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Overview of the M unicipal Bond M arket
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Average Annual Volume: $203.0 billion
Average Annual G.O. Bond Volume: $68.4 billion
Average Annual State G.O. Bond Volume:  $19.9 billion
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H istorical M unicipal M arket Interest R ates

Bond Buyer General Obligation Bond Index

1984 to Present
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Indicative Interest R ates for Alaska G .O. B onds

(As ofJanuary 24, 2000)

Percent (%)

Maturity
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Total Net Tax-Supported Debt ($ millions)

.y m S — B ERWr > swm !

1 New York 536,097 17 Hawaii 53,418 34 Oregon $921
2 California 522181 18 Kentucky 52,980 35 New Mexico $859
3 Massachusetts 514,974 19 Minnesota 52.480 3 Oklahoma $815
4 New Jersey S13469 20 Louisiana 52,309 97  Nevada $796
5 Horida | S12872 21 Mississippi 52,158 38 New Hampshire ~ $735
6  Connecticut 510,251 22 North Carolina 52,059 39 \Vermont $563
7 linois 8710 23 Arizona 51,769 0 Mai 3520
8 Ono 57,270 24 Rhode Island 51,651 alne
0  Pennsylvania 56,977 25 Utah 51481 41 Arkansas 3317
10 Washington 56, 744 26 Alabama 51378 42 lowa $303
1 Texas 55,847 27 Missouri S1,265 43 Montana $290
12 Georg?la 55,168 28 Indiana 51257 44 South Dakota $237
13 and 54,89 29 Kansas 51,239 45  Wyoming $112
14 Michigan 54,261 30  South Carolina 51.230 46 Idaho $102
15 Virginia 53,505 31 Delaware 51,176 47  North Dakota $33
16 Wisconsin 3499 32 Tennessee 51162 48 Alaska 54
33 West Virginia 51,146 49 Colorado S
50 Nebraska $40

SalomonS\fmiB ;\RNE\r
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N et Tax-Supported Debt per Capita

Connecticut
Hawall
Massachusetts
New York
Rhode island
New Jersey
Delaware
Washington
Maryland
Vermont
Florida
Mississippl
Kentucky
llinois

Utah
Georgla

3,131
2,865
2,436
$1,986
31,670
31,660
S181
$1,185

%53

%63
063
S35
ST/
S123
S705
679

WA— ——

17 California
18 Wisconsin
19 Onio

1— W

20 West Virginia
21 New Hampshire

22 Pennsylvania

23 Louisiana
24 Minnesota
25 Virginia

26 New Mexico

27 Kansas
28 Nevada
29 Michigan
30 Maine
31 Arizona
32 Montana

33  South Dakota

Mean:
Median:

$679
$670
$649

$620
81
$528
$525
$516
$495
71

$418

$329
$322

$697
$505

South Carolina
Alabama
Texas

Oregon

North Carolina
Oklahoma
Missouri
Wyoming
Tennessee
Indiana

North Dakota
Arkansas

lowa

Alaska

|daho
Nebraska
Colorado

$321
$317
$296
$261
$273

$233
$232
$214
$213
$130
$125
$105

$24
$11

$AIlj OMKin SmuttBarney
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N et Tax-Supported

1 Hawail 11.2%
2 Connecticut 8.1%
3 Massachusetts 7.8%
4 New York 6.6%
5  Rhode Island 6.5%
6 Delanare 5.7%
7 New Jersey 5.2%
8  Washington 4.6%
9  Mssissippl 4.4%
10 Vermon 4.2%
11 Kentucky 3.1%
12 Uah 3.6%
13 Horida 3.5%
14 kst Virginia 34%
15 Marylan 3.3%
16 Georgla 2%

D ebt as a %

Wisconsin
Ohio
California
[linois
Loulsiana
New Mexico
Pennsylvania
New Hampshire
Minnesota
Kansas
Virginia
Maine
Arizona
Nevada
Michigan
Montana
South Carolina

Mean:
Median;

2.8%
2.1%
2.6%
2.6%
2.6%
2.6%
2.3%

2.3% .

