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O v e r v i e w  o f  t h e  M u n i c i p a l  B o n d  M a r k e t
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m  O v e r a l l  M u n ic ip a l  V o lu m e  H  S ta te  I s s u e d  V o lu m e  ■  S ta te  I s s u e d  G .O .  B o n d  V o lu m e

A v e ra g e  A n n u a l  V o lu m e : $ 2 0 3 .0  b i l l io n

A v e ra g e  A n n u a l S ta te  B o n d  V o lu m e : $ 8 0 .3  b i l l io n
A v e ra g e  A n n u a l  S ta te  G .O . B o n d  V o lu m e : $ 1 9 .9  b i l l io n
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H i s t o r i c a l  M u n i c i p a l  M a r k e t  I n t e r e s t  R a t e s
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B o n d  B u y e r  G e n e r a l  O b l i g a t i o n  B o n d  I n d e x

1 9 8 4  to  P r e s e n t
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I n d i c a t i v e  I n t e r e s t  R a t e s  f o r  S t a t e  o f  A l a s k a  B o n d s
oiuaaMuaaMf

( A s  o f  M a r c h  2 7 ,  2 0 0 0 )

M a t u r i t y
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T y p e s  o f  D e b t  I n s t r u m e n t s

♦  G e n e r a l  O b l i g a t i o n  B o n d

-  f u l l  f a i t h  a n d  c r e d i t  p l e d g e  o f  i s s u e 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  a n d  L e a s e  R e v e n u e  B o n d s

l i m i t e d  o b l i g a t i o n  p l e d g e  s u b j e c t  t o  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

♦  R e v e n u e  B o n d s

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

-  l i m i t e d  r e c o u r s e  b y  b o n d h o l d e r s  t o  p l e d g e d  r e v e n u e s

♦  O t h e r  B o n d s  a n d  S e c u r i t i z a t i o n s

-  n o n - r e c o u r s e  o b l i g a t i o n s

-  c r e d i t  r i s k  i s  s h i f t e d  e n t i r e l y  t o  i n v e s t o r

txcmaa
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B o n d  R a t i n g s  D i s c u s s i o n

*  A  b o n d  r a t i n g  is :

-  A  s h o r t h a n d  s y m b o l  d e n o t i n g  c r e d i t  q u a l i t y  a n d  e x p r e s s e s  t h e  l e v e l  o f  

r i s k  o f  r e p a y m e n t

-  A n  a s s e s s m e n t  o f  t h e  a b i l i t y ,  w i l l i n g n e s s  a n d  l e g a l  o b l i g a t i o n  o f  a n  

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

-  A n  o b j e c t i v e  a s s e s s m e n t  o f  r e l a t i v e  c r e d i t w o r t h i n e s s

-  A n  i n d e p e n d e n t  o p i n i o n  a b o u t  t h e  f u t u r e

-  D e s i g n e d  t o  r a n k  w i t h i n  a  c o n s i s t e n t  f r a m e w o r k ,  t h e  r e l a t i v e  

r e p a y m e n t  r i s k  o f  e a c h  d e b t  i s s u e r

*  A  b o n d  r a t i n g  i s  n o t :

- A  r a t i n g  o f  g o v e r n m e n t ,  b u t  a  r a t i n g  o f  r e l a t i v e  c r e d i t  q u a l i t y

-  A n  a u d i t

-  D e n o t i n g  q u a l i t y  o f  l i f e

-  A  m e a s u r e  o f  t h e  r e l a t i v e  w o r t h  o f  a n  i s s u e r

S a l q m o n S m i t h  B a r n e y
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I n v e s t m e n t  G r a d e  R a t i n g  C a t e g o r i e s

♦  B o n d  r a t i n g s  f o r  t h e  m a j o r i t y  o f  m u n i c i p a l  b o n d s  a r e  i n  t h e  i n v e s t m e n t  

g r a d e  c a t e g o r i e s

Investment Grade Rating Symbols for the Three Major Rating Agencies
M o odv’s S ta n d a rd  & P o o r’s Fitch

Prime Grade Aaa AAA AAA

High Grade A al AA + AA +
Aa2 AA AA
Aa3 AA- AA-

Upper Medium A 1 A + A+
High Grade A2 A A

A3 A- A-
Medium Grade Baa 1 BBB + BBB +

Baa2 BBB BBB
Baa3 BBB- BBB-

♦  S t a t e  o f  A l a s k a ’s  G e n e r a l  O b l i g a t i o n  b o n d s  h a v e  b e e n  r a t e d  

A a 2 / A A ( p r i o r ) / A A  a n d  i t s  l i m i t e d  o b l i g a t i o n s  a n 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  a r e  r a t e d  A 1 / A + / N R

♦  A  m a j o r i t y  o f  s t a t e  g e n e r a l  o b l i g a t i o n s  a r e  r a t e d  p r i m e  g r a d e  o r  h i g h  g r a d e

♦  O n l y  t h r e e  s t a t e s  h a v e  r a t i n g s  in  t h e  m e d i u m  g r a d e  c a t e g o r y

S a l o m o n S m i t h  B a r n e y

Amemberof citiqnoupT



M e t h o d  o f  B o n d  S a l e s :  N e g o t i a t e d  v s .  C o m p e t i t i v e

L IM W IiW IB ltH M W — — — n — M B O W W — a a ? l^ » -i I
N e g o t ia te d  U n d e r w r i t i n g  - T h e  s a le  o f  b o n d s  is  b y  n e g o tia t io n  w i th  a n  u n d e rw r i te r  r a th e r  th a n  

b y  c o m p e ti t iv e  b id d in g

C o m p e t i t i v e  U n d e r w r i t i n g  - A  s a le  o f  b o n d s  in  w h ic h  u n d e rw r i te r s  o r  s y n d ic a te s  o f  

u n d e rw r ite r s  s u b m it  s e a le d  b id s  to  p u rc h a s e  s e c u r i t ie s  a n d  a w a rd  is  b a s e d  s o le ly  o n  in te re s t  c o s t

