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HOUSE BILL NO. 172
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SIXTH LEGISLATURE - FIRST SESSION
RY THE HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

Introduced: 3/9/09
Referred: Education, Finance

A BILL
FOR AN ACT ENTITLED
"An Act relating to an investment in the education loan fund; relating to authority for
the commissioner of revenue to enter into a bond purchase agreement and letter of

credit with the Alaska Student Loan Corporation; and providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 37.10.085(a) is amended to read:
{a) Except as provided in AS 14.40.458 or (¢) or (d) of this section, or
AS 37.10.089, neither the state nor a political subdivision of the state may
(1) make a subscription to the capital stock of a corporation;
(2) lend its credit for the use of a corporation; or
(3) borrow money for the use of a corporation.
* Sec. 2. AS 37.10 is amended by adding a new section to article 3 to read:
Sec. 37.10.089. Loans to the education loan fund; bond purchase
agreements and letters of credit. (a) If the education loan fund established in the

corporation under AS 14.42.210 is unable to fully finance loan demand in a fiscal

HB0172a -1- HB 172
New Text Underlined [DELETED TEXT BRACKETED]




2271

= - - BN = Y L= ™ B

W W NN RN NN R DD e e e e e s e e e
=~ TN + B - - R I = W | R e N e = = - - B N B = RV, B VL )

[}Y‘W"/ A
year, the commissioner may invest in the education loan fund for the purpose of

financing education loans under AS 14.43.161 - 14.43.175, 14.43.600 - 14.43.750, and

26-GH1211\A

AS 14.44.040. The commissioner@require the corporation to secure the investment
of state money. 5}\ a U-

(b) Investments under (a) of this section may be made only when the
commissioner determines that market conditions relating to tax-exempt private activity
revenue bonds make the issuance of such bonds by the corporation not practicable or
not economical for the purpose of financing education loans under AS 14.43.161 -
14.43.175, 14.43.600 - 14.43.750, and AS 14.44.040.

(c) Money invested under (a) of this section must be repaid by the corporation
under terms established by the commissioner and agreed to by the corporation. Except
as provided in this section, the terms shall be consistent with the duties of a fiduciary
set out in AS 37.10.071(c).

(d) Notwithstanding any other provision of this section, the commissioner is
authorized to enter into an agreement with the corporation to provide a bond purchase
agreement and a letter of credit when market conditions relating to such credit
enhancement mechanisms are uneconomical. The commissioner may require the
corporation to pay the costs associated with providing credit enhancement and may
charge the corporation a fee for this service.

{e) The commissioner may charge the corporation interest on the investments
under (a) of this section. The rate of interest may not exceed the five year average
return on the state’s general fund.

(f) The commissioner may charge the corporation an annual fee for the
services provided under (d) of this section. The annual fee may not exceed 0.15
percent of the average principal outstanding and interest covered by the bond purchase
agreement and the letter of credit.

(g) If a draw on the bond purchase agreement and the letter of credit occurs
under this section, the commissioner may charge the corporation an additional annual
rate of interest not to exceed three percent on the bonds held under the bond purchase
agreement and letter of credit.

(h) The term of the investment under (a) of this section and the commitment

2- HBO0172a
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under (d) of this section may not exceed five years from the commencement of the
initial investment, bond purchase agreement, and letter of credit.

(i) The maximum amount of the investment under (a} of this section may not
exceed $100 million. The maximum amount of the commitment under (d) of this
section may not exceed $106 million.

(i) The commissioner may adopt regulations under AS 44.62 to implement
this section.

(k) In this section,

1
2
3
4
5
6
7
8
9

(1) "commuissioner" means the commissioner of revenue;

—_
<o

(2) "corporation" means the Alaska Student Loan Corporation created
under AS 14.42.100.
* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).

—_ =
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STATE OF ALASKA
2009 LEGISLATIVE SESSION

Identifier (file name): HB172-DOR-TRE-3-11-09 {revised)

7 &
FISCAL NOTE /,):’ e

Fiscal Note Number:
Bill Version:
{) Publish Date:

Dept. Affected:

1Te”

i
(.3
s

HB 172

Revenue

Tax and Treasury

Title Alaska Student Loan Corporation Investments ROU
Component Treasury

Sponsaor Governor

Requester Governor Component Number 121
Expenditures/Revenues {Thousands of Dollars}

Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Inforrmation

OPERATING EXPENDITURES FY 2010 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015
Personal Services

Travel

Contractual 20.0

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous

TOTAL OPERATING 20.0 0.0 0.0 0.0 0.0 0.0 0.0

{CAPITAL EXPENDITURES [ | | |
|CHANGE IN REVENUES ( ) | ] | | ]
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other Interagency Receipts 20.0 |

TOTAL 20.0 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2009) cost:

POSITIONS

Full-time
Part-time

Temporary

ANALYSIS:

(Aftach a separate page if necessary)
This legislation allows, but does not require, the Commissioner of Revenue to invest state funds in the education foan
fund, if the Commissioner determines that the Alaska Student Loan Corp cannot practically or economically borrow
meoney through issuing private activity revenue bonds. This investment must be made consistent with the duties of a
fidiciary and will earn a return to the state. The bill also allows, but does not require, the Commissioner to provide a
bond repurchase agreement or letter of credit to the Alaska Student Loan Corp, and to require the ASLC to pay the
costs associated with the repurchase agreement or letter of credit. The Department of Revenue does not expect to
incur any non-reimbursed costs as a result of the passage of this bill.

