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State ot Alaska

Case Study: The State of Illinois” $10 Billion PO B

510,000,000,000

Stale or lllinois

General Obligation Bonds

Pension Funding Scries of June 2003 (Taxable)

SECURITY General Obligation of the State of lllinois

PURPOSE The net proceeds of the Honds will be used to (i) reimburse the Stale’s General Revenue Fund for a portion o f the contributions made to the
Retirement Systems for die last quarter o f the State's fiscal year 2003, (ii) reimburse the State’s Gen -ral Revenue Fund for the State's
contributions to the Retirement Systems for the State's fiscal year 2004, (iii) fund a portion of the unfunded accrued actuarial liability
("UAAL") contribution representing pension benefits earned in prior years and (iv) pay other costs including capitalized interest and costs of

issuance.

AUTHORITY FOR ISSUANCE The Bond Act, as amended by Public Act 93-2, which became effective as of April 7, 2003, empowers the State to issue and sell up to 510
billion ofgeneral obligalion bonds of the State, including the Bonds, for the purpose of funding or reimbursing a portion o f the State's
contributions to the following retirement systems: the State Employees’ Retirement System of lllinois, the Teachers’ Retirement System o f the
State of Illinois, the State Universities Retirement System, the Judges Retirement System of Illinois, and the General Assembly Retirement
System. In addition to the GO Pension Funding Bonds, the Bond Act authori ses the State to issue and sell direct, general obligations of the

State, in the aggregate amount of approximately S17.7 billion (excluding refunding bonds).

STATE OF ILLINOIS fursuanl to tlie lllinois Penlion Code, as amended, the Stale is responsible for funding employer contributions o f the Retirement Systems, flic

RETIREMENT SYSTEMS State currently makes payments lo the Retirement Systems on an annual basis, consisting of (i) unfunded accrued actuarial liability, and (ii) a
contribution representing the Stale's obligation for its share of the costs ofvarious cunent benefits. As ofJune 30, 2002 (the most recently
completed fiscal yearof the State), the Retirement Systems had an aggregate membership of 311,707 active members. 168,341 inactive
members entitled to benefits and 147,956 retired members and beneficiaries. AsofJune 30,2002, based upon the most recent available
actuarial valuation of the Retirement Systems, the actuarially determined accrued liabilities of the Retirement Systems were approximately
575.2 billion, the fair market value of their assets was approximately 540.3 billion, and the aggregate UAAL with respect to the Retirement

Systems was approximately 534.9 billion.
ROADSHOW

m Transaction was considered a full public offering in the United Stales. Europe and Asia

] Erﬂeresvkverle certain restrictions in certain countries (e.g., United Kingdom, France, the Ncherlands, Singapore and Japan) similar to U.S.
ue Sky laws



N State of Alaska

Case Study: The State of lllinois’ $10 Billion POB

$10,000,000,000

State of llinois

General Obligation Bonds

Pension Funding Series ofJune 2003 (Taxable)

TIMETABLE Actisits
W\ednesday, 5/21/2003 PCS Distributed Elecronically
Thursday, 5/22/2003 POS Distiibuted in Hi rd Copy
Bloomberg Roadshow
Week of 526 Ratings Received
Thursday, 52920C3 Structure Wre Released to Syndicate
Friday. 5/30/2003 Call with State to Discuss Execution Detail
Call with Syndicate to Discuss Schedule/Process
Tuesday, 6/3/2003 Price Views Solicited from Management Team
Price Views Distributed to State

Final Sign Off I._m tlte State on Price Guidance
Call with Joint Leads lo Discuss Price
Deal Announced (Official Price Guidance). Books Opened for Indications
\\ednesday, 6/4/2003 Close Book
Call with State lo Discuss Order Book
Launch Transaction with Any Size, Structure or Pricing Adjustrrents (Final Price Talk) (Verbal Awnerd)
Complete Allocation Process

Thursday, 6/5/2003 Give Allocations to Investors
Determine LIST'; Sales Against Cus nmer Allocations

Price Transaction (Firel Price)

Sign BPA
Monday, 6/9/2003 Ml Final OS
Thursday, 6/12/2003 Settlement
MARKETING Principal™ 0 ” UBSOrders - Total Orders 1 BS%
June 1.2008 50,000,000 29,950,000 118,205,000 2534,
June 1,2009 50,000,000 2,500,000 20,000,000 125%
June 1,2010 50,000,000 229,500,000 879,500,000 26.1%
June 1,2011 50,000,000 277,500,000 999.250,000 27.8%
June 1,2012 100,000,000 411,500,000 1471,500,000 280%
Jure 1,2013 100,000,000 376,550,000 1,068,340,000 35.2%
Jure 1, 2014 100,000,000 219,000,000 357,000,000 613%
June 1,2015 100,000.000 271,000,000 523,400,000 51.8%
June 1,2018 375,000,000 270,000,000 646,225,000 41.8%
Jure 1,2023 1.375,000.000 3,091.285,000 9,751,220,000 L%
June 1.2033 7,650,000,000 8,580,300,000 20,256,650,000 42.40%
10,000.000.000 13,759,085,000 16,091,2"0,000 38.1%

4: i iis 41
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SYNDICATE

Joint Book-Running Manager

Joint Book-Punning Manager

Co-Senior Manager
Co-Senior Manager
Co-Senior Manager

Co-Manager (Group Ij
Co-Manager (Group 1)
Co-Manager (Group |
Co-Manager (Group |
Co-Manager (Group |

)
)
( )
Co-Manager (Group 2)
Co-Manager (Group 2)
Co-Manager (Group 2)
Co-Manager (Group 2)
Co-Manager (Group 2)
Co-Muragcr (Group 2)

The State of Illinois” $10 Billion PO B

Si0,0 J,000,000
Slate of Illinois
General Obligation Bonds

Pcns:on Funding Scries of June 2003 (Tatuble)

Bear Steams
UBS Financial Services Inc.

ABN AMRO
Citigroup
Goldman Sachs

Loop Capital Markets

Merrill Lynch

RBC Dain Rauscher

kamirez & Co.

Siebert Branford Shank & Co.

Apex Pryor Securities
Cabrera Capital M, <kets
First Midstate Inc.
Melvin Securities

SBK-Brooks Investment Corp.

Wachovia Bank, N.A.
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State of Alaska

POB Disclaimer

The projected savings contained in this analysis are reflective of v jious structuring, bond, and interest rate assumptions as well as
forward looking actuarial assumptions regarding the Public Erryl' yees’ and Teachers’ Retirement Systems.

The expected savings shown are contingent upon a consistcni assumed annual rate of return of investments for PERS/TRS over the
life of the bond deal, among other assumptions. In addition, UTS has incorporated an assumed unfunded actuarial accrued liabilities
(UAAL) paydown schedule that was obtained and/or derived Tom credible, publicly available sources, upon which expected savings

arc calculated.

Changes in PERS/I RS’s underlying assumptions, including f Jt not limited to, mortality, salary, amortization method, actuarial cost
method, asset valuation method, payroll increase, statutory UAAL contribution rates, t,fn 'fits levels, cost-of-living adjustments
(COLAs), term of UAAL amortization as well as the effects if“income smoothing,” will have either a positive or negative effect on
any future funding deficits or surpluses.

There is no guarantee that any projected savings will be rea> < d, nor that PERS/TRS will not accrue a new UAAL after the issuance
of the bonds, even if the portfolio of investments cams the expected actuarial rate of return and the expected UAAL paydown schedule
is realized for the life of the bond deal.

Please consult your financial advisor and/or actuary regarding ihcsc issues and risks.

4;ubs 43
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State of Alaska

Case Study: The State of lllinois’ $10 Billion POB

SYNDICATE
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Pension Funding Series of June 7003 (Taxable)
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Bear Steams

UBS Financial Services Inc.

ABN AMRO
Citigroup
Goldman Sachs

Loop Capital Markets
Merrill Lynch
RBC Dain Rauscher
Ramirez &Co.

Siebert Branford Shank & Co.

Apex Pryor Securities
Cabrera Capital Markets
First Midstate Inc.
Melvin Securities

SBK-Brooks Investment Corp.
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sS& State of Alaska

POB Disclaimer

The projected savings contained in this analysis arc reflective of various structuring, bond, and interest rate assumptions as well as
forward looking actuarial assumptions regarding the Public Employees’ and Teachers’ Retirement Systems.

The expected savings shown are contingent upon a consistent assumed annual rate of return of investments for PERS/TRS over the
life of the bond deal, among other assumptions. In addition, UBS has incorporated an assumed unfunded actuarial accrued liabilities
(UAAL) paydown schedule that was obtained and/or derived from credible, publicly available sources, upon which expected savings
are calculated.

Changes in PERS/TRS’s underlying assumptions, including but not limited to, mortality, sala”, amortization method, actuarial cost
method, asset valuation method, payroll increase, statutory UAAL contribution rates, benefits levels, cost-of-living adjustments
(COLAYS), term of UAAL amortization as well as the effects of “income smoothing,” will have cither a positive or negative effect on

any future funding deficits or surpluses.

I here i. no guarantee that any projected savings will be realized, nor thai PERS/TRS will not accrue a new UAAL after the issuance
of the bonds, even if the portfolio of investments cams the expected actuarial rate of return and the expected UAAL paydown schedule
is realized for the life of the bond deal.

Please consult your financial advisor and/or actuary regarding these issues and risks.
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ALASKA RETIREMENT MANAGEMENT BOARD
January 12-13, 2006 MEETING (Tape Log) Page 1

Tape No. Speaker Subjeci

January 12-13, 2006
Juneau. Alaska
Goldbelt Hotel. Egan Drive

ALASKA RETIREMENT MANAGEMENT BOARD (WORK SESSION) MEETING

ARM BOARD MEMBERS picsent: Martin Pihl, Gail Schubert, William Corhus. Sam Trivette, Gayle Harbo,
Scott Nordstrand, Larry Semmcns, Michael Williams

ARM BOARD MEMBERS absent: John Roses

STATE REVENI’E STAFF: Gary Bader (ClO), Judy Hall, Bob Mitchell, Tom Boutin, Susan Taylor
ADMIN and R&B STAFF: Melanie Millhorn, Traci Carpenter. Kevin Brooks

IAC MEMBERS PRESENT: Dr. Jerrold Mitchell, Dr. William Jennings

OTHERS PRESENT: Rob Johnson (ou .ide legal counsel); Michael O'Leary, Callan Associates; Clark
Gruening, Don Gottschall, Michael Kirk. Chester Johnson (State Financial Advisor), Cynthia Weed (State bond
counsel), Jeffrey Sin/ (Municipality of Anchorage); Kevin Richie (AK Municipal League); Mike Barnhill (AG’s
Office); Don Gotschall; Kristin Erchingcr (City of Seward); Derek Miller (Rep. Kelly Aide); Jack Kreinhedcr
(OMB); Cindy Spanyers (APEA/AFT); Donn Stewart (DOA Personnel)

Tape I, Side A
Thursday, January 12, 2006

Start Time: 9:00 a.m.

0 Roll call Harbo, Nord, Pihl, Schubert, Semmens, Trivette, Williams.
Public meeting notice rgqmt. met
Agenda
Harbo motion, Semmens 2nd.
Trivette Letter to add.
Schuben Approved.

Public Appearances.

Michael Kirk </ Ret 20 yrs from teaching. | first brought to actuary's attn that assumptions
are from 1930s. Longevity - how long to work, how much they contribute,
how long they benefit. "Nothing comes from nothing." Experience nationally
shows I did know what | was talking about. "From many comes one." Many
contribute to my retirement? Make it fit.

Schubert Minutes.
Trivette Moved.
Harbo 2nd.



ALASKA RETIREMENT MANAGEMENT BOARD

January 12-13. 2006 MEETING (Tape Log) Page 2
Tape No. Speaker Subject
Schubert Technical corrections I’ll give to staff, ifno objection

Motion passed without objection.

7 Pension Obligation Bond Panel /tif? & * Aty
Micnael O'Leary, Chester Johnson. Cynthia Weed, Jeffrey Sinz (intros by
Tom Boutin) PF
O'Leary Start with 1st presentation...(overheadslides)

(Bill Corbus arrived at 9:10 a.m.]
"You pays me now or you pays nie late - true for pension obligation bonds.

12 Pg 2 - topics that Tom asked me to focus attention.

Pg 3 - Have to address, earnings lost because of underfunding, not just
underfunding. Actuary assi rning assets are there to earn income every year.
If sponsor issues bonds, inn tediately system is less underfunded, generating
earnings. Somebody has to pay cost of bond service. No guarantee system
will earn expectations. If it doesn’t, then sponsoring entities will have to pay
debt costs, plus continuing tc ay normal cost of pension system, plus future
potential unfunded liability.

14 Pg 4 - use of leverage...double edged sword.

If you look at young pension plan, young work force, liabilities way out
there, that fund has very long term investment horizon. Could have a very
aggressiv. investment policy. But workforce in their 40s, shorter horizon for
open plan. Corpus is large...little less aggressive policy is considered
reasonable. But for closed plans, that's not true. No new benefits being
earned, should be comparatively conservative policy.

20 July 1, 2006 - no new participants go into PERS system."liave to ne a huge
infusion of contributions going in. Dollar cost averaging. Somewhere down
the road it will be appropriate to shift to more conservative policy. If in
bonds exclusively, what would be appropriate discount rate? 4%, 5%? What
would be effect on liabilities if discount rate was 4-5%? Liabilities would
rise. Every % rise in the discount rate would be a 10-12% rise in liability
rale. Actuaries always offer caveat based on discount rate...

25 Pihl Aggravated by cashflow going out?

O’Leary It’s ok to have 0 balance at end of life of plan. Just showing you the
implications of bond obligations, sponsors are making payments.
Pg 5 - from initial meeting. Where PERS and TRS are along efficient
frontier. Most plans are somewhere near where you are.

28 Leverage from an employer perspective - pg. 6. Issuance of pension
/ obligation bonds - levers their contributors’ risk. Fact of life, like mortgages.
V f The debt service on pension obligation bond is fixed, therefore less flexibility

on that portion of the pension cost. More variable - in addn to that fixed
payment, you continue to make normal cost distributions, plus unfunded
liability. If fund earns more than borrowing costs... If fund earns less than
borrowing costs, New Jersey example of bad experience. Reallv don’t know



Tape No.

34

38

41

Tape 1, Side B (9:45 a.rr.)
Chester Johnson

0

10

Speaker

ALASKA RETIREMENT MANAGEMENT BOARD
January 12-13, 2000 MEETING (Tape Ix>g) Page 3

Subject

the answer until bonds are paid off.

Pg ? How dees it impact asset allocation from strategic perspective -
shor.ldn i have significant effect. Probably shouldn’t be altered. However,
your risk tolerance may be different... May wish to rein in the volatility a
bit. Others ma> ¢l you can afford a little more volatility to make more
money, reduce pension cost. If someone invested in 2002, when market was
in free fall...short term result would be poor, look like it was exacerbating
problem, even though it would help in long term. Private equity investments
are periodic with good GPs. where to invest in interim. Have a transition
target maybe.

Pg 8 - PERS and TRS case, investment proceeds would be considerable.

Pg. 9 - 2nd bullet point, cash flow pattern would change, planning liquidity
needs more an issue.