Volume of Negotiated and Competitive Sales (1990-1999)
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® Negotiated ■ Competitive

I s s u e s  to  c o n s id e r :
- F re q u e n c y  o f  is s u a n c e  - I n - s ta te  p r io r i ty  - M a rk e t  f a m i l ia r i ty
- R a tin g s /c re d i t  is su e s  ~ S iz e  - C o m p le x i ty /s t r u c tu r in g  is su e s

S a l o m o n S m i t h  B a r n e y
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I m p a c t  o f  A m o r t i z a t i o n  S c h e d u l e  o n  A n n u a l  D e b t  S e r v i c e

$ 1 0 0 , 0 0 0 , 0 0 0  o f  B o n d s

L e v e l  D e b t

A m o r t i z a t i o n A n n u a l  D e b t  S e r v i c e

1 0  y e a r s $ 1 3 , 5 8 6 , 0 0 0

1 5  y e a r s 1 0 , 2 9 6 , 0 0 0

2 0  y e a r s 8 , 7 1 8 , 0 0 0

3 0  y e a r s 7 , 2 6 4 , 0 0 0
. . . . . . _________ ....

— wmmmmmmm moat* %
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G e n e r a l  O b lig a t io n  B o n d s
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G e n e r a l  O b l i g a t i o n  B o n d s

♦  O v e r v i e w

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

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

- I s s u e r  p l e d g e s  t o  r e p a y  t h e  d e b t  w i t h  a l l  r e v e n u e s  a n d  r e s o u r c e s  

w i t h i n  i t s  p o w e r s

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

a s  t o  r a t e  o r  a m o u n t

+■ S t a t e  G e n e r a l  O b l i g a t i o n  B o n d s

-  F r e q u e n t  f i n a n c i n g  v e h i c l e  f o r  s t a t e s

-  F o r t y  s t a t e s  c u r r e n t l y  h a v e  o u t s t a n d i n g  G e n e r a l  O b l i g a t i o n  B o n d s

-  T e n  s t a t e s  t h a t  d o  n o t  i s s u e  G e n e r a l  O b l i g a t i o n  B o n d s  g e n e r a l l y  i s s u e  

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

-  S t a t e  G e n e r a l  O b l i g a t i o n  B o n d s  a r e  t h e  h i g h e s t  r a t e d  c l a s s  o f  b o n d s  

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

m a r k e t

SalomonSmith Barney
A member of citigioupT



B o n d  R a t in g  A n a ly s is  .

F i n a n c i a l

A n a l y s i s

E c o n o m i c

B a s e

A d m i n i s t r a t i v e

F a c t o r s

R a t i n g  A n a l y s i s  F a c t o r s  f o r  G e n e r a l  O b l i g a t i o n  B o n d s

10
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R a t i n g  F a c t o r s  f o r  G e n e r a l  O b l i g a t i o n  B o n d s

♦ E c o n o m ic  B a s e
-  In c o m e  le v e ls
-  R a te  o f  in c o m e  g ro w th

-  E m p lo y m e n t  m ix  a n a ly s is
-  P o p u la tio n  g ro w th

♦ F in a n c ia l  A n a ly s is
-  H is to r ic a l  b u d g e t  an d  a u d it  r e p o r t  a n a ly s e s
-  A b i l i ty  to  m e e t  p re s e n t  n e e d s  a s  w e ll  a s  its  fu tu re  n e e d s

-  C o n c e n tr a te  o n  th e  m a in  o p e ra t in g  fu n d s  th a t  a re  b a s ic a l ly  ta x - s u p p o r te d

♦  D e b t  A n a ly s is
-  D e b t  h is to ry

-  D e b t  p a y o u t  s c h e d u le s
-  A b i l i ty  to  o p e ra te  w ith in  a  b u d g e t  th a t  m e e ts  th e  o n g o in g  c a p ita l  n e e d s  a lo n g  w ith  th e  

d e b t  o b l ig a t io n s
-  P a s t  v o te r -a p p ro v e d  b o n d  a u th o r iz a t io n  tre n d s

♦  A d m in is tr a t iv e  F a c to r s

- Management Wii liols
-  L o n g - ra n g e  p la n n in g
-  B u d g e tin g  te c h n iq u e s
-  T a x  ra te s , le v ie s , c o lle c tio n  a n d  p ro p e r ty  v a lu a tio n  a n d  a s s e s s m e n t  t re n d s

11
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R a t i n g  F a c t o r s  f o r  A l a s k a ’ s  G e n e r a l  O b l i g a t i o n  B o n d s
- MQWBB— K— — M l— — BMW— B— 1WMIIHI_r. - EBB Mnr,. ‘

-'•“ -•-■■WXBMWI— 0— — BW— D— HllWf* im -

♦ E c o n o m ic  B a s e

- D e p e n d e n t  o n  n a tu ra l r e s o u rc e  in d u s tr ie s
n o n - r e n e w a b le  o il e x tra c t io n  in d u s tr ie s  

-  r e n e w a b le  re s o u rc e s  f is h in g  a n d  t im b e r  
T o u r is m

-  M il i ta ry  b a s e s

♦  F i n a n c i a l  A n a ly s i s

-  T re n d  in  e x p e n d i tu re s
-  R e v e n u e  d e p e n d e n c y  a n d  v o la t i l i ty  a n d  th e  P ru d h o e  C u rv e  

R e s e rv e s  (C o n s t i tu t io n a l  B u d g e t  R e s e rv e  a n d  A la s k a  P e rm a n e n t  F u n d )