Revised: $20,000 is included in interagency receipts to reflect the amount to be paid by ACPE. Originally this would
have been paid through unbudgeted RSA once the financing process began.

Phone 465-3669

Date/Time 2/3/09 12:00 AM

Prepared by:  Jerry Burnett
Division Treasury
Approved by:  Ginger Blaisdelt

Date 2/3/2009

Department of Revenue

(Revised 8/10/2008 OME)
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STATE OF ALASKA
2009 LEGISLATIVE SESSION

identifier (file name): 0211-EED-ACPE-02-12-09

Title

An Act relating to an investment in the education loan fund,

relating to authority for the commissioner of revenue to...

Sponsor

Requester

Expenditures/Revenues

{Thousands of Dollars)

Fiscal Note Number: 2

Bill Version:

(H} Publish Date:

Dept. Affected:

HB 172
3/9/09

Education

RDU

ACPE

Component Program Administration and
Qperations

Compaonent Number

2738

Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required

Information

OPERATING EXPENDITURES FY 2010 FY 2010

FY 2011

FY 2012

FY 2013

FY 2014 FY 2015

Personal Services

Travel

Contractual 20.0

20.0

20.0

20.0 20.0 0.0

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous

TOTAL OPERATING 0.0 20.0

20.0

20.0 0.0

[CAPITAL EXPENDITURES ]

I

[CHANGE IN REVENUES ( ) I

l

FUND SOURCE

{Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

1106 P-Sec Receipts 20.0

200

20.0

20.0 20.0 0.0

Other Interagency Receipts

TOTAL 0.0 20.0

20.0

20.0

20.0 0.0 0.0 |

Estimate of any current year (FY2009) cost:
POSITIONS

130.0

Full-time

Part-time

Temporary

ANALYSIS:  (Attach a separate page if necessary)

bilt.

This legislative proposal, which authorizes the Commissioner of Revenue to: 1) invest in Alaska education loans; and, 2)
provide credit enhancement service to the Alaska Student Loan Corporation (ASLC), is designed to be cost-neutral to
the state. The appropriation request above represents the ASLC receipts needed to cover costs incurred by the
Department of Revenue for legal, rating agency, and consulting services necessary to implement the provisions of the

There is potentially a cost avoidance to the state General Fund. In the event ASLC, without the state assistance
provided in the bill, is unable to issue bonds, state appropriations to fund the education loan programs could be required.
Current year (2008-2009) loans were funded through internal liquidity. However, those funds will have

Prepared by:  Diane Barrans, Executive Director

Division Alaska Commission on Postsecondary Education

Phone 907-465-6740

Date/Time 2/12/09 4:00 PM

Approved by: Diane Barrans, Executive Director

Alaska Commission on Postsecondary Education

(Revised 9/10/2008 OMB)

5274

Date 2/12/2009
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FISCAL NOTE #2

STATE OF ALASKA BILL NO. HB 172

2009 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

substantially been exhausted with Spring 2009 disbursements. At this time, there is a need to postpone
processing 2009-2010 loan applications until such time as funding has been secured. Currently, market-
based issuance costs have reached prohibitive levels refative to the economics of ASLC programs. ASLC
has been attempting to issue Variable Rate Demand Bonds (VRDB), for which a market still exists.
Structurally, VRDBs are attractive to investers because they are credit enhanced through some form of
external liquidity provider, thereby eliminating investor liquidity risk. VRDBSs can be held in money market
accounts due to the liquidity facility expanding the investor base for ASLC bonds. However, over the course
of 2008 the cost of liquidity/credit enhancement increased dramatically as demand grew exponentially and
supply declined at an alarming rate due to financial institution consclidations, ratings downgrades, and a
general reluctance of the usual players to put further strain on their balance sheets. Liquidity costs have
more than quadrupled and there is nothing currently occurring in the financial services arena to indicate this
problem will improve any time soon to once again enable ASLC to finance its programs as it has
successfully done over the preceding twenty years of operation.

The FY09 cost will require a supplemental amendment of $60,000 to ACPE's Program Administration and
Operations component (2738} using postsecondary receipts as the funding source (1106). The remaining
FYO0S8 cost of $70,000 will be absorbed by the Department of Revenue's current appropriation of Alaska
Postsecondary Education Commission Receipts (1108) which are projected to be available for that purpose.

Page2 of2




STATE OF ALASIKA / wwesn covemor

ALASKA STUDENT LOAN CORPORATION P. O. Box 110505
Juneau, Alaska 99811-0505
PHONE (907) 465-6740
465-3293

March 13, 2009

Sponsor Statement

HB 172 - An Act relating to an investment in the education loan fund; relating to authority for the
commissioner of revenue to enter into a bond purchase agreement and letter of credit with the
Alaska Student Loan Corporation; and providing for an effective date.

This legislation is necessary to avert a disruption in new education loan origination by the Alaska Student
Loan Corporation (ASLC, or the Corporation) beginning in July 2009. The Corporation, since its
establishment by the Legislature in 1987, has financed its education loan programs by issuing tax-exempt
revenue bonds in the capital market. After 20 years of successful operation in this environment,
catastrophic disruptions to the capital market resulted in ASLC being unable to issue bonds in 2008.
Education loans continued to be available to Alaska students for the 2008-2009 academic year due to
capacity within the Corporation to meet loan demand with available cash. However, after lending a
projected $95 million in new loans through June 2009, that capacity will be substantially exhausted. Until
such time as sufficient funding is secured, loan application processing for the 2009-2010 academic year
will remain suspended.

