




Dale of Commitlee Action: \~^> \  Q  (_gv_____

The FINANCE Commitlee considered: 11II 381

HOUSE BILL NO. 381 TOBACCO REV, FOR UNIV. & CORR. FACILITIES
"Ail Act relating lo the financing of construction, major maintenance, and renovation of facilities for the University of Alaska; relating to the financing of 
construction of a correctional facility; authorizing the commissioner of revenue to sell the right to receive a portion of the anticipated revenue from a 
tobacco litigation settlement to the Northern Tobacco Securitization Corporation, with the proceeds of (hat sale to finance construction, major 
maintenance, and renovation of facilities for the University of Alaska and to finance the construction of a correctional facility; providing for the 
establishment of funds for deposit of those proceeds; authorizing the issuance of bonds hy the Northern Tobacco Securitization Corporation lor the 
purpose of acquiring the right to receive a portion of anticipated revenue from a tobacco litigation settlement; and providing for an effective date."
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Tobacco  Bond Refinancing
F a c t  S h e e t

W hat are tobacco bonds?

Tobacco bonds a llow  the State to realize revenue now by selling its rights to future tobacco 
Master Settlement Agreement (M SA ) payments to private investors.

W hat is the M aster Settlem ent Agreem ent?

In  November 1998 A laska and 45 other participating states, along with the D istrict o f  
Columbia, Puerto R ico, the U .S . V irgin Islands, American Somoa, the Northern Mariana 
Islands and Guam entered into the S206 b illion  25-year M SA  with the fou r largest tobacco 
manufacturers. The M SA  resolved cigarette smoking-related claims, in exchange fo r pay­
ments to be made to the settling states, and the imposition o f  certain tobacco advertising 
and marketing restrictions. Annual payments are made to A laska through the M SA  based 
on a form u la which includes adjustment fo r  inflation and consumption.

How docs the State sell its future M SA paym ents?

Through an A H FC  subsidiary, the Northern Tobacco Securitization Corporation , the State 
issues bonds to private investors. The bonds are to be repaid by future M SA  payments. In ­
vestors assume a ll o f  the risks associated with future tobacco M SA  payments.

W hy should the State sell its future M SA paym ents?

S e llin g  to b a c co  b o n d s  a c h ie v e s  m u ltip le  p u b lic  p o lic y  o b je c tiv e s :

Provides capital for needed State infrastructure projects 
(over S200 million to date) and up to S I 00 million in 2006.

• Transfers risk o f  dim inished or eliminated future M SA paym ents 
from the State to investors.

As MSA revenues are greater when consumption is high, by selling 
the settlement the State divests itself o f  a linancial int«_ v‘st in the 
continued use o f  tobacco products.

Office of Management and Budget



H as th is  been d on e  b e fo re ?

A laska has issued tobacco bonds twice previously. The 2000  A laska Legislature, through 
H B 281 , authorized a $116 m illion  bond sale, which funded $93 m illion  in public school 
construction projects. The 22nd A laska Legislature, through H B  234 , authorized a $135 
m illion  sale to fund $110 m illion  in public school, University o f  A laska, and water and 
harbor projects.

W h y  n ow ?

Due to a number o f  legal and economic factors, anticipated tobacco M SA  payments are at­
tracting more investors. This provides the State with an opportunity that was not availab le 
during the last several years.

The strong current market a llow s fo r a refinancing o f  existing tobacco bonds and at the 
same time, a further leveraging o f  the M SA . The proposed transaction w ill extend the sale 
o f  M SA  receipts by between 15 and 20 years. This is sim ilar to refinancing you r home and 
at the same time extracting equity to build an addition.

H ow  m uch  w i ll be g en e ra ted  f ro m  th e  sa le ?

Revenue realized w ill depend upon market conditions, such as interest rates, at the time o f  
sale. Under current market conditions, A laska could realize up to $180  m illion  in revenue.

W h a t  w i l l the p ro c eed s  fu n d ?

G overnor M urkowski proposes using the first $89 .2  m illion  in capital construction 
projects fo r the University o f  A laska. The largest single project proposed is $55 m illion  fo r 
Phase I I I  o f  the Integrated Science Facility at UA A . Revenue in excess o f  $89 .2  m illion  
would be used to help finance the construction o f  a new Department o f  Corrections facility 
in the Matanuska-Susitna Borough.

W h a t  h app en s  w hen  the b on d s a re  p a id ?

The State w ill retain the residual value o f  the MSA payments. The proposed refinancing 
bond issue would have an expected life  o f  between 25 and 30 years and once paid o f f  any 
annual settlement payments w ill flow  directly to the State.