2.0%
2.0%
2.0%
1%
1%
18%
1%
1%
16%

2.1%
2.0%

of 1997 Personal Incom e

Alabama
South Dakota
Texas
Oklahoma
North Carolina
Oregon
Wyoming
IMIssourl
Tennessee
Indiana
Arkansas
North Dakota
lowa

|daho

Alaska
Nebraska
Colorado

15%
1.5%
1%
12%
12%
12%
10%
10%
10%
0.9%
0.6%
0.6%
0.5%
0.4%
0.4%
0.1%
0.0%
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General Obligation Bonds

¢ Overview
- Strongest form ofrepayment ancl generally lowest borrowing cost
- Secured by the full faith and credit of an issuer
- Issuer pledges to repay the debt with all revenues and resources
within its powers
- The issuer pledges to repay general obligation debt without limitation

as to rate oramount

¢ State General Obligation Bonds
- Primary financing vehicle for states
Forty states currently have outstanding General Obligation Bonds

Ten states that do not issue General Obligation Bonds generally issue

other types of bonds and/or lease obligations

- State General Obligation Bonds are the highest rated class of bonds

and generally the most secure debt offered in the municipal bond

market

SalomonSvrrnibarneyl
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B ond R atings D iscussion

¢ A bond rating is:
- A shorthand symbol denoting credit quality and expresses the level of
risk ofrepayment

- An assessment of the ability, willingness and legal obligation of an

issuer to make full and timely payments of principal and interest
- An objective assessment ofrelative creditworthiness

- An independent opinion about the future

- Designed to rank within a consistent framework, the relative

repayment risk of each debt issuer

¢ A bond rating is not:

- A rating ofgovernment, but a rating ofrelative credit quality

- An audit

- Denoting quality of life

- A measure ofthe relative worth ofan issuer

AnorMCaitrfrfT



Investm ent G rade C ategories

¢ Bond ratings for the majority of municipal bonds are in the investment

grade categories

Investment Grade Rating Symnolsfor the Three Major Rating Agencies

Moodv’s Standard & Poor’s Fitch
Prime Grade Aaa AAA AAA
High Grade Aal AAH- AA
Aa2 AA AA
Aa3 AA- AA-
Upper Medium Al Ad- Al
High Grade A2 A A
A3 A- A-
Medium Grade Baa 1 BBB1 BB B-
Baa 2 B 138 BBB
Baa 3 BB 13- BBB-

¢ State of Alaska’s General Obligation bonds are rated Aa2/AA(prior)/AA
and its limited obligations and certificates of participation are rated

A1l/A+/NR
¢ A majority of state general obligations are rated prime grade or high grade
¢ Only four states have ratings in the medium grade category

Sal/>m (jnSmtitiRarnhy
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Rating Analysis Factors for General Obligation Bonds

Economic Financial
Base Analysis
Debt Administrative

Analysis Factors

in - - - - - k- ww Imwm- -t —- --
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Rating Factors for General Obligation Bonds

+ Economic Base
- Income levels
- Rate of income growth
- Employment mix analysis
- Population growth
¢ Financial Analysis
- Historical budget and audit report analyses
- Ability to meet present needs as well as its future needs
- Concentrate on the main operating funds that are basically tax-supported
4 Debt Analysis
- Debt history
- Debt payout schedules
- Ability to operate within a budget that meets the ongoing capital needs along with the
debt obligations
- Past voter-approved bond authorization trends
¢ Administrative Factors
- Management controls
- Long-range planning
- Budgeting techniques
- Tax rates, levies, collection and property valuation and assessment trends

SalomonSmithBarnfy
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Rating Factors for Alaska’s General Obligation Bonds

+ Economic Base _ _
- Dependent on natural resource industries

- non-renewable oil extraction industries

- renewable resources fishing and timber
- Tourism
- Military bases

¢ Financial Analysis
- Trend in expenditures
- Revenue dependency and volatility and the Prudhoe Curve
- Reserves (Constitutional Budget Reserve and Alaska Permanent Fund)

¢ Debt Analysis
- Very low net debt after deductions for self-supporting and guaranteed debts
- Debt conservatively managed and structured to the Prudhoe Curve

¢ Administrative Factors
- Forecasting ability
- Investment strategies and performance
- Reserving policies
- Services provided

Satcm kmS w fiBarnfy
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M ethod of Bond Sales: N egotiated vs. C om petitive

¢ Negotiated Underwriting - The sale of bonds is by negotiation with an underwriter rather than
by competitive bidding

¢ Competitive Underwriting - A sale of bonds in which underwriters or syndicates of
underwriters submit sealed bids to purchase securities and award is based solely on interest cost

Volume of Negotiated and Competitive Sales (1990-19%9)

3
a
0 Negotiated mCompetitive
+ Issues to consider:
- Frequency of issuance - In-state priority - Market familiarity
- Ratings - Size - Complexity/structuring issues

” SAIXMINS\fnTIBARNEY
il Al Ve dlirissT




Impact of Amortization Schedule on Annual Debt Service

$100,000,000 of General Obligation Bonds

Amortization Annual Debt Service
10 years $13,586,796
15 years 10,296,276
20 years 8,718,456
30 years 7,264,891

SAUM >NS\fITU]>AKNTr'Y
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Contem plated Schedule of G
-— WW — —mBfl-W— — — — |

School Construction
Grant Fund

School Major VaInt.
Grant Fun

Harbors

State Facilities

University of Alaska
- Facilities
- Library

Total

2001

Amortization ~ (Smils!