The modification of Alaska statutes set out in this legislation enables ASLC, in partnership with the
Commissioner of Revenue, to meet the immediate need to accept and process loan applications for the
upcoming school year, and, additionally, to create a bonding structure to re-access the capital markets in
2009.

The Corporation’s largest education loan programs are AlaskAdvantage Stafford Loans (which carry a
federal guarantee), and the AlaskAdvantage Supplemental Loans (state loans which carry no guarantee).
This year, more than 8,100 Alaska students relied on one or both of these low-cost education loan
programs to aid in financing their postsecondary education and training program. More than 60% of those
students were attending schools in Alaska.

This bill enables the Commissioner of Revenue to: 1) provide a bridge loan and directly invest in the
Corporation’s education loans; and, 2) create a credit enhancement facility to assist ASLC in the issuance
of bonds during the current economic crisis when, without this facility, it would be uneconomical to 1ssue
bonds.

The combination of these two authorities are projected to assist in meeting loan demand through 2010

without the need for a State appropriation, by which time ASLC expects capital markets will have
normalized to the extent these State support mechanisms will no longer be required.

2276




STATE OF ALASKR / sommonenmmen

PO.BOX 110505
JUNEAU, ALASKA 99811-0505

ALASKA STUDENT LOAN CORPORATION VOICE (800) 441-2962
March 13, 2009 e e
FAX (907} 465-3293
The Honorable Bill Stoltze
House of Representatives
Co-Chair
Finance Commitiee
State Capitol, Room 515

Jupeau, Alaska 99801
Re: HBI172 State Investment in Education Loan Fund
Dear Representative Stoltze:

On behalf of the Alaska Student Loan Corporation (ASLC) I respectfully request a hearing in
the House Finance Committee of legislation entitled “An Act relating to an investment in the
education loan fund; relating to authority for the commissioner of revenue to enter into a bond
purchase agreement and letter of credit with the Alaska Student Loan Corporation; and providing
for an effective date.”

The bill will authorize the Commissioner of Revenue to 1) provide a bridge loan to ASLC to
finance its education loans when market conditions relating to tax-exempt bonds make them
uneconomical; and, 2) create a credit enhancement facility to prevent a disruption of lending
activities by ASLC during the current economic crisis that has limited its ability to successfully
issue bonds and has caused the market-based financing of student loans to be uneconomical.

A copy of Governor Palin’s transmittal letter and the associated fiscal note will be referred to
the committee. Enclosed is a sponsor’s statement, sectional analysis, background information,
letters of support, and relevant news articles.

Your favorable consideration of this request will be appreciated.

Sincerely,

Br: Boreern—
Diane Barrans
Executive Officer

DB/dv
Enclosures

cc: Gerald Gallagher, Legislative Director
Office of the Governor

.l
% printed on recycled paper
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STATE OF ALASKA  / weenscoremer

ALASKA STUDENT LOAN CORPORATION o ek, 99811-0505

PHONE (907) 465-6740
FAX (907) 465-3293

March 13, 2009

Sectional Analysis

HB172 — An Act relating to an investment in the education loan fund; relating to authority
for the commissioner of revenue to enter into a bond purchase agreement and letter of
credit with the Alaska Student Loan Corporation; and providing for an effective date.

Section 1 Provides authority to the state to loan funds and provide a letter of credit to the
Alaska Student Loan Corporation under certain conditions for certain purposes.

Section 2 Authorizes the Commissioner of Revenue to enter into an agreement, not to
exceed a five-year term, to provide a secured investment in the Alaska Student Loan
Corporation’s education loan fund, not to exceed $100 million, to finance certain education
loans when the Corporation is unable to finance loan demand due to market conditions that
would result in uneconomical issuance of tax-exempt bonds. Interest paid to the state on
the investment may not exceed the five-year average return on the state’s general fund.
The Commissioner is also anthorized to enter into an agreement, not to exceed a five-year
term, to provide credit enhancement to the Corporation, not to exceed $106 million, when
it would otherwise be uneconomical for the Corporation to issue bonds, absent such an
agreement, due to market conditions. The Corporation is responsible for associated costs
and an annual fee, not to exceed 15 basis points. In the event of a draw on the credit
facility, the state may be paid interest by the Corporation not to exceed 3%. The
Commissioner is authorized to adopt regulations to implement the bill.

Section 3 provides the Act takes place the day after the Governor’s signature or the day
after permitted to become law without her signature.

52278
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STATE OF ALASKA  / s cowsmon

P. O. Box 110506

ALASKA STUDENT LOAN CORPORATION Juneay. Alaska 99811-0505
PHONE (907} 465-6740
FAX {(907) 465-3293
March 13, 2009

HB172 — An Act relating fo an investment in the education loan fund; relating to authority for the
commissioner of revenue to enter into a bond purchase agreement and letter of credit with the Alaska
Student Loan Corporation; and providing for an effective date,

IBackground on ASLC Liquidity Issues and Proposed Plan of Action

Precipitating Events/Conditions

In 2007, the market for Auction Rate Securities (ARS), which ASLC has successfully used to finance its
variable rate education loans since 2002, collapsed in the wake of the subprime mortgage loan debacle. Asa
result, ARS are no longer a viable bond mode to finance new loan originations, As an alternative, ASLC
intends to issue Variable Rate Demand Bonds (VRDB) or Obligations, for which there is still a market.
Structurally, VRDBs attract investors because they are credit enhanced through an external liquidity
provider, thereby eliminating investor liquidity risk. Due to the liquidity facility, VIDRBs can be held by
money market funds as investments.