Pg 10 - What if scenario for Alaska. If issued POBs 3 years ago, you would
have been better off If done 5 years ago, would have been a loser (so far).
In terms of target, should an obligation get to 100% funded r - some lower
level? Some say 90% would be better... political dynamic

(State Financial Officer) (no handout or overhead material) ell a story..."it’s
simply a miracle.” To emphasize the point that to borrow money is never a
miracle. Can’t r lake something out of nothing. POB can be used in certain
circumstances, but to borrow to lessen the size of an unfunded liability can
work (and did work in 90s) but can it work way out in the future. What
rating agencies and honest brokers say about PO3s...sometimes there are no
other choices. New Jersey, llinois examples... Concerns that rating agencies
have about use of POBs...debt paid out of Ge IFunds, immediately affects
debt rating of fund. Market risk - will market return disappoint and make
problem worse? Conversion of a soft liability into a hard one. Govt can’t
miss a debt service payment, but can miss a pension payment. Increased
pension liability, addl debt can push aside other capital projects. Is 100%
funded position a good idea? Many analysts have reservations about 100%
funded, creates incentive for govt to give addl benefits. Even research staff
of investment bankers have written about credit problems with POBs.
UBS...sees it as credit negative, reduces long term operating capability.

Is AK in trouble credit wise because of size of unfunded liabilities? Fitch
says that declines were consistent with general equity market trends. S&P
says state is allocating $$ to cover burden of employers. Moody’s
says...some concern, state has addressed by DCP for future employees.
Lessened by retiree medical benefits included.

What does it suggest? AK has AA rating, strong credit position. Unfunded
pension liability of AK is in the pack, doesn’t stand out from others, even tho
AK offers health benefits. AK not in position to use POBs...

But if decision to use POB as state or local levels, structural issues. Bonds



ALASKA RETIREMENT MANAGEMENT BOARD

January 12-13. 2(T5 MEETING (Tape Lor) Page 4

Subject

are taxable. Foreign purchasers have been active in POB market.
...callability of bonds after a certain tt of years...

Circumstances that POBs would be issued in future: revelries are still
recovering from economic slow down. Facing rising interest rate
environment = lower investment return. Don't know how economics will
stand up over life of bond issuance. Question whether market risk is worth
it.

Is there committee hearing?

My colleague still not here yet, he’s at hearing.

Break now for 15 mins.

State Bond Counsel (with Preston Gates Ellis LLP)

Legal Issues

Starting with presumption that you’ve decided to do POBs, and if we could,
how would we do this. Definition of debt... State constitutional issues: need

voter approval.
Local general obligation bonds for pension obligations: also requires voter

approval. TY O I
Revenue debt public organizations as alternative. tA A 1

Debt that is not really debt - structuring ideas. Certificates of participation.
Lease and lease back obligations. Not debt for constitutional purposes. State
retains right to walk away from facility and not make payments..holders of
COP would not be happy but no recourse.

Anchorage example: has powerful rep in WA, DC. Tax exempt debt and
taxable borrowing in early 1990s. One mechanism that might be available to
do pension financing. "

MB 278 - Give Bond Bank authority to issue bonds... source of repayment
of bonds? For employers? How | see it - if bond bank issues bond on behalf
of local government...subject to constitutional limitations.

Might be able to use lease and leaseback structure... How that
works...consolidate debt to get access to the market. Moralobligation of the
state to fund a reserve if there was a shortfall in the Bond Bank. Thisidea

would change... Intercept concept -
Only if you’re receiving $$...
Yes.

Tape No. Speaker
15
18 Schubert
Audience
19 Schubert
Break at 10:02 a.m. to 10:22 a.m.
20 Cynthia Weed
23
27
|Backup 2A]
Semmens
Weed
Tape 2, Side A (10:40 a.m.)
0 Weed

Jeffrey Sinz

Other Options - Constitutional Amendment...rainy day fund. Dollar
switching...from other projects.

Conclusion: no perfect solution. Read GFOA.org - active committee working
on pension funding, resources on website, gns you should ask before gel” *
into a program.

Chief Fiscal Officer, Muncipality of Anchorage (overhead presentation)
Important issues to employers in state, as well as taxpayers of local
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ALASKA RETIREMENT MANAGEMENT BOARD
January 12-13. 2006 MEETING (Tape U r) Page 5

Subject

governments.
Speak strongly from alternative position. POBs are good tool, premature to

dismiss them because of limited options. Array of perspectives on this issue,
mine is local employer perspective. No opportunity for local govts to act
independently, but is potential to work through POBs. PERS is statewide
system, should be addressed in statewide way. ANC doesn’t want to have to
act alone.

Fond of word "substitute”. Introduction page - reads points...
Challenge/Opportunity... one response was SB 141. creation of Tier IV.
Another is increasing contribution rates.

PERS Challenge/Opportunity...

Anchorage Challenge... $462 million shortfall in PERS. Translates for ANC
taxpaper when implemented is 2 mills or $500 a year addl property taxes.
Significant

Anchorage Opportunity...slightly more conservative view of the world.
Current Risks. Financial - earnings, market trends (timing), ratings, risk.
Administrative risk - accounting, investment management (undefined policy
question), cost allocations, plan flexibility (what to do with excess proceeds).
Legai - isn't clear to us al this point. Need clarity. Political - ANC doesn’t
want to be ahead of the curve.

Summary: financial impacts are real, substitution of lower pension debt can
reduce cost, access to pension debt markets are uncleai..., and MB 278 is
step in right direction but not ready to go in its current state.

MOA hasn’t reached decision on POB yet, but believe that research done to
date should be fully explored.

Thank presenters. Questions now.

MOA"’s ability to issue GOBs, is local voter approval required?

Don’t know. Appropriation debt of some form,

What they have done so far hasn’t been subject to voter approval. Haven t
seen all the ideas yet.

Mayor would make call.
Johnson - negative about booking a liability. Govt acctg standards coming to

disclose unfunded liabilities, so raters will count that for AK.

Debt and assets ratio to compute...compared on a national basis. Debt
Computation does not include liability for pension funding.

Neither Fitch or S&P commented on AK’s situation. Health tare counted in
state’s obligation, concerned about that. May cause other state’s to include
HC in their computation. AK less concern about unfunded liability at this
point

If nothing is done, municipality could have contribution of close to 30%,
affect rating ability to repay debt?

As % rises over time, underlying credit characteristics deteriorate.

Why would MOA do this? Hardship on municipality?
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Subject

Local impact on tax rate. MOA has tax limitation in its charter

Tape 2, Side B (11:23 am) Backup 2B, 4 mins.

0

13

16
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20
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Trivette
Sinz
Trivette
Sinz
Nordstrand
Sinz
Nordstrand
Pihl

Sinz

Pihl
Sinz

Millhorn
Johnson

O’Leary
BMitchell
JMitchell

Harbo
O’Leary
Bader
johnson
Trivette
Johnson

Schubert

O’Leary

Schubert

Schubert

Tax increase taker up space that could be used lor other projects... Will keep
on reviewing until we reach conclusion about POBs.

At cap now? Will have to reduce $$ elsewhere? Yes.

60% of operating budget is labor.

Mav have to get rid of employees?

Yes.

Financial impact on household, what is reduction of different calculation?
20% of $500 would be shaved v'ff.

26% instead of 28.6%.

What contribution rates have gone from, dramatic.

Magnitude of the pioblem from afar doesn’t look that bad. But looked at
from local level, these numbers are defensible.

We had contribution rates that were way under what they should have been
to support the pension plans we have, that’s part of the problem.

Radically different than it is today.

Cal’ability of different bonds - sounds like we’d want that. What is cost?
In tax exempt market, ability to call bonds after 10 yrs at no premium.
Perception is you should do that to maintain flexibility. In taxable market
tends to be bigger penalties for calling bonds.

What is premium on untaxed bonds?

Varies, not trivial.

Don’t look at either you do or don’t do, but it could be a quiver, go from 70
to 80% or 85%, use as an experiment to see how it works.

Doesn’t address rising health care costs. POBs analogous to paying off CC
debt by home equity loan. How do you allocate $$ that comes in all at once?
Most common answer is to invest it immediately per policy, but difficult to
do. Think it through before you get the $3$. check risk preferences.
Approaches vary...

Curious about how much is available once all expenses are paid?

Size of bonds matters. Maximum 2% down to 1% for larger amount.

No of years?

25-30 years. Usually matches...

Do POBs have any advantage over increasing equities over fixed income, less
risk?

Don’t know right off. Thought process, which has more risk... Some plans
get more risky trying to make up earnings for unfunded liability. Interesting
question.

Concluded presentations. Thank you.

Chair Report.
I met with 2 commissioners, discussed committee memberships. Do next
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Tape No. Speaker Subject

mtg. | testified at Ways and Means Committee by teleconference, as well as
others. Also Report to Leg Committee, we’ll do that later Letter from Sen.
Kim Elton in packet - to calculate costs for Tier Il and w1 employees. Leave
that to staff to respond to Senator.

23 Schubert Recess for lunch now.

End of Tape 2, Side B
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

[QQO/) N67-3667 or 4M-24S0 STATE OF ALASKA Stole Cnpitol
AX (007) 405-2029 ~ Joocou, Alaska 90801-1182
Mnil Sto(<".1101 Deliveries lo: 129 6Ih Si, Mm. 329

jVM _yUHI AN1HJM January 5. 2006

SUDJKCT: Municipal bonds for pension plans (Work Order 24-L.51458)

TO: Representative Bruce H. Woyhruuch

FROM: Tnnium Brandi Cook

yL

Director 'gj"

You ask whether siate law prevents municipalities from -ssuing pension bonds |
understand that these bonds are to be paid for from the general revenue of the
municipality. If (he Ixinds create a general debt of a municipality, Jikc a general bond
issue, they arc subject to the limitation on acquisition of debt by municipalities under
Ail. IX, see. 9 of the stale constitution. (See Village of Chefornuk v, Hooper Bav Constr.

c?-.. 758 I’ 2d 1266 (Alaska 1988))

Alt IX. sec. 9 states in full: "No debt shall be contracted by any political subdivision of
the Slate, unless authorized for capital improvements by ils governing body and ratified
by n majority vote of those qualified lo vote and voting on the question.” Note that this
tyjio of debt may not he used to finance pension plans because its use is limited to capital
improvements. U'itv of Juneau v. Hixson. 373 P.2d 743 (Alaska 1962))

An. IX. see. ID permits borrowing to meet appropriations for n fiscal year, but this type
of interim bonowing must he paid before the end of the next fiscal year. It could only be
used lo lund a pension plan on a short term basis. Other exceptions to the restraint on
borrowing arc found in Ait. IX, see. 11, but it is nol obvious to me how these exceptions
might he used to fund pension plans. That section provides:

SECTION Il. Exceptions. The restrictions on contracting debt do not
apply to debt incurred through the issuance of revenue bonds by a public
enterprise or public corporation of the Stale or a political subdivision,
when the only security is the revenues of the enterprise or corporation.
The restrictions do not apply lo indebtedness to be paid from spcciul
assessments on the liencfiicd property, nor do they apply to refunding
indebtedness of the State or its political subdivisions.

For examples of creative stale funding methods lhat have been upheld by the court see
Myers, V. Alaska I (odsinp. Finance Coin.. 68 P.3d 386 (Alaska 2003) involving the sale of
the right to future payments fror.l the tobacco settlement to secure revenue bonds, and
Clarrjjoltst-Cin Properties v, State. 899 P.2d 136 (Alaska 199.5) involving the issuance and
sale ol certificates ol participation in a lease-financing arrangement.
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IELIER FROM IHE CHAIRPERSON

I<> ill Alaskans:

Il he\ ir2005 marked the 30th year o fexistence for the Alaska Municipal Bond Bank Authority
(Bond Bank). Since its inception in Augustof 1975, the Bond Bank has helped Alaskan communi-
ties secure over SHOO million dollars in financing for public works projects that have improved the
standards nf health, safety and education for our citizens. The municipalities using the services
ot the Bond Bank have realized significant savings, reducing the burden on taxpayers throughout

the state.

I he Bond Bank was created to assistAlaskan com munities issue bonds. Some communities simple
lack familiarity with the financial markets, others seek to « ' ce the cost of issuing bonds, and

some municipalities find the) can get better terms on ho> -aled by the Bond Bank.

Ilhe Bond Bank realizes savings for communities in a numhci of ways. We pool bonds, selling
much larger issues than any one cornu unity would, thereby creating economies ofscale. Because
ol our level o f activity, vie contract for professional services at a lower cost than could less active
bond issueis. Tlie Bond Bank also has a belter credit rating than is available to mostcom munities,

resulting in lower interest rates.

The Bond B ,nk provides sen ices to urban ami iural communities in even-region of the State as

demonstrated by a review of the financial inform ation that follows.

Beginning in 197”.the Bond Bank has remitted to the State of \laska annual investmentearnings
in excess of operating needs. \t S26.9 million, those remittances now exceed, by over 58.3 m il-
lion. the S i8.6 million appropriated by the State ol \laska to the Bond Bank between the years

197b and 198b.

fiscal vc. 2005 saw a continuation of the trend of increased use of the Bond Bank. Six series of
iwinds were issued for SIM million for fourteen Alaskan com munities. Bond Bank participation
in these transactions is estimated to have saved over S16. million.

The Bond Bank is indeed an idea that works an example of the benefits tit a can be realized

through good government.

In accordance w ith Alaska Statute 44.85.100, we respectfully submit the attached year 2005 report

of the activities and financial condition of the Bond Bank.

We hope you share with is our pride in the Bond Bank's accomplishments this outstanding

year.

Sincerely,

R. I)esmond Mayo

ini>\\\'I WR I'CRF
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IH ALASKA MINAPAL BOND BANK AUHORlly

Il he Bond Bunk is a public corporation that aids
Alaskan communities by issuing bonds, and using the
proceeds to purchase the municipalities’general obli-
gation and revenue bonds. It commenced operations

in August |1>75.

The Bond Bank has a legal existence independent of

and separate from the State of Alaska. Bonds issued
by the Bond Bank are payable only from Bond Bank
funds. The State has pledged its moral obligation to
the maintenance ofadebt service restive for all ofthe
Bond Bank's bonds. (For more inform ation please see

Notes to Financial Statements.)

The powers of the Bond Bank are vested in its Board
of Directors. lhe membership ofthe Board consists of

five directors representing both the public and private

sector. The three private sector board members are

appointed by the Governor and serve four-year terms.
They are joined on the Board by the Com missionerof
Revenue and the CommissionerofCommerce, Com -
munity & Economic Development (or their as;igned

representatives).

The Board of Directors operates in accordance with
the Bond Bank Act (AS 44.K5), its published regula-
tions (15 \A ( 11F4) and its by-laws. The boards main

responsibility is to approve bond issues.

The Bond Bank may not issue revenue bonds in excess
ofS75 million in any fiscal year unless the Alaska Leg-
islature approves agreater amount. The B >nd Bank is
further restricted to a limit of $500 milbon of bonds
or notes outstanding. .AsofJune 50, 2005, obligations
bond

totaled $400.4 million, allowing for additional

issuances ofapproximately $90.6 million.

pI-AS*/,
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AN IDEA 1HAI WORKS

The Bond Bank pays its own way. | he Bond Bank's
reserve accounts serve to both guarantee the bonds
income. All of the Bond

and provide investment

Bank’'s costs are paid from these investment earnings.