30 years

Ihyears
DHyears
BHyears

1oyears
30 years

$82.0

180

100
200

100
5.0

$145.0

.0 .

- —

B ond Issuance

FY2002 FY2003 FY2004 FY2005 Total

mils) fSmils)
$820  $320
180 180
100 10.0
200 —~
100 100
50 50
$1450  SI1250

tSmils)  (Smils) (Smils)

$820  $820 $4100
180 180 900
50 _ &)
- ~ 400

150 K0 600
5.0 100 300

$1250 9250 $665.0

SAlomcec > SvnrrilJARNRY
Arejor.! difu”



Aggregate Debt Service Schedule

$665 Million Issuedfrom FY 2001 to 2005

$60,000,000
$50,000,000 mBonds Issued in Fiscal
= Year2001
3B $40,000,000 [IBonds Issued in Fiscal
Year 2002 I
[Bonds Issued in Fisca
§ $30,000,000 Year2003
= [IBonds Issued in Fiscal
€ $20,000,000 — Year 2004
I [IBonds Issued in Fiscal
$10,000,000 Year2005
$0
[ f [ f AN v V'

FY200 FY202 Fy203 FY204  FY2006 Total
Smils)  (Smils)  Emils) mls)  Smilst  Fmils)

$145.0 $145.0 $125.0 $125.0 $125.0 $665.0

SalomonSMmMIiBVRNET
16 \eroocaliHp



School Construction Grant Fund Debt Service Schedule

$410 Million Issued from FY 2001 to 2005

$35,000000
$30000,000 mBonds Issued in Fiscal
Year 200
% $25000000 D\E{%ondszli)szued in Fiscal
ear
B $20000000 Eeggtrjsz(l%s?tjed in Fiscal
§ —Bonds Issued in Fiscal
g D B lued n Fiscal
= onds Issued in Fisca
§ $10,000,000 Year 006
$5,000,000
$0

FY2002 FY2003 FY204  FY2005 Total
g%% Smils)  (@&mis) $mils)  (Smils)  (Smils]

$82.0 2.0 $82.0 $82.0 $820 $410.0

Salom()n SmthiBarney
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School Major Maint. Grant Fund Debt Service Schedule

Annual Debt Servic

10,000,000
9.000.000
8.000.000
7,000,000
6,000,000
5.000.000
4.000.000
3.000.000
2,000,000

1,000,000 4i

FY 2001
(S mils)

S18.0

$90 Million Issued from FY 2001 to 2005

Y 2002
(Smils)

S18.0

FY2003 FYX
($ mils) ($ mils)
$18.0 $18.0

18

FY 2005

mBonds Issued in Fiscal
Year 2001

Bonds Issued in Fiscal
Year 2002

Bonds Issued in Fiscal
Year 2003

BDBonds Issued in Fiscal
Year 2004

[1Bonds Issued in Fiscal
Year 2005

Total
(Xmils)

$90.0

SAixm jnSmithBarnev
A'narwc" oiigrnupj



Harbors Debt Service Schedule

$35 Million Issuedfrom FY 2001 to 2005

54.000.000
53.500.000 L
mhonds Issued in Fiscal

.S 53.000.000 Year 2001 ] ]
= [1Bonds Issued in Fiscal
U 52500.000 Year 2002 o
= [Bonds Issued in Fiscal
8 52.000.000 Year 2003 o
— 0 Bonds Issued in Fiscal
g $1,500,000 Year 2004 o
= [Bonds Issued in Fiscal
< $1,000,000 Year 2005

FYy20r FY2002 FY2003 FY2004  FY2005 Total
Smils)  fSmils)  (Smils)  Smils)  (Smils) (Smils)

S10.0 S10.0 $10.0 S10.0 $10.0 $35.0

19 Vner  amitifrnuflT



State Facilities Debt Service Schedule

$40 Million Issuedfrom FY 2001 to 2002

$4,500,000

$4,000,000

$3,500,000 mBonds Issued in Fiscal
L Year 2000

$3.000,000 [1Bonds Issued in Fiscal
w Year2002
Xy $2,500,000 [Bonds Issued in Fiscal
Q000,000 Year2003
Z Rt 0 Bonds Issued in Fiscal

Year 2004

S $1,500,000 A

e Bonds Issued mi Fiscal

$1,000,000 Year 2005

$500,000

$0 A A r D \D

[glemi

D 5 O « n -
A ER PR nicfs
FY2001 FY2002 FY2003 FY2004  FY2005  Total
ts Mt m>mils? rs Mils) (s mils) Emils)
S20.0 S20.0 - - - $40.0