♦  D e b t  A n a ly s i s

V e ry  lo w  n e t  d e b t  a f te r  d e d u c t io n s  f o r  s e l f - s u p p o r t in g  a n d  g u a ra n te e d  d e b ts
-  D e b t  c o n s e rv a t iv e ly  m a n a g e d  a n d  s t ru c tu re d  to  th e  P ru d h o e  C u rv e

♦ A d m i n i s t r a t i v e  F a c t o r s
-  F o re c a s t in g  a b i l i ty

-  I n v e s tm e n t  s t r a te g ie s  a n d  p e r fo rm a n c e
-  R e s e rv in g  p o l ic ie s

-  S e rv ic e s  p ro v id e d

12
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T o t a l  N e t  T a x - S u p p o r t e d  D e b t  ( $  m i l l i o n s )
v r .v. :ra sm~—n

1 N ew  York $36,924
2 California 21,690
3 M assachusetts 16,129
4 New  Jersey 14,691
5 Florida 13,087
6 Connecticut 10,016
7 Illinois 9,136
8 Ohio 7,518
9 W ashington 7,351

10 Pennsylvania 7,203
11 Texas 5,917
12 Georgia 5,427
13 M aryland 4,627
14 M ichigan 3,931
15 Virginia 3,918
16 Hawaii 3,619

17 W isconsin $3,602
18 K entucky 3,009
19 N orth Carolina 2,624
20 M ississippi 2,453
21 M innesota 2,451
22 Louisiana 2,206
23 A labam a 2,196
24 A rizona 1,688
25 R hode Island 1,646
26 K ansas 1,595
27 Utah 1,477
28 South Carolina 1,347
29 Indiana 1,337
30 M issouri 1,337
31 Tennessee 1,247
32 D elaw are 1,164
33 W est V irginia 1,159

34 N ew  M exico $1,087
35 O regon 1,042
36 O klahom a 946
37 N evada 842
38 N ew  Ham pshire 681
39 M aine 612
40 V erm ont 549
41 A rkansas 441
42 M ontana 310
43 Iowa 303
44 South Dakota 242
45 A laska 161
46 W yom ing 114
47 Idaho 105
48 North Dakota 93
49 N ebraska 37
50 Colorado 33

Source: M oody’s 2000 State Debt Medians

• ..vc «wg>vgcw?r6g’Mggiminiw— — a— — — — g— — nrwrajir~rTi i -jr.---
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Net Tax-Supported Debt per Capita
- ~r̂C. . JgratQg— — — — W

I Hawaii $3,054
2 Connecticut 3,052
3 Massachusetts 2,612
4 New York 2,029
5 New Jersey 1,804
6 Rhode Island 1,661
7 Delaware 1,544
8 Washington 1,277
9 Vermont 925
10 Maryland 895
11 Mississippi 886
12 Florida 866
13 Kentucky 760
14 Illinois 753
15 Georgia 697
16 Utah 693

17 Wisconsin $686
18 Ohio 668
19 California 654
20 West Virginia 641
21 New Mexico 625
22 Kansas 601
23 Pennsylvania 601
24 Virginia 570
25 New Hampshire 567
26 Minnesota 513
27 Louisiana 505
28 Alabama 503
29 Maine 488
30 Nevada 466
31 Michigan 398
32 Arizona 353
33 Montana 351

34 South Carolina $347
35 North Carolina 343
36 South Dakota 330
37 Oregon 314
38 Texas 295
39 Oklahoma 282
40 Alaska 260
41 Missouri 245
42 Wyoming 238
43 Tennessee 227
44 Indiana 225
45 Arkansas 173
46 North Dakota 147
47 Iowa 106
48 Idaho 84
49 Nebraska 22
50 Colorado 8

Source: M oody’s 2000 State Debt Medians
M e a n :  $ 7 2 7

M e d i a n :  $ 5 4 0

14
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Net Tax-Supported Debt as a % of 1998 Personal Income
WWMMM— ■MM—W——— ——

1 Hawaii 11.6%
2 Connecticut 8.1%
3 Massachusetts 8.0%
4 New York 6.4%
5 Rhode Island 6.2%
6 New Jersey 5.3%
7 Delaware 5.2%
8 Mississippi 4.7%
9 Washington 4.6%
10 Vermont 3.8%
11 Kentucky 3.5%
12 Florida 3.4%
13 Utah 3.3%
14 West Virginia 3.3%
15 New Mexico 3.1%
16 Maryland 3.0%

17 Georgia 2.8%
18 Wisconsin 2.7%
19 Ohio 2.7%
20 Illinois 2.6%
21 Kansas 2.4%
22 California 2.4%
23 Louisiana 2.4%
24 Alabama 2.3%
25 Pennsylvania 2.2%
26 Maine 2.1%
27 Virginia 2.1%
28 New Hampshire 2.0%
29 Minnesota 1.9%
30 Nevada 1.8%
31 Montana 1.7%
32 South Carolina 1.6%
33 Arizona 1.6%

34 Michigan 1.5%
35 South Dakota 1.5%
36 North Carolina 1.4%
37 Oklahoma 1.3%
38 Oregon 1.3%
39 Texas 1.2%
40 Wyoming 1.0%
41 Alaska 1.0%
42 Missouri 1.0%
43 Tennessee 1.0%
44 Indiana 0.9%
45 Arkansas 0.9%
46 North Dakota 0.7%
47 Iowa 0.4%
48 Idaho 0.4%
49 Nebraska 0.1%
50 Colorado 0.0%

Source: M oody's 2000 Slate Debt Medians

M e a n :  2 .7 %

M e d i a n :  2 .2 %
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T o b a c c o  S e c u r i t i z a t i o n
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Tobacco Master Settlement Agreement