The statutory earnings from its investment accounts
exceeded expenses by S402.427 during the fiscal year
ending June 30, 2005. Such excess funds are payable
to the State of Alaska. The Bond Bank is transferring
S25(),()0() of non statutory invesrm nt earnings to the
State of Alaska in fiscalyear 2006. Sine 1077 the Bond
Bank has returned excessearnings to the State fora cu-
mulative total ot S26.9 million, exceeding by over SH.3
m illion the State’soriginal investment ofSIH .6 million

(appropriated in the years 1976 through 1986).

Alaska's investment in the Bond Bank iscompounded

in other ways.

Alaskan communities taking advantage of the Bond

Bank's services realize considerable savings. | hese

communities may have low bond ratings or, although
credit worthy, have not issued bonds or notes, or have

little outstanding debt, and lack investor familiarity.

Some largercommunities, capable o fissuing them own
bonds, find that the Bond Bank's services resu. i i less

expense, especially for small bond issues.

Jn addition to the annual dividends received from the

ists the State of Alaska less money to

Bond Bank, itr

reimburse communities to. such capital projects as
schools built with funds provided by Bond Bank issues.
Since bonding expenses for Maskan com munities are
less than they would heotheru ise. the interest expense

is less for the State.

The Department of

Bond Bank operates efficiently.
Revenue staff serve as executive director and provide

accounting support. Where economies of svalc dictate,

the Bond Bank hires outside professional staff.

CUMULATIVE APPROPRIATIONS COMPARED 10 CUMULATIVE EXCESS EARNINGS RETURNED TO STATE

Appropriations - $18,601,413

2ous
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I .iiihanks \oifh si,if Borough

Malanuska-Siislina I3orouqgh

K> khikan

Kodiak Island Borough
Meulians l.asl Borough

( itv A Borough ol

N

HELPING ALASKAN COMMUNIIIES

The Bond Bunk is organized to work with all Alaska
municipalities, especially new and infrequent issuers <>f
debt forcapital projects. From the time amunicipality
contacts the Bond Bank, legal and financial profession

als with extensive experience in Alaska financing begin

working with municipal managers to develop the most

advantageous financing program for the community.

If it becomes clear that debt financing through the

Bond Bank is neither possible nor appropriate, for any

particular municipality, the Bond Bank will continue

S7 30
S/95
$1.000
SI F>0
SI'W
id 'l Sin'

(itv i-i KaktovIK |
<(tv ot Bethel |
(itv of (foonah |
(i\ .a North 1'oli 1
( Itv ol Ailik

( itv ol Craig

SI st,"i
s1 980
&300

i s3.251)

r u li*n\ Authoiftv

(ii\ ol Haines

(its ol Keii,ii
i tv"i (ordov,i S3 330

'3 B,v Borough | $4,000

I T I =T

V) $5,435
S7670
$9.324
sumb

(itv "i Palmei

(ilv ot SnifJotna

( ilv ol Kodiak
S10073
$10,679
$12,422
Sl4 72<i
$l.s7r5
$20200
S22465
$22760
“ S§24014
$24 130
$24,275
$29,165

(llv oi |lonter
(ilv 'l Wrangell
(ilv ol Nome
t ilv ol fVlersinirq

( it\ ol I atalaska

(ilv ol Wiasllla

(itv ol V.I'dv/

( ilv of Seward

(iiitevvav Borough

lilka

Kenat Peninsula Borough

rllI\ Ol Ketchikan

Northwest ArclK Borough

(ilv A Boroiit|li ol Juneau

to work with the municipality’s administration to

find other means or ways of meeting their financial

objectives.

In most instances the Bond Bank is able to relieve mu-
nicipalities from paying certain costs ofissuing bonds,
such as official statement printing, trustee and paying
even large com munities

For this reason,

agent fees.
with a track record of issuing bonds occasionally seek

the services provided by the Bond Bank.

1%

38%

ALL BOND PROCEEDS DISTRIBUTION

BY AREA PfRCENIAGES

BOND PROCEEDS DISTRIBUTION
BytOMUNIfy
(IN THOI SANDSI

DOES NOT INCII.DE
RIftNDINGS OR RESERVES

$35110

$36,625

$52,300
$60494
H i $04 1:

$70,405

$76,870
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ISSUING BONOS

The Bond Bank issues mostly tax exempt bonds. Pur- | he Bond Bank often pools municipal generalobliga-

chasers o fthese bonds, including bond mutual funds, tion bond issues into a single issue. Following the sale

institutional investors, and insurance companies do not of the issue, the Bond Bank purchases the individual

have to pay taxes on the income received. issues from each community.

Fateh individual issue ofthe Bond Bank is reviewed bv

Moody's Investors Service and Standard ami Poor's
LEVfRAGING SfATC DOLLARS
Corporation. Because the Bond Bank has received
. . . An important reason for the Bond Banks favorable
'V ratings, considered “investment grade,” from two
. . . . o bond rating and lower borrowing costs isthat it secures
m ajor national bond rating agencies, it is able to bor-
X its bonds with reserve funds supported by the "moral
row money at lower interest rates than most Alaskan
L L obligation” ofthe State of Alaska.
municipalities.

. o . . The reserve funds are available to cure defaults, should

In addition, when it is economical and cost effective
. X they occur. For (icneral Obligation Bonds, two-thirds

to do so, the Bond Bank obtains bond insurance, and
ofthe reserve is funded from bond bank assets and one-

thereby secures “YYY ratings.
third is funded fr< :n the proceeds of new bond issues.

The Bond Bank strengthens us portfolio by including

. . . . . The reserve fund is normally used to leverage debt at

Maskan communities widely distributed geographi-
X . . . L better than an eleven to one ratio. For every SI million

cally, with different economic bases, and limiting
. placed in the reserve fund, more than SI | million of

the total percentage of bonds com mitted to any one

outside capital is attracted to the state.

municipality

CURRENT fINANCINGS fy 2005 BONDS ISSUED

S14,575.000 $5,365.0011 S32 655,000

GENERAL OBLIGATION BONDS 2005 SERIES A

City of Ketchikan, City of Fairbanks. City of Cordova,
City of Unalaska, City and Borough of Sitka, Northwest

GENERAL OBLIGATION BONDS 2004 SERIES C REVENUE BONDS 2004 SERIES B

City of Palmer - Ice Rink Municipality ot Anchorage - Performing Arts t enter

City of Petersburg - Elementary. Middle and High Standard & Poor AAA. | Itch AAA. MBIA Insured
Compelitive Sale - Wachovia Securities Arctic Borough - Refunding

School Renovations
Standard 5 Poor's AAA. Moody’s Aaa: FGIC Insured

Standard & Poors AAA; Moody's Aaa: FSA Insurance 30 year: True Interest Cost 4,732%
Competitive Sale - CityGroup Global Markets 18 years: True Interest Cost 4.2035%
20 year True Interest Cost 4.373% SI 1,925000

GENtRAL OBLIGATION BONDS 2004 SERIES D 527625000

$28.b4.000 Kodiak Island Borough - High School and New Pool GENERAL OBLIGATION BONDS 2005 SERIFS B
REVENUE BONDS 2004 SERIES A City of Adak - Small Boat Harbor City of North Pole - Street Improvements

City & Borough of Juneau - Hospital Standard & Poor's AAA Moody's Aaa; XL Capital Insured Citv and Borough of Sitka - Elementary, Middle & High
Standard & Poor's AAA Fitch AAA MBIA Issued Competitive Sale - Wells Fargo Brokerage School Improvements

Negotiated sale - RBC Darn Rauscher 20 year: True Interest Cost 4.176% Ketchikan Gateway Borough - Elementary and Middle

School

Haines Borough and City of Palmer - Refunding
Standard and Poor's AAA- Moody's Aaa: MBIA
20 years: True Interest Costs 3.9385%

30 year; True Interest Cost 4.962%

Issued amounts are Inclusive of Reserve obligations

JO05 \\\I \| R IMKI
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GENERAL OBLIGAIION BONDS

Municipal generalobligation bonds, the Bond Bank's
mainstream program, are usually issued to finance
facilities thatdo notgenerate revenue, such asschools,
roads, public safety and municipal buildings. Such

bonds must be approved by the municipal voters.

Bonds issued by the Bond Bank to purchase municipal

general obligation bonds are secured by:

¢« Full laith and creditofeach respective com munity
with no taxing limitation for the general bonded

debt issued to the Bond Bank.

. | he Bond Banks general obligation debt service
reserve fund. | his reserve is generally funded in
an amount equal to maximum annual debt service

on all the Bond Bank general obligation bonds.

. \Il Bond Bank assets shall be used to restore the
debt service reserve to an amount that equals the
m maximum annual debt service on the Bond Bank

bond

« The statutory rightof the Bond Bank, in the event
ofdefault, to demand and receive any funds held by

a state agency vvliich are payable to the defaulting

municipality.

. Il he moral obligation of the State of Alaska to
m aintain the debt service reserves at theirrequired

levels.

VVJIII'E 4 5. \WMY(

t lilitles
57./6132

ljjnspntKatinn

USB Of BOND S siyuoo

PROCEEDS - Ro.nl".
INCEPTION 10 DAIf mg{lan
['tlille Sl
DoLs \I)t INCH Ot
\niv,s

‘ott - Martini futilities
$044330

Parking
ST.10000

REVENUE BONDS

Revenue Bonds are used to finance revenue-producing
capital improvements such as utility' or port facilities.
Because they are not secured by amunicipality’staxing
power, such bonds do notnormally require municipal

voter approval

Bonds issued by the Bond Bank to purchase municipal

revenue bonds are secured by:

« A pledge of the revenues from the facility being

financed.
. I he municipalities' reserve fund under their bond
resolutions. | he reserve fund generally is funded in

an amount equal to maximum annual debt service

on the municipalities’ bonds.

. | he Bond Bank reserve fund under the bond reso-
lution for that issue. | he reserve fund generally is
funded in an amount equal to maximum annual debt

service on the Bond Bank bonds.

. | he statutory right of the Bond Bank, in the event
of a default, to demand and receive from a state
agency any funds held by that state agency which

are payable to the defaulting municipality.

« The moral obligation of the State of Alaska to
m aintain the debt service reserves at their required

levels.

Airports
S074300(1
Comimiuilv
S40 700000

Sthools
$332220"0il

Hospitals
SsS 937 mill

Municipalities
Sl 195,000

\I' AsKA Ml NIC If \l BOND BANK M IHOKkIh



SUMMARY Of DEBT SERVICE

SCHEDULE Of TOTAL DEBT SERVICE BY CLASSIFICATION AT DUNE 30,2005

1976 GENERA, BOND RESOLUIION FUND

1995
1995
1995
1i%

1996
1997
1997
1998
1998
1999
2000
2000
2000
2000
2000
2000
2001
2001
2002
2002
2003
2003
2003
2003
2003
2003
2003
2004
2004
2004
2004
2005
2005

COASTAI (NtSGy .MPACT PROGRAM JIrUllJ1

Coastal Energy Reserve Loan land

Series A
Serif (
Series D
Series A
Series B
Series A
Series B
Series A
Series B
Series A
Series A
Series B
Series t
Series D
Series 1
Series 1
Serle- A
Series B
Series A
Series B
Series A
Series B
Series C
Scries U
Scries L
Series 1
Series |j
Series A
Serle-- B
Series C
Series D
Series A
Series i

1995A Rc.chue
1997A Revenue
199SA Rev nue
1998B Rev. nue
1999A Revenue
2000A Revenue
2000B Revenue
2001A Revenue
2001B Revenue
2002A Ro'- nue
2003A Revenue
2003B Revenue
2003C Revenue
2004A Revenue
2004B Revenue

Bond
Bond
Bond
Bond
Bond
Bon'!
Bond
Bond
Bond
Bond
Bond
Bond
Bond
Bond
Bond

Resolulion
Resolution
Resolution
Resolulion
Resolulion
Resolution
Resolution
Resolulion
Resolulion
Resolution
Resolution
Resolulion
Resolulion
Resolulion
Resolulion

PRINCIPAL

S 2.330.000

1.090.000
90,000
610.000
895.000
385.000
1435,000
6.500.000
1.830,000
10,045,000
2,830.000
2.960,000
6.360000
1580000
11,050.000
810,000
14,270.000
3.480,000
12,470,000
11,055,000
8,745,000
2.035.000
6,800.000
13,965000
31.125,000
1.690.000
22,825,000
19190,000
16690.000
14.575.000
13925000
32,655000
27.625.000

103920.000

PRINCIPAL

11005.878
2.265000
13935,000
0,170000
1105,000
1660,000
445000
2.725.000
1550.000
2285,000
5,380.000
Z933.000
19000.000
820,000
28,845,000
5.365.000

3 409.410878

SU«MAPy O- TOUL 01BI SERVICE REQUIREMENU BE HU'nh y(AR
FISCAL YEAR

2006
2007
2008
2009
2010

2011-2015
2016-2020

2021-

2026

2025
and after

PRINCIPAL

31 885,000
25.240.000
22.530000
21.785,000
21.905.000
106.440,000
93,730,878
59.645.000
26,250,000

S 409.410.878

INTEREST

134 750
32700
21.44

27 450
61931
29.390
103320
2289201
225268
3.803.634
406175
623.775
1.233.868
851 326
2.756937
213060
6,657 000
1,583434
2.433975
5,053623
4,020297
79 200
1,051 538
6,913,223
24.888937
12.087
12,069287
5.926097
6234 875
7,140.192
6,1.49633
16.177276
12633 697

132.430300

INTEREST

'9293
57 .6352
1196 700

113222

809 324

24,030
1386249

566.344

885611
1193,975

92337
9,982156
55175
27.554 7u5
4714045

117,519818

INTEREST

17.960479
16,598854
15.696.521
14.826 32a
13.947 354
55,656 371
.33.431 444
13.399.601

6,002,866

1'<7.819,818

TOTAL

2.464.750
1.122700
92,644
637,450
956.931
414,390
1.538320
8789201
2.055,268
13,848,634
3.236175
3.583.775
7.593,868
2.431.326
13,806,937
1.023.060
20.927000
5.063,934
14.903,975
16.108.623
12.765297
2,114.200
7.851 538
20,878,223
56,013,937
1.812.087
34.894,287
25,116097
22.924.U75
21.715,192
20574.633
48.832.276
40.258.697

436350,300

TOTAL

11.005.87S
3024.293
19.691.352
7.36(1.700
1.218222
2469.324
469,030
4,111,249
2.116 a44
3.170.611
6573.975
3.027,337
28982,156
875.175
56.399.705
10079,045

596.930696

TOTAL

49.845.479
41,838.854
38.226.521
3661 1.328
35,852,354
162,096.371
127,162,322
73.044.601
32.252.866

596.930,696
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IHE BONO BANK HAS f|Vt
DIRECTORS CONSISTING

OF THREE PUBLIC

MEMBERS APPOINTED

By IHE GOVERNOR IHE
COMMISSIONER OF REVENUE
AND IHE COMMISSIONER OF
COMMUNIiy AND ECONOMIC
DEVELOPMENT

IHE COMMISSIONERS HAVE
TRADITIONALLY APPOINIED
DELEGAIES 10 SERVE IN

THEIR PLACE

M ASM MI \ICIPAI

IHE BOARD OF DIRECIORS

R DESMOND “"DESI MAYO
(hoirmon

lerni expire! July 15. 2007

Mr. Mayo was appointed on Sep-
tember 15, 5999 and reappointed
on July 20. 2005. Mr. Mat \ is
the Chief Financial <)fficer of the
Matannska telephone Vssociation.
Prior to his current employment,
Mr. Mayo has served as C hief Fi-
nancial O fficer for the Matanuska-
Susitna Hon nigh and more recently
Municipal | ight and Power, an
enterprise of the .Municipality of
\nchorage. lie has also served in
the capacity nf Corporate Con-
troller for Alycska Pipeline Service
Company. Mr. Mayo graduated
from the University ot Alaska and
has attended graduate classes at
Alaska Pacific University. Mr
M avo served as (iovemor Kjinw Ic
appointee to the Alaska State Pen-
sion Investment Hoard and served
on (iovemor Minkowski's Mat-Su
Finance Policy Transition learn.
Mr. .Mayo has also served on the
hoards ol Northwest Public Power
Association, Matanuska Electric
Vssociation, Alaska Rural Flec-
tric Cooperative Association, the
L nited Way ofMatanuska-Susitna
borough and I labitat for I lum anily

Mat-Su.