Salomon Sm itiiBarne
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U niversity of A laska/E ducational F acilitie s D e bt S ervice S chedule

Annual Debt Servi

57,000,000
56.000.000
55.000.000
54.000.000
53.000.000
S2,00(7,000
51.000.000

SO

FY 2001
fS mils)

S10.0

$60 Million Issuedfrom FY 2001 to 2005

mBonds Issued in Fiscal
Year 200
Bonds Issued in Fiscal
Year 002
Bonds Issued in Fiscal
Year 8
—Bonds Issued in Fiscal
Year 2004

—Bonds Issued in Fiscal
Year 2006

FY2002  FY2003  FY204  FY2006  Tota
(Xmils) (Smils) ($ mils) (& mijs)-----

SI10.0 $10.0 $15.0 $15.0 $60.0

21 Alliar-WT. <-lirrnurT



U niversity ofAlaska/A uchorage L ib rary D ebt S ervice S ch edule

52,500,000

52,000,000

51,500,000

51,000,000

Annual Debt Servi

5500,000 —

$30 Million Issuedfrom FY 2001 to 2005

rn c cl
FY2002 FY203 FY204
Smils)  (Smils)  Emils)
$5.0 S5.0 $5.0

22

H Bonds Issued in Fiscal
Y ear 2001

O Bonds Issued in Fiscal
Year 2002

O Bonds Issued in Fiscal
Y ear 2003

O Bonds Issued in Fiscal
Year 2004

O Bonds Issued in Fiscal
Year 2005

FY 2005 Total
Smils)  fSmils)

$10.0 $30.0

SAUIMONSN (in 11>ARNKV
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60,000.000

ternative of Upfront

$665 Million Issued in FY 2001

50,000,000 -

40,000,000

30,000,000 -

20.000.000

10,000,000 -

a iry 200i

Issuance

60,000,000

50,000.000

40.000,000

30,000,000

20,000,000

10,000,000

$665 M illion Issuedfrom FY 2001 to 2005

A f f %N A A A f f f m

m FY 2001 O FY 2002 0 FY 20030 FY 2004 O FY 2005

+ Earlier upfront issuance can accelerate construction projects and/or
produce significant additional interest earnings for additional projects

* These benefits need to be weighed against additional debt service in the

earlier years

23

SalomonS\nmiBarney
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Upfront Issuance: Potential Additional Interest Earnings

School Construction Grant
Fund

School Major Maintenance
Grant Fund

Harbor Fund

State Facilities

U. of Alaska -- Educational

Facilities

U. of Alaska - Anchorage
Library

Total:

FY 2001

S14.760,000

3,240,000

1,125,000

900,000

2,250,000

1.125.000

S23.400.000

FY 2002

S 15,990,0.00

3,510,000

1,050,000

300,000

2,550,000

1.275.000

S24.675.000

FY 2003

$11,070,000

2,430,000

450,000

1,950,000

975.000

$16,875,000

FY 2004

$6,150,000

1,350,000

75,000

',125,000

675.000

$9,375,000

FY 2005 Total
S1,230.000 $49,200,000
270,000 10,,800,000
2,700,000
1,200,000
225,000 8,100,000
150.000 4.200 000
S1.875.000 $76,200,000

SaixmonSyrmi laa k w
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M aster Settlement A greem e

IWW liniall

¢

juU»

The Master Settlement Agreement (“MSA”) is an agreement between

settling tobacco companies and 46 states, including Alaska

The settling companies have agreed to make payments to the states in

perpetuity, based on domestic cigarette consumption

The State of Alaska is entitled to receive 0.3414187% of the base
payments under the MSA

Tobacco Escrow Alaska
Companies Agent $

MSA State
Payments Payments

SalomonSmiti[Baknev
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+ A laska is projected to receive approxim ately $781 m illion over the next 25

years

$45

win  *M« Win win win win win win win win

$40
$35 | | ;
. i
$30 2 2;]7" . I I I 271(1 27.lit 2710 27.10 271(1 27.10 2".to
2 ; a
2W B AW Ad
é) $25 I 1 A 2
$20 C
<> >
$15
$10 6t
. o Si
® . 11
Is B e

$0
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

Excludes firstinitial payment. Settlement stream does notreflectinflation orconsumption projections.