The ARS market collapse impacted issuers nationwide. Over the course of 2008 the cost of liquidity and/or
credit enhancement increased dramatically as demand grew exponentially, and supply declined at an
alarming rate due to financial institution consolidations, ratings downgrades, and a general reluctance of the
usual players to put further strain on their balance sheets. Liquidity costs, prior to the ARS market
meltdown, ranged between 15 and 40 basis points per annum. Currently, those costs start at over 100 bases
point, and rise from there. There is nothing occurring in the financial services arena to indicate this problem
will improve any time soon. None of the recent federal initiatives to address the nation’s economic ailments
include a mechanism by which ASLC could acquire the needed liquidity support to issue VRDBs.

ASLC Capacity to Meet New Loan Demand—ASLC was last able to bond in June 2007. 2008-2009

academic year loans were funded through internal liquidity. Annual loan volume is projected to be
approximately $95 million. Although confident about its ability to fully fund loans for the year ending June
2009, Corporation projections verify the need to delay processing 2009-2010 loan applications until such
time as sufficient external funding is secured. As described above, market-based issuance costs have reached
prohibitive levels relative to the economics of the ASLC programs.

ASLC Proposal for Aliernative Financing Strategies—A two-pronged approach is recommended:
l—authorize the Department of Revenue to meet the Corporation’s immediate need for funding for

its Alternative and Federal loan programs using a loan structure. No appropriation of state general funds is

required because use of the funds constitutes an investment, not an expenditure. ASLC will cover all related

_costs, and provide a return on the investment similar to the return the funds would have derived if left in the

general fund (with a stipulated not to exceed rate}. The loan is governed by a trust agreement between ASLC
and Revenue that sets out all related terms. The loan period may not exceed five years.




52280

Z—authorize the Department of Revenue to provide ASLC with the liquidity and/or credit support
necessary to issue VRDBs, The credit enhancement program would allow ASLC to access the capital
markets by attracting institutional purchasers (primarily money market funds), while also keeping bond issue
costs low enough that ASLC can continue to offer low-cost education loans to Alaska students. As with the
bridge loan, the facility fee will provide revenue to the State. The term length of the facility may not exceed
five years and the amount issued with support from the facility may not exceed $106 million.

In combination, these strategies are expected to cover loan demand through 2010, by which time market
conditions should have normalized sufficient to dispense with this state support.

Provided on the following page are descriptions of efforts made in support of other state agency or nonprofit
education lenders similarly impacted by the credit market collapse.

Other States’ Initiatives to Assist State Agency of Nonprofit Education Loan Lenders

Several states have made liquidity and/or credit enhancement available to issuers.

California’s approach has been very commercial in that the state’s SBPA/LOC facility is available to any
issuer inside or outside the state, and the primary goal has been to generate fee income for the funding source
(CALPERS). :

The State of Arkansas, acting through the State Board of Finance, entered into an $80 million loan agreement
with the Arkansas Student Loan Authority (ASLA). The interest rate is a variable rate reset semiannually by
the State Bank Commissioner and approved by the State Board of Finance. The loan has a term of 18 months
but can be extended. ASLA paid the State’s out-of-pocket expenses and legal fees related to the issuance of
the Note. A trust was developed to hold education loans made with loan proceeds and payments made on
those education loans until the loan to the State is paid in full. The trust also holds state loan proceeds until
the education loan is disbursed in the form of qualifying investment vehicles.

The New Mexico State Treasurer’s Office purchased a $50 million private placement bond from New
Mexico Student Loans (NMSL). The bond is a short-term investment for the State of New Mexico at a
competitive rate. A second deal was struck by which their State Treasurer’s Office will purchase a bond
from NMSL totaling $95.1 million.

The State of Kentucky bought a $50 million bond from the Kentucky Higher Education Student Loan Corp,
The bond has a term of 445 days and carries a variable interest rate (originally set at 3.2%).

The South Carolina Student Loan Corporation issued $600 million in student loan backed notes. The notes
are variable rate notes rated AAA. A significant portion of the notes have been purchased by the State of
South Carolina.

In Colorado, Collegelnvest, a division of the Colorado Department of Higher Education, originates loans to
college and graduate students. The State loaned CollegeInvest $30 million to prevent a Spring 2009
interruption in their lending program.

Prepared by Diane Barrans, Executive Officer, ASLC; 465.2113




< | First Southwest Company Memorandum

505 West 5th Street, Suite 280

P. 0. Box 508 Lee Donner
Clifton, TX 76634 Managing Direclor
(254) 675-3552 Direct Idonner@firstsw.com

(254) 675-8455 Fax

Date: March 10, 2009
To: - Diane Barrans, Executive Officer, Alaska Student Loan Corporation
Cc: Charlene Morrison, CFQ, Alaska Student Loan Corporation

Subject: Ensuring Access to Student Loans in Alaska

5281

At your request, following is First Southwest Company’s summary of events and circumstances
which have culminated in the Alaska Student Loan Corporation's (ASLC) need for mid-term
financing support from the State of Alaska.

Across the approximately thifteen months since the downgrade of the mono-line bond insurers
and the collapse of the Auction Rate Securities (ARS) market, a number of additional
developments have contributed to the emergence of serious ongoing challenges to the ability of
entities like ASLC to fulfill their mission to ensure the uninterrupted availability of low cost loans
(including both the Federal Family Education Loan Program (FFELP) and non-guaranteed
alternative loans) for students who depend upon such loan products to finance the cost of their
post-secondary educational goals.