Office of Management anti Budget
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T h e  H o n o r a b l e  J o h n  H a r r i s  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
S t a t e  C a p i t o l ,  R o o m  2 0 8  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S p e a k e r  H a r r i s :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  C o n s t i t u t i o n .  I  a m  
t r a n s m i t t i n g  a  b i l l  r e l a t i n g  t o  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 ,  m a j o r  m a i n t e n a n c e ,  
a n d  r e n o v a t i o n  o f  f a c i l i t i e s  f o r  t h e  U n i v e r s i t y  o f  A l a s k a ;  r e l a t i n g  t o  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  o f  a  c o r r e c t i o n a l  f a c i l i t y ;  a u t h o r i z i n g  t h e  c o m m i s s i o n e r  o f  
r e v e n u e  t o  s e l l  t h e  r i g h t  t o  r e c e i v e  a  p o r t i o n  o f  t h e  a n t i c i p a t e d  r e v e n u e  f r o m  a  
t o b a c c o  l i t i g a t i o n  s e t t l e m e n t  t o  t h e  N o r t h e r n  T o b a c c o  S e c u r i t i z a t i o n  
C o r p o r a t i o n ,  w i t h  t h e  p r o c e e d s  o f  t h a t  s a l e  t o  f i n a n c e  c o n s t r u c t i o n ,  m a j o r  
m a i n t e n a n c e ,  a n d  r e n o v a t i o n  o f  f a c i l i t i e s  f o r  t h e  U n i v e r s i t y  o f  A l a s k a  a n d  t o  
f i n a n c e  t h e  c o n s t r u c t i o n  o f  a  c o r r e c t i o n a l  f a c i l i t y ;  p r o v i d i n g  f o r  t h e  
e s t a b l i s h m e n t  o f  f u n d s  f o r  d e p o s i t  o f  t h o s e  p r o c e e d s ;  a n d  a u t h o r i z i n g  t h e  
i s s u a n c e  o f  b o n d s  b y  t h e  N o r t h e r n  T o b a c c o  S e c u r i t i z a t i o n  C o r p o r 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  t h e  r i g h t  t o  r e c e i v e  a  p o r t i o n  o f  a n t i c i p a t e d  r e v e n u e  f r o m  a  
t o b a c c o  l i t i g a t i o n  s e t t l e m e n t .

T h i s  b i l l  i s  q u i t e  s i m i l a r  t o  p r e v i o u s  m e a s u r e s  t h a t  s e c u r i t i z e d  a  t o t a l  o f  
8 0  p e r c e n t  o f  t h e  t o b a c c o  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  r e v e n u e  s t r e a m .  S e e  
s e c s .  9  a n d  1 0 ,  c h .  1 3 0 ,  S L A  2 0 0 0  a n d  s e c s .  3  a n d  4 ,  c h .  9 6 ,  S L A  2 0 0 1 .  T h i s  
b i l l  w o u l d  s e c u r i t i z e  t h e  r e s i d u a l  r e v e n u e  s t r e a m  t h a t  r e v e r t s  b a c k  t o  t h e  
g e n e r a l  f u n d  o n c e  t h e  o u t s t a n d i n g  t o b a c c o  b o n d s  a u t h o r i z e d  b y  t h e  p r e v i o u s  
l e g i s l a t i o n  a r e  r e p a i d .  I n  o t h e r  w o r d s ,  t h a t  8 0  p e r c e n t  o f  t h e  r e v e n u e  s t r e a m  
f r o m  t h e  s e t t l e m e n t  o f  S t a t e  o f  A l a s k a  v .  P h i l i p  M o r r i s ,  I n c o r p o r a t e d ,  et. a l ,  N o .
1 J U - 9 7 - 9 1 5  C l  ( A l a s k a  S u p e r .  1 9 9 7 )  w i l l  r e m a i n  s e c u r i t i z e d  f o r  a  l o n g e r  p e r i o d .  

T h e  b i l l  a n t i c i p a t e s  t h a t  t h e  s t a t e  w i l l  r e a l i z e  a t  l e a s t  $ 8 9 , 2 5 0 , 0 0 0  i n  p r o c e e d s ,  
w i t h  a  p o s s i b i l i t y  t h a t  a d d i t i o n a l  a m o u n t s  w o u l d  b e  r a i s e d .  T h e  b i l l  a u t h o r i z e s  
t h e  p r o c e e d s  t o  b e  s p e n t  o n  c e r t a i n  U n i v e r s i t y  o f  A l a s k a  c a p i t a l  p r o j e c t s ,  a n d
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T h e  H o n o r a b l e  J o h n  H a r r i s  
J a n u a r y  1 7 ,  2 0 0 6  
P a g e  2

o n  a  p r i s o n  i n  t h e  M a t a n u s k a - S u s i t n a  B o r o u g h ,  s u b j e c t  t o  a p p r o p r i a t i o n  f o r  

t h o s e  p u r p o s e s .

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

S i n c e r e l y  y o u r s ,

F r a n k  H .  M u r k o w s k i  
G o v e r n o r

M B  381