Includes initial, annual and strategic payments. . .
Salomon Smin iBarney
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Initial Payment Adjustments
4 Volume Adjustment

4  Non-Settling States
Reduction

4 Offset for Miscalculated
or Disputed Payments

li-

Annual Payment Adjustments

+

Inflation Adjustment
Volume Adjustment

Previously-Settled States

Reduction

Non-Settling States

Reduction
NPM Adjustment

Offset for Miscalculated

or Disputed Payments

Federal Tobacco

Legislation Offset

Litigating Releasing
Parties Offset

Subsequent Participating ManufacturerlPayments

Annual Payment Adjustments

4

Inflation Adjustment

Volume Adjustment
Non-Settling States Reduction
NPM Adjustment

Offset for Miscalculated or

Disputed Payments
Federal Tobacco Legislation Offset

Litigating Releasing Parties Offset

SAI-OMONSMI'l [LITAKNEV



U.S. Cigarette Consum@ption Trends
—= - -j7-liiiwiulHVRVHBBHVHWN

Cigarette Consumption, 1900-1998

Tdevison  Begmingof Sstained
MritayHg h adRdo Rl Rice Incresses (1982

urcg: U.S. Department of Agriculture - . , . .
fﬂ 5e?freyé. I-[l)ar%s, Wor‘qn Wo el for Predicting Consumption and Revenue Impacts of Large Increases in the U.S. Federal cigarette Excise Tax

SALOMON SM tTIiPrAKNI'T
1-4 Anienbvof aitnjfrtdiT



W E F A Forecasts a 58% Decline in Total U.S. C onsum ption

of C igarettes O ver the N ext 43 Y ears

IR - - " " 0j9iBjijj]

Actual Historical Consumption Forecasted Consumption

(Cigarettes n Billions;

Consumption

Year

SAT-OMGNSMITrIBARNEY
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Credit C oncerns R egarding

P ayments under the M S A
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Credit C oncern

P ayrnents
mra -

Credit Concern

Uncertainty of future cigarette

consumption

Bankruptcy ofa PM

Increased NPM market share

Legal risks inherent to the MSA

s R egarding

Under the M IS A

Mitigating Factors

1-7

Utilize an independent consultant
Preside potential investors objective and

accurate forecasts

Strategic bankruptcy is unlikely due to
benefits of MSA

Credit bankruptcy is unlikely due to tne
strength of the tobacco industry

The widespread enactment of the model

statute and the strona incentives of MSA

Viewed as an executory contract, reducing

risk of nonpayment in bankruptcy

Salomon $m hiilTXRNKky



Credit C oncern

P ayments

(WWWL e oo

Credit Concerns

Litigation

Health of Industry

1-8

Mitigating Factors

Third party provider suits largely

unsuccessful

Florida Supreme Court is reviewing
class-wide punitive damages issue in
Engle

Aggregate individual awards unlikely to
pose financial threat

36 states require more than 50%

comparative fault for recovery

PMs are enormously profitable (Phillip
Morris EBIT >40%; RJR >20%)

Credit quality greater than rating
Liquidity and interest coverage in AA

category

SalomonSmith Barney
[itlOTitfc GQiiigfiiJfC



S h ould A la s k a

Leverage Sts Funds?

snneMMMUMMETILIOWS S, - 1~ ruTIBvBgWWWWMMMBM 1]

. Future receipt of tobacco settlement revenues uncertain

. Tobacco settlement revenues are not a diversified source of income for the state

+ Alaska can receive residual tobacco settlement revenues after debt service
payments

. Alaska can choose whether to issue the funds for capital spending or invest them

. Alaska may employ an endowment strategy to diversify revenue from tobacco

settlement payments

Securitization Benefits

Keep upside of residuals

Eliminate downside risks of Tobacco Settlement Revenues

SalomonSmtitiEArDeZﬂ
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S tructured Credit or S ecuritization

STRUCTURE AT ISSUANCE ONGOING DEBT SERVICE
$I
|
Purchase le of Riah Residual Cash
- esidual Cas
Residual Bond Price for % Sale of Rights to
of Settlement Future Settlement Flow Settlement Funds
Funds Rights Funds Payment
Bond Proceeds Bonds Debt Service on
Bonds

Bondholders

Could be an existing State authority/issuer or a newly created not-for-profit corporation
SALOMONSMTn[BARNEY
1-10 ofotiijmuiTl
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State

Tobacco Settlement

Revenues over 30

years

Net Proceeds from

Securitization

Residual after Debt

Service

*Based upon 7% discountrate.

of A laska

$1,009,029,562

307,570,730

240,238,958

R esults

PRESENT
RISK
VALUE?*
W . I .
$405,932,133 Uncertain
307,570,730 Certain
93,733,330 Uncertain

Salomon SMmMiBftRNEY
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+

Legislative Considerations

Must direct payments to a bankruptcy-remote or separate state entity

© Occurs through a “sale” or non-recourse transfer of Settlement Funds

© Should clarify that the State no longer “owns” the Settlement Funds
Legislation should include non-impairment covenants