BO\P HANK A IHORin

MARK P fffffP
Vice Chonmon

lerr, expnei July 15.2009

M. Pfcffcr wasappointed (Jctober
nOOL Mr. Pfeifer isaregistered
architect who hasow ned and led an
architectural practice in Alaska for
over 20 years. |le is active in the
development, design and manage-
ment of commercial real estate
projects, many ot which include
public/priv ate partnerships. I le is a
partner in the firms Kooncc Pfcffcr
Bettis, Inc. and Venture Develop-
ment Croup, I|.1.C. Mr. Pfeifer
received a Bachelorof Architecture
Degree from the University of

Nebraska in 19S0.



10M BOUTIN

Member

Mr. Boutin in tlie first delegate for
W illiam A.(airbus,(anumissioner
of the Department of Revenue.
Mr. Boutin spent his first 22 years
m New Hampshire, logging and
working for dairies. | le then moved
to Alaska, working as a logging en-
gineer for Ketchikan Pulp ( o. and
as a timber filler, rigging slmger
and equipment iiperati>r for \ aru his
logging and mad building firms,
logs, lumber,

lie bought and sold

veneer N orth

and plywood for
Pacific Lumber Company, and was
then

chief Financial O fficer and

President and (duel Financial <)f-
an A \( ..vA

ficer tor Klukw an. Inc.

corporation involved in forest

products and money management.
Ilisgovernment service experience
Debt

consists of State Manager

for the Alaska Department of Rev -
enue, Alaska State forester, and
currently. Deputy Commissioner
for the Alaska Department of Rev-
has a Bachelor

enue. Mr. Boutin

of Science from the L niversitv of
New Hampshire, and an M BA in
Finance from the University of
Oregon. |le has lived in Juneau for

the past 20 years.

WIItIAM r URGf
Member

letm c<pnci July 15 2006

Mr. Large was appointed on Alav 2,
2003. Mr. Large isamemberofthe
Alaska Bar and lias practiced law In
Alaska and nationwide for 10years.
I lis practice focuses primarily on
complex commercial litigation, with
emphases on national resources, oil
N gas and corporate disputes. After
graduating front law school in IW $,
Air. Large served as a law clerk tor
one VC” to the Hon. Andrew |

kleinlcld, I S Court of Appeals
for the 'fill Circuit, before joining
the predecessor to his current firm.
Hosie Alc.Arthur LLP. Air. Large
has a Bachelor of science degree
from the Massachusetts Institute
n f'technology and a Law Degree

irom |Ilarvard | aw School

GRIG WINfGAR

Member

Mr. \\ inegar is the first delegate
for W illiam Noll, Commissioner
of the Department ofCom munity
and | conomic Development. Mr.
M incgarwas appointed Director rif
the Division oflnvestments on May
22.2000. 1'his Division administers
various direct lending programs
for the State and services loans for
other State agencies, represent-
ing approximately 3,500 accounts
totaling $2s() million. Prior to his
appointment as Acting Director,
\'Ir. W inegar served as the Division
of Investment's Lending Branch
Manager for 21 years. Mr. W in-
egar received his Bachelors degree
from the | vergreen State College
I'C -L

in 1>73. In he accepted a

w ith the predecessor to

position
the Departmentof(aimnuiniry and
l,conomic Developmentas aClerk
Ivpist Il and was promoted several
times over the next five years. In
addition to his work as Lending
Branch Manager, he also served as
a l.oan <Mtieer forthe Department
for live years where his responsi-
bilities included credit analysis and
recommendations for commercial,
residential and con-

multi-family,

sumer loan requests.
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THE STATE S DEPARIfIENI

Of REVENUE-IREASURyY

DIVISION (OJR-iRtASURy) fULfIUS ADMINISIRATIVE AND

AAANAGFMENf RESPONSIBILITIES FOR THE BOND BANK.

RATHER THAN LMPIOY STAfF
THE BONO BANK CONTRACTS

IN IHE PRIVATE SECTOR EOR A
WIDE RANGE OF PROfCSSIONAL
SERVICES THE EXECUTIVE
DIRfCIOR COORDINATES

THE ACTIVITIES Of THESE
PROFESSIONALS INCLUDING BOND
COUNSEL FINANCIAL ADVISOR
ACCOUNTANTS. AUDITORS fuND
TRUSTEES BOND TRUSTEES AND

CLERICAL SUPPORT
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DSVfN MITCHHI
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Mr. Mitchell also serves as the State

Debt Manager and Investment

officer in Department <<f Kevemie-
Treasury. Mr. Mitchell has worked
lor the State of Alaska Departmentol
Revenue since IW 2. He previously

held several positions in \laskan

linaneial institutions. Mr. .Mitchell
holds a Bachelor of Science in Busi-
ness Administration from North rn

Arizona University.

HNANCIAI AOVISOR

WTfSIfRN FINANCIAL GROUP HC

Provides loan analysts services,

including recommendations as to
the adequacy of loan applications,
credit worthiness, protected capa-
bility to repay, and the overall effect
will have on the

a proposed loan

credit of the Bond Bank. Assists in
preparation ofthe official statements,
recommends ty peand timing ol bond
sales, negotiates with underwriters
and assists with investment ot vari-
ous funds. Also coordinates financial

bond rating houses

reviews with
and prepares other general linaneial
reviews and analyses required by the

Bond Bank.

BONO COUNSTI
WOHIfORIH JOHNSON BRECHI CAPfIfDGT |

BROOKING

Prepares for the authorization, sale,
issuance and delivery of Bond Bank
lionds. Prepares series resolutions,
notices ol sale; assists in preparation
ofofficial statements; renders neces-
sary opinions as required; and pro

vide" other general legal services.

HUM) BANK Al

1110 K Ih

SUSAN IAY10R, Ctt

Dy Iredure. gyanted Agil 9 206
Als. Taylor is the State Com ptroller
for the Alaska Department ol Rev-
enue, Treasury Division. Ms. litylor
started her career as an auditor with
the Legislative Audit Division; she
has held various positions ol increas-
ing responsibility in Alaska state
government. These included Senior

Fiscal Analyst for the Legislative

Finance Division, Budget Analyst
for the Office of Management and
Budget and positions with the De-
partments ol Revenue and Health
uni Social Services, Ms. litylor holds
a Bachelor of Business Administra-
tive-Accounting degree from the
University of Alaska, Anchorage.
She isaCertified Public Accountant
m the State of.Alaska, and amember
ofthe American Institute ot Certified

Public Accountants,

IRUSIEE/RAYING AGENT

IP MORGAN IRUSI COMPANY

Acts as custodian of the bond pi
ceeds and supervises the investment
of funds for the purposes specified
m the bond resolutions. The trustee
overseesdebt service hinds and main-
tenance ol certain reserve accounts
required in the contract with the
Itoinlholders. A" paving agent, makes
all necessary interest and principal

pay ments to the bondholders.

INVfSIMENI MANAGER

ALASKA PCRMANCNI CAPIIAI MANAGfMCNI

COMPANY
Supervises and controls the invest-
custodial funds and

ment of the

the trustee funds. Also provides
analyses of investments, advice on
investment guidelines, and directs
the investment of all funds in ac-
cordance with Authority procedures

and guidelines.

CUSIOOIAL BANK

fIRSI NAIIONAI BANK Of ALASKA
Acts as the Authority's hank lor pro-

cessing all lund transactions.
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management discussion and M im

'i"his Management's Discussion and Analysis (M D & A) isrequired by GASB 34, arule estab” .ed

by llie Governmental Accounting Standards Board. Phis section is intended to make the finan-

cial statements more understandable to the average reader who is not familiar with traditional

accounting terminology.

This financial report has two integral parts: this AID & A and the financial statements with the ac-

companying notes that follow. Ibgether, they present the Alaska Municipal Bond Bank Authoritys

(“Bond Bank”) financial performance during the fiscal yearendedJune 30.2005, Summarized prior

fiscal year inform ation is shown within this M D & A, as needed for comparative purposes.

REQUIRED FINANCIAL STAIEMENI)

GASB 34 requires two financial statements: the statement of net assets and governmental fund

balance sheet anil the statement of activities and governmental fund revenues, expenditures and

changes in fund balances. These statements report financial inform ation about the Bond Banks

activities using generally accepted accounting principles.

FINANCIAL HIGHLIGHTS

During fiscal year 200" the Bond Bank approved 10 municipalities’ applications and purchased

S"S.4 million in municipal lionds. The subsequent issuance of Bond Bank Bonds resulted in ap-

proximate savings of S14.B million to the borrowing com munities. Xddidonally, the Bond Bank

entered into amended loan agreements on 10 existing bond issues and purchased S41 million in

municipal bonds. The amended bond issues resulted in approximately S1.0 million in savings to

the borrow ing communities, dotal bond issuance for FY2005 was S123.0 million, funding SI1 10.4

million in 20 loans to 16 communities and providing total savings of S16.7 million. This activity

level and community benefit iscomparable to | V2004 when the Bond Bank issued S100.5 million

to fund fourteen communities’ projects am* provided savings of S4.8 million to the borrowing

communities.
The financial position ofthe Bond Bank remains strong. \ll reserves are fully funded and invested.

Fiscal year 2005 investment earnings funded fiscal year 2005 operations and will provide for a

$402,427 transfer to the state’s general lund in fiscal vear 2006. This transfer will be in addition

to the S250,000 transfer provided in the state's fiscal year 2006 operating budget. | lie Bond Bank

holds unrestricted reserves adequate to make up shortfalls in years that investment earnings are

not wufficient to fund operations.

STATEMENT Of NET ASSETS

The statement of net assets report assets, liabilities and net assets of the Bond Bank.

ASSETS

Vsseis represent 1) the value of the Bond Banks investments and investment income receivable

on the financial statement dates, recorded at fair market value, and 2) bond principal and inter-

est payments receivable from municipalities. The investments generate income for the Bom?*

Bank to use to meet reserve requirements and pay operating costs. J tcess investment earnings

are distributed to the State of Alaska's (State) general fund each year. Interest received on bonds
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purchased from municipalities is used to pay the Bond Bank's corresponding interest payments

on the bonds that it has issued.

LIABILITIES

|.labilities represent claims against the fund for I)goods and sendees provided before the financial
statement date hut notyet paid for it thatdate, and 2) interest and bond payments due to purchas-

ers ofthe Bond Bank’sbonds after the financial statement date.

RESTRICTED AND UNRfSTRIHEL NET ASSETI

Vet assets are comprised oftwo components. The restricted portion reflects monies maintained

in separate trust accounts where their use is limited by applicable bond covenants for repayment

of bonds. The unrestricted portion reflects the accumulated excess of the Authority’s share ot

earnings on investments held over those earnings distributed to the State as well as investment

income that has not been realized and therefore is not yet subject to distribution to the State’s

general fund.

The following table shows the value of Bond Bank assets summarized as ofJune 30, 2005 and

2004 as well as liabilities and net assets.

Change from 2004 fo 2005

As oflunr 30 Increase (Decrease)

2005 2004 Dollars Percent
ASSETS 9
C<isll and Investments S 53137 123 5 50 396.591 S 2.740532 s4% 1
Bonds and bond inter* st rocci ible 408074.781 341.K41.i4b9 66.234292 194 % I9 1 9
assets 401 211,904 392.237.080 68.974,824 17.6%
LIABILITIES
«\.counts payable and ourued liabilities 3,655 si 7 178126 3480.691 1954.1%
Bonds and bond inleresl payable 416,074.486 352440 (,4h 65,627,838 18.6%
Due lo primary cioveminont 402427 402,427 id0 (3%
lijial liabilities 422,135.730 352624.774 69,510.956 197%
NET ASSETS
Restricted 26.838.760 23.994 579 2.844.18 11.9%
1 nrestricted 12237.414 15617.727 13.350.313) -21.6%
Total nel assets S 39.07c.]74 S 39612.306 S (536,132) -1.4%

The increase in cash and investments reflects

The increase in bonds and bond

reflects the issuance of approximately Si23 million

.ealized and unrealized

payments on bonds previously issued ofover S54.7 million.

Communities monies received
until

accrued liabilities.

due. In FY2005 the increase was over S3.4 million for the change

interest receivable, as uell asin bonds and bond

investment income.

interest pay able,

in new bonds during tlie year net of principal

in advance of payment date are not applied to their debt liability

in accounts payable and
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Due to primaryg<jvemmentrepresents tlie excesso frealized m< cstment income overcurrentyear

operating expenses and reserve requirements. | he increase reflects higher investmentearnings on

fixed income marketable securities resulting in current year realized investment income greater

than current year operating expenses. There is exce sinvestment income in the currentyear due

to primary government.

Restricted net assets represents the original appropriations made by the State ofS18,601,4?4 to
fund the Bond Bank, a' well as Bond Bank funds placed into separate accounts in accordance w itii

the reserve requirements ofeach bond indenture. 'There have been no new State appropriations

since 1986. The increase in restricted net assets reflects a reclassification of<me bond reserve fund

as well as the binding ofadditional special reserves during the year from the Custodian accoutv
Unrestricted in t assets represent accumulated earnings or Bond Bank investments, not used to

fund reserves, and unrealized gains that are segregated until realized. The decrease in unrestricted

net assets is due primarily to the funding ofbond issue resen - The Bond Banksinvestments are

all held in U.S. (iovem menr securities.
MMM d aciiviiin

The statement ofactivities shows the activity that occurred during each of the las' fiscal year.

Revenue)

Revenues include earnings on investments and interest payments received from municipalities.

Tamings on investments include interest on fixed income marketable securities and the change

in fair market value of those investments.

Epaes

Txpenscs include. interest payments made to bond holders wh <purchased the Bond Bank’s bonds,

payments made to the State of Alaska and operating expenses. Operating expenses include al!

expenditures required to issue bonds during the current year and include in-house expenses, as

well as external consultant ices. Kxpenscs arc subtracted from revenues.

