r o m  t i m e  s a v i n g s  o b t a i n a b l e  b y  u s i n g  l e a s e  
r e v e n u e  b o n d  o r  l e a s e - p u r c h a s e  f i n a n c i n g  h a s  n o t  b e e n  q u a n t i f i e d  
fo r  t h i s  . c o m p a r i s o n .

T h i s  l e a d s  t o  t h e  u n s a t i s f y i n g  c o n c l u s i o n  t h a t  g e n e r a l i z a t i o n s  
s h o u l d  b e  a v o i d e d .  It d o e s  a p p e a r  i n  t h i s  e x a m p l e  t h a t ,  a t  
g e n e r a l l y  a c c e p t e d  p u b l i c  s e c t o r  d i s c o u n t  r a t e s  a n d  s t a n d a r d  
r e p a y m e n t  t e r m s ,  G . O .  b o n d  f i n a n c i n g  is l e s s  c o s t l y  t o  t h e  S t a t e  
t h a n  t h e  l e a s e  r e v e n u e  b o n d / l e a s e - p u r c h a s e  a l t e r n a t i v e s .  B u t  
t h e s e  a l t e r n a t i v e s  c a n  b e  c o m p e t i t i v e  i f  f a v o r a b l y  s t r u c t u r e d ,  
arid t h e r e f o r e  s h o u l d  n o t  b e  r e j e c t e d  for a n y  s p e c i f i c  c a s e  o n  
f i n a n c i a l  g r o u n d s  b e f o r e  t h e  d e t a i l s  a n d  p o s s i b i l i t i e s  h a v e  b e e n  
c h e c k e d  out.

F & M  r e j e c t e d  t h e  t r u e  l e a s e  a l t e r n a t i v e  f o r  t h e  m a x i m u m  s e c u r i t y  
j a i l  w i t h o u t  d o i n g  a n y  d e t a i l e d  c a s h  f l o w  a n a l y s i s .  T h e  p r i m a r y  
r e a s o n s  f o r  r e j e c t i n g  t h e  t r u e  l e a s e  a l t e r n a t i v e  i n  t h i s  c a s e  
a p p e a r  t o  b e  as f o l l o w s :

1. A  p r i v a t e  d e v e l o p e r  w o u l d  n o t  b e  a b l e  t o  s e c u r e  t a x - e x e m p t  
i n d u s t r i a l  d e v e l o p m e n t  b o n d s  f o r  t h e  p r o j e c t .  S i n c e  t h e  
j a i l  f a c i l i t y  w o u l d  n o t  b e  r e a d i l y  a d a p t a b l e  t o  a l t e r n a­
t i v e  u s e s  i f  t h e  S t a t e  p u l l e d  o u t  o f  t h e  lea s r  , t h e  d e v e l ­
o p e r  w o u l d  f a c e  a h i g h e r  r i s k  o f  n o n - o c c u p a n c y  t h a n  w o u l d  
b e  f a c e d  f o r  a g e n e r a l  p u r p o s e  f a c i l i t y .  T h u s ,  t h e  d e v e l ­
o p e r  m i g h t  h a v e  d i f f i c u l t y  o b t a i n i n g  f i n a n c i n g  in t h e
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t a x a b l e  m a r k e t ,  a n d  w o u l d  p r o b a b l y  h a v e  to p a y  a n  i n t e r e s t  
r a t e  p r e m i u m  a n d / o r  d e m a n d  h i g h e r  r e n t a l s  f r o m  t h e  S t a t e  
t h a t  r e f l e c t e d  t h e  h i g h e r  risk.

2. T h e  F & M  r e p r e s e n t a t i v e  p l a c e d  c o n s i d e r a b l e  w e i g h t  o n  t h e  
s t a n d a r d  d i s a d v a n t a g e  o f  t r u e  l e a s i n g  t h a t  r e q u i r e s  
e i t h e r :

a. t h e  S t a t e  t o  p a y  f a i r  m a r k e t  v a l u e  f o r  t h e  f a c i l i t y  
a t  t h e  e x p i r a t i o n  o f  t h e  l e a s e  i n  o r d e r  t o  a c q u i r e  
o w n e r s h i p ;  o r

b. t h e  S t a t e  to c o n t i n u e  l e a s i n g  t h e  f a c i l i t y  i n d e f­
i n i t e l y ,  l o n g  a f t e r  t h e  i n i t i a l  c o n s t r u c t i o n  c o s t  
h a s  b e e n  p a i d  off.

3. T h e r e  is a q u e s t i o n  w h e t h e r  t h e  IRS w o u l d  a l l o w  t h e  fa­
c i l i t y  t o  q u a l i f y  f o r  t r u e  l e a s e  t a x  t r e a t m e n t .  I f  it
w e r e  c l a s s i f i e d  as l i m i t e d  o r  s p e c i a l  u s e  p r o p e r t y  t h a t  
c o u l d  o n l y  b e  u s e d  b y  t h e  l e s s e e  (i.e., t h e  S t a t e ) ,  t h e n  
t h e  I R S  m i g h t  c o n s i d e r  t h e  a r r a n g e m e n t  t o  b e  e s s e n t i a l l y  
a c o n d i t i o n a l  s a l e  a n d  n o t  a t r u e  l e a s e .

C o m p a r i s o n  o f  F i n a n c i n g  M e c h a n i s m s  —  A n c h o r a g e  S t a t e  O f f i c e  
B u i l d i n g

I n  e a r l y  1 9 8 3 ,  a f i n a n c i a l  r e v i e w  o f  t h e  p r o p o s e d  A n c h o r a g e  
S t a t e  O f f i c e  B u i l d i n g  w a s  p e r f o r m e d  b y  A r t h u r  Y o u n g  & C o m p a n y  
(AY) f o r  t h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n .  O n e  p u r p o s e  o f  t h e  
r e v i e w  w a s  t o  c o m p a r e  t h e  c o s t  t o  t h e  S t a t e  o f  p r i v a t e  (true 
l e a s e )  f i n a n c i n g  a n d  p u b l i c  (G.O. bond) f i n a n c i n g .  A r t h u r  
Y o u n g ' s  c o n c l u s i o n  a t  t h e  t i m e  w a s  t h a t  G.O. b o n d  f i n a n c i n g  
w o u l d  b e  s o m e w h a t  l e s s  c o s t l y  t o  t h e  S t a t e  t h a n  p r i v a t e  d e v e l­
o p m e n t / t r u e  l e a s i n g ,  b u t  t h a t  c h a n g e s  in a n y  o f  s e v e t a l  a s s u m p­
t i o n s  c o u l d  t i p  t h e  b a l a n c e  t h e  o t h e r  w a y  (see A t t a c h m e n t  B: 
e x c e r p t  f r o m  A Y  s t u d y ) . O n e  s u c h  a s s u m p t i o n  w a s  t h e  s p r e a d  
b e t w e e n  t a x a b l e  a n d  t a x - e x e m p t  i n t e r e s t  r a t e s .  A n c t h e r  w a s  t h e  
p r o b a b i l i t y  o f  c o n s t r u c t i o n  c o s t  o v e r r u n s ,  w h i c h  w o u l d  b e  b o r n e  
e n t i r e l y  b y  t h e  S t a t e  u n d e r  p u b l i c  f i n a n c i n g  b u t  b y  t h e  p r i v a t e  
d e v e l o p e r  u n d e r  p r i v a t e  d e v e l o p m e n t / f i n a n c i n g .

T h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  p r e s e n t l y  b e l i e v e s  t h a t  A Y ' s  
o r i g i n a l  a s s u m p t i o n s  s h o u l d  b e  m o d i f i e d .  F o r  e x a m p l e ,  i f  the 
m o s t  p l a u s i b l e  p u b l i c  f i n a n c i n g  a l t e r n a t i v e  is r e v e n u e  b o n d s  

i s s u e d ,  p e r h a p s ,  b y  A S H A ,  t h e n  t h e  i n t e r e s t  r a t e  o b t a i n a b l e  f o r  
p u b l i c  f i n a n c i n g  w o u l d  b e  s o m e w h a t  h i g h e r  t h a n  t h e  G.O. b o n d  
r a t e  u s e d  b y  A r t h u r  Y o u n g .  T h i s  r e d u c e s  t h e  s p r e a d  b e t w e e n  t h e  
l i k e l y  p u b l i c  a n d  p r i v a t e  i n t e r e s t  r a t e s ,  a n d  m a k e s  t r u e  l e a s i n g  
m o r e  a t t r a c t i v e .  O v e r a l l ,  t h e  D e p a r t m e n t  b e l i e v e s  t h a t  c u r r e n t  
c o n d i t i o n s  a n d  i n f o r m a t i o n  w a r r a n t  t h e  c o n c l u s i o n  t h a t  S t a t e



c o s t  u n d e r  p u b l i c  o r  p r i v a t e  f i n a n c i n g  w o u l d  b e  r o u g h l y  t h e
sam e .  In t h e  D e p a r t m e n t ' s  v i e w ,  t h e  m a j o r  r e a s o n  w h y  p r i v a t e  
f i n a n c i n g  i s  c o m p e t i t i v e  f o r  A n c h o r a g e  o f f i c e  s p a c e  b u t  n o t  
c o m p e t i t i v e  f o r  a j a i l  f a c i l i t y  is t h a t  t h e  h i g h e r  r i s k  o f  t h e  
l a t t e r  p r o j e c t  r e s u l t s  i n  t o o  h i g h  a s p r e a d  b e t w e e n  o b t a i n a b l e  
t a x - e x e m p t  a n d  t a x a b l e  i n t e r e s t  r a t e s .

T h e r e  is, h o w e v e r ,  o n e  o t h e r  e l e m e n t  t h a t  h a s  b e e n  l e f t  o u t  o f  ’
t h e  A n c h o r a g e  o f f i c e  b u i l d i n g  a n a l y s i s  t h a t  m i g h t  b e  s i g n i f i -  f,
c a n t .  T h e  A Y  a n a l y s i s  g o e s  o u t  f o r  t h i r t y  y e a r s  a n d  s t o p s  |
w i t h o u t  a c c o u n t i n g  f o r  t h e  c o s t  o f  c o n t i n u e d  l e a s i n g  o r  a c q u i -  1
s i t i o n  a t  f a i r  m a r k e t  v a l u e .  It m a y  b e  t h a t  t h e  p r e s e n t  v a l u e  §
o f  s u c h  c o s t  t h i r t y  y e a r s  c u t  is t o o  s m a l l  t o  a f f e c t  t h e  a n a l­
y s i s .  H o w e v e r ,  it is p l a u s i b l e  t h a t  t h e  b u i l d i n g  w o u l d  b e  in 
g o o d  c o n d i t i o n  a t  t h a t  t i m e  a n d  c o n s t i t u t e  a v e r y  v a l u a b l e  
a s s e t .  A f t e r  t h e  o r i g i n a l  c o n s t r u c t i o n  cos'1- h a d  b e e n  p a i d  o f f  
in t h i r t y  y e a r s ,  t h e  t r u e  l e a s e  a l t e r n a t i v e  w o u l d  r e q u i r e  t h a t  
t h e  S t a t e  e s s e n t i a l l y  p a y  f o r  it a g a i n .  T h i s  a s p e c t  o f  t h e  
a l t e r n a t i v e  s h o u l d  b e  e x p l i c i t l y  a c c o u n t e d  f o r  i n  a n y  f u r t h e r  
c o m p a r i s o n  o f  p u b l i c  a n d  p r i v a t e  f i n a n c i n g  o f  t h e  s t r u c t u r e .