One of those developments has been the farge scale departure of investors from the entire
asset-backed finance arena in what is often described as a "flight to quality.” Another negative
development has been the top to bottom re-examination of cash flow modeling and other credit
rating analysis criteria by all three of the nationally recognized securities rating organizations,
which development has only served to reinforce the perception on the part of reluctant investors
that asset-backed securities are fraught with a higher level! of risk than they had been previously
led to believe. These two phenomena have reinforced each other to produce an escalating
demand for higher interest rates and declining investor base for asset-backed securities in
virtually every asset class.

Issuers like ASL.C have responded to these negative developments by seeking liquidity and/or
credit support from highly rated financial institutions in the form of a Standby Bond Purchase
Agreements (SBPA) or Letters of Credit (LOC). At the same time that demand for SBPA or
LOC support from national and international financial institutions has exploded in response to
the conditions described above, most, if not all, of those financial institutions have been hit with
threatened or actual downgrades of both their long term and short term credit ratings. All of this
has combined to create a situation where the demand and cost for bank credit/liquidity support
is increasing at the very same time that the availability of and investor confidence in the

This communication is for infonmation only, not an offer, salicitation or recommendation, nor an official confirmation of any financial transaction, It is not
to be considered research. The information is considered to be reliable, but First Southwest Company does not warmrant its completeness or accuracy,
prices and availability are subject to change without notice. We may trade, have long or short positions, or act as a market maker in any financial
instrument discussed herein. Clients should consult their own advisors reganding any accounting, legal or tax aspects. Investors are instructed to read
the entire Official Statement {o obtain information essential to the making of an informed investment decision.




Wy,

2282

reliability of such bank credit/liquidity support has sharply declined. Directly refated to all of this
is the dramatically increased demand, from investors in the tax-exempt arena, for debt
securities issued by, or credit/liquidity supported by, highly rated state and local
governmemntal issuers.

The combination of conditions described above has resulted in a number of state governments
looking for ways to assist the state agency or not-for-profit student loan providers (both FFELP
and alternative) in their state to continue to be able to fulfill their mission of ensuring educational
access through low cost college loans. [n Arkansas, this cooperation between the State and the
student’loan agency they created many years ago resulted in a low cost variable rate bridge
loan from the State to the loan agency. In South Carolina, the State purchased a significant
portion of the state created student loan agency’s 1ast bond issue. Both of these cooperative
efforts represent viable short-term solutions to a problem that is showing signs of becoming
protracted. In other states, similar initiatives are being analyzed or are in various stages of
actual development or implementation. The sole example from 2008 where the student ioan
provider had no market access problems is the Texas Higher Education Coordinating Board,
where the State's support for THECB's student loan program includes a State of Texas General
Obligation pledge for THECB’s debt obligations.

Against the background of the liquidity, credit and market conditions discussed herein, it is
becoming quickly apparent that the major Federal initiatives such as TARP and TALF are of
very limited, if any, utility to state agency and not-for-profit loan providers in continuing to
finance their low cost loan programs without disruption and resultant serious consequences for
the students and parents who depend on them.

First Southwest Company serves as financial advisor to a number of such student loan
providers in various parts of the country. Based on our knowledge of what is happening in the
student loan finance arena on a national basis and our experience with those limited number of
student loan providers who have been able to successfully access the capital markets over the
past year, it is our very firm belief that the best hope for entities like ASLC to continue their
mission without interruption will be a cooperative effort between such entities and their
sponsoring state governments to create temporary financing vehicles, and more importantly,
credit and/or liquidity facilities that meet investors’ demand for the elimination of credit/liquidity
risk, but at a level of cost that is sustainable within the economic limitations of the loan programs
being offered to students and their parents.

This communication is for information only, not an offer, solicitation or recommendation, ner an official confiration of any financial transaction. 1t is not
to be considered research. The information is considered to be reliable, but First Southwest Comipany does not warrant its completeness or accuracy,
prices and availability are subject to change without notice. We may trade, have long or short positions, or act as a market maker in any financial
instrument discussed herein. Clients should consult their own advisors regarding any accounting, legal or tax aspects. Investors are instructed to read
the entire Official Statement to obtain information essential to the making of an informed investment decision.
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UNIVERSITY
of ALASKA

Muany Traditions One Alasha

March 03, 2009

Dear Alaskan Legislator:

The educational loans provided by the Alaska Student Loan Corporation are
crucial to the success of thousands of University of Alaska students. The funding from
loans allows these students to continue and complete their educational goals in Alaska.
Only the federal government provides more financial assistance to UA students.

The University of Alaska supports efforts that help the Alaska Student Loan
Corporation secure the necessary funding to prevent a distuption of lending activities to
Alaskan’s seeking a post-secondary education in general and students at the University of
Alaska in particular.

The Alaska Stadent Loan Corporation annually helps over 4700 students at the
University of Alaska — at both the urban and rural campuses. Loans totaling over $40
million dollars help students fulfill their educational goals in the state - leading to a more

prepared and qualified Alaskan workforce.

Thank you,

Sy e
Saichi T Oba
Associate Vice President

Office of Student & Enrollment Services

University of Alaska

Office of Student and Enrollment Services
810 Yukon Drive ~ Fairbanks, Alaska 93775-5020

www.alaska.edu/studentservices




Received from the Chair of Student Senate, Associated Students of the University of
Alaska Fairbanks, on 3/12/09.

To Whom It May Concern:

Please accept this letter of full support for legislation and related initiatives to
provide interim funding to the Alaska Student Loan Corporation (ASLC), until such time
as the markets recover sufficiently for ASLC to complete bonding.