Change tiom 200a lo 2005

For the Year Ended Increase (Decrease)
luno 30. 2005 run” 30 2004 Dollars Percent
REVENUES
Interest income on howls rereivabli S 11.74b ('(.4 5 113.-112 S 441W 2 )9.0%
Investment eariilng* 1.096.153 314 226 1382.307 4)99".,
fot.il income 17.444197 116-1- -i.js 5.802.259 49 S%
EXPENSES
Ini* rest expense on bonds payable 16.201477 11,54s |51 1353,326 367%
Operating expenses (.02824 755529 (1.12.704) -20,2%
l'avmenK to pnmoiy government 1.177427 r 5llito 402427 51 9%
Total expenses 17.9S1.729 13.37?680 4603049 33%
Change In net assets (5.35.132) (1.7 2?3421 1199.210 -691%
Net assets, beginning of period 39,612,306 41.34" 64S 11 735,i42) -42%
39.076.174 S 39,612306 S 1436,1 32) -1.4%

Net assets, end ol pe riod S



THE BOND BANK A 'm W oA f

Interest income and expense on bonds receivable and payable are a function of the total amount
ofbonds outstanding, the age ofthe bonds and tlte interest rates at which the)' are issued. The
increases in both these line items are consistent with the net increase in bond interest receivable

and payable o f$8.5 million and S8.6 million, respectively.

Investm -nf earnings are a function of market conditions. The Bond Bank uses other assets to

subsidize debt service during times oflow investment returns in bond reserve funds.

GOER\NMENTAL fUHDB

I he governmental funds include the General Fund, which accounts for the primary operations
of the Bond Bank, and the Debt Service Fund, which accounts for the resources accumulated
and payments made on the long-term debt of the Bond Bank. The primary difference between
the governmental funds and the statement of net assets is the elimination of inter-hind payables
anil teceivables and bond proceed are reported as an other tin 'ncing source in the governmental
funds and this contributes to the change in fund balance, it- the statement of net assets, however,
issuing debtincreases long-term liabilities and does not affect the statemento factivities. Similarly,
in the governmental funds, but reduces

repayment ofdebt principal isrecorded as an expenditure

the liability in the statement ofnet assets.

Ihe f0||OWIngtab|eSSh0Wthe Cliangcs in governmental funds.

| « tw?.l
A UND Change from 2004 to 2005

As of June 0. Increase (Decrease)
2005 2004 Tollars Percent
ASSETS
Cash and InvL'slriicnt-. b  10.667 30K S 14.0bA271 S 13,397,963) -24 1%
AtCrued interest let«..utile 235949 299931. (610071 -203%
iritertund ictciv,title 201°770 72 393 1296.175 179.1%
Total assels 12946027 13.10* 322 (2162793) -14.3%
LIABILITIES
Accounts payable ane laiuvd lijlti lu 14002.3 103 sSS 116,865) -10.2%
Due lo prim.itv government 402427 - 402.427 1000%
lolal liabilities 331430 Ifn HSS 383,562 232.4%
FUND BALANCE
| rueseaed 12.394 377 14.94: 434 (2.546.337) -17.1%
12.394 377 14 942934 12 348,357) S171%

Total fund balance

Total liabilities . Itd lund balance S 12>46027 S |5||'322 S |21t>2795) '14 3%
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OB SFRIE AND

ASSETS

(ash and Investments and related

receivables

Bonds and bond interest receivable

Total assets

LIABILITIES

\ccounts payable and accrued liabilities

Interlund payables

total liabilities

FUND BALANCE:
Resets ed

total liabilities and fund balance

GENERAL FUND

REVENUES
Inte.est income

lolal income

EXPENDITURES
Operating expenses
Payments lo primua government

Total expenses

I-xiess ot revenues oxei expenditures
Other financing sources (uses) -Punsters
fund balance beginning ol period

Turni balance end ol period

As of June 30.

2005 2004
S  43.638.791 S 36772.951
406.646.856 341,078.902
450,285.647 377.851.853
3.509794 12238
2.019.770 723 595
5.529.564 735133
444756,083 377.116020
8 450.285,647 377.651 8'3

As of June 30.

2005 2004
8 601815 8 256257
6111 X I5 256.257
602S'5 755 52(]
1177.427 775000
1780,252 1530.529
(1.178.4 371 1274 272)
(1369.920) (1.551 S05)
14 942.934 17,769011
5 12.394.577 s 14.942.934

Change from 2004 to 2005
Increase (Decrease)

Dollars

8 6.865.840

65 567954

72.433,794

3497.556

1296175

4793731

67.640.063

8 "2433794

Percent

18.7%

192%

192%

285795%

1791%

651.5%

179%

19.2%

Chaiigc from 2004 to 2005

Increase (Decrease)

Dol'ars Percent

8 345558 1348%
3a3.358 134 8%
1152.704) -202%
4024. | 51.9%
249.723 163%
(95.835) -7 5%

(181 885) S117%
(2.826.077) -150%

8 (2.548.357)

-171%
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REVENUES
Interest inmme on bonds receivable

Investment earnings

Total income

EXPENDfTURES
Interest payments

Principal payments

total expenses
1xcess ot revenues over expenditures
Other financing sources -

Bond proceeds

transfers

Excess ot revenues and transfers over
expenditures

land balance, beginning ot period

fund balance, end ot period

DEBT

\t year end the Bund Bank had 5398,123,878 nf bonds and notes outstanding up

$333,513,378 atJune 30, 2004.

ing balance is comprised of the

(n’nerul obligation bonds payable
Revenue | e ds payable

Coaslit! | netqv notes payable

| he debt is secured

follow

IHE BOND BANK A * 1&/'m

Change from 2004 fo 2005

For the Year Ended Increase (Decrease)

June 30. 2005 June 30. 2004 Dollars Percent

S 15.664 431 S 11.329.112 S 4.335.319 38 j%
1.179 351 57969 1121.382 1034.5%
16843782 11.387081 5456.701 479%
15.218.639 12576973 2641,666 210%
58,345.000 34975.000 23.370.000 66.6%
735n3639 47551973 26.011.666 54.7%
156.719557) (36.164 892) 20554.965 56.8%

122.990,000 113,225000 9765000 86%
1.369920 1551505 (181,885) -117%
((764001)3 78611 913 (10.971,850) 14.0%
377 116.020 298.504 107 78611.913 26.3%

S 444 756083 S 377116020 S 67640.063 179%

ing:

8 J'M 1578l

11005875
5 y8123378

10%

In the assets ol the Bond Bank,

| lie outstand -

from

Werf
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INDEPENDENT AUDITORS' REPORT

El.(xe REMree )M eRTZ 11<

The Board of Directors

Alaska Municipal Bond Bank Authority:

W e have audited the accompanying basic linaneial statements ofthe Alaska Municipal Bond Bank
Authority (the Authority), acomponent unit of the State of Alaska, as ofand for the year ended

June 30,2005, as listed in the table of contents. These financial statements arc the responsibility

ofthe managementofthe Authority. ()ur responsibility is to express an opinion on these financial
statements based on our audit.

W e conducted our audit in accordance \\ith auditing standards generally accepted in the United

States of America. Those standards require that we plan and pe form the audit to obtain rea-

sonable assurance about whether the financial statements are free of material misstatement. An

audit includes examining on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit als<s>includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.

W e believe that our audit provides a reasonable basis fi rour opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,

the financial position ofthe Alaska Municipal Bond Bank Authoritx asolJune 30, 2005, and the

results ofits operations and its cash flows lor the year then ended in conform ity with accounting

principles generally accepted in the United States of America

The Managements Discussion and Analysis on pages 14 through 1V, is not a required part of

the basic financial statements but is supplementary information required In the Governmental

Accounting Standards Board. We have applied certain limited procedures, which consisted princi-
pally ofinquiries of management regarding the methods ofmeasurement and presentation of the

supplementary information. Ilowever, we did not audit the inform ation and express no opinion

on it. The Supplemental Schedule of Statutory Reserve Accounts-.Assets, Liabilities and Account

Reserves is presented for purposes ofadditional analysis and are not a required part ol the basic

financial statements. The schedule has been subjected to the auditing procedures applied in the

audit ol the basic financial statements and, in our opinion, is fairly stated in all mater-..-! respects

m relation to the basic financial statements taken as whole,

September 23, 2005
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S1ATEMENI OF NCT ASSETS AND
GOVERNMENTAL FUNDS BALANCE SHEET

Itine 30. 2005

General Debt Service Adjustments Statement of
Fund Fund Total (Note 6) Net Assets
ASSETS
Cash and cash equivalents S 212,461 5,324,110 5.536.571 - 5,536,571
Investments, at fair value (note 4) 9.614 S47 37.985,705 47.600.552 - 47,600,552
Accrued interest receivable:
Bonds receivable 15.469 8,523.478 8 538247 - 8,538,947
Investment securities 223480 328.976 552.45a - 552456
Bunds receivable (note 5) 860.000 398123378 398983,37) - 398.983,378
Interfund receivables 2.019.770 - 20197*0 (2.019.770) -
Total assets S 12,946.027 150.285,647 463,2° r.674 (2,019770) 461,211.904
LIABILITIES
Accounts payable S 12.277 - 12.277 - 12,277
Deferred revenue - 3.509794 3509.794 - 3,509.794
Accrued interest payable - - - 8,663.608 8.663.608
Arbitrage interest rebate payable 136.746 - 136746 - 136.746
Due lo Primary' Government 402.427 - 402.427 - 402.427
Interfund payables - 2019.770 2019770 (2.019770) -
loncj-term liabilities (notes 5 and (i):
Portion due or payable within one year
General obligation bunds payable - - - 21,695000 21,693000
Revenue bonds payable - - - 4790000 4790000
Other long-term debt - - - 5,403,000 5400.000
Portion due or payable alter one year
General obligation bonds payable - - - 282 225,000 282,225,000
Revenue bonds payable - - - 89,695.000 89.695000
Other long-term debt - - - 3605,878 3605 878
Total liabilities 551.450 5,529.564 6.081.014 416.054.71b 422.133730
FUND BALANCES NET ASSETS
lund Ralances
Resened - 444 756,08 i 444,756.083 (444,756,083) -
12.394 577 - 12,394,577 (12394577) -

linreserved

Total fund b< lances 12394 577 444,756,083 457.150.660 (457,150660) -

Total liabilities and lund balances 5 1294(027 450,285647 463,231.674

Mel assets

Restricted lot debt service 26.838.760 26,838760

1 nrestncted 12.237414 12.237.414

Total net assets S 39076174 39.076.174

Sec accompanying nutes to linaneial statements
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statement Of aciiviiies and governmental

fund revenues.

EXPENDITURES, AND CHANGES IN FUND BALANCES/NET mSSEIS

For IN' year ended Jun< ’0. 2005

REVENUES:
Invesiment earnings

Interest income on honds receivable

Total revenues

EXPENDITURES / EXPENSES
Debt service
Principal payments
Interest payments expense
Payments to primary government
Piolessi >nal services
Arbitrage interest
Personal services
Printing and advertising
Administrative travel
Office expense

Miscellaneous exper :es
Total expenditures expi nses

Excess (delKiencvl ot revei.'ies

over evpendilures expenses

OTHER FINANCING SOURCE USES
Proceeds ol bonds payable
Iransters to-from ( islodi.il lund

Transfers - Internal activities

Total other tinancing source use

| vcess (delxiericy) ol revenues and

transfers in over expenditures

ex|senses and Iransters out

FUND BALANCES / NET ASSETS

Beginning ot the year

Lnd ot the year

Central
Fund

S 517.182

84,633

601.815

1177427

491.031

71,400
26,685
9970
3.155

584

1780252

,1 1784371

12844.181)

1.474.261

(1.36*1920)

12 >48.357)

14 942,934

S i2.394.577

Debt Strvict
Fund

1179.351

" *'64.431

16843,782

58,345,000

15218.639

73 >01639

(56.719857)

122990.000
2844 181

(1474 261)

124 359.920

67.640063

377116,020

144756,083

tivS

Total

1.696.533
15749084

17445.597

58.345,000

15218639
1177,427

491,031

71400
26685
9,070
3155

584

75.343.891

157898 204)

122990000

122.99(10011

65091.706

392038954

457,15066U

UV, if

Adjustments
(Note 6)

158345000)

982.838

(37.362162)

57362162

(122990.000)

(122,990.000)

(65.1)27 8 58)

1152.4106481

(418.074.486)

Statement ol

Net Assets

1696.533

15.749.U64

17.445.597

16.201.477
1,177.427

491.031

71.400
26,685
9970
3,155

584

17 981.729

(536 132)

1536.1321

39612306

39.076174

Set' accompanying notes to financial statements.
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NOTE 2
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NOTES 10 fINANCIAI SIAIEA\ENIS

HISIORY/REPORIING fN Iliy

I he -Vlask.i .Municipal Bund Bank \uthority (Authority nr Bund Bank) was created pursuant to

\laska Statute, (Chapter S5, Title 44, asamended, (Act) asapublic corporation and instrumental

itv ofthe State of Alaska (State), hut with a legal existence independent ofand separate from the

State. The authority is adiscre' !y presented component unit ofthe State of Alaska for purposes

of financial reporting.

I he Authorin' was created for the purpose or making moneys available to municipalities within

the State to finance capital projects or for other authorized purposes by means of issuance ofbonds

by the Authority and use of proceeds from such bonds to purchase from the municipalities their

general obligation and revenue bonds. The Authority commenced operations in August 1975.

The bonds are obligations of the Authority, payable only from revenues or funds of the Authority,

and the State of Alaska is not obligated to pay principal or interest thereon, and neither the faith

and credit nor the taxing power of the State is pledged to the bonds. The municipal bonds and

municipal bond payments, investments thereofand proceeds of such investments, if any, and all

funds and accounts established by the bond resolution to be held by the Trustee (with the excep-

tion of the Coastal Knergy l.oan Debt Service Program, which is administered In the Authority)

are pledged and assigned for the payment of bonds.

The Authority may not issue revenue bonds in excess 0fS75 million in any fiscal year unless the

State of Alaska Legislature approves a greater amount.

\S 44.N5.180(c) was enacted in 1975, limiting Bond Bank bonds outstanding at any time to Si 50

m illion. This Statue has been periodically amended to raise the limit In 2003, the limit was

raised to $500 million, lotal Bond Bank bonds and notes outstanding as ofJune 30, 2005 are

approximately $409,4 million, | bus, the limit on additional bond issuance as ofJune 30. 2005 is

approximate!) S90.fi million.

SUMMARY Of SIGNIFICANT ACCOUNfING POLICIES

The Clovemmental Accounting Standards Board ((m \SB) is the accepted standard-setting body

for establishing governmental accounting and financial principles. The most significant of the

\uthoritys accounting policies are described below.

(A) GOVERNAENI-WIDE AND fUND fINANCIAI ilAIEMENIS

The statement ofnet assets and the statement of changes in net assets report information on
ali ofthe activities ofthe Authority. For the most part, the effect ofinterfund activity has been

removed from these statements. The balance sheet and statement of revenues, expenditures

anti chang in fund balances ar<- provided for governmental funds.

\Motkt
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msm m\ fOCUS, basis of accouniing and finandai siaieafni ppcsfniaiion

| lie govem ment-wide financial slater m s are reported using tiie economic resources mea-
surement focus and the accrual basis ofaccounting. Revenues are recorded when earned and
regardless of the timing of related cash

expenses are recorded when a liability is incurred,

flows.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual hasis ofaccounting. Revenues are recognized as
soon as they are hoth measurable and available. Revenues are considered to be available when
they are collectible within the cutrentperiod orsoon enough thereaftert >pay liabilities ofthe
current period. For this purpose, the government considers revenues to lie available it the)
are collected within ISO days ofthe end of the current fiscal period. Fxpcnditurcs generally
Ilo vovcr, debt service

are recorded when a liability is incurred, as under accrual accounting.

expenditures are recorded only when payment is due.
The Authorit) reports the following major governmental funds.