C o n c l u s i o n s

1 . L e a s e  r e v e n u e  b o n d  a n d  l e a s e - p u r c h a s e  f i n a n c i n g  a r e  c l o s e­
ly a n a l o g o u s  m e c h a n i s m s  w i t h  h i g h l y  s i m i l a r  f i n a n c i a l  
c o n s e q u e n c e s .

2. T y p i c a l l y ,  G. O .  b o n d s  w i l l  b e  l e s s  c o s t l y  t o  t h e  S t a t e  
t h a n  l e a s e  r e v e n u e  b o n d s  o r  l e a s e - p u r c h a s e  a g r e e m e n t s .
H o w e v e r ,  t h e s e  a l t e r n a t i v e s  m i g h t  b e  c o m p e t i t i v e  in
s p e c i f i c  c a s e s  i f  f a v o r a b l y  s t r u c t u r e d .  ^

3. T r u e  l e a s i n g  is u n l i k e l y  t o  b e  c o m p e t i t i v e  f o r  f i n a n c i n g  3
s p e c i a l  p u r p o s e  f a c i l i t i e s .  It m i g h t  b e  c o m p e t i t i v e  m
for f i n a n c i n g  g e n e r a l  p u r p o s e  f a c i l i t i e s ,  b u t  d o e s  r e -  <1
q u i r e  t h a t  c o n t i n u e d  u s a g e  a f t e r  c o n s t r u c t i o n  c o s t s  h a v e  I
b e e n  p a i d  o f f  is p o s s i b l e  o n l y  t h r o u g h  c o n t i n u e d  l e a s i n g  1
o r  a c q u i s i t i o n  a t  f a i r  m a r k e t  v a l u e .  i

4. B o n d i n g  o r  l e a s i n g  c o u l d  b e  c o n s i d e r e d  " c h e a p e r "  t h a n  i
c a s h  a c q u i s i t i o n  o n l y  i f  t h e  c a s h  t h a t  w o u l d  b e  f r e e d  u p  4
is i n v e s t e d  b y  t h e  S t a t e  a t  h i g h e r  r a t e s  o f  r e t u r n .  ^

m m



M r .  K i l t  B a r k e r  
D e p u t y  C o m m i s s i o n e r  

D e p a r t m e n t  o f  R e v e n u e  

1 1 t h  F l o o r  S t a t e  O f f i c e  B i d e .  

P o u c h ,  S 3

J u n e a u ,  A l a s k a  f/9811

D e a r  M r .  B a r k e r :

r e g a r d i n g  c u r  v i e w s  o n  l e a s e  o b l i g a t i o n s .

L e a s e  P a y m e n t s  a r e  v i e w e d  i n  e s s e n t i a l l y  t h e  s a m e  l i g h t  

a s  d e b t  s e r v i c e  o n  g e n e r a l  o b l i g a t i o n  b o n d s ,  r e g a r d l e s s  of 

w h e t h e r  th'i o b l i g a t i o n  i s  c a n c e l l a b l e  d u e  t c  n o n - a p p r o p r i a t i o n .

I n  f a c t ,  d e b t  o b l i g a t i o n s  s e c u r e d  b y  l e a s e  p a y m e n t s  a r e  i n c l u d e d  

i n  o u r  c o m p u t a t i o n s  f o r  o v e r a l l  d e b t  b u r d e n .

M a n y  s t a t e s  d o  n o t  c o n s i d e r  l e a s e  r e n t a l  d e b t  u n d e r  d e b t  * 

l i m i t a t i o n  l a w s ,  p r i m a r i l y  b e c a u s e  l e g a l  i n t e r p r e t a t i o n s  v i e w  

t h e  o b l i g a t i o n s  t o  p a y  r e n t  a s  a n  a n n u a l  b u d g e t  i t e m ,  a n d  n o t  

a  l o n g  t e r m  d e b t  w i t h  a c o n t i n u i n g  a p p r o p r i a t i o n .  T h e  f a c t  

r e m a i n s ,  h o w e v e r ,  t h a t  t h e  d e b t  i s  s t i l l  o u t s t a n d i n g ,  a n d  p a y a b l e  

f o r  a s  l o n g  a s  t h e  p r o p e r t y  i s  b e i n g  u s e d  b y  t h e  l e s s e e ,  w h i l e  

m a n y  l e a s e s  p e r m i t  n o n - p a y m e n t  o f  r e n t  a n d  c a n c e l l a t i o n  c f  l e a s e  

o b l i g a t i o n s ,  S t a n d a r d  & P o o r ' s  w o u l d  b e  v e r y  c o n c e r n e d  a b o u t  an 

i s s u e r ' s  g e n e r a l  o b l i g a t i o n  r a t i n g ,  i n  t h o s e  c a s e s  w h e r e  l e a s e s  

w e r e  c a n c e l l e d  a s  a p l o y  to a v o i d  p a y i n g  d e b t  o b l i g a t i o n s .

I ' v e  e n c l o s e d  s o m e  i n f o r m a t i o n  r e g a r d i n g  o u r  a p p r o a c h  t o  - 

r a t i n g  l e a s e - r e n t a l  d e b t  o b l i g a t i o n s .  I f  y o u  h a v e  a n y  f u r t h e r  

r u e s t i o n s ,  f e e l  f r e e  t o  c o n t a c t  V l a d i m i r  S t a c n y k  c r  m v s e i f  a t  

( 2 1 2 )  2 0 1 - 1 7 6 7 .

c c :  V. S t a d n y k

T. A r t h u r

R i c h a r d  P. L a r k i n  

M a n a g i n g  V i c e  P r e s i d e n t  

M u n i c i p a l  F i n a n c e  D e p a r t m e n t

V e r v  T r u l v  Y o u r s ,
^  r  I ! I



A T T A C H M E N T  E

( E x c e r p t  from: " F i n a n c i a l  R e v i e w :  P r o p o s e d  A n c h o r a g e  S t a t e  
O f f i c e  B u i l d i n g . "  A r t h u r  Y o u n g  & C o . ,  F e b r u a r y  198 3 ,  pp. 14 - 
15.)

C. F I N A N C I N G

A  q u e s t i o n  h a s  b e e n  r a i s e d  a s  t o  t h e  a p p r o p r i a t e  a p p r o a c h  
f o r  f i n a n c i n g  a p r o p o s e d  n e w  b u i l d i n g .  P u b l i c  f i n a n c i n g  
w o u l d  h a v e  g e n e r a l l y  l o w e r  i n t e r e s t  r a t e s  ( a p p r o x i m a t e l y  
8% b a s e d  o n  t h e  m o s t  r e c e n t  S t a t e  f i n a n c i n g  v e r s u s  an 
a s s u m e d  12%, p l u s  25% o f  r e n t a l  i n c r e a s e s ,  f o r  p r i v a t e  
f i n a n c i n g ) . H o w e v e r ,  u n d e r  p u b l i c  o w n e r s h i p  a n d  f i n a n c i n g ,  
t h e  S t a t e  w o u l d  b e  r e s p o n s i b l e  f o r  p a y i n g  o p e r a t i n g  e x p e n s e s  
( e x c l u d i n g  r a a l  e s t a t e  t a x e s ) , w o u l d  n o t  r e c e i v e  g r o u n d  
r e n t a l  i n c o m e ,  a n d  w o u l d  n o t  h a v e  r e n t a l  p a y m e n t  o b l i g a­
t i o n s  .

D i s c o u n t i n g  a p p r o p r i a t e  A l t e r n a t i v e  I I I  r e v e n u e ,  c o s t  a n d  
d e b t  s e r v i c e  p a y m e n t s  t o  c o m p a r a t i v e  p r e s e n t  v a l u e s  at t h e  
S t a t e ' s  c u r r e n t  8% c o s t  o f  c a p i t a l  r e s u l t s  in t h e  f o l l o w­
in g  c o m p a r i s o n .

A N C H O R A G E  S T A T E  O F F I C E  B U I L D I N G  
C O M P A R I S O N  O F  F I N A N C I N G  C O S T S  
P U B L I C  VS. P R I V A T E  F I N A N C I N G

( O O P 1s)

P U B L I C P R I V A T E

R e n t a l
O p e r a t i n g  c o s t ,  n e t  o f  ,RET

$
8 6 , 9 0 2

$ 2 9 5 , 8 1 0

G r o u n d  l e a s e  r e v e n u e  —  
D e b t  s e r v i c e  c o s t 1 4 4 , 1 5 0

(34,184)

N e t  c o s t $ 2 3 1 , 0 5 2  $ 2 6 1 , 6 2 6

I n c l u d i n g  i n v e s t m e n t  in i n t e r i o r  f’_ w i s h i n g  a n a  
e q u i p m e n t .



P r i v a t e  s e c t o r  f u n d i n g  w o u l d  t h u s  l i k e l y  r e s u l t  i n  h i g h e r  c o s t
at t h e  c u r r e n t l y  p r o p o s e d  r e n t a l  r a t e s .  T h i s  d i f f e r e n c e  w o u l d
b e  a f f e c t e d  by:

1. A c h i e v i n g  t h e  $ 3 . 2 5  e c o n o m i c  1 9 8 6  r e n t a l  r a t e . I f  e c o n o m i c  
r a t e  i s  a c h i e v e d ,  t h e  p r e s e n t  v a l u e  c o s t  o f  p r i v a t e  s e c t o r  
f i n a n c i n g / o w n e r s h i p  w o u l d  b e  r e d u c e d  b y  s o m e  $25 m i l l i o n .  
T h e  t w o  f i n a n c i n g  a l t e r n a t i v e s  w o u l d  t h e n  h a v e  r o u g h l y  
e q u i v a l e n t  c o s t s .

2. A  c h a n g e  i n  t h e  r e l a t i o n s h i p  o f  p u b l i c  vs. p r i v a t e  s e c t o r  
i n t e r e s t  r a t e s . T h e  r e c e n t  d r a m a t i c  d e c r e a s e  i n  S t a t e  
i n t e r e s t  c o s t s ,  u s e d  in t h i s  a n a l y s i s ,  h a s  r e d u c e d  t h i s  
e x p e n s e  t o  l e s s  t h a n  t w o - t h i r d s  t h e  a s s u m e d  p r i v a t e  s e c t o r  
c o s t .  T h e r e  is io w a y  r e a d i l y  t o  d e t e r m i n e  w h e t h e r  t h i s  
s p r e a d  w i l l  c o n t i n u e .  I f  it n a r r o w s ,  p r i v a t e  s e c t o r  f i n a n e  
i n g  w o u l d  b e c o m e  l e s s  c o s t l y .

3. T h e  o b t a i n i n g  o f  i r e n t a l  r a t e  f o r  e x i s t i n g  s p a c e  b e l o w  t h e  
i n d i c a t e d  $ 2 . 2 5  (or $ 2 . 0 0 ,  if t h e  S t a t e ' s  s i t e  i n v e s t m e n t  
c a n n o t  b e  r e c o v e r e d )  in 198 3 .  If t h i s  o c c u r s ,  p r i v a t e  
s e c t o r  o w n e r s h i p / f i n a n c i n g  w o u l d  b e c o m e  m o r e  d e s i r e a b l e .

4. A  d e c i s i o n  b y  t h e  S t a t e  t o  m a k e  p a y m e n t s  in l i e u  o f  r e a l  
e s t a t e  t a x e s . S h o u l d  t h i s  o c c u r ,  u p  to $30 m i l l i o n  c o u l d  
b e  a d d e d  t o  t h e  c o s t  o f  p u b l i c  f i n a n c i n g .