The alternative financing proposed in the Governor’s bill and endorsed by the
Alaska Student Loan Corporation (ASLC) and the Alaska Department of Revenue is a
win/win solution that meets an urgent statewide need to assist students in financing their
education programs with no cost to the state’s General Fund.

We understand that unless this alternative is approved quickly, Alaska will not be
able to provide low-cost financial aid to our students. Without ASLC’s loans, we expect
that many of Alaska’s college and vocational students may not be able to continue in or
start school this year. We also understand that nationwide, education loans are becoming
much harder to come by. In fact, 177 lenders to date have suspended their education loan
programs. Specific to Alaska, several large banks indicate they will no longer be making
loans in Alaska. The same economy that caused the market collapse has also resulted in
increases in unemployment, resulting in many students staying in school longer, and
many adults returning to school for re-training to get better jobs. The bottom line is that
these factors result in fewer options for financial aid at the same time as the demand for
financial 2id is increasing. While there are increased grant provisions included in the
American Recovery and Reinvestment Act, those funds are targeted only to the very
neediest students.

Your full and prompt support of legislation to provide interim financing to fund
AlaskAdvantage loans is urgently needed, and will result in no cost to the state. Without
your support, Alaska’s students will suffer.

Thank you for your consideration.
Respectfully,

Jennifer § Chambers
ASUAT Senate Chair
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areer Academy e
Caanr Educaion Jor 5 Gledal Yonkfprct

March 5, 2009
To Whom It May Concern:

Career Academy is Alaska’ largest Alaskan owned accredited private career college serving
over 600 students annually. Career Acadeny fully supports legislation and related initiatives to
provide interim funding to the Alaska Student Loan Corporation (ASLC), until such time as the
markets recover sufficiently for ASLC to complete bonding.

The alternative financing proposed in the Governor’s bill and endorsed by the Alaska
Student Loan Corporation (ASLC) and the Alaska Department of Revenue is a win/win solution
that meets an urgent statewide need to assist our students in financing their education programs with
no cost to the state’s General Fund.

We understand that unless this alternative is approved quickly, Alaska will not be able to
provide low-cost financial aid to our students. Without ASLC's loans, we expect that many of
Alaska’s college and vocational students may not be able to continue in or start school this year.
We also understand that nationwide, education loans are becom’ng much harder to come by. In
fact, 177 lenders to date have suspended their education loan programs. Specific to Alaska, several
large banks indicate they will no longer be making loans in Alaska. The same economy that caused
the market collapse has also resulted in increases in unemployment, resulting in many students
staying in school longer, and many adults returning to school for re-training to get better jobs. The
bottom line is that these factors result in fewer options for financial aid at the same time as the
demand for financial aid is increasing. While there are increased grant provisions included in the
American Recovery and Reinvestment Act, those funds are targeted only to the very neediest
students. In addition many many Alaskan students are not eligible to receive these grants due to the
increased wage scale in Alaska. These same grant programs do not take into consideration the
increased cost of living in Alaska.

Your full and prompt support of legislation to provide interim financing to fund
AlaskAdvantage loans is urgently needed, and will result in no cost to the state. Without your
support, Alaska’s students will suffer. Last year approximately 125 students enrolled at Career
Academy used over $692,000 in ASLC funds to at least in part fund their educational programs.
Without these loan funds being available they would not have been able to attend college, receive
their education, and become valuable trained professional in Alaska's workforce

Thank you for your consideration.

Respectfully,

Jennifer A. Deitz
President & Founder
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Great careers for Alaska’s future

March 5, 2609

To Whom [t May Concern:

Please accept this letter of Alaska Vocational Technical Center's (AVTEC) full support for
legislation and related initiatives to provide interim funding to the Alaska Student Loan Corporation
(ASLO), until such time as the markets recover sufficiently for ASLC to complete bonding.

The alternative financing proposed in the Governor’s bill and endorsed by the Alaska Student Loan
Corporation (ASLC) and the Alaska Department of Revenue is a win/win solution that meets an urgent
statewide need to assist our students in financing their education programs with no cost to the state’s
General Fund.

We understand that unless this alternative is approved quickly, Alaska will not be able to provide
low-cost financial aid to our students. Without ASLC’s loans, we expect that many of Alaska’s college and
vocational students may not be able to continue in or start school this year. AVTEC provides many
training programs and opportunities for Alaskans that are needed for employment in good paying high
skilled jobs. These programs are mote important now than ever before, as Alaskans face tighter economic
conditions.

Turge your full and prompt support of legislation to provide interim financing to fund
AlaskAdvantage loans is urgently needed, and will result in no cost to the state. Without your support,

Alaska’s students will suffer. Last year 79 of the 364 students enrolled at our institution used ASLC
educations to fund, at least in part, their educational programs.

Thank you for your consideration,

Respectfully,

)
§
3

Fred W, Esposito
AVTEC Director

Alaska Vocational Technical Center « PO BOX 889 » 27 Avenue o Seward, Alaska 99664-0889
Admissions Office (907) 224-3322 » 1-800-478-5389 » FAX (307) 224-4400 » www.avtec.edu
Alaska Vocational Technical Center does not discrim‘nate due to race, color,

National origin, age, sex, political affiliation, religious beliefs, or disability.

AVTEC is a component of the Alaska Department of Labor and Workforce Development.
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State Agencies Get Creative on Student Loans

As various lenders and some of its peers in other states announced in recent months that they would stop
making federal or private loans because of disruptions in the capital markets, the Illinois Student
Assistance Commission steadfastly held firm. “We saw it as a must do, and had said we’d be there no
matter what,” said Andrew Davis, the commission’s executive director.