Il hegeneralfund isthe Authority's primary operating fund. It accounts for oil fm .niu.il resources

ofthe Authority, except those required to lie accounted for in another fund.

| lie debtservice fund accounts for the resources accumulated and payments made li>principal

and interest on long-term debtof the \iiihority.

The purposes of each ofthese funds are described in the follow ing paragraphs:

GENERAL FUND

| lie General Fund is compriied of a custodian account and an operating account. The
custodian account is established to account for appropriations by the State of Alaska
Legislature available to fund the special reserve account. The Operating \ccount is
established to account for the ordm ar operations oftin \uthority. Moneys are derived
from the following sources: (a) amounts appropriated by the Legislature, (h) fees and
charges collected, (c) income on investments of the Statutory Reserve Account in excess

ofrequired debt service reserves required by bond resolutions and (d)anv other moneys

made available for purpn.es of the General Fund from any other source.

Amounts in the Operating Account may he used to pay (a) administrative expenses of
the Authority, (b) fees and expenses of the Trustee I paying agents, (<¢) financing costs
incurred with respect to issuance ofbonds and (d) any expenses in carrying out any oilier

purpose then authorized by the Act. | lie excess revenues of the Operating Account are

returned to the State of Maska

DEO1 SFRVICf FUND

W ithin the Debt Service Fund, separate Debt Sen ice Programs have been established lor
each bond resolution to account for the portion of bond sale proceeds used to purchase
obligations ofdie municipalities and for the paymentofinterestand principalon all bonds
of the Authority issued under the nine resolutions. Lath program is comprised of an

“interest account” and a “principal account”, both of which are maintained In a trustee.
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Il he receipts of intitest and principal from the municipalities and the Statutory Resen c
Accountare deposited in these programs and are used to pay interestand principal on the
Authority Ixtnds. ()ne additional IXbt Service Program has been established tocount
for transactions not involving bond resolutions. This is the (ioastal Knergy Loan Debt
Service Program. The (ioastal Knergy Loan Debt Sen ice Program isnot maintained by
atrustee. Payments of interest and principal by municipalities having coastal energy loans

are made directly to the federal government by the municipalities and are accounted for

in the Coastal Knergy Loan Debt Service Program.

Kach debt seivice fund programs contains a Statutory Reserve Account established to

account lor (a) money available to fund debt service reserves required by future bond
salesunder various bond resolutions (Custodian Account) and by (I>)dcht service reserves
w hich have already been established under var .isbond resolutions which are to he used
m the case of deficiency in aDebt Service Program in netirdance with its respective bond
resolution (reserve accounts). Separate reserve accounts exist undereach bond resolution

as follows:

1 V7<5 (lenerul Bond Resolution The amount on deposit in the reserve account is to he the
greater of the maximum annual debt service requirement or 10".. of all municipal loan
obligations outstanding. The reserve account is comprised of an ordinary reserve sub-

account and a special reserve sub-account. The ordinary reserve sub-account is created

as a result of the AUthOI’ItI increasing each bond issue by the amount neCeSSG.I'yto fund
one-third of the required debt service reserve or with a transfer from the ( aismdian Ac-
countunreserved investment earnings account. The special rcserve sub account iscreated
and funded from the Custodian Accountatan amountequal to two-thirds o! the required

debt service reserve. Both suh-accounts are maintained by a trustee.

<)n August 2L Iw o, the Authority amended the debt service reserve requirement tor the
\(r<t bond resolution that takes effect when all bonds outstanding as of the date of the

olution are retired. | nder this new requirement, the reserve must he the least of: (i)
jQ) of the original stated principal amount ofall bonds outstanding; (ii) the maximum

annual principal and interest requirements oil all bonds then outstanding; (iu> i25". of

the average principal and in™erest requirements on all bonds then outstanding; or (iv)
such lesser amount as shall he required to maintain the exemption ofinterest ofall bonds

outstanding from inclusion in gross income for ledciul income tax purposes under the

Internal Revenue Code.

19911 Revenue Bond R' molntion - | nder this resolution a special reserve account was cre-
ated at an amount equal to the maximum annual debt service of municipal obligations
outstanding from moneys made available by legislative appropriation residing in the

Custodian Account.

/99? Revenue Bond Resolution - Under this resolution a special reserve account was cre-

ated at an amount equal to the maximum annual debt service of municipal obligations

outstanding from moneys made available by legislative appropriation residing in the

Custodian Account.

IS ef-
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199f Revenue Bond Resolution - Under this resolution a special reserve account was cre-

ated at an amount equal to the maximum annual debt sen ice of municipal obligations
outstanding from moneys made available by legislative appropriation residing in the

Custodian \ccount.

1997 Revenue Rond Resolution - Under this resolution an ordinary reserve account was

created at an amount equal to the lesser of I()*X of the proceeds of the IW 7 Seric. A

bonds or the maximum annualdebtservice on all Series IW 7 A bonds outstanding under

the resolution.

I M/ Revenue lloud Resolution I nder tins resolution a special reserve account was cre-
ated at an amount equal to the maximum annual debt service of municipal obligations
outstanding from moneys made available by legislative appropriation residing in the

(lustodian Account.

1999 Revenue llond Rt olutiou I nder this resolution a special reserve account was cre-

ated at an amount equal to the maximum annual debt service of municipal obligations
in the

outstanding from moneys made available by legislative appropriation n siding

(lustodian Account.

2000 Re. euue Rond Resolution I nder this resolution a special reserve account was cre-

ated at an amount equal to the maximum annual debt service ol municipal obligations

outstanding from moneys made available by legislative appropriation residing in the

(lustodian \< ‘omit.

2001 Revenue Rond Resolution - Under this resolution a special reserve account was cre-
ated at an amount equal to the maximum annual debt service of municipal obligations
outstanding from moneys made available by legislative appropriation residing in the

(lustodian Account.

2002.1 Revenue Rond Resolution Under this resolution a special reserve account was
created at an amount etpial to the maximum annual debt service of municipal obliga-
tions outstanding Irom moneys made available by legislative appropriation residing in

the (lustodian Account.

200J ,1 Revenue Rond Resolution Under this resolution a ccial reserve account was
created at an amount equal to the maximum annual debt twice of municipal obliga-
tions outstanding from moneys made available by legisla s appropriation residing in

the (lustodian Accoui t.

2001 R Revenue Rond Resolution - Under this resolution a special reserve account was cre-
ated at an amount equal to the maximum annual debt service of municipal obligations
outstanding from moneys made available by legislative apprt priation residing in t! e

(lustodian Account.

200) (2 Revenue Rond Resolution Under this resolution a special reserve account was
created at an amount equal to the maximum annual debt service of municipal obliga-
tions outstanding from money*: made available by legislative appropriation residing in

the (lustodian Account.
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2004 A Revenue lloinl Resolution I'nder (Ins resolution 1 special reserve account was
created at an amount equal to the niaximum annual debt service of municipal obliga*
tions outstanding front moneys made available by legislative appropriation residing in

the Custodian Account.

2004 Il Re rune Bond Resolution - L nder this resolution a special reserve account was cre-
ated at an amount equal to the maximum annual debt service of municipal obligations
residing in the

outstanding front moneys made available by legislative appropriation

Custodian Account.

Amounts in the Statutory Reserve Account in excess of (a) required <lelu service reserves.

(1>) appropriations hy the legislature residing in the Custodian Account, and (c) income on

non-legislaturc-appropriaied funds arc transferred to the Operating Account. Income on
non-legislature-appropriaied funds, representing excess ol revenues over expenditures of the

ordinary reserve accounts and interest earned on the unreserved investmentearnini's account is

accumulated in the Custodian Account and is available to hind the Special Reserve account.

(0 RESIRICIfO ASStIS
Certain resources set aside for the repayment ot the \uthoritvs bonds, net of certain
proceeds from additional bonds issued, are classified as restricted net assets on the state-
ment ol net assets because they are maintained in separate trust accounts and their use is
limited hy applicable bond covenants. Cash and cash equivalents and investments include
S26.858, T600fr; ‘ricted assets. These assetswere funded from the issuance of S9,762,500

of reserve In .ds and a transfer of Si8,601.414 of State appropriation.

(D) 10NG-IEM OBII'AIIOM
In thegovernment-u ide linaneial statements, long-term debtand other long term obliga-

tions are reported as liabilities in the statement of net assets.

(I, fUND LOUiy
In the fund financial statements, governmental funds report reservations ol fund balance
for amounts that arc not available for appropriation m are legally restricted hy outside
parties for use for a specific purpose. In the government-w ide financial statements, re-

strictions of net assets are reported when externally imposed.

(f) INIfRfS| ARBIIRAGf REBATE
bonds issued after \ugust 15, 1‘>86 are subject to Internal Revenue Service income tax
regulations which require rebates to the | .S. (iovernment ofinterest income earned on

investments purchased with the proceeds from the bonds or any applicable reserves in

excess of the allowable yield of the issue.

O INOVE BES

I lie Authority is exempt from paling federal and state income taxes.
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The Authority considers all highly liquid investments purchased with an original maturity of three

months or less at the date of purchase to be cash equivalents. Cash and cash equivalents atJune

30 cons stofdemand deposits with various financial institutions.

Il he hank balance of all of the Authority’s deposits with financial institutions are insured by the
ID IC or collateralized by securities held in the Autht > name hy its custodial agent. AtJune

30, 2005, the amounts recorded in the Authorities books equaled its bank balances.

INVESTMENTS
ITie fair value asofJune 30, 2005 o fthe Authority's investments is S47/>00.552. AtJune 30, 2005

the investments held in the resent- accounts total S37,985,"05 and the Custodian account totals

SO/.14,847.

| he fair value as ofJune 30, 2005 ofdebt security investments by contractual maturity is shown
below. Expected maturities may differ from contractual maturities because borrowers may have

the right to ¢ >" or prepay obligations with or without penalty.

Investment Maturities (in Yejrs)

Less than 1 1-5 6-10 More than 10 Total

| STreasury securities s 2.(186.175 12010891 - 485.000 15182.066

I S. tiovcmmenl

agencies securrtles 14,184,819 16,150860 504 “e45 1 577962 32418.486

lollil investments s 16.570.994 28.16)75 504 -45 2062962 47.600552

(A) INVESTMENT POLICIES
The Authority has distinct investment objectives and policies associated with the Custo-
dian Account, Reserve Funds, and municipal debt payments. | he three classes of lunds

are listed below:

Custodian Account - The Custodian Account investment portfolio is designed with
the objective ofattaining the highest market rate of return subject to the required use
of the Custodian Account for operation, funding transfers to the state, and funding
reserves. W hen the Custodian Account balance allows, alonger investment horizon is
implemented for th : Custodian Account, accepting the limited probability of short-
term loss in exchange for higheryield on investments. lhe Custodian Account balance
must exceed SI5 million, and he forecast to exceed SI15 million for the subsequent six
month period before return on investment will be the highest priority ofthe Custodian
\ccount. The Custodian Account has to maintain sufficient liquidity to meetoperating
requirements, provide the prior fiscal year’s state dividend, and to allow transfers to
reserves as needed for bond issuance activity. Long term preservation of principal is

the third objective ofthe Custodian Accountsinvestment program. Investments shall

be undertaken in a manner that minimizes the probability of long-term loss.
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Investment Politics (onIlmnrd

» 'l he (lustodian Account balance is a critical component in determining antici-
pated life, ability to diversify, and investment policy in this account. Accordingly,
when the account balance is above S i5 million amore aggressive policy will be

implemented. W hen the account balance is below SI15 million amore conserva-
tive policy will be used.
1 Shifting from one assetallocation to another may be approved by the investment

committee.
* There are no arbitrage restrictions.

» When the (lustodian Account balance is less than S I5 million:

e 100% government agencies and U.S. Treasuries with maturities of less

than 5 years.

« Performance benchmark is 100% Merrill l.ynch I-s (iovemmecnt In-

dex.

* W hen the (lustodian Account balance exceeds and is expected to remain in

excess of S1 5 million:

¢« 10% Money Market fund.

¢« (>0% broad US bond Market Fund.
I .S. Treason bill and , .
1Li
‘U

« Performance benchmark is 10% Three-month
m/ Lehman brothers Aggregate Index.

* The following transactions are prohibited with the (lustodian Account unless

those transactions have the prior written consent ol the Investment (lom m it-

tee:
* Short sale ofsecurities (the sale and settlement ofasecurity not currently

owned In the Authority and a formal agreement to borrow the security

to facilitate the settlement ot the sho i sale);

¢« Purchases of futures, forw ards or <ptions for the purpose of speculating
(currency futures, forwards and options are permitted only lor hedging

or to lacililate otherwise permissible transactions);

« borrow ing to leverage the return on investments. Kxtcndcd settlement ot

securities purchases executed to facilitate or improve the efficiency' of a

transaction will not he considered borrow ing, prov ided that sufficient cash

equivalent securities or receiv ables are available to facilitate the extended

settlement;
« Purchases of "private placement” or tin ted corporate bonds;
| bond Reserve Funds — Preservation ol Principal is the foremost objective of the

Reserve Funds investment program. These Funds shall be managed to ensure that the

corpus is preserved. I",esc Funds will not be expended until the final maturity of the

bond issue they secure, unless there is a failure to pay debt service by a community.

As there is limited benefit in maximizing return it is the least important objective of
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the Reserve Funds. || is anticipated that the Reserve Funds cumulative average return

should target tlu* blended arbitrage yield lim it ol the bond issues secured.

Bond Res lotions limit allowed investmentol these funds. Investment risk should
be examined on an annual basis to ensure that no greater than the minimum
level o frisk required to achieve the highest probability ofearning the arbitrage

yield lim it on the bonds is incurred.

» 100% government agencies and U.S. Treasuries with maturities of less than 5

tears.
3 Performance benchmark is 100% Merrill Lynch 1-5 (internment Index.
| Municipal Debt Payments — Preservation of Principal and liquidity are the foremost

objectives of the Municipal Debt Payments investment program, as these hinds will
be expended within seven business days of receipt. Return on investment is a benefit

ofholding thes *funds for the advance payment period, but not the focus of investing

the funds. The bond resolutions limit investments.
» 100% Money Market Fund.
» Performance benchmark is 10% Three-month U.S. Treasury Bill.

li is the policy ofthe Authority to diversify its investments and to ensure the safety and liquidity

ofthe investments by observing the following sound investment practices;

. N ot more than 5% ofthe Custodian Account may be invested in the corporate debt

ofany one issuer, at the time of purchase.

. In the event of a credit downgrade which reduces a security below the required rat-
ing written notification will be made to the Investment Com m ittee setting forth the

particulars of the downgrade and recommending a course of action.

. Not more than 50% ofthe Custodian Account may be invested in corporate securities,

nine ofpurchase.

. duration of the Custodian Account must remain within SO to 120 percent of the

oration ofthe Lehman Brothers Aggregate Index.

. Purchases of more than 10% ofacorporate bond issue shall not be made.

(B) CONCENTRATION RISK

Concentration risk is the rh k of loss attributed to the magnitude of the Authority 's investment

in a single issue Concentration limits are not established in the bond indentures and governing

agreements for pledged investments. 'The Authority s policies set out maximum concentration

limits for investments managed by the external investment manager.