© Alaska will enforce MSA

© State will not impair the Settlement Funds, the financing structure or

the rights of bondholders

© State will not allow the Authority (or the entity issuing bonds) to file for
bankruptcy

Declare the Authority or issuing entity does not have authority - today or in

the future - to file for bankruptcy

Authorize Authority or issuing entity to create a non-profit entity to serve

purely as a financing vehicle

© This will enable future transfers of Settlement Funds

® Non-impairment covenants would be necessary again

Smj )MonSmithBarnev
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A lternative State Transportation

Financing Techniques

January 26, 2000

Saix m inSsfrrn Barni-y
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Highway Revenue Bonds

* Supported by dedicated revenue stream rather than unlimited full faith and
general obligation pledge

+ Typically secured by State highway user tax receipts and/or excise taxes

Motor fuel taxes
Motor vehicle registration fees
Motor vehicle license fees

Penalties and fines

+ Rating criteria

Diversity and stability of the pledged revenue stream

Governmental support

Program management, quality of planning, construction management,
maintenance and inspection

Coverage of debt service (both historic and projected)

Legal and practical restrictions to additional debt issuance

SAiI/MiINSvimiBAicaEy
Adrtve*c'alitynufir



Highway Revenue Bonds - State Comparisons

Sate's
Rating

AalAA

Issuer's Rating

Al/AA-

Issuer

Alabama Highway
Authority

Arizona AA/AA- NA/NA
Transportation

Hoard (Regional

Area Road Fund)

Arizona Aal/AAA N.VNA
Transportation

Hoard (Highway

User Revenue

Fund)

Stale of
Connecticut
Department of
Transportation

AINA Aa3/AA-

Delaware Al/AA AnI/A Y'

Transportation
Authority

State o f Florida Aa?'A.\t Aa2/AA>
Department of
Transportation
(Full Faith and

Credit Honds)

State o f Hawaii Aa.v.v* Aa.VAI
Department o f

Transportation

Rate Coverant

2.0xM.A.D.S.

Pledged Revenues

Motor vehicle tag taxes. Gasoline &
motor fuel taxes. Petroleum
inspection fees. Vehicle
identification marker fees. Liquified
petroleum gas permit fees

‘/>cent general sides tax in N/A

Maricopa County only

Miscellaneous user fees. Fuel tax. N/A

Motor vehicle fees

Motor fuels tax. Motor vehicle 2.0xM,\.D.S.

receipts. I.I'F revenue, FTA grants

Motor fuels 1ax. Vehicle N/A
document/registration fees.
Miscellaneous transportation
revenue. Delaware Turnpike

revenue

Casoline tax. .Supplemental Ci.O N/A

Pledue

Highway fuel license taxes. Vehicle N/A
registration fees. Vehicle weight
taxes. Rental motor vehicle and

(our vehicle surcharge taxes

2-2

Additional Bonds
Test

Statutorily
determined.

2.0xM.A.D.S.

3.0xM.A.D.S. $800
Million issuance
cap

2.0xM.A.D.S.
(based on adjusted
revenues)

1.75xM.A.D.S.

Senior
3.0xM.A.D.S.

Junior on pledged
revenues net
senior debt service

New A.D.S. can
not exceed 90% of
Pledged Revenues
1.11xM.A.D.S.
minimum
coverage
2.0xM.AD.S,
Senior
IJOXM.A.D.S.
Junior

Delt Service Dett Senvice

Resenve Coverage

A.AD.S, 2.39.x

N/A 3.00x

N/A 0.73.x Senior
¢.OSx Junior

M.A.D.S. 2.6x

0.5xM.A.D.S. N/A

unless revenues

arc less than

2.00x M.A.D.S.

during last 12

months (then

1.00x M.A.D.S.)

N/A 12.96x

0.5xM.A.D.S. 22.7x-24.3Ix

Historical 14.0.x
Actual 10.9x-7.0Ix
Projected
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Highway Revenue Bonds - State Comparisons (cont’d)

Issuer

State o f Kansas An2/AA
Department of

Transportation

State of Maryland AalAA

Department of
Transportation

Commonwealth of An.VAA
Mnssncluiset'.s

(Special Obligations

Revenue Bonds)

State of Michigan Al/AA-

State Trunk Line
Fund

State of Mississippi Al/AA

Department of
Highways

State of Montana Al/AA-

Departmenl of
Highways

Stale of Nevada Aal/AA

Department of
Transportation

New Jersey An3/A+
Transportation frusl

Fund Autliorilv

N.VNA

Ann/AAA

Al/AA-

Aa2/AA+

An.VAA

Aa.VAA-

Ao02/AA

Aal/AAJ

Issuer's Rating State's Rating Pledged Revenues

State Highway Fund (Motor fuel
tax. driver's lie. & vehicle
registration tax. and a portion of
stale sales and use tax)