5. A n  i n c r e a s e  in p r o j e c t  c o n s t r u c t i o n  c o s t s . B e c a u s e  t h e  
r e n t a l  r a t e  u n d e r  p r i v a t e  o w n e r s h i p / f i n a n c i n g  w o u l d  p r e ­
s u m a b l y  b e  f i x e d ,  i n c r e a s e d  c o n s t r u c t i o n  c o s t s  a b o v e  
e s t i m a t e d  l e v e l s  w o u l d  a d v e r s e l y  a f f e c t  o n l y  t h e  c o s t s  
o f  p u b l i c  f i n a n c i n g .  S h o u l d  t h e s e  c o s t s  b e  m o r e  t h a n  
a p p r o x i m a t e l y  15% o v e r  c u r r e n t  e s t i m a t e s ,  t h e  t w o  f i n a n c­
i n g  a l t e r n a t i v e s  w o u l d  h a v e  e q u a l  c o s t s .
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• (3) compile statistics necessary for the budget and other statistics 

required by the governor. (§ 8 art III ch 82 S L A  1955; a m  § 5 ch 186 

S L A  1957; a m  § 1 ch 11 S L A  1965)

Section

Arti :le 3. U n i f o r m  Purchasing.

Section
220. P urchasing  a g en t
230. C om petitive bids
231. E stim ation  of fly ing  hours req u ired  
240. A w ard of con tracts and  purchases 
250. D elegation  of d u ties

260. Preference for A laska  products 
270. P u rchases th rough  G eneral Services 

A d m in istra tion  
280. Leases

Sec. 37.05.220. Purc h a s i n g  a g e n t  The Department of Adminis­

tration is the purchasing agent for the state. The department shall

(1) purchase, rent, or otherwise provide for the furnishing of 

supplies, materials, equipment, or contractual services for all state 

agencies; •

(2) have power to authorize an agency to purchase directly certain 

specified supplies, materials, equipment, or contractual services under 

conditions and procedures prescribed in A S  37.05.230;

(3) prescribe the m a n n e r  in which supplies, materials, and equip­

men t  shall be purchased, delivered, stored, and distributed; '• •

(4) prescribe the time, manner, authentication, and form of ma k in g  

requisitions for supplies, materials, equipment, and contractual ser­

vices; ' '' '■ *

(5) fix standards of quality and quantity and develop standard spec­

ifications after consultation with the several state agencies, and 

approve or determine final specifications;

(6) have power to transfer to or between agencies or to sell or trade 

in supplies, materials, and equipment of agencies which are surplus, 

obsolete, or unused; and the department shall m a k e  proper atftust- 

ments in the accounts of the agencies concerned;

(7) prescribe the m a n n e r  of inspecting deliveries of supplies, mate­

rials, and equipment and of making tests of samples submitted with 

bids and samples of deliveries to determine compliance with specifica­

tions:

(8) prescribe standard forms for bids and contracts for construction, 

purchases of supplies, and other purposes, which bids and contracts 

m a y  contain provisions which the department considers necessary; but 

all contracts for constniction shall require the filing of an acceptable 

performance bond and a penalty provision for failure to perform the 

contract according to its terms;

(9) provide for other matters which m a y  be necessary to carry out 

tiie provisions of this chapter and the regulations adopted under it. (§ 1 

art IV ch 82 S L A  1955; a m  §§ 6, 7 ch 186 S L A  1957; a m  § 1 ch 55 S L A  

1960)



§ 37.05.250 A laska Statutes § 37.05.290 § 37.05.1

Sec. 37.05.250. Delegation of duties. T h e  department m a y  dele­

gate the duties imposed by this chapter to an employee of the state 

normally stationed in a town or location distant from the state capital. 

Agents so designated shall perform the duties as the department 

requires and in accordance with regulations established by the depart­

ment. (§ 5 art IV ch 82 S L A  1955)

Sec. 37.05.260. Preference for Alaska products. This chapter 

does not modify, amend, or alter A S  36.15.010 and 36.15.020 regarding 

preference for Alaska forest products, or A S  36.20.010 regarding 

preference to producers or dealers in Alaska except as provided in A S  

37.05.230(1). (§ 6 art IV ch 82 S L A  1955)

Sec. 37.05.270. P u r chases through General Services A d m i n i s­

tration. This chapter does not prevent the department from 

pin-chasing through the General Services Administration as provided 

by law. (§ 7 art IV ch 82 S L A  1955; added by § 11 ch 186 S L A  1957)

Sec. 37.05.280. Leases. T h e  department shall lease necessary 

space, and contract for the lease of space for the use of the state or an 

agency of the state, wherever it is necessary and feasible, subject to 

compliance with the requirements of A S  37.05.220 —  37.05.280. N o  

lease or contract for a lease m a y  provide for a period of occupancy 

greater than 40 years. A n  agency of the state requiring office, 

warehouse or other space shall lease the space through the department. 

N o  contract or lease execut ed after January 1,1S66, which provides for 

a payment or payments by the state in excess of $12,000 annually is 

valid unless the use of the space to be provided for by such contract or 

lease has been expressly approved by the legislature by concurrent 

resolution. (§ 8 art IV ch 82 S L A  1955; added by § J. ch 81 S L A  1959; 

a m  § 1 ch 94 S L A  1961; a m  § 16 ch 99 S L A  1965)

S e c tio n

Article 4. General Provisions.

S e c tio n
290 . Purpose
300. In te rp re ta tio n  of chap ter 
305. A pplicability  to U niversity  of A laska  
310. Fiscal y ear 
315. G ran ts to m unic ipalities 
315. G ran ts  to nam ed recip ients 
317. G ran ts  to un incorporated  

com m unities

318. F u rth e r  regu la tions prohibited 
325. D efinitions for AS 37.05.315 

37.05.317 
400. D efinitions for chap ter 
410. Short title

Sec. 37.05.290. Purpose. T h e  purpose of this chapter is to provide 

uniform financial procedures for all state agencies with respect to 

accounting, purchasing, post auditing, and related financial proce­

dures; and to revise financial procedures to obtain economy, efficiency, 

and integrity in handling public money. (§ 2 art I ch 82 S L A  1955; a m  

§ 2 ch 188 S L A  1970)
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S e n a t e  C o m m i t t e e  o n  S t a t e  Affairs

^'c P'sĉ er’ Chair • Pouch V
Juneau, Alaska 99811 

Official Business (907) 465-4954

j . ; . . I I

LETTER OF INTENT SB 466 (state affairs) 

S E N A T E  S TATE AFFA IR S  CO M M I T T E E

The legisl at u r e  has alre a d y  a p p r op r i a t e d  over $ 1 1 , 8 0 0 , 00 0  toward the 

a c q u i s i t i o n  of land and o ther costs a s s o c i at e d  with the state office 

comp l e x  in A n chorage. The site of the complex has been cleared and 

c o ndemned, and the state is on the verge of asking for bids for the new 

facility. In v iew of past l e g i s lative action in a p p r o p r i a t i n g  funds, and 

in vie w  o f  the progress alre a dy  made toward the compl e t io n  of a state 

of f i c e  complex in A n ch o r a g e ,  it is the intent of the l egislature that 

the progress on A n c h o r ag e  office complex is ad v a n c e d  beyond the stage 

w h e r e  the additional approval by law or special a p p ropriation as 

o u t l i n e d  in CSSB 466 (state affairs) is necessary.



A n c h o r a g e  O f f i c e  C o m e l e x  

G e n e r a 1 I n f o r m a t 1 o n

I h e  A n c h o r a o e  O f f i c e  L o m e 1ex D e v e l o c e c  a r o u n o  f o u r  m a i n  

c u i c e i  i. nee. C o n s o l  ioe.te fincnorage o f f i c e  s o a c e  at a l o c a t i o n  

s e l e c t e e  by t h e  S t a t e , m  a b u i l c i n g  G e s i g n e d  t o  m e e t  t h e  

S t a g e ’s requirement!, w h i l e  u t i l i z i n g  o r i v a t e  f i n a n c i n g .

W e  d e t e r m i n e d  th at  t h e  best w a y  t o  a c c o m o l i s h  t n i s  wa s 

f o r  t h e  s t a t e  to o r o c u r e  t h e  builc'ing site, p r e o a v'e 

c e r f o r m a r c e  s o e c i f i c a t i o n s , a n d  t h e n  bic f o r  d e v e l o p e r s  to 

d e s i g n . a u i i d , a n d  t h e n  l e a s e  t n e  r e c u i r e c  s t r u c t u r e  t o  t h e

S t a t e . T n e  S t a t e  w o u l d  l e a s e  t h e  b u i l d i n g  s i t e  t o  t h e

d ev el op er .f it  t h e  e nd  o f  t n e  A0 y e a r  g r o u n d  l e a s e  t n e  b u i i c m ;  

w o u l d  r e v e r t  t o  S t a t e  o w n e r s T i a .  I’v e  a t t a c h e d  u n e f  o u t l i n e s  

o f  t n e  c o m m e r c i a l  a nc  c r o u n c  ieases.N "

D o t / P f  h a s  b e e n  i n v o l v e d  s i n c e  t h e  b e g i n n i n g . T h e y  

selectee: t n e  c o n s u l t a n t  w h o  o r e o a r e c  t n e  p e r f o r m a n c e  

r e q u i r e m e n t s . a n o  h a v e  r e v i e w e o  all w o r k  t o  cate.

T n e  Did e v a l u a t i o n  w a s  c i v i c e c  int o t w o  s e g m e n t s . O u r  

c o n s u l t a n t  w o u l c  r e v i e w  t h e  bic d o c u m e n t s  t o  a s s u r e  all the

o a s i c  r e q u i r e m e n t s  w e r e  met. fill bioce>'= m e e t i n g  t h e

re c u i r e m e r . t s  w o u l c  be e v a l u a t e d .  F o r t y  p e r c e n t  o f  t h e  

e v a l u a t i o n  w o u l d  De b a s e c  o n  a e s t h e t i c  v a l u e s  o f  t h e  

builai.ng.fi b r e a k d o w n  o f  t h e  w e i g h t i n g  f a c t o r s  is p r o v i d e d  in 

s c n e c u i t  P. o f  t n e  o i c c m c  c r i t e r i a .  T h e  e v a l u a t i o n  w o u l d  be 

c e r f o r m e c  Dy a 5 m e m b e r  oanel.



A f t e r  t h e  a e s t h e t i c  sort ion w a s  s c o r e d  t n e  f i n a n c i a l  

s i x t y  p e r c e n t  o f  t h e  e v a l u a t i o n  w o u l d  be d o n e . T h i s  p o r t i o n  

w o u l d  be b a s e d  o n  l o w e s t  l i f e - c y c i e  c o s t  w i t h  t h a t  c o s t  b e i n g  

b a s e d  o n  r e n t a l  r a t e s , o o e r a t i n p  c o s t s  a n d  e s c a l a t i o n  f a c t o r s  

p r o v i c e d  by t h e  b i d d e r s .

T h e  s c o r e s  f o r  a e s t n e t i c  a n d  f i n a n c i a l  s e g m e n t s  w o u l d  be 

coniPinec, t h e  bic w o u l c  pe a w a r c e c , a n d  contract'; w o u l d  be 

si pnec.