(0 GREDTRXK

Cred. risk is the risk of loss due to the failure ofthe security or backer. The Authority mitigates
its credit risk by lim iting investments permitted in the investment policies. The credit quality rat-
ings ofthe Authority’sinvestments are AAA and Aaa asofjune 50,2005 asdescribed by nationally

recognized statistical rating organization Standard and Poor, and Moody s, respectively
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U.S. Treasury securities and securities (ifagencies that are explicitly guaranteed hy the U.S. gov-

ernment total $47,600,552, and are not considered to have credit risk.

(D) CUIIODIAI CREDIT RISK

The Authority assumes levels of custodial credit risk for its deposits with financial institutions,
hank investment agreements, and investments. For deposits, custodial credit risk is the risk that,
in the event of a hank failure, the Authority’s deposits may not he returned. For an investment,
custodial credit risk is the risk that, in the event of the failure of the counterparty, the \uthority
will not be able to recover the value of the investment or collateral securities that are in the pos-

session ofan outside part). The Authority has not established a formal custodial credit risk policy

for its investments.

The Authority had no investments registered in the name ofacounterpart).

(£) INTEREST RATE RISK

Interest rate risk is the risk that the market value ofinvestments will decline as aresult of changes
in general interest rates. For nun-pledged investments, the Authority mitigates interest rate risk
by structuring its investment's maturities to meet cash requirements, therein avoiding the need
to sell securities in the open market prior to maturity. For investments held in trust, investment

m aturities are structured to meet cash requirements as outlined in its bond indentures and con-

tractual and statuton agreements.

(f) MODIFIED DURAIION

M odified duration estimates the sensitivity of an investment to interest rate changes. | he follow -

ing table shows the Xuthority’s investments w ith their weighted average modified duration as of

June 5(1, 2005 by investment type:

Investment Modified

Fair Value Dmaiion
1iS Ireost.rv securities S IT | 30S
I S liovvminenl agennes setunties 32.41S.4H6 fV)

fotul I'ortlolio S 47.600552 I fit)
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Bonds and notes receivable bv debt service program atJune 30,2003 mature in varying annual

installments as follows:

Year ending 1976
lune 30 General
2006 5 19.820.500
2007 18,025.000
2009 17,000000
2009 16,905,000
2010 17.115.000
2011*2015 78.788.000
2016-2020 71.589.000
2021-2025 46.035000
2026-2030 8,800.000

2031 and alter

$294.157.500

7000A
Year ending Unalaska
lune 30 Revenue
2006 S 445000
2007 -
2008 -
2009 -
2010 -
2011-2015 -
2016-2020 -
2021-2025 -
2026-2030 -
20 31 arid after -
S 445000
2003B
Year ending Valdez
June 30 Revenue
2006 -
2007 665.000
2008 675000
2009 680.000
2010 680.000
2011-2015 5005.000
2016-2020 6,600.000
21)21-2025 4.695000
2026-2030 -

2031 and after

8 19,000000

1995A 1997A

Seward Ketchikan

Revenue Revenue
170.000 690.000
180,000 725.000
195,000 760,000
205.000 800.000
215.000 840.000
1300.000 4.930.000
- 3.665000

2,265.000 12.410000
2000B 2001A
Seward Ketchikan
Rrvenue Revenue
105000 80.000
110,000 85,000
115.000 90.(10,;
120.000 90.000
125.000 95000
745000 55500(1
950.000 555,000
455000 -
2725.000 1550.000
2003C 2004 A
Kodiak CB1
Revenue Revenue
200.000 -
200.000 500000
205000 515.000
215.000 535.000
- 555.000
- 3.120.000
- 3.875000
- 4995.000
- 6,460,000
- 8.290000
8000 28848000

199sB 1998B 1999A
Ketchikan Homer Inter-Island Ferry
Revenue Revenue Revenue
660.000 235.000 75.000
685,000 250.000 80.000
715.000 255.000 85000
755.000 180,000 85.000
765.000 185,000 90.000
2.570000 - 535000
- - 710.000
6170.000 1105.000 1660.000
2001B 2002A 2003A
Kelchikan Ketchikan LB)
Revenue Revenue Revenue
) 13.000 460.000 1445.000
120000 475.000 1.490.000
no ooo 490.000
; 35000 505.000
140000 570 in
825000 2.930000
820000 -
2.2-5000 5380.000 2935000
2004 B
Anchorage Coastal Energy Total
Revenue 1nan Principal
1! 11,000 5.400000 30.010000
15.000 400.000 24,085,000
100.000 400.000 21 730,000
100.000 400,000 21 710000
105000 450.000 21.905000
600000 2.250000 104 153.000
730000 1,705.878 91.199878
905.000 - 57,085000
1145000 16,485000
1475000 9,765000
5.365.000 11.005.87S 39S.123.378
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The general fund includes S150,000 of 7.9% bonds receivable due from the City of Haines that

mature through 2009, and $710,000 of6.9% bonds receivable due from the City of Yakutat that

mature through 2014.

Under the Coastal Knergy Loan Program (Program), the Authority issued $5,000,000 1986 Series

A Coastal hnerg;, Bonds (Bonds) payable to the National ()ceanic and Atmospheric Administration

(NOAA). The proceeds ol these bonds were used to purchase port revenue bonds from the City

of Nome. The City of Nome entered into a tripartite agreement with NO AA and the Authority

effective August 2, 1994 to defer payment of the principal and act lal of interest for ten years.

The related loan payable does not represent a general obligation of the Authority as it is payable

only from proceeds received from the of Nome.

Also under the Program, the Authority issued $6,563,00(1 1987 Series \ Coastal Knergy Bonds

payable to X ( )AA. The proceeds ofthese bonds were used to purchase port revenue bonds from

the City of St. Paul. The City of St. Paul entered into a tripartite agreement with NO A A and

the Authority effective December 14,2000 to modify and amend the repayment terms including

principal anil interest.
loan payables do not represent ageneral obligation of the Authority as they are pay-

The related

able only from proceeds received from the Ci.y of Nome and St. Paul, respectively. Payment of

principal and interest on the Bond Bank’'s Coastal 1 nergy Bond is not secured In a pledge ofam

amounts held by or payable to the Bond Bank under the General Bond Resolution, including the

Reserve Account, and is not in any wav a debt or liability ol the Bond Bank.

LONG IERM LABIIHIES

Debt Service Account

ISSUE Interest
Rate

1'1?b i uTi'i.il [tijm] gesn/uli w I'toot.ttii

pttS Viivs A

| ilv dl Haines

Ki'H.ti FYnuvail.i Borough
1007 Sw-ii-s (- 1aKi jficl 1Vnlltsill,! MoKlugh
'l vm*s 1) - (% > Kilimi
1‘bib sorti's \

(it\ ul Huun.ili

(ilv ul Sotdiihia
IW  Svin's It

<H/ nl Seward

Jvs-21, S IV I

iw : Semis
1,iKv A iVnmsulu Boiouijli
tilv ol ViKol.il
19*17 Series It - (itv  KCt(litkan
I''KS Vries A
Ctv ol Wasrll.i
Aleutians | dst Borough
JAWS VtlvsB
(i\ ol Homer
lilv ol (onlov.i
1000 Vries \
t itv of Sltka
Ali‘iiluns last Borough
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long term Llabililtcs. continued

ISSUE

2000 Scries A
City of Falfbanhs
Cliy of Cordova
2000 Series B
Citv of KaKloviK
City of Sltha
Clly oi |'nalasKa
2000 Series ( - Northwest Arclie Borough
2000 Series 1) - FVlershurg
2000 Series F
Ketnil
Kodiak Island Borouoh
lithe arid Prn-lAtrl
Wrangell
Nnme-Sthoul
2000 Series | - Kodfah Island Borough
2001 Series A - Northwest Arctic Borough
2IXM Series B - Aleutians Fast Borough
2002 Series A - Citv ol Wasilla
2002 Series B
City of Wrangell
Northwest Artic Borough
2003 Series \ - Ketchikan Gateway Boiough
2002 Series B - Kodiah Island Borough
2005 Series (
Kenai Peninsula Rrmiugll
Idhe & Peninsula Borough
2003 Series D
2003 Series |
Aleutians E.isl Borough
Kenai Peninsula Borough
2003 Series | - Seward
2003 Series li - NW Airllr Bnrriiigh
201)4 A Series
"airhdnhs
Silhj
2004 Il Series
Nome
Valdez
IVlershuig
(hilly
Seward
2004 | Series
Kodiah Island Borough
Palmer
Petersburg
2004 D Series
Adah
hodieh Island Boiough
2UlIs A Series
Cntdova
I uirbanhs
Kelthlhan ualetvay Borough
Northwest Arctic Borough
Siiha
| irialasha

IHURIIYI \ Cramp-anonf

< th

Debl Service Account

Principal
Outstanding

Interest
Rate

5.5%-5875% 2,830,000
4860 2960,000
4.53f1,-5.75% 6 360000
455%-570% 1 S80.000
17Vs.-A 375% 11)377000
6.9V9% 810000
VVAVSVA) 13850000
5n75%-4 75% 3.195,000
25%-4.5% i 715.000
3s75%-4M)% :0530,00"
370W.-4 MI'S, S4401100
200'G-4 75% 2035.000
200v:toj5% 6590000
490VboOir . i00000
200'V525% 125.000
200%-3.5% 1690000
2001..-s AO'Ni 22 825000
toirtr-4 40% si9u.00()
200V 4 00% Le 158.500
4 0O0OVVr-500% 4 507 000
<ou'v500% . 550.0110

181000

275",,-> uil%
275%-500%
275%-500%
2.75%-500'S.
2.50V4 25%
2sl)y'V-4 25%

sr

. f AiasKi)

Statutory Reserve Account Ordinary
Reserve Sub-Account

Interest Principal
Rate Qutstanding
5'\,-S 575™. 473000
4.4r-5% 420.000
38"5%-4 75% 285.000
25°-4 5% 755000
3s75%-4 80% 525.000
4 811% 305000

20)<4-35% 210000

4908.-600% 365,000

30n%-4 40%

20iK,-400% 531 SOU
500% m&ﬂn
300% 1315.000

ZBNE0h 45000
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St<ituto(y Reserve Account Ordinary
Debt Service Account Reserve Sub-Account
ISSUE Interest Principal Interest Principal
Rate Outstanding Rate Outstanding
2005 B Vries 27.160000 300% 463000
lbines 400V500%
Ketchikan Gateway Bomucijti 300%-523%
City ol North M e JOOSNS 25%
Palmer 300%-5.UU%
Sitka JUOVS’ V*.
total 1976 General He. iR ilution Luriil 294 157.300 9762300
1995A Seward Revenue Bund Ri ilutiun Pioqum 4S5V7 JVC, 2.263000 _
1997A KelchiK.in Revenue Bond Resolution Pruqunt 4 vs. 12.410MHL 4 .M ,-373,v1 1323000
1998.A Mchlkdrt Revenue Bond Resoiul-on Program 44 'V 6170000 - -
199M3 Homer Revenue BoruJ Revolution I’rooi.mi A\>15% 1103(100 - -
1999A Inter-Island | erry Revenue IV s 1
Revolution Program tlivSi-s'r . t.660000 - -
2000A 1nalaska Revenue Bond Resolution Piogtam 49' ,-375'V. 443000 -
2000B Sewatd Revenue Bond Revolution Progiam 4 35%-5 5% 2.723000 -
201) 1A Ketchikan Revenue Bind Resolulion Piogram 43%-49% 1330.000 - -
2001B Kelihlkan Revenue Bond Resolution Pmgram 45V49% 2233000 - -
2002A hekh.kan Revenue Bond Pul'l. 1lllitu s 300V 300'. 5,380000 - -
200.3\ CHI Revenui Bond R. solution Prm/nm 200V3urrv 2<) )3000 - -
2003B t, ltv ni Valde/ Bond Resolulion Program 273V i 23 19000000 - -
JOlitt Citv 1 KIKIIS Bl Ri Sl PF(IMHI 2.00%-300% 820000 - -
2004 ACity and Borough  h 1s >r Bmid 2
Resoliittuii Program 1) 23 S.-4 (73". 8.13000 - -
2004B Voihor.ige Bond Resolulion program 4(10v4 73" \Jb3onu - -
loLil Revenui Bonds 92960000 1323li0li
i nasial | oeigv Reserve man An mint
( av ul Noirii I'nrl 1i<ility Kevenui Bonn sill'S. 30ihi000 -
(ilv ol Sami I'. nin. 1ii‘>ik 5% 6003 s's -
tulal (ivisliil 1neiqv Reserve 1nan  +mini 111103 s's ~
11287 3i

ihiring t..c year ended June 30, 2()();i the Authority'slong-term liabilities changed as follows

Beginning of year New dcbl Repayments End of year
General obligation bonds payable 3 267.825.000 88,780.000 52685,000 303,920000
Revenue bonds payable 65.905.000 34.210.000 5630000 94.485000
Olber long-lerm debt 11.035.578 - 30.000 11.005,878
lolul $344,765.8878 122990,000 5s 345,000 409410878

(tencnil obligation bonds :tre secured In Itontls receivable and In antiHints in the ordinary reserve

account. | he Act further provides that it a municipality defaults on its principal and/or interest

payments, upon written notice hy the Authority, the State of Alaska must pay to the Authority

all funds due from the defaulting municipality from the State in an amount sufficient to clear the

default. Loans made under the Coastal Knergy Loan Program are payable only from proceeds

received from the municipalities to which the loans were made.
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The above bonds mature

follows:

Year ending
June 10

2006

2007

2008

2009

2010
2011-2015
2016-2020
2021-2025
2026-2030
2031 and allot

Year ending
tune 30

Ab
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A0
AM-015

A2
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ZB]. altet

Year ending
lune 30

2006
2007
2008
2009
2010
2011-2015
2016-2020
2021-2025
2026-2030

2031 and alter

MC1PAI

A0
]
H))) :

0 :
2l i

20038 2003C

Valdez Kodiak
Revenue Revenue
- 200000
r>(n0m 200.000
675.000 205.000
680000 215000
680000 -
5,005000 -
6.600,000 -
4,695000 -
S 19.000,00 820000

FOVO I'*"V\K 01THOKm i\3 .....
in varying annual installments. | he
199SA 1997A
- 1976- Seward Ketchikan
General Reserve Revenue Revenue
S 19,820.500 1.674.500 170,000 690,000
18.025.000 1.155,000 160.000 725.000
17.000,000 800.000 195.000 760,000
16905.000 75000 205000 800,000
17115000 5,000 215000 840000
78788000 2.267.000 1.300,000 4,930.000
71.589000 1,006000 - 3.665,000
46.035000 2560.000 - -
8880.000 - - -
S 294 157500 9.762.500 2265,000 12.4 KJLOW)
1999A 2000A 2000B 2001A
Inter-Island Ferrv  (Jnalaska Seward Ketchikan
Revenue Revenue Revenue Revenue

0

oeae)

A1

J1L)

«*ov.Hr<n A'. « »

maturities atJune 30, 2005 are as

General
Reserve

1525,000

1525.000

2002B
Ketchikan
Revenue

SR
—
=N

ey
X

1998A
Ketchikan
Revenue

660.000
685,000
715.000
755000
785.000
2.570000

6170.000

20024
Ketchikan
Revenue

J100)

=

TR 150

2004A 2004B
(024] Anchorage
Revenue Revenue
- 110.0110
500.000 95000
515,000 100000
535.000 100000
555.000 105,000
3,120000 600000
3875.000 730,000
4.995000 905.000
6.460.000 1 145.000
8.290.000 1.475000
28.845,000 5,365,000

228310

Coastal
Energy

Loan

541)0000
400000
400.000
400000
450,000

2250000

1,705878

11,005.878

total

Principal
31885000
25240000
22.5.30,000
21785000
21 905000
106.440000
93.730878
59.645000
16.485000

9.765.000

400410878

199KB
Homer
Revenue

235.000
250.000
255.000
180,000
185000

1.105000

2003A

Revenue

!

total
Interest

17960479
16 598 854
15,696.521
14,826.328
13.947354
55.656 371
33.431.444
13.399601
4,526.241

1.476,625

187519.818
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NOrti iO FINANCIAL SttIfMNIS. CONIINUfO

I\[]f 7 » ADJUSTMENTS

Certain adjustments are considered to be necessary to the governmental funds in order to present

the Authority's financial position and the results of'its operations. These adjustments include the

elimination of inter-fund payables and receivables. Additionally, bond proceeds are reported as

financing sources in governmental funds and thus contribute to the change in fund balance. In the

statement of net assets, however, issuing debt increases long-term liabilities and does not affect

the statement of activities. Similarly, repaymentofprincipal isan expenditure in the governmental

funds, but reduces the liability in the statement of net assets.