Corporate income tax. Motor
vehicle fuels tax. Motor vehicle
titling tax. Plus others if needed

Gasoline tax

Motor fuels taxes

Motor vehicle registration Ices
Title fees

License plate fees

Gasoline Tax
Privileged tax on earmarked
revenues. Fuel identification

Diesel License tax
Gasoline license tax
Diesel fuel tax

(iasoline fuel tax

Gross vehicle weight lax
Coal severance tax

Motor vehicle fuels tax
Special fuels tax
Federal aid

Transportation Trust Fund
(State appropriation)

2-3

Rate Covenant

3,0xM.A.D.S

N/A

N/A

N/A

N/A

N/A

N/A

N/A

Additional Bonds Debt Service Debt Se > :e
Test Reserve Coverage
.VUxM.A.D.S. Required to be 0.88x
funded only if can
not maintain rate
covenant,
2.0xM.A.D.S. N/A 3.55x
S1.2 billion
maximum
allowable debt
outstanding
Existing lien is f/.50xM.A.D.S. Actual-3.29.x
closed
2.0xM.A.D.S. N/A fi.7x-8.2x
Historical
8.4x Actual
2.0xM.A.D.S. M.A.D.S. <).12x
3.0xM.AD.S.  M.A.D.S. only if 10\
S150 million coverage drops
. below 3.0x
maximum
allowable debt
outstanding
2.0.xM.A.D.S. only M.A.D.S. 6.5 1x
if specifically
authorized by
legislature
N/A N/A N/A
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Highway Revenue Bonds - State Comparisons (cont’d)

Additional Bonds Debt Service Debt Service

State’s

Issuer Issuer's Rating Rating Pledged Revenues Rate Covenant Test Reserve Coverage
Stale of New Mexico Aal'’AAA Aal/AAI viasoline excise taxes Motor Revenue amount 5.0.x Senior Required only if 9.8.x
(Senior State Iliuliwny AINR vehicle registration fees constitutionally 2.5x Sr. Sub. coverage falls
Debentures) Federal Highway Funds protected. 1.75x Subordinate below 2.0.x A.D.S.
(Senior Subordinate
1Jcn Rev.)
New York Stale MA AlA- Petroleum business tax N/A " .Ox.A.A.D.S. 0.5xM.A.D.S. or 5.5x
Thrmvnv Authority Motor vehicle registration 10% of Par

fee

Highway use tax

Motor fuel gasoline tax
State o f Ohio Aa'A.W Aal'AA* Motor vehicle license tax N/A N/A N/A N/A
(Highway Obligation Driver's license fee
Bonds) Highway use fee

Gasoline lax

Motor transportation

companies lax

Private motor carriers lax

Motor vehicle fuel lax
Oklahoma Capital A /AL Aal AA Appropriation lease N/A Statutorily 0.5vA.AD.S N/A
Improvenienl determined.
Authority (Stale llvvy
Capital
Improvement Rev.
Bondsl
State of Oregon i AN \»2 AA Motor vehicle fuels lax N A VO\ VA.l) S N A 28.0x
Department of Motor carrier tax
I r.insportaliou Fuel u<e tax
Puerto Rico Baal A Baal A Fuels tax N A 1.5\M A I) 5. M.A D.S.. blit can N A
Highway Authority Motoi vehicle license fees use 1.0 <.or

_ surety
foils
QOil lax

(siiboidinate to GO Inn has
never happened)

||>_4
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Highway Revenue Bonds - State Comparisons (cont’d)

Issuer's State's Rate Additional Bonds Debt Service Debt Service
Issuer Rating Rating Pledged Revenues Covenant Test Reserve Coverage
State of Utah Aaa/AAA  Aaa"AAA  Annual lax on all real and N/A N/A N/A N/A
&General Obligation personal property within the Stale
ighway Bonds) subject to taxation
Commonwealth of An2/AA Aaa/AAA  Transportation Trust [-und N/A N/A N/A N/A
Virginia (Stale appropriation)
Transportation Board
Stale of Wisconsin Al/AA- Aa2/AA  Vehicle registration |.Oxdebt  .75xM.Al).S.  Requirement 3.8
Dcpartment of service estanlished for
Transportation each individual
series.
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G rant Anticipation Revenue Vehicles (“G ARV EES sS”)

Two Types ofGARVEES s

+ Direct and Indirect

¢ Direct: Only Federal Aid Highway Projects are eligible; state must abide
by federal statutes and regulations

> Indirect: Both federal and state projects are eligible; state subject to its
own statutes and regulations

VSVl XM )N S\ | mllARNI<Y
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G rant Anticipation Revenue Vehicles (“G A RV EEs”)

Direct G ARVETEs s

¢ Program FHWA funds for debt service payments
¢ Only Federal Aid Highway Projects are eligible
4 Principal and interest payments are reimbursed by the FHWA

¢ Secured only by FHWA funds

9 SAl FIMONSmiti i Barnfy
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G

rant Anticipation Revenue

Vehicles (“G ARV EEs?”)