T h e  s t r u c t u r e  w o u l o  i n c l u d e  a p p r o x i m a t e l y  350, 0£?0 net 

s o u a r e  feet o f  o f f i c e  s p a c e , £ 0 , 0 0 0  s c u a r e  feet o f  c o m m e r c i a l  

s p a c e , a  1 0 0 0  c a r  p a r k i n g  g a r a g e  a n c  e n o u g h  s y s t e m s  f u r n i t u r e  

t o  f u r n i s h  t n e  o f f i c e  s p a c e . T h e  f u r n i t u r e  w a s  i n c l u d e d  for 

t w o  p r i m a r y  r e a s o n s .  T h e  s p a c e  r e q u i r e m e n t s  we-'e bas e c  o n  t h e  

u t i l i z a t i o n  o~ s y s t e m s  f u r n i t u r e  s o  if if it w e r e  not u s e d  w e  

a n t i c i p a t e d  t h e  n e e c  f o r  s u b s t a n t i a l  a d d i t i o n a l  

soace. S e c o n d  iy w e  r e a l i z e d  t h e ^ e  w a s  l i t t l e  l i k l i h o o d  o f  

s e c u r i n g  a c a p i t a l  a D o r o c r l a t i o n  f o r  t h e  $ l c - $ 1 4  m i l l i o n  

n e c e s s a r y  t o  b u y  t h e  f u r n i t u r e .

At p r e s e n t  w e  a r e  c o m p l e t i n g  t h e  bic p a c k a g e  in c a s e  

t h e r e  is a d e t e r m i n a t i o n  t o  r e t u r n  t o  t h i s  a p p r o a c h  t o  

p r o c u r i n g  t h e  s t r u c t u r e . T h e  o n l y  r e v i s i o n  r e m a i n i n g  i n v o l v e s  

c l a r i f y i n g  t h e  c a l c u l a t i o n  of o p e r a t i n g  c o s t s  f o r  t h e  

p u r p o s e s  of b i o  e v a l u a t i o n  ano c o m p l e t i n g  t h e  lease.

Tr.e c o n s u l t a n t 1 s " c o o c  bal l - p a r K " e s t  i m a t e  o f  t h e  c o s t  

r e c u i r e c  t o  c o n s t r u c t  a b u i l d i n g  w h i c h  m e e t s  o u r  p e r f o r m a n c e  

r e q u i r e m e n t s  is $ 1 0 0 , 0 0 0 , 0 0 0  u n f u r n i s h e c , $ 1 1 ^ , 0 0 0 , 0 0 2  

f u m s n e c .



1 o c o n v e r t  o u r  o a c k a p e  f r o m  its p r e s e n t  p r i v a t e  

f i n a n c i n g  t o  a n  ASHft f i n a n c e d  a p o r o a c n  w o u l c  t a k e  

a p p r o x i m a t e l y  t h i r t y  w o r k i n c  c a y s  if all p o l i c y  d e c i s i o n s  

cc‘Ulc be n a n o  lee in a t i m e l y  m a n n e r .  N e i t h e r  l e a s e  w o u l d  be 

r e c u i r e b  in t h e i r  p r e s e n t  f o r m s . T h e  bic e v a l u a t i o n  w o u l d  be 

r e v 1 sec t o  e l i m i n a t e  i i f e - c y c l e  co s t  c a l c u l a t i o n s  as w e  w o u l  

e x p e c t  fiSHft t o  r e c u i r e  s o m e  f 0 " m  o f  " t r i p l e  ret lease".. A n y  

r e v i s i o n s  c o u l d  be a c c o m p l i s h e d  u n c e r  o u r  e x i s t i n g  c o n t r a c t  

w i t n  o u r  c u n s u l t a n t - W i 1 1 i a m  J . H i n :  anc Assoc.



A N C H O R A G E  O F F I C E  C O M P L E X  

D A T A  S H E E T

0 T h e  D e p a r t m e n t  of A d m i n i s t r a t i o n  c u r r e n t l y  manages approx i m a t e l y  9 0 3 , 0 0 0 

sq. ft. o f  leased and w a r e h o u s e  of f i ce  s p ac e  in Anchorage.

0 This s pace is spread among 71 d i f f e r e n t  l o c a t i o n s  in Anchorage.

0 The A n c h o r a g e  Office Comnlex will c o n s o l i d a t e  37 of those leases into a new 

f a c i l i t y  o f  appro x i m a te l y  3 5 0 , 0 0 0  s qu a r e  f e e t  of usable office space.

0 O n l y  o f f i c e s  w h i c h  are c o m p a t i b l e  w i t h  location in a general off i c e

b u i l d i n g  are to be located in the A0C.

° S p e c i a l i z e d  functions such as p u b l i c  health labs, animal carcass

i n c i n e r a t o r s ,  scientific l a b o r a t o r i e s ,  c o m p u t e r  centers and so forth are 

not i n cl u d e d  in the AOC.

0 AO C  will be built on state o w n e d  land w h i c h  was jointly selected by the

M u n i c i p a l i t y  of A n chorage and the S t a t e  of Alaska, located between "A" and

C o r d o v a  and between 5th and 6th Av e n u e  in d o w n t o w n  Anchorage.

0 A O C  will be built by a private d e v e l o p e r  u s i n g  private financing and then 

l e a s e d  to the State.

° AOC p r o j e c t  documents will permit the d e v e l o p e r  to includ;- a limited am o un t  

of retail space in order to enha n c e  the m i x e d  use potential of the project.

° A p p r o x i m a t e l y  1,000 spaces of on-s i t e p a r k i n g  are required in the project.

0 The S t at e  anticipates shared use o f  the parking spaces to supp o r t 

a f t e r - h o u r s  meetings and cultural events he' d  in the nearby vicinity.

TL.<* iT± beev-* c-\e Net
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December 27, 1983

(State leases its real p r o p e r t y  to 

a d e v e l o p e r  for p u r p o s e  o f  h a v i n g  a 

b u i l d i n g  b uilt upon it for the S t a t e s  use)

0 40 y e a r  term, no renewal option

S t a t e s ' s  Option: A. Improvements r e v e r t  to S t a t e  at t e r m i n a t i o n  of lease

at no cost; or

B. State C’;n r e q u i r e  removal c* im p r o v e m e n t s  fro m o u r  

p r o p e r t y  at no cost.

0 Rental rate for land set by State b a s e d  on c u r r e n t  v alue (rate u n s e t t l e d

y e t )

0 To be d e t e r m i n e d  by bid - intent is tha t  S t a t e s  land rental rate is

e s c a l a t e d  s ame w a y  as commercial lease

0 L a n d  r e n t  o w e d  to State is o f f s e t  a g a i n s t  commercial rent owed to

d e v e l o p e r

0 D e v e l o p e r  pays all taxes to a p p r o p r i a t e  t a x i n g  a u t h o r i t y

0 R e q u i r e s  d e v e l o p e r  to build the A O C / o r  be in d e f a u l t  on the g r o u n d  lease

° $ 1 0 0  m i l l i o n  -jrformance bond

0 L i q u i d a t e d  d a m a g e s  set at 1* annual rent fo r  e a c h  day o f  d e l a y e d

o c c u n a n c y

0 D p v e l o p e r  will m a i n t a i n  the premises

0 M a j o r  m a i n t e n a n c e , ' r e p a i r s , a l t e r a t io n s  r e q u i r e  St at e s  approval

0 D e v e l o p e r  will insure the premises to S t a t e  r e q u i r e m e n t s

0 L e a s e  m a y  be a s s i g n e d  to others w i t h  an equal o r  b e t t e r  financial s t a n d in g

than that of the d e v e l o p e r

0 A s s i g n m e n t  o r  s u b l e a s e  requires approval of  S t a t e

ABSTRACT OF GROUND LEASE

6/RECV/DW.3601



D e c e m b e r  27, 19C3

A B S T R A C T  OF C O M M E R C I A L  L E A S E

(State leases the comme r c i a l  

o f f i c e  s pace f rom th e  d e v e l o p e r )

0 40 y a a r  term, no o p t i o n  to r enew

0 Rental rate fo r  b u i l d i n g  set by bi d  p r o ce s s

0 Rental rate e s c a l a t i o n  se t  by bid proc e ss

0 O p e r a t i n g  c o s t  pass thru set by bid p r o c e s s

0 D e v e l o p e r  to p r o v i d e  all m a i n t e n a n c . ,  u t i l i t i e s ,  and s e r v i c e s

0 S t a t e can a s s i g n  and s u b l e a s e  to ot h e r s at its d i s c r e t i o n

0 D e v e l o p e r  will keep p r e m i s e s  i n s u r ed  to S tate r e q u i r e m e n t s

0 D e v e l o p e r  will share p r o c e e d s  of c o n d e m n a t i o n

0 D e v e l o p e r  will p e r i o d i c a l l y  r en ovate p r e mi s e s

0 If d e v e l o p e r  sells o r  t r ansfers p r em i s e s  to a n o t h e r ,  the l e a s e  shall remain

in e f f e c t  for the n e w  o w n e r

8 / R E C V / D W . 3601
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PO BOX 2716
ANCHORAGE. ALASKA 905!0 
(9071 276-4506

WHILE IN JUNEAU 
POUCH V
JUNEAU. ALASKA 99BII 
1907) 465-4939

REPRESENTATIVE JERRY WARD 
OISTRICT 13

MEMBER FINANCE COMMITTEE 
CHAIRMAN OF SUBCOMMITTEE ON 

COMMERCE 6 ECONOMIC DEVELOPMENT 
CHAIRMAN OF SUBCOMMITTEE ON LABCR 

MEMBER OF SUBCOMMITTEE ON STATE LOANS

M E M O RA N D U M

DATE: March 3, 1984

TO: S e n a t o r  Jan Faiks

Coo rd i n a t o r ,  Senate Anchorage Caucus

R e p r e s e n t a t i v e  Mae  Tisc h e r  

C oo r d i n a to r ,  House An chorage Caucus

FROM: R e p r e s e n t a t i v e  J erry Ward^

RE: Position Paper and Resolution No. 2

Last week the A nc h o r a g e  Caucus passed a resolution to ask the Governor 

to cease and de s i st  building of the Legisl a t i v e  Hall in Juneau without 

the express p e rmission of the the Legisla t u r e  and that we wanted the 

Go v ernor to know he did not have autho r i z a t i o n and has not received it. 

A d e l eg a t i o n  of Repr e s e n t a ti v e s  Bussell, Liska and m y s e l f  w ere appointed 

to d e l i v e r  the resol u ti o n  to the Governor. We are still waiting for 

3 a p p o i n t ee s  from the Senate side.

In light of the 

we w ould hope to 

the G o v e r n o r  will

recent appointed A t t o r n e y  General's opin i o n  of March 2, 

d e l i v e r  the resolution by the end of the day so that 

k now the Anchorage Caucus's position.

j / r / r y -  p i p * "  ^



A N C H O R A G E  C A U C U S  
P O S I T I O N  P A P E R  A N D  R E S O L U T I O N  N O .  2

W H E R E A S ,  t h e  A n c h o r a g e  C a u c u s  of t h e  A l a s k a  L e g i s l a t u r e  
i s  m a d e  u p  o f  10 m e m b e r s  o f  xhe S e n a t e  a n d  17 m e m b e r s  o f  t h e  
H o u s e  o f  R e p r e s e n t a t i v e s  e l e c t e d  f r o m  A n c h o r a g e  A r e a  
D i s t r i c t s .