T h e  M a s t e r  S e t t l e m e n t  A g r e e m e n t  ( “ M S A ” ) i s  a n  a g r e e m e n t  b e t w e e n  

s e t t l i n g  t o b a c c o  c o m p a n i e s  a n d  4 6  s t a t e s ,  i n c l u d i n g  A l a s k a

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

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

T h e  S t a t e  o f  A l a s k a  i s  e n t i t l e d  t o  r e c e i v e  0 . 3 4 1 4 1 8 7 %  o f  t h e  b a s e  

p a y m e n t s  u n d e r  t h e  M S  A

Tobacco 

Companies <JJ

M SA  
Paym ents

Escrow
Agent $

Sta le  
Paym ents

Alaska
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Unadjusted MSA Payments to Alaska
•nv̂ gwa —  i—— — M U * d — a— r

$ 4 5  

$ 4 0  
$ 3 5  
$ 3 0  

£  $ 2 5
I  $ 2 0■ H

|  $ 1 5  
^  $ 1 0  

$ 5  
$ 0

2 0 0 0  2 0 0 2  2 0 0 4  2 0 0 6  2 0 0 8  2 0 1 0  2 0 1 2  2 0 1 4  2 0 1 6  2 0 1 8  2 0 2 0  2 0 2 2  2 0 2 4  

■  I n i t i a l  P a y m e n t s  ■  A n n u a l  P a y m e n t s  S t r a t e g i c  P a y m e n t s

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

iMB— BOMMMWMPW 9CC

S a l o m o n S m i t h  b a r n e y
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MSA Payments to Alaska: Unadjusted vs Adjusted
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$45

$40

$35

$30

$25

$2 0

$15

$ 1 0

$5

$0

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

S a l o m o n S m i t h  B a r n e y
^  Amemberof citigroupT
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P a y m e n t  A d j u s t m e n t s

Original Particlpatim jM a h u fa c U ire s '-p ig m e n ts  V

Initial Payment Adjustments Annual Payment Adiustments

Volume Adjustment Inflation Adjustment

Non-Settling States • Volume Adjustment
Reduction

Offset for Miscalculated or 
Disputed Payments

Previously-Settled States 

Reduction

Non-Settling States 

Reduction

Non-Participating Tobacco 

Manufacturers Adjustment

Offset for Miscalculated or 

Disputed Payments

Federal Tobacco 

Legislation Offset

Litigating Releasing Parties 

Offset

Annual Payment Adjustments

♦ Inflation Adjustment

Volume Adjustment

Non-Settling States Reduction

Non-Participating Tobacco 

Manufacturers Adjustment

Offset for Miscalculated or Disputed 

Payments

Federal Tobacco Legislation Offset 

Litigating Releasing Parties Offset

19
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U . S .  C i g a r e t t e  C o n s u m p t i o n  T r e n d s

Cigarette C onsum ption, 1900-1998Television Beginning of Sustained Mandatory Health and Ffeal Frico Increases (1902)(1)

0 ) Jeffrey i l  Hanls/AWorking Model lor Predicting Consumption and Revenue Impacts ol Large Increases in Ihe U.S. Federal Cigaretle Excise Tax 1994

S A L O M O N S M IT H  B A RN EY
2 0  Am em berof citigroupT



WEFA Forecasts a 58% Decline in Totaf U.S. Consumption of Cigarettes Over the Next 43 Years __
jrm - BBMHBMM— —BBMM

Actual Historical Consumption Forecasted Consumption

Y e a r
* Salomon Smith Barney Tobacco Equity Analyst

S a u m o n S m i t h B a k n e y

Amemberof citigroupT



’  - -  .1 -■ —.-vou—waiTB— ■— a— m— — — — m n B — itacprjnmrr ĉ2.x.fi:-:
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C r e d i t  C o n c e r n s  R e g a r d i n g  P a y m e n t s  u n d e r  t h e  M S A

■̂>jLi3G5âaawgM«c5Pta

2 2
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C r e d i t  C o n c e r n s  R e g a r d i n g  P a y m e n t s  u n d e r  t h e  M S A

C r e d i t  C o n c e r n s

U n c e r t a i n t y  o f  f u t u r e  c i g a r e t t e  

c o n s u m p t i o n

M i t i g a t i n g  F a c t o r s

•  U t i l i z e  a n  i n d e p e n d e n t  c o n s u l t a n t

•  P r o v i d e  p o t e n t i a l  i n v e s t o r s  o b j e c t i v e  a n d  

a c c u r a t e  f o r e c a s t s

B a n k r u p t c y  o f  a  P M  * S t r a t e g i c  b a n k r u p t c y  i s  u n l i k e l y  d u e  t o

b e n e f i t s  o f  M S A  

* C r e d i t  b a n k r u p t c y  i s  u n c e r t a i n

I n c r e a s e d  N P M  m a r k e t  s h a r e  •  T h e  w i d e s p r e a d  e n a c t m e n t  o f  t h e  m o d e l

s t a t u t e  a n d  t h e  s t r o n g  i n c e n t i v e s  o f  M S A

L e g a l  r i s k s  i n h e r e n t  t o  t h e  M S A  * V i e w e d  a s  a n  e x e c u t o r y  c o n t r a c t ,  r e d u c i n g

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

‘srsta

23
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C r e d i t  C o n c e r n s  R e g a r d i n g  P a y m e n t s  u n d e r  t h e  M S A