Direct G AR VEES s

Used to finance a specific project or
projects

DOT submits the debt service
schedule for approval (this is called
“programming”)

All proceeds need to be spent on the
specific project 0l*projects that were
approved leaving no spending
discretion or flexibility

DOT submits for reimbursement
three days before each
principal/interest payment and DOT
receives a reimbursement before the
payment is actually made

State applies for J
specific project "FHWA gives advanced j
| construction approval j

State issues bonds .
V- |

State builds
FEDERAL

project

J

State obligates funds
based on annual debt
service requirments

mm— || kw o e

FHWA reimburses
State for annual
debt service

SR & & R - -mc-->m- 1",

State receives
reimbursement and
pays debt service
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G rant A nticipation Revenue Vehicles (“G A RV EEs”)
— —WWWRiLN

Indirect G ARVEEs

+ After receiving FHWA reimbursements, State DOT repledges those funds
to pay principal and interest on a new series of GARVEEs

¢ Federal interest in FHWA reimbursements has been extinguished
Both state and federal projects are eligible

State labor wage rates, environmental law and regulations,
construction standards and WBE/MBE goals are used - not federal

¢ GARVEES can be secured only with FHWA funds

¢ State DOT management of projects is critical since a timely flow of
reimbursements is necessary

Salomon Sm ith Barn
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G rant Anticipation R evenue

Indirect G ARVEEs s

No restrictions on the usage of bond
proceeds - treated as any other State
funds - can spend on either Federal
or State projects

Issued without FHWA approval

Backed by future federal
reimbursements for future federally
eligible expenditures

DOT continues its federal aid
program, seeking annual
reimbursements for eligible expenses

Reimbursements used to amortize
the GARVEE bonds

r

[

ANNUALLY

State obligates funds
based on annual
expenditures on
eligible projects

FHWA reimburses
State for eligible
expenditures

State receives
reimbursement and
utilizes a portion for

debt service

V ehicles (“ G A RV EEs?”)

-P State issues bonds j

State builds
FEDERAL
project
r

A%

State gets current
reimbursement
subject to
obligational ceiling
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Example of Leveraging Federal Funds

Utilizing GARVEES can allow a state to bringforward approximately $300 million
ofadditional Federally Funded Projects into 2000 front FY 2001-2005for every
$100 million to be received annually

Unleveraged Federal Aid Cash Flow N Leveraged Federal Aid Cash Flow
S(Millons) S (Millons)

450 450
400 400
350 350
300 300 .
250 250 P 4k
200 200 ki
150 150 me,
].(D a 1&) l:'\l/ Vi
50 50

0 ' 0

2000 201 2002 2003 2004 2005 2000 2001 2002 2003 2004 2005
Year Year
D Available Federal Aid E Available Federal Aid d GAN Debt Service

Note: These cash flows arc exemplary of leveraging of Federal highway funds and do not reflect either specific project related leveraging nr specified
cash flow leveraging
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Credit and Ratings Issues

+ Federal Aid Highway Program

Multi-year program authorization and support
Annual review and obligation levels
Congressional authorization/appropriation
Structural change in program

+ Structural Issues

Single project versus program
State’s ability to match
Reimbursement cash flow and lien

Coverage stress tests for future potential FHWA $ reductions

SalomonSvfm iBAkney
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Credit and Ratings Solutions

& Conservative approach aimed toward high credit quality
- Authorizes low cost revenue debt financing of the State's transportation projects for short-
term or long-term horrowing

- Project-specific or programmatic
< Structured around the FHWA and federal budget principle of contract authority (creditworthy

funding commitment)

Passage of Federal Transportation Equity Authorization Act for the 21 st Century (TEA-21)
creates Federal commitment for the apportioned amounts for the current authorization period

of five years plus two additional years

< Distinctions made between bonds maturing within the current authorization period and those
maturing beyond the current authorization period

& Capital markets acceptance:
Standard & Poor’'s, Moody's and Fitch will provide investment grade ratings within and
beyond the current reauthorization period in the A level

MBIA and AMBAC will insure debt issuance within and beyond the current reauthorization
period
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