W H E R E A S ,  t h e r e  a r e  f r o m  t i m e - t o - t i m e  m a t t e r s  o f  s p e c i a l  
c o n c e r n  t o  m e n d e r s  o f  t h e  A n c h o r a g e  C a u c u s  as to w h i c h  t h e  
C a u c u s  w i s h e s  to t a k e  a c o l l e c t i v e  p o s i t i o n  a n d  h a v e  t h a t  
p o s i t i o n  c o m m u n i c a t e d  to t h o s e  m o s t  c o n c e r n e d ;  a n d

W H E R E A S ,  o n e  s u c h  m a t t e r  is the c o n s t r u c t i o n  o f  a 
l e g i s l a t i v e  h a l l  in J u n e a u  b e i n g  p r o p o s e d  b y  t h e  b o r o u g h  o f  
J u n e a u  a n d  t h e  G o v e r n o r  o f  t h e  S t a t e  o f  A l a s k a  w i t h o u t
l e g i s l a t i v e  a p p r o v a l ;  e n d

W H E R E A S ,  b y  a n  o v e r w h e l m i n g  v o t e  t h e  H o u s e  o f  
R e p r e s e n t a t i v e s  h a s  e x p r e s s e d  i t s  o w n  d i s a p p r o v a l  o f  
p r e v i o u s l y  a n n o u n c e d  p l a n s  for c o n s t r u c t i o n  o f  a l e g i s l a t i v e  
h a l l  in J u n e a u ,  a n d  c o n s i d e r a t i o n  o f  t h e  s u b j e c t  is 
s c h e d u l e d  in t h e  S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e .

N O W ,  T H E R E F O R E ,  B E  IT R E S O L V E D  t h a t  it is the s e n s e  o f
t h e  A n c h o r a g e  C a u c u s  t h a t  the G o v e r n o r  a n d  o f f i c i a l s  o f  t h e  
C i t y  a n d  B o r o u g h  of J u n e a u  be, a n d  t h e y  h e r e b y  a r e ,  
r e s p e c t f u l l y  r e q u e s t e d  to c e a s e  a n d  d e s i s t  f r o m  p r e v i o u s l y  
a n n o u n c e d  p l a n s  for t h e  c o n s t r u c t i o n  o f  a n e w  l e g i s l a t i v e
h a l l  in J u n e a u  o r  at a n y  o t h e r  l o c a t i o n  w i t h i n  t h e  S t a t e  
w i t h o u t  f.' 'or c o n s u l t a t i o n  w i t h  a n d  e x p r e s s  d i r e c t i o n  f r o m  
t h e  L e g i s  'ure.
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W H E R E A S ,  t h o  A n c h o r a g e  C a u c u s  o f  t h e  A l a s k a  L e g i s l a t u r e  is 
m a d e  jp o f  10 m e m b e r s  o f  t h e  S e n a t e  a n d  17 m e m b e r s  o f  t h e  H o u s e  
of R e p r e s e n t a t i v e s  e l e c t e d  f r o m  A n c h o r a g e  A r e a  D i s t r i c t s .

W H E R E A S ,  t h e r e  a r e  f r o m  t i m e - t o - t i m e  m a t t e r s  o f  s p e c i a l  c o n c e r n  ' 
t o  m e m b e r s  o f  t h e  A n c h o r a g e  C a u c u s  as t o  w h i c h  t h e  C a u c u s  w i s h e s  to 
t a k e  a c o l l e c t i v e  p o s i t i o n  a n d  h a v e  t h a t  p o s i t i o n  c o m m u n i c a t e d  to 
t h o s e  m o s t  c o n c e r n e d ;  a n d  ’

• \ . . ■ . • "i;*-

W H E R E A S ,  o n e  s u c h  m a t t e r  is t h e  c o n s t r u c t i o n  o f  a l e g i s l a t i v e  
h a l l  in J u n e a u  b e i n g  p r o p o s e d  b y  t h e  b o r o u g h  o f  J u n e a u  a n d  t h e  G o v e r n o r  
o f  t h e  S t a t e  o f  A l a s k a  w i t h o u t  l e g i s l a t i v e  a p p r o v a l ;  a n d

W H E R E A S ,  A r t i c l e  IX, S e c t i o n  9, o f  o u r  A l a s k a  c o n s t i t u t i o n
p r o v i d e s  a t  p e r t i n e n t  p a r t :  >

•» . •' *

" N o  d e b t  s h a l l  b e  c o n t r a c t e d  b y  a n y  p o l i t i c a l  s u b­
d i v i s i o n  o f  t h e  s t a t e ,  u n l e s s  . . . r a t i f i e d  b y  a *
m a j o r i t y  v o t e  o f  t h o s e  q u a l i f i e d  t o  v o t e  a n d  v o t i n g
o n  t h e  q u e s t i o n . "

■ «.  *•-. * * .*•

arid,

W H E R E A S ,  i t  h a s  c o m e  to t h e  a t t e n t i o n  o f  t h e  A n c h o r a g e  C a u c u s  
t h a t  the b o r o u g h  o f  J u n e a u  d o e s  n o t  i n t e n d  to c o n d u c t  a v o t e  p e r m i t t i n g  
its v o t e r s  to r a t i f y  i t s  d e b t  f o r  t h e  c o n s t r u c t i o n  o f  t h e  l e g i s l a t i v e  
h a l l  w i t h i n  t h e  b o r o u g h  o f  J u n e a u ;  a n d

W H E R E A S ,  A r t i c l e  IX, S e c t i o n  8, o f  t h e  A l a s k a  c o n s t i t u t i o n  a l s o  
s t a t e s  at p e r t i n e n t  p a r t :

"No s t a t e  d e b t  s h a l l  b e  c o n t r a c t e d  u n l e s s  a u t h o r i z e d  
b y  lav: a n d  r a t i f i e d  b y  a m a j o r i t y  o f  t h e  q u a l i f i e d  
v o t e r s  o f  t h e  s t a t e . "

and,

W H E R E A S ,  t h e  A n c h o r a g e  C a u c u s  r e a s o n a b l y  c o n c l u d e s  t h a t  t h e  l o n g­
t e r m  l e a s e / p u r c h a s e  b e i n g  e n t e r e d  i n t o  b e t w e e n  t h e  b o r o u g h  o f  J u n e a u  
a n d  t h e  G o v e r n o r ' s  o f f i c e ,  w h e r e i n  t h e  b o r o u g h  of J u n e a u  is the 
S e l l e r / L a n d l o r d  a n d  t h e  G o v e r n o r ' s  o f f i c e  o r  S t a t e  o f  A l a s k a  is t h e  
P u r c h a s e r / T e n a n t ,  is a d e b t  w i t h i n  t h e  m e a n i n g  o f  A r t i c l e  IX, S e c t i o n  
8 o f  the A l a s k a  c o n s t i t u t i o n ;  a n d

W H E R E A S ,  t h e  A n c h o r a g e  C a u c u s  r e a s o n s  t h a t  t h e  t i t l e  o f  the 
t r a n s a c t i o n  is n o t  c o n t r o l l i n g ,  b u t  t h a t  a l l  t h e  p a r a m e t e r s  ot t h e



t r a n s a c t i o n  m u s t  b e  e v a l u a t e d  i n  d e t e r m i n i n g  t h a t  t h e  t r a n s a c t i o n  
is i n  f a c t  a d e b t  w i t h i n  t h e  m e a n i n g  o f  o u r  c o n s t i t u t i o n .  S u c h  
f a c t o r s  i n c l u d e ,  b u t  a r e  n o t  l i m i t e d  to:

P r o p o s e d  c o n s t r u c t i o n  of t h e  l e g i s l a t i v e  h a l l  o n  l a n d  
o w n e d  b y  t h e  S t a t e  o f  A l a s k a ,  a n d  t h e  i n t e n t i o n  o f  t h e  
p a r t i e s  to h a v e  t h e  S t a t e  o f  A l a s k a  o w n  the l a n d  a t  t h e  
e x p i r a t i o n  o f  t h e  l e a s e / p u r c h a s e  p e r i o d .

W H E R E A S ,  t h e  A n c h o r a g e  C a u c u s  h a s  b e e n  a d v i s e d  t h a t  t h e  
G o v e r n o r ' s  o f f i c e  d o e s  n o t  i n t e n d  t o  c o n d u c t  a n  e l e c t i o n  p u r s u a n t  t o  
A r t i c l e  IX, S e c t i o n  8 o f  t h e  c o n s t i t u t i o n ,  a n d  t h e r e f o r e  i n t e n d s  t o  
d e n y  t h e  p e o p l e  o f  t h e  S t a t e  o f  A l a s k a  t h e  o p p o r t u n i t y  to v o t e  f o r  o r  
a g a i n s t  t h e  a f o r e d e s c r i b o d  d e b t ;  a n d

W H E R E A S ,  p l a n s  a r e  n o w  u n d e r w a y  b y  t h e  c i t y  a n d  b o r o u g h  o f  J u n e a u  
t o  f i n a n c e  a n d  c o n s t r u c t  a l e g i s l a t i v e  h a l l  tc h o u s e  t h e  l e g i s l a t u r e  
o f  t h e  S t a t e  o f  A l a s x a ;  a n d

■

W H E R E A S , it a p p e a r s  to be t h e  i n t e n t i o n  o f  t h e  c i t y  a n d  b o r o u g h  
o f  J u n e a u  to e n t e r  i n t o  a l o n g - t e r m  l e a s e  o f  t h e  l e g i s l a t i v e  h a l l  w i t h
t h e  s t a t e ;  a n d

->

W H E R E A S ,  t h e  l e g i s l a t u r e  h a s  n o t  in a n y  m a n n e r  g i v e n  i t s  a p p r o v a l  
t o  t h e s e  p l a n s ;  a n d

W H E R E A S ,  A r t i c l e  III, S e c t i o n  22, of t h e  c o n s t i t u t i o n  o f  t h e  S t a t e  
o f  A l a s k a  p r o v i d e s :

" A l l  e x e c u t i v e  a n d  a d m i n i s t r a t i v e  . . . f u n c t i o n s ,  
p o w e r s ,  a n d  d u t i e s  s h a l l  b e  a l l o c a t e d  b y  l a w  a m o n g  
a n d  w i t h i n  h h e  p r i n c i p l e  d e p a r t m e n t s  . . . "

and,
l

W H E R E A S ,  a n  e x e c u t i v e  b r a n c h  w h i c h  d e t e r m i n e s  t h e  s e a t  o f  t h e  
.legislature, w i t h o u t  a p p r o v a l  o f  t h e  l e g i s l a t u r e ,  d i s r e g a r d s  t h e  A l a s k a  
c o n s t i t u t i o n  as a f o r e d e s c i i b e d ,  t h e  d o c t r i n e  of p o w e r s ,  a n d  v i o l a t e s  
t h e  s p i r i t  of c o m i t y  b e t w e e n  t h e  b r a n c h e s  o f  g o v e r n m e n t ;

I T . I S  T H E  S E N S E  O F  t h e  A n c h o r a g e  C a u c u s  o f  t h e  A l a s k a  l e g i s l a t u r e ,  
t h a t  t h e  H o n o r a b l e  B i l l  S h e f f i e l d ,  as w e l l  as t h e  c i t y  a n d  b o r o u g h  
o f  J u n e a u ,  c e a s e  a n d  d e s i s t  f r o m  a n y  p l a n  f o r  t h e  c o n s t r u c t i o n  o f  a. 
n e w  l e g i s l a t i v e  h a l l  in J u n e a u  o r  a t  a n y  o t h e r  l o c a t i o n  w i t h i n  t h e  
s t a t e ,  w i t h o u t  h a v i n g  r e c e i v e d  t h e  e x p r e s s  d i r e c t i o n  o f  t h e  l e g i s l a t u r e  
of t h e  S t a t e  of A l a s k a .
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D E P A R T M E N T  O F  L A W