C r e d i t  C o n c e r n s

C l a s s  L i t i g a t i o n

M i t i g a t i n g  F a c t o r s

* F l o r i d a  S u p r e m e  C o u r t  i s  r e v i e w i n g  

c l a s s - w i d e  p u n i t i v e  d a m a g e s  i s s u e  i n  

E n g l e  c a s e ;  P h a s e  I I  e x p e c t e d  

i m m i n e n t l y  

® T h i r d  p a r t y  p r o v i d e r  s u i t s  l a r g e l y  

u n s u c c e s s f u l

I n d i v i d u a l  L i t i g a t i o n « 3 6  s t a t e s  r e q u i r e  m o r e  t h a n  5 0 %  

c o m p a r a t i v e  f a u l t  f o r  r e c o v e r y  

•  T r e n d  i n  i n d i v i d u a l  a w a r d s

F e d e r a l  L i t i g a t i o n S t i l l  p e n d i n g ,  u n d e r  R I C O

H e a l t h  o f  I n d u s t r y P a r t i c i p a t i n g  M a n u f a c t u r e r s  p r o f i t a b l e  

C r e d i t  q u a l i t y  g r e a t e r  t h a n  r a t i n g  o f  

i n d i v i d u a l  c o m p a n i e s

24 S a l o m o n S m i t h  B a r n e y
Am om borof c itigroupT



Should Alaska Leverage Its Funds?

Securitization Benefits

0  Keep upside of residuals
0  Eliminate downside risks of Tobacco Settlement Revenues

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

• T o b a c c o  s e t t l e m e n t  r e v e n u e s  a r e  n o t  a  d i v e r s i f i e d  s o u r c e  o f  i n c o m e  f o r  t h e  s t a t e

• A l a s k a  c a n  r e c e i v e  r e s i d u a l  t o b a c c o  s e t t l e m e n t  r e v e n u e s  a f t e r  d e b t  s e r v i c e  

p a y m e n t s

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

• A l a s k a  m a y  e m p l o y  a n  e n d o w m e n t  s t r a t e g y  t o  d i v e r s i f y  r e v e n u e  f r o m  t o b a c c o  

s e t t l e m e n t  p a y m e n t s

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

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

25
S a l o m o n S m i t h  B a r n e y

Amemberof citigroupT



Structured Credit or Securitization

STRUCTURE AT ISSUANCE

Residual Bond

it i iPurchase
Price for %

of Settlement
Funds Rights y

Sale of Rights to 
Future Settlement 

Funds

Bond Proceeds Bonds

O N G O IN G  D E B T  S E R V IC E

Bondholders

4

Bondholders

Could be an existing State authority/issuer or a newly created not-for-profit corporation

: % . jyrsaarawMi

26
S a l o m o n S m i t i -i Ba r n e y
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Debt Service on 
Bonds

Residual Cash 
Flow Settlement Funds 

Payment



Why Securitize?
- — r̂ at«wil«Mlinw»IWIM— a n — — — — — — —— Q — lW im iH IT IIT  !■' III . -
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S t a t e  o f  A l a s k a  R e s u l t s

WEFA Base Case Scenario Drop in Consumption Scenario

GROSS
VALUE

PRESENT
VALUE

GROSS
VALUE

PRESENT
VALUE

A Tobacco Settlement Revenues over 30 years $ 1,009,029,562 $41 1,828,528 $492,814,860 $245,836,913

B
C
B+C

Securitization Proceeds
Additional Tobacco Settlement Revenues after Debt Service 
Total

339,257,748
174.888.788
514,146,536

339,257,748
67.404.419

406,662,166

339,257,748
2.377.747

341,635,494

339,257,748
2.296.858

341,554,606

A-(B+C) Difference between Tobacco Settlement Revenues 
and Total Receipts 494,883,026 5,166,362 151,179,365 -95,717,693

* Discounted at annualized arbitrage yield o f 6.865%.

S a l o m o n S m i t h B a r n e y

Amemberof citigroupT



L e g i s l a t i v e  C o n s i d e r a t i o n s

•  M u s t  d i r e c t  p a y m e n t s  t o  a  b a n k r u p t c y - r e m o t e  o r  s e p a r a t e  s t a t e  e n t i t y

-  O c c u r s  t h r o u g h  a  “ s a l e ”  o r  n o n - r e c o u r s e  t r a n s f e r  o f  S e t t l e m e n t  F u n d s

-  S h o u l d  c l a r i f y  t h a t  t h e  S t a t e  n o  l o n g e r  “ o w n s ”  t h e  S e t t l e m e n t  F u n d s

•  L e g i s l a t i o n  s h o u l d  i n c l u d e  n o n - i m p a i r m e n t  c o v e n a n t s

-  A l a s k a  w i l l  e n f o r c e  M S A

-  S t a t e  w i l l  n o t  i m p a i r  t h e  S e t t l e m e n t  F u n d s ,  t h e  f i n a n c i n g  s t r u c t u r e  o r  

t h e  r i g h t s  o f  b o n d h o l d e r s

-  S t a t e  w i l l  n o t  a l l o w  t h e  A u t h o r i t y  ( o r  t h e  e n t i t y  i s s u i n g  b o n d s )  t o  f i l e  

f o r  b a n k r u p t c y

D e c l a r e  t h e  C o r p o r a t i o n  o r  i s s u i n g  e n t i t y  d o e s  n o t  h a v e  a u t h o r i t y  -  t o d a y  

o r  i n  t h e  f u t u r e  -  t o  f i l e  f o r  b a n k r u p t c y

•  A u t h o r i z e  C o r p o r a t i o n  o r  i s s u i n g  e n t i t y  t o  c r e a t e  a  n o n - p r o f i t  e n t i t y  t o  

s e r v e  p u r e l y  a s  a  f i n a n c i n g  v e h i c l e

-  T h i s  w i l l  e n a b l e  f u t u r e  t r a n s f e r s  o f  S e t t l e m e n t  F u n d s

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

< v ■ r i mr f i i wg MBfcg— — — •—rr r̂ - r -

2S S a l o m o n S m i t h B a r n e y
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A P P E N D I X
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A l t e r n a t i v e  S t a t e  T r a n s p o r t a t i o n  