The only problem, Davis acknowledges, is that officials at the agency — which guarantees student loans
and oversees most student aid programs in Illinois — “weren’t quite sure how we would fund” the
operations behind that promise. Like many nonprofit lenders, particularly, llinois had seen its primary
source of financial backing for its loans dry up, because of the collapse of the aucticn-rate securities

market.

Fortunately for the agency and the 20,000-plus students whose federal loans it will finance this academic
year, the Illinois commission became one of several state loan providers that have found aiternative
ways of funding their loans in the current economic climate. Last month, days after the Massachugetts
loan agency announced that it would not make federal loans this academic year, the state of Kentucky
said that it was issuing a $50 million bond to ensure that the Kentucky Higher Education Student Loan
Corp. could continue to issue federal student loans. (Massachusetts officials had considered but then
backed away from a similar plan.)

The 1llinois agency contemplated several options for finding the money to finance its 2008-9 loans,
including bank financing and the federal government’s newly designed process for bolstering lenders to
ensure that students continue to have access to federal loans, Davis was most intrigued, though, by an
idea he liberally borrowed from North Carolina.

There, last spring, officials at the State Employees’ Credit Union had approached Steve Brooks,
executive director of the North Carolina State Education Assistance Authority, after learning about the
turmoil shaking the student loan industry. “It’s a very civic-minded group, and they wanted to make sure
North Carolina students were protected,” said Brooks. The credit union agreed to back a §1.1 billion
student loan bond to refinance some of the authority’s auction-rate securities (for private and federal
loans) and to finance some new loans in the new academic year.

While the credit union’s investment will not finance all of the state agency’s loans for the year or
refinance all of its outstanding debt, the vote of confidence should make it easier, Brooks said, for the

http://www.insidehighered.com/layout/set/print/news/2008/09/05/loans 9/5/2008
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state loan authority to refinance another $1.3 billion through variable rate bonds in the coming months.

“This represented a great breakthrough for us,” he said.

North Carolina’s arrangement inspired Davis in Illinois. He approached the Illinois Credit Union League
to see if its member credit unions might be interested in backing the student loan agency, given the
organizations’ tradition of making “mission-based loans,” Davis said.

The result: a pending agreement for eight credit unions to provide about $100 million, in three traunches
timed to the annual financial aid cycle, through the course of the 2008-9 academic year.

“This will more than meet our anticipated need, but if we find there is more need” — more students than
usual have been applying for loans through the agency’s Web site, Davis said — “we may be able to go
back for more.” The agency provides loans to most students at about a half dozen colleges in the state,
including Western Illinois University, Southern Illinois University at Edwardsville, and the University
of Illinois at Springfield, Davis said; many colleges in Illinois participate in the federal government’s
competing direct loan program.

-— Doug Lederman

The original story and user comments can be viewed online at
hitp./insidehighered com/news/2008/09/05/loans.

© Copyright 2008 Inside Higher Ed

http:/fwww.insidehighered.com/layout/set/print/news/2008/09/05/loans 9/5/2008




To Whom It May Concern: R g‘”m,.,h,;\ '

~ Please accept this letter of Charter College’s full support for legislation and related
initiatives to provide interim tunding to the Alaska Student Loan Corporation (ASLC),
until such time as the markets recover sufficiently for ASLC to complete bonding.

The alternative financing proposed in the Governor’s bill and endorsed by the Alaska
Student Loan Corporation (ASLC) and the Alaska Department of Revenue 1s a win/win
solution that meets an urgent statewide need to assist our students in financing their
education programs with no cost to the state’s General Fund.

We understand that unless this alternative is approved quickly, Alaska will not be able to
provide low-cost financial aid to our students. Without ASLC’s loans, we expect that
many of Alaska’s college and vocational students may not be able to continue in or start
school this year. We also understand that nationwide, education loans are becoming
much harder to come by. In fact, 177 lenders to date have suspended their education loan
programs. Specific to Alaska, several large banks indicate they will no longer be making
toans in Alaska. The same economy that caused the market collapse has also resulted in
increases in unemployment, resulting in many students staying in school longer, and
many adults returning to school for re-training to get better jobs. The bottom line is that
these factors result in fewer options for financial aid at the same time as the demand for
financial aid is increasing. While there are increased grant provisions included in the
American Recovery and Reinvestment Act, those funds are targeted only to the very
neediest students.

Your full and prompt support of legislation to provide interim financing to fund
AlaskAdvantage loans is urgently needed, and will result in no cost to the state. Without
your support, Alaska’s students will suffer. Last vear 470 of students enrolled at our
institution used ASLC educations to fund, at least in part, their educational programs.

Thank you for your consideration.

Respectfully,

(y—»_,a . 5 ( ~ Anchorage Campus
L L4 2221 E. Northemn Lights Boulevard

. Suite 120

Terrance Harris Anchorage, AK 99508
1 Main 907.277.1000

Campus President Fax 907.274.3342

Mat-5u Campus

1451 E. Parks Highway
Suite B

Wasilla, AK 99654
Main 907.352.1000
Fax 807.352.1001

CharterCollege.edu
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FISCAL NOTE

STATE OF ALASKA
2009 LEGISLATIVE SESSION

Identifier (file name). CSHB172(FIN)}-EED-ACPE-03-18-09

Title

An Act relating fo an investment in the education loan fund,

relating to authority for the commissioner of revenue 1o...