OFFICE OF THE ATTORNEY GENERAL

M a r c h  2 , 1 9 8 4

T h e  H o n o r a b l e  M i k e  S z y m a n s k i  
A l a s k a  S t a t e  H o u s e  of R e p r e s e n t a t i v e s  

P o u c h  V
J u n e a u ,  A K  9 9 8 1 1

B/ii SHEFFIELD, G O V E R N O R

REPLY TO:

□  1031 W 4th A VENUE 
SUITE 200
ANCHORAGE. ALASKA 99501 
PHONE: 19071 276-3550

□  1st NATIONAL CENTER 
100 CUSHMAN ST.
SUITE 400
FAIRBANKS. ALASKA 99701 
PHONE: (9071 452-1568

E  POUCH K • STATE CAPITOL 
JUNEAU. ALASKA 99811 
PHONE: (9071 465-3600

Re: Q u e s t i o n s  c o n c e r n i n g  A l a s k a
L e g i s l a t i v e  K a i l  F a c i l i t y  
D e s i g n  ( p r o j e c t  R - 1 0 1 8 1 ) .
O u r  f i l e  n o . : 3 6 6 - 4 4 2 - 8 4

D e a r  R e p r e s e n t a t i v e  S z y m a n s k i :

T h i s  l e t t e r  r e s p o n d s  to y o u r  l e t t e r  o f  F e b r u a r y  9, 
19 8 4 ,  in w h i c h  y o u  a s k e d  s e v e n  q u e s t i o n s  c o n c e r n i n g  t h e  A l a s k a  
L e g i s l a t i v e  H a l l .  I n  a n s w e r i n g  y o u r  q u e s t i o n s  w e  w i l l  s e t  o u t  

f i r s t  y o u r  q u e s t i o n s ,  t h e n  o u r  r e s p o n s e s .

1. B y  w h a t  a u t h o r i t y  c a n  t h e  D e p a r t m e n t  of
T r a n s p o r t a t i o n ,  o r  t h e  A d m i n i s t r a t i o n ,  e x p e n d  
f u n d s  to d e s i g n  a n d  c o n s t r u c t  a f a c i l i t y  to be 
o c c u p i e d  o r  u s e d  b y  t h e  l e g i s l a t u r e ?

In o u r  o p i n i o n  o f  O c t o b e r  14, 1983, (Inf. Op. A t t ' y  
G e n . ;  3 6 6 - 1 0 1 - 8 4 ) ,  w e  e x p l a i n e d  t h a t  u n d e r  A S  3 5 . 1 0 . 0 1 0  the 
D e p a r t m e n t  of T r a n s p o r t a t i o n  a n d  P u b l i c  F a c i l i t i e s  m a y  c o n s t r u c t  
p u b l i c  b u i l d i n g s  o f  t h e  s t a t e .  A  c o p y  of t h e  o p i n i o n  is 
a t t a c h e d .  U n d e r  A S  3 5 . 2 5 . 0 2 0 ( 5 )  the t e r n  " p u b l i c  b u i l d i n g "  
m e a n s :  "a b u i l d i n g  o w e d  or c o n t r o l l e d  b y  a n d  h e l d  b y  t h e  s t a t e
for g o v e r n m e n t  o r  p u b l i c  u s e . "

* l a t a r eI n  s e c t i o n  95, ch. 106, S L A  1 9 8 3 ,  the legi< 
e n a c t e d  an a p p r o p r i a t i o n  f o r  t h e  p u r p o s e  o f  a c q u i r i n g  l a n d  in 
J u n e a u  f o r  s t a t e  f a c i l i t i e s .  T h a t  a p p r o p r i a t i o n  w a s  s u p p o r t e d  b y  
a s t a n d a r d  f o r m  3 5 a  w h i c h  p r o v i d e s  e v i d e n c e  t h a t  t h e  p u r p o s e  of 
the a p p r o p r i a t i o n  w a s  to a c q u i r e  t h e  s i t e  o f  a l e g i s l a t i v e  h a l l .  
T h e s e  m e a s u r e s  t a k e n  t o g e t h e r  p r o v i d e  s u f f i c i e n t  a u t h o r i t y  f o r  
D O T / P F  to p r o c e e d  w i t h  the d e s i g n  p h a s e  o f  the p r o j e c t .

2. W h a t  e x p l i c i t  l e g i s l a t i v e  a u t h o r i z a t i o n  e x i s t s  f o r  
a " l e g i s l a t i v e  h a l l ? "

S e e  t h e  a n s w e r  to q u e s t i o n  (1).

03-CSLW
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3. D o  y o u  f e e l  the A d m i n i s t r a t i o n  cat. m a k e  a
c o m m i t m e n t  to l e a s e  o r  p u r c h a s e  a l e g i s l a t i v e  
f a c i l i t y  or " l e g i s l a t i v e  h a l l "  vrithout e x p l i c i t  
a p p r o v a l  b y  the l e g i s l a t u r e ?

Yes. A d  h o c  l e g i s l a t i v e  a p p r o v a l  of s t a t e  l e a s e s
v i o l a t e s  t h e  d o c t r i n e  o f  s e p a r a t i o n  o f  p o w e r s .  T h e  l e a s e  of 
f a c i l i t i e s  f o r  p u b l i c  u s e  is n o t  a l e g i t i m a t e  p a r t  of the l a w  
m a k i n g  p o w e r .

4. U n d e r  A S  3 7 . 0 5 . 2 8 0 ,  c a n  t h e  A d m i n i s t r a t i o n  l e g a l l y  
e x e c u t e  a l e a s e  f o r  s p a c e  w h i c h  is in e x c e s s  of 
$ 1 2 , 0 0 0  a n n u a l l y ,  w i t h o u t  l e g i s l a t i v e  a p p r o v a l ?
In a s s e s s i n g  t h i s  q u e s t i o n ,  w o u l d  y o u  p l e a s e  
a d d r e s s  b o t h  a d m i n i s t r a t i v e  and l e g i s l a t i v e  s p a c e .

Y e s .  U n d e r  e x i s t i n g  l a w  t h e r e  is n o  b a s i s  f o r  
d i s t i n g u i s h i n g  b e t w e e n  o f f i c e  s p a c e  o c c u p i e d  b y  the l e g i s l a t u r e  
o r  t h e  e x e c u t i v e .

5. Is t h e  l e a s e  p u r c h a s e  a r r a n g e m e n t  c o n t e m p l a t e d  f o r  
t h i s  p r o j e c t  c o n s i d e r e d  b o n d  i n d e b t e d n e s s  o f  the 
S t a t e  of A l a s k a ?

No. L e a s e  p a y m e n t s  a r e  s u b j e c t  to a n n u a l  a p p r o p r i a t i o n  
b y  the l e g i s l a t u r e .

6. W i l l  the f u l l  g o o d  f a i t h  a n d  c r e d i t  of the s t a t e  
b e  s t a n d i n g  b e h i n d  t h e  a n t i c i p a t e d  p r o j e c t  b o n d i n g  
on t h i s  p r o j e c t ?  If so, h o w  c a n  t h i s  b e  c o m m i t t e d  
w i t h o u t  l e g i s l a t i v e  o r  v o t e r  a p p r o v a l ?

W e  h o p e  t h i s  l e t t e r  a n s w e r s  y o u r  q u e s t i o n s .  P l e a s e  
c a l l  if y o u  n e e d  f u r t h e r  a s s i s t a n c e .

No.

S i n c e r e l y ,

N O R M A N  C. G O R S U C H  
A T T O R N E Y  G E N E R A L

J a m e s  L. B a l d w i n  

A s s i s t a n t  A t t o r n e y  G e n e r a l

J L B :cyb 

A t t a c h m e n t
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C o n s t r u c t i o n  f i­

n a n c i n g  o f  a p u b l i c  
f a c i l i t y  b y  l e a s e  
a g r e e m e n t

Hon. D a n i e l  A. C a s e y ,  C o m m i s s i o n e i ? ATE 
D e p a r t m e n t  o f  T r a n s p o r t a t i o n  &

P u b l i c  F a c i l i t i e s  f i l e  n o
A H D

lion. L i s a  R u d d ,  C o m m i s s i o n e r  t e l e p h o n e  n o  
D e p a r t m e n t  of A d m i n i s t r a t i o n

FROM . SUBJECT
H e r m a n  C. G o r s u c n  

A t t o r n e y  G e n e r a l

By: W i l l i a m  F. C u m m i n g s
A s s i s t a n t  A t t o r n e y  G e n e r a l  
T r a n s p o r t a t i o n  S c c t i o n - J u n e a u

J a m e s  L. B a l d w i n  
A s s i s t a n t  A t t o r n e y  G e n e r a l  
G o v e r n m e n t a l  A f f a i r s - J u n e a u

T h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  (DOA) a n d  D e p a r t m e n t  
o f  T r a n s p o r t a t i o n  a n d  P u b l i c  F a c i l i t i e s  (D O T / P F )  h a v e  r e q u e s t e d  
o u r  a d v i c e  w h e t n c r  t h e r e  is s u f f i c i e n t  a u t h o r i t y  g r a n t e d  by l a w  
to p e r m i t  a s t a t e  a g e n c y  to f i n a n c e  the c o n s t r u c t i o n  o f  a p u b l i c  
f a c i l i t y  o n  s t a t e  l a n d  u n d e r  a l e a s e  a g r e e m e n t  w i t h  a d e v e l o p e r  
a n d  o w n e r  o f  t h e  f a c i l i t y  o t h e r  t h a n  the state. B r i e f l y ,  the 
l e a s e  a g r e e m e n t  c o n s i s t s  o f  a c o n v e y a n c e  o f  a l e a s e h o l d  i n t e r e s t  
i n  s t a t e  l a n d  to a d e v e l o p e r  w h o  c o n s t r u c t s  a f a c i l i t y  o n  the 
.a n d  w h i c h  is l e a s e d  b a c k  to the s t a t e .  U p o n  e x p i r a t i o n  of the 
l e a s e  a g r e e m e n t ,  the f a c i l i t y  e i t h e r  r e v e r t s  to the s t a t e  o r  the 
s t a t e  h a s  a n  o p t i o n  to p u r c h a s e  it.

U s i n g  t h i s  f i n a n c i n g  t e c h n i q u e ,  D O A  p r o p o s e s  to c e n ­
t r a l i z e  s t a t e  o f f i c e s  i n  A n c h o r a g e  a n d  D O T / P F  p r o p o s e s  to c o n ­
s t r u c t  a l e g i s l a t i v e  h a l l  in J u n e a u .  .Under b o t h  p r o p o s a l s ,  f a ­
c i l i t i e s  o w n e d  b y  o t n e r s  w o u l d  be l o c a t e d  o n  s t a t e  land. 1/ T h e  
a n s w e r s  to y o u r  q u e s t i o n s  i n v o l v e  c o n s i d e r a t i o n  o f  the i s s u e s  set 
o u t  b e l o w .