F i n a n c i n g  T e c h n i q u e s

M a r c h  3 0 ,  2 0 0 0

S a l o m o n S m i t h B a r n e y

Amemberof citignoupT



H i g h w a y  R e v e n u e  B o n d s
■ .r o n n s a - n — a— n— — ^ ■— — i— i Mgc- arx^ i 
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4  S u p p o r t e d  b y  d e d i c a t e d  r e v e n u e  s t r e a m  r a t h e r  t h a n  u n l i m i t e d  f u l l  f a i t h  a n d  

g e n e r a l  o b l i g a t i o n  p l e d g e

♦  T y p i c a l l y  s e c u r e d  b y  S t a t e  h i g h w a y  u s e r  t a x  r e c e i p t s  a n d / o r  e x c i s e  t a x e s

-  M o t o r  f u e l  t a x e s

M o t o r  v e h i c l e  r e g i s t r a t i o n  f e e s

- M o t o r  v e h i c l e  l i c e n s e  f e e s  

P e n a l t i e s  a n d  f i n e s

♦  R a t i n g  c r i t e r i a

-  D i v e r s i t y  a n d  s t a b i l i t y  o f  t h e  p l e d g e d  r e v e n u e  s t r e a m

-  G o v e r n m e n t a l  s u p p o r t

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

m a i n t e n a n c e  a n d  i n s p e c t i o n

-  C o v e r a g e  o f  d e b t  s e r v i c e  ( b o t h  h i s t o r i c  a n d  p r o j e c t e d )

-  L e g a l  a n d  p r a c t i c a l  r e s t r i c t i o n s  t o  a d d i t i o n a l  d e b t  i s s u a n c e

S a l o m o n  S m i t h  B a r n e y

Amemberof citiqrodpT



G r a n t  A n t i c i p a t i o n  R e v e n u e  V e h i c l e s  ( “ G A R V E E s ” )

T w o  T y p e s  o f  G A R V E E s

♦  D i r e c t  a n d  I n d i r e c t

♦  D i r e c t :  O n l y  F e d e r a l  A i d  H i g h w a y  P r o j e c t s  a r e  e l i g i b l e ;  s t a t e  m u s t  a b i d e  

b y  f e d e r a l  s t a t u t e s  a n d  r e g u l a t i o n s

♦  I n d i r e c t :  B o t h  f e d e r a l  a n d  s t a t e  p r o j e c t s  a r e  e l i g i b l e ;  s t a t e  s u b j e c t  t o  i t s  

o w n  s t a t u t e s  a n d  r e g u l a t i o n s

S a l o m o n S m i t h  b a r n e y

Amemberof citigroupT



Grant Anticipation Revenue Vehicles (“GARVEEs”)
m —Kfiwnnnw     1 tt~ *

- -•■ — —  ■ ■IMMinW -  ■-

D i r e c t  G A R V E E s

4  P r o g r a m  F H W A  f u n d s  f o r  d e b t  s e r v i c e  p a y m e n t s  

4- O n l y  F e d e r a l  A i d  H i g h w a y  P r o j e c t s  a r e  e l i g i b l e  

❖ P r i n c i p a l  a n d  i n t e r e s t  p a y m e n t s  a r e  r e i m b u r s e d  b y  t h e  F H W A  

4  S e c u r e d  o n l y  b y  F H W A  f u n d s

S a l o m o n  S m  i t h  B a r n e y

Amemberof citigroupT



G r a n t  A n t i c i p a t i o n  R e v e n u e  V e h i c l e s  ( “ G A R V E E s ” )

D i r e c t  G A R V E E s

U s e d  t o  f i n a n c e  a  s p e c i f i c  p r o j e c t  o r  

p r o j e c t s

D O T  s u b m i t s  t h e  d e b t  s e r v i c e  

s c h e d u l e  f o r  a p p r o v a l  ( t h i s  i s  c a l l e d  

“ p r o p ^ . m m i n g ” )

A l l  p r o c e e d s  n e e d  t o  b e  s p e n t  o n  t h e  

s p e c i f i c  p r o j e c t  o r  p r o j e c t s  t h a t  w e r e  

a p p r o v e d  l e a v i n g  n o  s p e n d i n g  

d i s c r e t i o n  o r  f l e x i b i l i t y

D O T  s u b m i t s  f o r  r e i m b u r s e m e n t  

t h r e e  d a y s  b e f o r e  e a c h  

p r i n c i p a l / i n t e r e s t  p a y m e n t  a n d  D O T  

r e c e i v e s  a  r e i m b u r s e m e n t  b e f o r e  t h e  

p a y m e n t  i s  a c t u a l l y  m a d e

State applies for 
specific project

State issues bonds

State builds 
FEDERAL

FHW A gives advanced 
construction approval j

project

State obligates funds 
based on annual debt 
service requirments

"II— o imi'i niri w n« - ■» ■■wuriiw «
State receives 

reimbursement and 
pays debt service

\

FHW A reimburses 
State for annual 

debt service

' t

_T
J

ri .“.TJ3 ' -A>I'rWIBMOMKW— W — 1^—

1-4
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G r a n t  A n t i c i p a t i o n  R e v e n u e  V e h i c l e s  ( “ G A R V E E s ” )

I n d i r e c t  G A R V E E s

4  A f t e r  r e c e i v i n g  F H W A  r e i m b u r s e m e n t s ,  S t a t e  D O T  r e p l e d g e s  t h o s e  f u n d s  

t o  p a y  p r i n c i p a l  a n d  i n t e r e s t  o n  a  n e w  s e r i e s  o f  G A R V E E s

♦  F e d e r a l  i n t e r e s t  i n  F H W A  r e i m b u r s e m e n t s  h a s  b e e n  e x t i n g u i s h e d