Sponsor
Requester

{H)Rules

{H)Finance

Expenditures/Revenues

Fiscal Note Number:
Bill Version:
() Publish Date:

CSHB172(FIN)

Dept. Affected: Education
RDU ACPE
Component Program Administration and
Operations
Component Number

2738

(Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required

Information

OPERATING EXPENDITURES

FY 2010 FY 2010

FY 2011

FY 2012 FY 2013 FY 2014 FY 2015

Travel
Contractual
Supplies
Equipment

Miscellaneous

Personal Services

Land & Structures
Grants & Claims

LT

ey

xaw AR I

0.0

TOTAL OPERATING

SR

*khx

FdAk ki fai ]

0.0

{CAPITAL EXPENDITURES [

L

[CHANGE IN REVENUES (. ) [

I [ ] |

FUND SOURCE

{Thousands of Dollars}

1003 GF Match
1004 GF

1002 Federal Receipts

1005 GF/Program Receipts
1037 GF/Mental Health
1106 P-Sec Receipts

Other Inferagency Receipts

[T3T]

ITTL]

ety drdkd Tk k

0.0

dekkh

TOTAL

ddckk

Ik Tk

0.0

POSITIONS

Estimate of any current year (FY2009) cost:

130.0

Full-fime
Part-time
Temporary

ANALYSIS:

(Attach a separate pags if necessary)

This legislative proposal, which authorizes the Commissioner of Revenue to: 1) invest in Alaska education loans; and, 2)
provide credit enhancement for the Alaska Student Loan Corporation (ASLC), is designed to be cost-neutrat to the state.
The appropriation above is ASLC receipts needed to cover costs incurred by the Department of Revenue for legal, rating
agency, and consulting services necessary to implement the provisions of the bill. Autharization for this support through
the Department of Revenue will result in a cost avoidance to the state General Fund because if ASLC, without the state
assistance provided in the bill, is unable to issue bonds, state appropriations to fund the education loan programs could
be required. Current year (2008-2009) loans were funded through internal liquidity. However, those funds will have
substantially been exhausted with Spring 2009 disburse-

Prepared by:

Diane Barrans, Executive Director

Phone 907-465-6740

Division

Alaska Commission on Postsecondary Education

Date/Time 3/18/09 9:30 AM

Approved by:

Diane Barrans, Executive Director

Date 3/18/2009

Alaska Commission on Postsecondary Education

{Revised 8/10/2008 OMB}
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FISCAL NOTE

STATE OF ALASKA BILL NO. CSHB172(FIN)

2009 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

ments. At this time, there is a need to postpone processing 2009-2010 loan applications until such time as
funding has been secured. Currently, market-based issuance costs have reached prohibitive levels relative
to the economics of ASLC programs. ASLC has been attempting to structure a deal to issue Variable Rate
Demand Bonds (VRDB), for which a market still exists. Structurally, VRDBs are afiractive to investors
because they are credit enhanced through some form of extemnal liquidity provider, thereby eliminating
investor liquidity risk. VRDBs can be held in money market accounts due to the liquidity facility expanding
the investor base for ASLC bonds. However, over the course of 2008 the cost of liquidity/credit
enhancement increased dramatically as demand grew exponentially and supply declined at an alarming rate
due to financial institution consolidations, ratings downgrades, and a general reluctance of the usual players
to put further strain on their balance sheets. Liguidity costs have more than quadrupled and there is nothing
currently oceurring in the financial services arena to indicate this problem will improve any time soon to once
again enable ASLC to finance its programs as it has successfully done over the preceding twenty years of
operation.

The FY09 cost will require a supplemental amendment of $60,000 to ACPE's Program Administration and
Operations component (2738) using postsecondary receipts as the funding source (1106). The remaining
FY09 cost of $70,000 will be absorbed by the Department of Revenue's current appropriation of Alaska
Postsecondary Education Commission Receipts (1106) which are profected to be available for that purpose.

Page 2 of 2_
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2009 LEGISLATIVE SESSION Bill Version: CSHB172(FIN)
{) Publish Date:
Identifier {file name): CSHB172(FIN}-DOR-TRE-3-18-09 Dept. Affected: Revenue
Titte State Investment in Education Fund RDU Tax and Treasury
Component Treasury

Sponsor Governor

Requester House Finance Component Number 121
Expenditures/Revenues {Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

Appropriation
Required Information

OPERATING EXPENDITURES FY 2010 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous

TOTAL OPERATING * * * * * > *

{CAPITAL EXPENDITURES | i | [ | I
[CHANGE IN REVENUES { ) ] | { | ] 1
FUND SOURCE {Thousands of Deollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipls

1037 GF/Mental Healih

Other Interagency Receipls

TOTAL [3 * * * * * *

Estimate of any current year {(FY2009) cost:
POSITIONS

Fuli-time

Part-time

Temporary

ANALYSIS: {Attach a separate page if necessary)

This legislation allows, but does not require, the Commissioner of Revenue to invest state funds in the education loan
fund, if the Commissioner determines that the Alaska Student Loan Corp cannot practically or economically borrow
money through issuing private activity revenue bonds. This investment must be made consistent with the duties of a
fidiciary and will earn a return to the state. The bill also allows, but does not require, the Commissioner to provide a
bond repurchase agreement or letter of credit to the Alaska Student Loan Corp, and to require the ASLC to pay the
costs associated with the repurchase agreement or letter of credit. The Department of Revenue does not expect to
incur any non-reimbursed costs as a result of the passage of this bill. The fiscal note is indeterminate as costs will be
dependent on the actual financing that occurs

Prepared by: Jerry Burnett Phone 465-3669
Division Treasury Date/Time 3/18/09 12:00 AM
Approved by:  Ginger Blaisdell ] Date 3/18/2009

Department of Revenue
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