1. D o e s  f i n a n c i n g  a p u b l i c  f a c i l i t y  t h r o u g h  a l e a s e  
a g r e e m e n t  v i o l a t e  p r o v i s i o n s  o f  the A l a s k a  C o n s t i t u t i o n  g o v ­
e r n i n g  the c r e a t i o n  o f  s t a t e  d e b t ? ____________________________________

W e  b e l i e v e  t h a t  t h e  f i n a n c i n g  o f  c o n s t r u c t i o n  b y  l e a s e  
is v a l i d  o n l y  if t e r m s  a n d  c o n d i t i o n s  a r e  i m p o s e d  w h i c h  p r o v i d e  
s u f f i c i e n t  e v i d e n c e  t h a t  f u t u r e  l e g i s l a t u r e s  a r e  n o t  b o u n d  to a p -

1/ W e  b e l i e v e  c h a t  o c h e r  p u b l i c  f a c i l i t i e s  a r e  b e i n g  s t u d i e d  f o r  
f i n a n c i n g  by l e a s e  a g r e e m e n t  i n c l u d i n g  f a c i l i t i e s  f o r  t h e  A l a s k a  
V o c a t i o n a l  T e c h n i c a l  T r a i n i n g  C e n t e r  i n  S e w a r d  a n d  a m a x i m u m  s e ­
c u r i t y  p r i s o n .

0?00U*A«v 10/79)
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propriate mon ey for the rental. 2/ Article IX, section 8 of the 
A l a s k a  Constitution prohibits the creation of public debt except 
for capital improvements and then only after authorization by tne 
legislature and a vote of the people. The lease transactions 
propose d are a means to finance the construction of public f a c i l­
ities w i t h o u t  directly appropriating from the general fund for 
the cost of construction or authorizing the creation of debt by 
selling general obligation bonds. This makes it imperative that 
the state's right to possess and use the facility is contingent 
on annual appropriations from revenue anticipated for the fiscal 
y e a r  in w h i c h  the lease obligation is incurred. Traditionally, 
appropriations for lease payments are considered operating a p p r o­
priations w h i c h  lapse on June 30 of the fiscal year. A  lease 
agreement w hich provides for termination of the leasehold if s u f­
ficient appropriations to pay rent are noc enacted will negate 
the conclusion that a debt is created. A  oau-year lease w i t h  a u­
tomatic annual renewal for a m a x i m u m  number years upon e n a c t­
ment of an appropriation to finance the annual rent has been a p­
proved as a term which negates any possibility that a debt is 
created. Gude v. City of L a k e w o o d , 636 P . 2d 691 (Colo. 1931). 
See also Glennon Heights, Inc. v. Central Bank and Trust, 653 
P . 2d 672 (Colo. 1983).

2. Does existing law prevent a statt agency from e n­
tering into a lease agreement for the construction of a pub- 
lic facility?___________________________________________________________

The lease of state office space is governed by AS 37. ~ 
05.220 -- 37.05.280. These s t a t u t e’, require a competitive b i d­
ding process with award of the contract by DOA to the lowest r e­
sponsible bidder for the lease. However, the statutes provide 
one further requirement for office space leases w hich  is lacking 
in other state contracts for the purchase of goods or services. 
AS 37.05.280 provides in relevant part that "no contract or lease 
executed after January 1, 1966, w h i c h  provides for a payment or 
payments by the state in excess of $12,000 annually is v a l i d  u n­
less the use of the space to be p r o v i d e d  for by such contract or 
lease, has been expressly approved by the legislature by c o n c u r­
rent resolution." This provision requires legislative approval 
of v i r t ually all leases which the state executes to procure o f­
fice and other space. However, we believe thac this part of the

2/ The advice given in this m e m o r a n d u m  is consistent w i t h  the 
majority of state courts whic'i have considered the question. 
E._£. , Bulman v. M c C r a n e , 312 A, .id 857 (N.J. 1973)? State ex rel. 
Thomson v. G i s e l , VI N.W.2d 577 (Wise. 1956); but see O p i nion of 
the Justices, 79 A . 2d 753 (Me. 1951). ...
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statute is invalid for two reasons.

Article II of the A l aska Constitution requires that the 
legislature exercise the law-making power by the passage of a 
bill not by the adoption of a concurrent resolution. State v. 
A.L.I.V.E. V o l u n t a r y , 606 P . 2d 769 (Alaska 1980). F u r t h e r m o r e , 
the r equirement for legislative approval of a lease is a v i o l a­
tion of the doctrine of the separation of powers. Governmental  
power is allocated among the three branches of government by the 
Alaska Constitution. Some powers are logically allocated to the 
executive and others to the legislature. The power to execute 
the law on behalf or the state is one which falls to the e x e c u­
tive. Alaska Const. av*t. Ill, § 15. It is the role of fhe leg­
islature tc enact laws which establish the conditions under which 
the executive may enter into leases. Alaska.,Const. art. II, § 1. 
However, it is not appropriate for the legislature to r e serve a 
veto power over the enforcement decisions made by the executive. 
The legislature may amend or repeal the leasing authority for 

- "'OA. However, the legislature may not usurp the executive f u n c­
tion to lease facilities without destroying the system of checks 
and balances inherent in our tripartite system of government. 3/ 
Bradner v. H a m m o n d , 553 P.2d 1 (Alaska 1976).

DOT/PF has limited authority to dispose of land a c­
quired for public works other than highways. 4/ DOT/PF may " v a­
cate land or part of it, or rights in land acquired for public 
work purposes" by executing and filing a deed in the appropriate 
recording district upon vacating. AS 35.20.070. "Title reverts 
to the persons, heirs, successors, or assigns in w h o m  it was 
v ested at r.he time of the taking." Jd. All other disposals of 
land acquired for public works are conduccsd by the Department of 
Natural Resources ( D D R ) .

Before D N R  may lease state land, the public must be i n­
formed of the nature and terms of the conveyance. AlaxKa Const, 
art. VIII, § 10; AS 3 8 . 0 5 . 0 3 5 (a)(14), 38.05.345. DNR, acting in

3/ The cited portion of a S 37.05.280 w a s  held invalid on the 
Fasis of separation of powers and improper exercise of the law 
making power by the superior court in Marine View Tenants' A s s o­
ciation v. ASHA, No. 1JU-80-1037 CIV (Nov. 1, 1981). That case 
was not appealed. However, this decision has limited p r e c e d e n­
tial value until a final decision is rendered by the Alaska S u­
preme lourt.

4/ AS 19.05.070 grants broader discr e t i o n  to di pose of land 
acquired for highway purposes.
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C o m m i s s i o n e r  or A d m i n i s c r a t i o u

c o n c e r t  w i t h  D O A ,  m u s t  p r e s c r i b e  a d i s p o s a l  p r o c e d u r e  f o r  s t a t e  
l a n d  w h i c h  p r o v i d e s  t h e  s a f e g u a r d s  r e q u i r e d  b y  l a w  a n d  p e r m i t s  
t h e  c o n s t r u c t i o n  o f  a f a c i l i t y  w h i c h  the s t a t e  w i l l  l e a s e  f r o m  
t h e  d e v e l o p e r .  T h a t  p r o c e d u r e  m a "  i n c l u d e  t h e  g r a n t  o f  a l e a s e  
u n d e r  A S  3 8 . 0 5 . 3 1 5  to t h e  s t a t e  a g e n c y  r e s p o n s i b l e  f o r  t h e  f a c i l­
ity. T h e  l e a s e  g r a n t e d  b y  D N R  w i l l  a l l o w  t h e  l e s s e e  a g e n c y  to. 
s u b l e a s e  t h e  l a n d  f o r  d e v e l o p m e n t  o f  a l e a s e d  p u b l i c  f a c i l i t y  
u n d e r  s p e c i f i e d  t e r m s  w h i c h  w i l l  i n c l u d e  p r i o r  D N R  r e v i e w  a n d  
s e l e c t i o n  o f  t h e  s u b l e s s e e  a c c o r d i n g  to A S  3 7 . 0 5 . 2 3 0 .  T h e  s u b­
l e a s e  o f  t h e  l a n d  w i l l  c o n t i n u e  i n  e f f e c t  l o n g  e n o u g h  to s e c u r e  
f i n a n c i n g  f o r  t h e  f a c i l i t y .  T h e  p a y m e n t  o f  r e n t  u n d e r  t h e  l e a s e  
to the s t a t e  a g e n c y  f o r  t h e  f a c i l i t y  w o u l d  be c o n t i n g e n t  o n  the 
e n a c t m e n t  o f  a n n u a l  a p p r o p r i a t i o n s .  If t h e  l a a s e  is t e r m i n a t e d  
b;, the f a i l u r e  to a p p r o p r i a t e ,  the l e s s o r  w o u l d  b e  t h e  s u c c e s s o r  
to the s t a t e  a g e n c y ' s  r i g h t  to p o s s e s s  C h e  b u : I d i n g  u n t i l  r e v e r­
s i o n  o r  e x e r c i s e  o f  t h e  o p t i o n  to p u r c h a s e .

3. D o e s  e x i s t i n g  l a w  p r e v e n t  a s t a t e  a g e n c y  f r o m  o b ­
t a i n i n g  f i n a n c i n g  f r o m  a m u n i c i p a l i t y  to d e s i g n  a n d  c o n­
s t r u c t  a s t a t e - o c c u p i e d  f a c i l i t y  o n  s t a t e - o w n e d  p r o p e r t y  a n d  
t h e n  e n t e r  i n t o  a n  a g r e e m e n t  w i t h  the m u n i c i p a l i t y  f o r  p a y -  
b a c k  w i t h o u t  c o m p e t i t i v e  b i d d i n g ? _______________________________________

4

D O T / P F  is p r o p o s i n g  to f i n a n c e  the c o n s t r u c t i o n  o f  the 
l e g i s l a t i v e  h a l l  b y  least agreement:. T h e  Cif.y a n d  B o r o u g h  of 
J u n e a u  (city) w o u l d  s e l l  t a x  e x e m p t  m u n i c i p a l  r e v e n u e  b o n d s ,  s e ­
c u r e d  b y ft h e  l e a s e  p a y m e n t s  to b e  p a i d  by the s t a t e .  T h e  s t a t e  
w o u l d  t h e n  s u p e r v i s e  t h e  d e s i g n  a n d  c o n s t r u c t i o n  o f  t h e  f a c i l i­
t i e s  a n d  b e  t h e  c o n t r a c t i n g  a u t h o r i t y .

A s  a g e n e r a l  p r o p o s i t i o n ,  D O T / P F  h a s  t h e  a u t h o r i t y  to 
m a k e  c o n t r a c t s  w i t h  m u n i c i p a l i t i e s  f o r  p u b l i c  w o r k s .  A S  3 5 . 0 5 . -  
0 4 0 ( 7 ) .  T h e  p u r p o s e  o f  t h i s  f o r m  o f  c o n t r a c t  is f u r t h e r  d e f i n e d  
b y  A S  3 5 . 1 5 . 0 8 0 ( c ) ,  w h i c h  p r o v i d e s  in r e l e v a n t  p a r t ,  lv{.a] m u n i c i ­
p a l i t y  m a y  r e q u e s t  j o i n t  a s s u m p t i o n  o f  r e s p o n s i b i l i t i e s  w i t h  the 
d e p a r t m e n t  r e l a t i n g  to the p l a n n i n g ,  d e s i g n ,  a n d  c o n s t r u c t i o n  o f  
a p u b l i c  w o r k s  p r o j e c t . "  T h e  t e r m  " p u b l i c  w o r k s "  is v e r y  b r o a d  
a n d  i n c l u d e s  p u b l i c  b u i l d i n g s .  A  p u b l i c  b u i l d i n g  is o n e  w h i c h  is 
"owr,e d  o r  c o n t r o l l e d  a n d  h e l d  by t h e  s t a t e  f o r  g o v e r n m e n t  o r  p u b ­
lic  u s e . "  A S  3 5 . 2 5 . 0 2 0 ( 5 )  a n d  (6).