-»  B o t h  s t a t e  a n d  f e d e r a l  p r o j e c t s  a r e  e l i g i b l e

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

c o n s t r u c t i o n  s t a n d a r d s  a n d  W B E / M B E  g o a l s  a r e  u s e d  -  n o t  f e d e r a l

♦  G A R V E E s  c a n  b e  s e c u r e d  o n l y  w i t h  F H W A  f u n d s

♦  S t a t e  D O T  m a n a g e m e n t  o f  p r o j e c t s  i s  c r i t i c a l  s i n c e  a  t i m e l y  f l o w  o f  

r e i m b u r s e m e n t s  i s  n e c e s s a r y

S a l o m o n S m i t h B a r n e y

Amemberof citigroupT



Grant Anticipation Revenue Vehicles (“GARVEEs”)
;_i- - -raszamrcn «x»i i mu iwm n  wn — — -; • -

I n d i r e c t  G A R V E E s

N o  r e s t r i c t i o n s  o n  t h e  u s a g e  o f b o n d  

p r o c e e d s  -  t r e a t e d  a s  a n y  o t h e r  S t a t e  

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

o r  S t a t e  p r o j e c t s

I s s u e d  w i t h o u t  F H W A  a p p r o v a l

B a c k e d  b y  f u t u r e  f e d e r a l  

r e i m b u r s e m e n t s  f o r  f u t u r e  f e d e r a l l y  

e l i g i b l e  e x p e n d i t u r e s

D O T  c o n t i n u e s  i t s  f e d e r a l  a i d  

p r o g r a m ,  s e e k i n g  a n n u a l  

r e i m b u r s e m e n t s  f o r  e l i g i b l e  e x p e n s e s

R e i m b u r s e m e n t s  u s e d  t o  a m o r t i z e  

t h e  G A R V E E  b o n d s

S a l o m o n S m i t h B a r n e y

A memberof citigroupT

ANNUALLY
State obligates funds 

based on annual 
expenditures on 
eligible projects

J .
(  FHW A reimburses Ni 
j State for eligible ! 
{ expenditures j

State issues bonds

i

State builds 
STATE
project

State builds 
FEDERAL

project

----------------------------- * ----------------------------- . I State gets current jj
State receives 1 reimbursement

reimbursement and .  J subject to
utilizes a portion for obligational ceiling J

debt sen/ice



Example of Leveraging Federal Funds
U t i l i z i n g  G A R V E E s  c a n  a llo w  a  s t a t e  t o  b r i n g  f o r w a r d  a p p r o x im a t e ly  $ 3 0 0  m i l l io n  
o f  a d d it io n a l  F e d e r a l l y  F u n d e d  P r o j e c t s  in t o  2 0 0 0 f r o m  F Y  2 0 0 1 - 2 0 0 5 f o r  e v e r y  
$ 1 0 0  m i l l io n  t o  b e  r e c e i v e d  a n n u a lly

Unleveraged Federal Aid Cash Flow

^M illions)
450
400
350
300
250
200 —
150 —
100 -
50 -
0

2000 2001

%•"C | - - --- m ,
■■■*

2002 2003 2004 2005
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Federal Aid

Leveraged Federal Aid Cash Flow

2000

_ i 
j

rm SIS rep
2001 2002

Year
2003 2004 2005

Federal Aid □ GAN Debt Service

N ote: T hese  cash  flow s a rc  e x e m p la ry  o f  leverag ing  o f  F ed e ra l h ig h w ay  fu n d s  a n d  do  n o t re flec t c i th e r  specific p ro je c t re la te d  le v e rag in g  o r  specified  

cash  flow  leverag ing

1-7 S a l o m o n S m i t h B a r n e y

Amemberof citigroupT



C r e d i t  a n d  R a t i n g s  I s s u e s

F e d e r a l  A i d  H i g h w a y  P r o g r a m

-  M u l t i - y e a r  p r o g r a m  a u t h o r i z a t i o n  a n d  s u p p o r t

-  A n n u a l  r e v i e w  a n d  o b l i g a t i o n  l e v e l s

-  C o n g r e s s i o n a l  a u t h o r i z a t i o n / a p p r o p r i a t i o n

-  S t r u c t u r a l  c h a n g e  i n  p r o g r a m

*  S t r u c t u r a l  I s s u e s

-  S i n g l e  p r o j e c t  v e r s u s  p r o g r a m

-  S t a t e ’ s  a b i l i t y  t o  m a t c h

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

C o v e r a g e  s t r e s s  t e s t s  f o r  f u t u r e  p o t e n t i a l  F H W A  $  r e d u c t i o n s

. aw—— — mm w— i—  w — m — m — — ■ ■ in if mmmmmmmw/cm m m

S a l o m o n S m i t h B a r n e y

Amemberof citigroupT



C r e d i t  a n d  R a t i n g s  S o l u t i o n s

C o n s e r v a t i v e  a p p r o a c h  a i m e d  t o w a r d  h ig h  c r e d i t  q u a l i t y

A u t h o r i z e s  lo w  c o s t  r e v e n u e  d e b t  f i n a n c i n g  o f  t h e  S t a t e ’s  t r a n s p o r t a t i o n  p r o j e c t s  f o r  s h o r t ­

t e r m  o r  l o n g - t e r m  b o r r o w i n g

-  P r o j e c t - s p e c i f i c  o r  p r o g r a m m a t i c

S t r u c t u r e d  a r o u n d  t h e  F H W A  a n d  f e d e r a l  b u d g e t  p r i n c i p l e  o f  c o n t r a c t  a u t h o r i t y  ( c r e d i t w o r t h y  

f u n d i n g  c o m m i t m e n t )

P a s s a g e  o f  F e d e r a l  T r a n s p o r t a t i o n  E q u i ty  A u t h o r i z a t i o n  A c t  f o r  t h e  2 1 s t  C e n t u r y  ( T E A - 2 1 )  

c r e a t e s  F e d e r a l  c o m m i t m e n t  f o r  t h e  a p p o r t i o n e d  a m o u n t s  f o r  t h e  c u r r e n t  a u t h o r i z a t i o n  p e r i o d  

o f  f i v e  y e a r s  p l u s  t w o  a d d i t i o n a l  y e a r s

D i s t i n c t i o n s  m a d e  b e t w e e n  b o n d s  m a t u r i n g  w i t h i n  t h e  c u r r e n t  a u t h o r i z a t i o n  p e r io d  a n d  t h o s e  

m a t u r i n g  b e y o n d  t h e  c u r r e n t  a u t h o r i z a t i o n  p e r i o d

C a p i t a l  m a r k e t s  a c c e p t a n c e :

-  S t a n d a r d  &  P o o r ’s , M o o d y ’s  a n d  F i t c h  w i l l  p r o v i d e  i n v e s t m e n t  g r a d e  r a t i n g s  w i t h i n  a n d  

b e y o n d  th e  c u r r e n t  r e a u t h o r i z a t i o n  p e r i o d  in  t h e  A  l e v e l

M B I A  a n d  A M B A C  w i l l  i n s u r e  d e b t  i s s u a n c e  w i t h i n  a n d  b e y o n d  th e  c u r r e n t  r e a u t h o r i z a t i o n  

p e r i o d

S a l o m o n  S m  i t h  B a r n e y

Amemberof citigroupT



H i s t o r y

B o n d s  i n  A l a s k a

B y  D e v e n  M i t c h e l l  

D e b t  M a n a g e r  

D e p a r t m e n t  o f  R e v e n u e  /  -  <2->~ 00

465-3409 / t f  &

/-{ F 't - ' f/ VO P — oloOO



Department o f Revenue
Deven M itc he ll
January 27, 2000

General Obligation Bonds Authorized and Issued
($ thousands)

$ 1 , 0 0 0 , 0 0 0 . 0 - /  

$900,000.0 
$800,000.0 
$700,000.0 
$600,000.0 
$500,000.0 
$400,000.0 
$300,000.0 
$ 2 0 0 , 0 0 0 . 0 . ) /  

$ 1 0 0 ,0 0 0 .0  

$ 0 .0

■ i

f t ■
• - ‘

■

1960's 1970's 1980's

H Authorized □ Issued



Department o f Revenue
Deven M itche ll
January 27, 2000 B onds O utstanding at Year End

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

$ 1 ,0 0 0 ,0 0 0

$900,000.
$800,000
$700,000.
$600,000
$500,000-
$400,000
$300,000.
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Department of Revenue 
Deven Mitchell 
January 27, 2000

G e n e r a l  O b l i g a t i o n  B o n d  S a l e s  A v e r a g e  L i f e



S t a t e  D e b t  C a p a c i t y

Policy

• T h e  r a t i o  o f  d e b t  s e r v i c e  t o  r e v e n u e s  i s  u s e d  a s  a  

g u i d e l i n e

• I n c l u d e  d e b t  s e r v i c e  o n  s t a t e  a n d  s t a t e  s u p p o r t e d  d e b t  

• A p p l i e d  t o  u n r e s t r i c t e d  g e n e r a l  f u n d  r e v e n u e s  

• 5 %  t o  8 %  g u i d e l i n e  f o r  A  A  r a t i n g

Alaska has exceeded 8% guideline in the past.

Department o f Revenue
Deven M itche ll
January 27, 2000



Department o f Revenue
Deven M itche ll
January 27, 2000 Debt Service on State Supported Debt

($  m i l l io n s )

S 3 0 0

S 2 5 0

S 2 0 0

SI 00

H  S t a t e  G . O .  D e b t  □  U n i v e r s i t y  o f  A l a s k a

□  L e a s e / P u r c h a s e  O b l i g a t i o n s  □  S c h o o l  D e b t  ( 1 )  R e i m b u r s e m e n t  6



Department o f Revenue
Deven M itche ll
January 27, 2000

Types o f  D ebt Service as a 
P ercen tage  o f  U nrestricted R even u es

4»OX)
c z 10
Ca>CJXm 8
0>
On 6

4

2

0

cfp c9? cS?' o #  of** «f'V cf'V «pP* cf^ cff3 eft' sf?\> ^  ^  \>

S t a l e  G O  D e b t  H  S t a t e  S u p p o r t e d  D e b t  S e r v i c e  □  S c h o o l  D e b t  S e r v i c e
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Department o f Revenue
Deven M itche ll
January 27, 2000

S t a t e  D e b t  C a p a c i t y

O b s e r v a t i o n s

• P r o j e c t e d  f i s c a l  g a p  i s  l i m i t i n g  f a c t o r  

• 6 8 %  o f  r e v e n u e s  f r o m  o i l  i s  a  l i m i t i n g  f a c t o r  

• D e b t  i s s u a n c e s  o f  $  1 0 0  t o  $  1 2 5  m i l l i o n  p e r  y e a r  

o v e r  t h e  n e x t  f i v e  y e a r s  p r o b a b l y  f e a s i b l e  a s  G . O .  d e b t

8



Department o f Revenue
Deven M itc h e ll
January 27, 2000 S t a t e  D e b t  C a p a c i t y

$  m i l l i o n s

Debt Service/Unrestricted Revenues 
(Fall 1999 Revenue Sources Book)

Fiscal Year 5% 8%
2001 $145.8 $684.7
2002 (49.6) (81.4)
2003 25.5 13.9
2.004 23.3 17.4
2005 (10.8) (24.9)
2006 21 19.1
Cumulative Capacity 155.13 628.8