W e  b e l i e v e  t h a t  D O T / P F  m a y  c o n t r a c t  w i t h  t h e  c i t y  f o r  
t h e  p l a n n i n g ,  d e s i g n  a n d  c o n s t r u c t i o n  o f  t h e  l e g i s l a t i v e  h a l l .  
W e  r e a c h  t h i s  c o n c l u s i o n  b e c a u s e  u n d e r  t h e  p r o v i s i o n s  o f  the 
l e a s e  a g r e e m e n t ,  t h e  s t a t e  w i l l  h a v e  c o n t r o l  o v e r  t h e  b u i l d i n g  
w h i c h  it w i l l  h o l d  f o r  g o v e r n m e n t  p u b l i c  u s e .  A d d i t i o n a l l y ,  
th e  s t a t e  w i l l  h a v e  s i g n i f i c a n t  o w n e r s h i p  i n t e r e s t s  ir. t h e  f a c i l­
ity  b e c a u s e  it h o l d s  f e e  t i t l e  to the l a n d  u p o n  w h i c h  t h e  b u i l d -
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ing w i l l  be constructed and at the expiration of the lease agree­
ment, w i l l  own the building free of the interesr of the city. 
However, a contract may not alter the city's responsibility for 
r e p a y i n g  the long term debt established  to finance the cost of 
constr a c t J o n  of the facility.

Our m e m o r a n d u m  of May 9, 1983 indicated that AS 37.05.- 
230 generally requ ired competitive bidding to award a lease 
agreem ent which provides for the c o n struction of a public f a cil­
ity. However, competitive bidding is not required in all i n­
stances of public contracting. M c K i n n o n  v. A l p e t c o , 633 P..2d 281 
(Alaska 1981). The lease transaction under consideration may 
pr esent an instance where it is in the best interests of the 
state to negotiate directly w i t h  a m u n i c i p a l i t y  rather chan orrcr 
the contract to the lowest bidder. See AS 37.05.230(2). A  d e c i­
sion to negotiate directly requires a detailed finding of fact in 
w r i t i n g  by DOA. In the finding of fact, the commissioner must 
ju s t i f y  the conclusion that n e gotia tion is in the best interests 
of the state. A  municipality enjoys a preferred status when 
dealing w i t h  the state.- Intergovernmental contracts are not g o v­
erned by the same considerations a pplicable to the state when it 
is partici pating in tne open market place. It is probable that a 
facility can be financed cheaper w i t h  municipal revenue bonds 
than by private means. It may be futile to obtain any advantage 
f r o m  the competitive bid process. If DOA sets out ultimate facts 
in the finding w h i c h  supports the conclusion that negotiation 
furthers the public's interest, then competitive b i dding is not 
required. Libby v. City of D i l l i n g h a m , 612 P . 2d 33, 45 (Alaska 
1 9 8 0 ) ( R a b i n o w i t s , J. concurring). However, the award without 
competitive bidding w o u l d  be subject to judicial review to deter­
mine w h e t h e r  the decision was arbitrary, capricious or: an abuse 
of discretion. M c K i n n o n , 633 P.2d at 287; Herts Drive-Ur-Self 
Systems. Inc. v. Tucson Airport A u t h o r i t y , 299 P . 2d 1071 (Ariz. 
1956); Volume Services Division or Interstate United Corp. v. 
Canteen  C o r p ., 369 So. 2d 391 (Fla. App. 1979).

4. Does the appropriation to finance the site a c q uisi­
tion and pl anning for a leg islative hall contain defect:; 
w h i c h  prevent DOT/PF from p r o c e e d i n g  wit h the p roject?______

Section 95, ch. 306, SLA 1983 appropriates $4,500,000 
to D O T / P F  plus other money re ceived for land acquisition and 
facilities planning in Juneau. The land acquisition, planning, 
and pre liminary design efforts for the legislative hall will be 
paid from this appropriation.

This section makes an a p p ropriatio n from two sources; 
$4,500,000 from the general fund and an unspecified amount from
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an u n s p e c i f i e d  source. 5/ This appropriation is for land a c q u i­
sition and facility planning in Juneau.

The a p p ropriati on contains a unambiguous statement of 
purpose that D O T / P F  is appropriated at least $4,500,000 for land 
a cquisition  and facilities planning in Juneau. There is no spe­
cification of the p u bl ic facility upon which the appropriation 
may be expended. The use of the $4,500,000 appropriated for site 
acquisition, planning, and preliminary design for the legislative 
hall is w i t h i n  the purpose set out in the appropriation. H o w­
ever, the a p p r o p r i a t i o n  of money w h i c h  may be received from other 
sources presents a serious legal is ,.e. Because no amount is
stated  for the appropriation, suffice-nt authorization may not 
exist to expend the monev.beyond the $ 500,000. o/ n o n e t h e l e s s ,
the u n s p e c i f i e d  source of the appropriation is presumably sever­
able from the g e n e r a l  fund part of the a ppropriation which is 
stated w i t h  s pecif icity in the amount of $4,500,000. AS 01.10.- 
030. Consequently, until you begin receiving amounts from "other 
sources," w h a t e v e r  they may be, the expenditure of general fund 
money a uthorized by the appropriation is not a problem.

CONCLUSION

We b e l i e v e  there is sufficient authority under existing 
law to finance the construction of a public facility by lease.
However, Decause this financing technique is not specifically 
authorized by law, w e  cannot w i t h  absolute certainty advise you
that a court w o u l d  agree with our opinion. You should make a l­
lowance for this risk when you plan further development of each 
project to be f i n a n c e d  by the lease purchase method.

W F C :e b c :p r m / J L B :pj g

cc: Hon. H a r o l d  J. Raynolds, Jr.
C o mmi ssioner 
Depar t m e n t  of Education

5/ We presume "the other money received" was intended to include 
money to be p r o v i d e d  under a lease agreement w i t h  the city as 
discuss ed in s e ction 3, s u p r a .

6/ Each a p p r o p r i a t i o n  must state an amount. AS 24,30,030. It 
i's not n e c e s s a r y  for the appropriation Act to set out the amount 
in dollars and cents if the appropriation contains provisions 
w hich make the amount capable of mathematical calculation. Orbi- 
son v. Welsh, 179 N . E . 2 d  727 (Ind. 1962).
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M E M O R A N D U M

TO: S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e

FROM: S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  S t a f f  

RE: SB 46 6  L e a s e s  by t h e  s t a t e

DATE: April 3, 1984

P R O P O S E D  C O M M I T T E E  S U B S T I T U T E  (v e r s i o n  5)

Th e  p r o p o s e d  C S S B  466 ( s t a t e  a f f a i r s )  require?, a p p r o v a l f o r  t h e  p r o c u r e m e n t  of 

s p a c e by law o r  s p e c i f i c  a p p r o p r i a t i o n  b e f o r e  e x e c u t i o n  o f  a c o n t r a c t  or lease 

m a y  tak e  place. L e a s e s  a n d  c o n t r a c t s  a f f e c t e d  by this l e g i s l a t i o n  e i t h e r  

e x c e e d  a c o s t  of e i t h e r  $ 1 , 0 0 0 , 0 0 0  a n n u a l l y ,  o r  e x c e e d  a total c o n s i d e r a t i o n  of 

$ 1 , 0 0 0 , 0 0 0  w h e r e  any p a r t  of the c o n s i d e r a t i o n  m a y  be u s e d  t o w a r d  a c q u i s i t i o n  of 

the p r o pe r t y .

Thi s v e r s i o n  o f  the bill a l s o  c o n t a i n s  a p r o v i s i o n  ( b e g i n n i n g  pa g e  1, line 28) 

e x e m p t i n g  le as e s  e x e c u t e d  b e f o r e  the e f f e c t i v e  d a t e ,  o r  l e a s e s  e x e c u t e d  a f t e r

the e f f e c t i v e  d a t e  w h e r e  the site has bee n  a c q u i r e d  a n d  the b i d  d o c u m e n t  has

b een p r e p a r e d .

O R IG I NA L  V E R S I O N  OF T H E  BILL

T h e  o r i g i n a l v e r s i o n  of  SB 4 6 6  r e q u ir e s  c o n t r a c t s  o r  l e a s e s  t h a t  fall u n d e r  

e i t h e r  o f  the two e x a m p l e s  b e l o w  be s u b j e c t  to s p e c i f i c  a p p r o p r i a t i o n :

- - t h e  annual rental p a y m e n t  is in e x c e s s  of $ 1 5 0 , 0 0 0  an d  the 

t e r m  of the lease e x c e e d s  3 y e a r s ;

— if any of the c o n s i d e r a t i o n  f o r  the l ease o r  c o n t r a c t  m a y  be 

a p p l i e d  t o w a r d  a c q u i s i t i o n  of the p r o p e r t y ,  a n d  t h e  total

a c q u i s i t i o n  e x c e e d s  $ 1 5 0 , 0U0 (in this c a s e ,  the bill

r e q u i r e s  t h a t  the a p p r o p r i a t i o n  be f o r  the total rental 

p a y m e n t  a n d  all c o s t s  o f  the a c q u i s i t i o n ) .



The bill has a zero fiscal note

Back-up information

Fiscal note from the Department of Administration 

List of state leases exceeding $1,000,000 a year

Fiscal information
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MEMORANDUM

TO: Senate State Affairs Committee

FROM: Senate State Affairs Committee Staff 

RE: SB 466 Leases by the state

DATE: March 29, 1984

PROPOSED COMMITTEE SUBSTITUTE

The proposed CSSB 466 (state affairs) requires approval for the procurement 
of space by law or specific appropriation before execution of a contract or 

lease may take place. Leases and contracts affected by this legislation 
either exceed a cost of either $1,000,000 annually, or exceed a total 
consideration of $1,000,000 where any part of the consideration may be used 

toward acquisition of the property.

ORIGINAL VERSION OF THE BILL

The original version of SB 466 requires contracts or leases that fall under 
either of the two examples below be subject to specific appropriation:

--the annual rental payment is in excess of $150,000 and the 
term of the lease exceeds 3 years;

— if any of the consideration for the lease or contract may be 
applied toward acquisition of the property, and the total 

acquisition exceeds $150,000 (in this case, the bill 
requires that the appropriation be for the total rental 
payment and all costs of the acquisition).

Fiscal information

The bill has a zero fiscal note

Back-up information

Fiscal note from the Department of Administration

List of state leases exceeding $1,000,U0(J a year
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Juneau, Alaska 99811 
(907) 4654954Official Business

MEMORANDUM

TO: Senate State Affairs Committee

FROM: Senate State Affairs Committee Staff 

RE: SB 466 Leases by the state

DATE: March 26, 1984 

PROPOSED COMMITTEE SUBSTITUTE

The proposed CSSB 466 (state affairs) would require app;oval by law for

execution of contracts or leases that either exceed $1,000,000 annually, or

where the total consideration is over $1,000,000 and any part of the 
consideration may be used toward acquisition of the property.

ORIGINAL VERSION OF THE BILL

The original version of SB 466 requires contracts or leases that fall under 

either of the two examples below be subject to specific appropriation;:

— the annual rental payment is in excess of $150,000 and the 
term of the lease exceeds 3 years;

— if any of the consideration for the lease or contract may be 
applied toward acquisition of the property, and the total 
acquisition exceeds $150,000 (in this case, the bill 

requires that the appropriation be for the total rental 
payment and all costs of the acquisition).

Fiscal information

The bill has a zero fiscal note.

Back-up information

fiscal note from the Department of Administration, 
list of state leases exceeding $1,000,000 a year.