NOIif 8 » COMMITMENTS

In fiscal year 2006, $250,000 in earnings from the Custodian \ccount will lie transferred to the

State ol Alaska and deposited in the State's Debt Service |l und. 1lie entire Custodian \ceount

balance is available for appropriation, at any time, In the State Legislature.

|\Gf 9 » SUBSEQUENT EVENT

Subsequent to June 50. 2005, the Pond Hank issued two general obligation bond series to fol-

low :

(icncr.il ()bligation Bonds, 2005 Series C, in the face amount of$52,060,000 with interest rates

ranging from 4.0% to 5.00% over maturities of October I. 2006 through (Jctob 1, 2025.
(ieneral Obligation Bonds, 2005 Series <)ne. in the face amount of $18,450,000, sold in
' ctobcr 2005. Interest rates ranging from 5.00% to 5.25% over maturities ofJune 1, 2006

through June 2025.

In September 2005, $250,000 in earnings from the Custodian Vccount was transferred to the State

of \laska and deposited in the States Debt Retirement Fund.

( litv of Nome and St. Paul have entered in negotiations, with \ ( )\ \. for the restructuring and

possible forgiveness for their respective Coastal Knergy loans. | he related loan payable' do not

represent ageneral obligation of the \uthority. as they arc payable only from proceeds received

from the City ol Nome and St. Paul, respectively. Payment of principal and interest on the Bond

Hank's Coastal Knergy Bond is not secured by a pledge ofany amounts held In or payable to the

Bond Bank under the (ieneral Bond Resolution, including the Reserve Account, and is not in

any way adebt or liability ot the Bond Bank. Loan payments due in August 2005 have not been

made.
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SUPPLMfNIAI SCHfOUIE Of IIAIUIOPyYy RESERVE ACCOUNT -

For Ihe year ended June JO 2005

assets

fash

Accrued interest receivable
Marketable securities

Interauount receivables

LIABILITIES
Interaccounl payables
Bond payable

Accrued interest payable

RESERVES

Special Reseni- - Stale Appropriated
S|H'tial Reserve - linappioprialed

Spci ial Reserve -1 Jnreali/ed Gain Moss)
Ordinary Reserve -1 nollouited

Ordinarv Re>e ve - 1rifiMli/eu (idili (loss)

asshs
fash
' ired interest reieivablt
4 .rkeiable s> unties

Interauount receivables

1IABIUTIES
Interauount payables
Bond payable

Accrued merest payable

RESERVES

Special Reserve' - Slate' Appropriates!
Special Rese rve- - 1 riapprupnatcd
Special Receive' - | nrcalifed Gain (loss)
Ordrnaiv Rese'ive - 1 nallocated

Ordinarv Reserve' - 1 nreali/e'd (earn lInss)

1976 General
'OrdlInaiy’

S 1209148
32.714
8.495264
1.027439

10764.565

8471S0O
9.762500
133.299

10.742.979

121.570

(99,984)

21 586

S 10764 5(>5

1998A
he-Ichik.tn

S 57203
JO338

1271.667
4542

1J0J750

20083

20083

;341299

2 J68

134 J.067

S 1.363.750

A«EIS

m BOND BANK A * [™ + A\ vV M f |

IIABIIIMS AND ACCOUN1 RESERVES

1976 1990A 1995A
Special Yakutat Seward
194,219 - 2.685
207.221 - 5106
20149168 - 297.083
408.407 - -
20959015 - 304.874
2416167 - .5)7
2416.167 - 4.517
15.66a.302 - 299.550
2944 coO? - -
(65.0510 - 807
18.542 84* - 300.357
20959.015 104 874
1998B 1999A 2000A
Homer Inter-1sland 1nalaska
10,283 22.707 22.288
5710 458 i»SS
242073i 1494 18 224 15>
L] - R
258016 172.60J 247 112
5727 Eem 9521
5.727 6.394 9523
251 (% 169804 24 3.000
893 (3,595) (5.391)
252.289 16b 209 237609
258.016 172.603 247 132
St Indi'i

1997A
Ketchikan {

20,531
14.200
1.508,623

1543354 [

95.265
1525000
6831

1627096

(74 7653
(8,977)

(83,742)
i afl

2000B
Seward 1

27.8i(»
688
224 15t>
2893

255 >76

2931

2931
248.518

4 127

252.645 []

255.576 til

a-» i i & £1
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SUPPHMINFAI SVHDUIF OF "WUIORY RKtRVI AQGONIS  ASSHS  1HABIHTTIH AND ACCOUNF RISIRVIS

For the year ended lone 30 2003

ASSETS

Cash

Accrued interest receivable
Marketable sec unties

1 (eraccount receivables

LIABILITIES
Interaccount payables
Bond pavJble

Accrued interest payable

RESERVES

S|M'cial Reserve - Stale Appropriated
Special Reserve - 1l'nappinpriatec!

Spec ul Reserve - 1lnreali/led (.din (Foss)
Orclinaiv Reserve - 1 nallocaled

Ordinary Reseat - tuieall/ed (rain (loss)

ASSETS

Cash

Accrued interest receivable
Marketable securities

Interaccoun! receivables

((ABILITIES
Inteiacc oun! payables
Bund payable

Acclued inlercsl payable

RESERVES

Special Reserve - Sidle Appropriated
Special Reserve - lnappropiialetl
special Reserve - lineah/etl Uiin (Luss)
Ordinaiy Reserve - lnallocaled

tlidinarv Reserve - 1meali/ed L.am Il oss)

2001A
Ketchikan

S 32174
382
124.831

137087

5407

5407

154675

12,995)

151 680

S 157.087

2003C
kodak

S ZO.Z-

740.39

281

Itd 300

5>

56

101500

(2501

101.250

S 101300

r.c v 3tin stil.

20018
Ket(hlk.m

33704
hi1l
190280

2 33.025

8 347

H547

229870

14792)

225078

233625

2004A
CBI

34 5fit
73S5
1,83h 124

1,878078

10 349

16.349

1875 750
114021)

1.801 729

1.878078

2002A
Ketchikan

30.300
805

597.750

034 855

242 31

24.231

025000
li t 370)

010024

()348)5
201MB
Anchorjqc

441.74
607
297 >7

343.068

3.073

307.3

341931
125301

339 395

343.008

(B Valdez
22872 10.288
1.594 20.256
544,707 1749879
9407
569233 1.795830
0091 -
0691 -
508 500 178000 3
(5958) 15707
502542 1795830
509233 1795.8 30
Total

| sl4 317

328.974

37985 705

1452971

41 581967

1.472.741

11.287.500

140130

14900.371

18001414

S.237.34(>

(95.11081

46805

1108 901

26081.590

41.581.967

See IniJeiviiclent Auditors kejmil



Pension Obligation Bonds

M ark Prussing, Vice President
Lindsay Sovde, Vice President
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Whatis a Pensioh Obligation Bond?

A pension obligation bond is a financing used to defray unfunded pension

costs.

Pension systems measure assets on hand against the present value of

projected liabilities over the long term.

If liabilities exceed assets, the difference is known as the

Accrued Actuarial Liability)or “UA AL.”

W ith lagging investment returns, increases in healthcare costs, and actuarial
revaluations, many public and private pension systems have found

themselves significantly under-funded.

B M  SEATTLE-NORTHWEST
i& B B SECURITIES CORPORATION



W hat is a Pension Obligation Bond?

Repayment ofthe UAAL is amortized over a fixed period and built into

payroll rates at a given interest rate, 8.25 percent in Alaska.

Retirement system thereby becomes the “banker” for the shortfall, as

employers repay the loan over the amortization period.

M any jurisdictions have used Pension Obligation Bonds to refinance these

“loans” at rates lower than the amortization rate.

"3 SEATTLE-NORTHWEST
= = m SECURITIES CORPORATION



W hy Might Pension Obligation Bonds 3
be Useful in Alaska

Naaa— 1 1m

A ccording to the recently released 2004 valuation, assuming above-average

growth in population:
PERS rates rise to 32% of payroll beginning in 2011, and do not decline until
2029.

TRS rates rise to 50% of payroll in 2011 and continue increasing to 56% by
2028 before declining.

Properly structured pension obligation bonds can be an effective tool for

immediately reducing payroll rates and producing long term savings for

jurisdictions.

In Oregon, jurisdictions are projected to save over $1.3 billion from use of

this technique.

SEATTLE-NORTHWEST
SECURITIES CORPORATION



Alaska Pension System *

Asset base
Covered Employees

Average employer rate

Funded ratio
U\AL as of 2004 valuation

*As of June 30, 2004.

Alaska

PERS
S 8.2 hillion
69,135
16.77% g\P

72.00%
S 3.4 billion

(1) Effective for Fiscal Year 2006, Actuarially computed at 25.63%.

(2) Effective for Fiscal Year 2006, Actuarially computed at 38.85%.

7;

TRS
$ 3.9 billion
21,220

21.00%

64.00%
$2.3 billion

M*& 11l SEATTLE-NORTHWEST
m m m SECURITIES CORPORATION



The Arbitrage Issue

Issuing a pension bond is not like refinancing your mortgage...

« Success from borrowing depends on the market returning more than the cost of
the bond.
- For Alaska borrowers, if investment returns equal 8.25% over 25 >,ar
period over the life of the bonds, costs will be reduced as estimated.

- Ifreturns are greater than 8.25%, cost reductions will be greater than
projected.

- Ifreturns are less than 8.25% cost reductions will be positive, but less than
projected.

- Ifreturns are less than the bond yield, borrowers will be worse off than
those who do not borrow.

SEATTLE-NORTHWEST
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Alaska PERS

Alaska Publij Retirement System

History oflnvestment Results

1995

1996

1997

1998

1999

140

n

8.25% |

2000 2001 2002 2003 2
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Bonding a Popular Tool

M any jurisdictions throughout the country have chosen to finance PERS

liabilities with bonds.

Oregon example:

« A total of 133 school districts, cities, counties and the State have issued $5.4 billion
of pension bonds in Oregon.

Savings projected at $1.3 billion overall, assuming an 8.00% rate of return.

» Original statutory authority provided to locaj governments and school districts in
2001 for issuance of ~Mull faith and credit obligations.”

""School Districts also granted authority to enter into intercept agreement with the
State, whereby operating funds were additionally pledged. This approach resulted in
“State” credit rating.

State Constitutional amendment approved by voters in 2003 authorizing the State to
issue GO bonds for its share of the liability. Voter approval margin was 55.25%.

m mm SEATTLE-NORTHWEST
A || SECURTIES CORPORATION



Oregon Process

Bond proceeds are placed in a “lump sum account” for benefit of employer.
Earnings and losses directly accrue to that account.

Lump sum account is used to provide prepayment credit 011 payroll rates charged to
jurisdictions.

Although bonds have to be sold on taxable basis, interest rates for most borrowings
have been well under 6%.

Oregon State Treasury regression analysis conducted in July 2003 projected
probability of positive arbitrage in PERS refinancing at nearly 90%o.

SI1& LI SEATTLE-NORTHWEST
I® y B i SECURITIES CORPORATION



Recent Returns - Oregon Lump Sum Accounts

Issuer

Series 2002 A&B - Local Governments

Series 2002 - School Districts

Seri3s 2003 - Schools, Community Colleges

Series 2004 - Schools, Community Colleges

Series 2004- Local Governments

(1) As of November 30, 2005

Par

$ 238 m

$ 775 m

$ 1,080 m

$ 400 m

$ 126 m

TIC

7.00%

5.60%

5.73%

5.49%

6.11%

Total Return Annualized

43.04% 11.74% (1)
59.01% 19.14%
51.88% 20.08%
23.51% 13.44%
24.28% 16.19%

,-O.Mivl SEATTLE-NORTHWEST
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Lessons Learned

1. Payment to PERS does NOT guarantee UAAL will be paid off in full.

2. Changes in size of UAAL,

« Judicial, legislative, regulatory or investment activities can cause future changes to
UAAL. Further increases would continue to be responsibility of jurisdiction.

- Reductions: Lump sum payment would put jurisdiction in surplus. Funds will not
be returned to jurisdiction, but surplus is used to reduce payroll rates further.

- Increases: Lump sum payment would defray total deficit. UAAL would not be as
high as would otherwise be the case.

In any case, arbitrage risks remain the same for existing lump sum payment.

3. Structure of the financing matters

Inappropriate to use unrealistic assumptions about rates of return.

Amortization structure of bonds should match amortization of UAAL that PERS
system uses.

Not prudent to have back weighted structured where all savings are produced in early
years.

m mm SEATTLE-NORTHWEST
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Lessons Learned

The “housekeeping issues'’ are often the most critical

Adequate protection and proper accounting of lump deposits are critical.

Statutes and regulations needed to ensure that the employers making the deposit are the
ones getting tlie credit, and that credit is for appropriate amount.

Bond Related Considerations

Bonds aie not likely to be subject to early redemption.
Rating agencies will scrutinize structure carefully to ensure payment of liability is not
further deferred.

e Changes “soft” liability to “hard” liability, which may put some limitations on
financial flexibility.

Variations in payroll growth not immediately reflected in debt structure

Under current structure, if payroll declines, payments to PERS decline.
e Using bonds, if payroll declines, payments on the bonds do not change. Y

tr*

SEATTLE-NORTHWEST
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Alaska Legislative Considerations

Goal: Give alljurisdictions, at their discretion, meaningful access to capital

markets for the purpose of financing pension liabilities.

1. Access
Express authorization for all types ofjurisdictions to issue obligations for this purpose
either individually or through another entity.

Authorization for individual jurisdictions to pool together through another entity (either
state entity such as Bond Bank and/or pool created with a Trustee).

2. “Meaningful” Access

«  Without additional credit support, some jurisdictions may not be able to enter market
on a subject-to-appropriation basis at a competitive rate.

 Forms of additional credit support
* Intercept of State funding - particularly useful for school districts

Bond reserves
Bond insurance

» Voter approval of constitutional amendment allowing use of general obligation bonds

SFATTLE-NORTH WEST
HHB9 SECURTIES CORPORATION
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HB 278 - Comments

One part of a broad solution.

The nature of the obligation I'-"* " — 1 A +u-~

B ond Bank is not clear.

W ould like it expanded to cover broader intercept authority,
particularly for schools. Pension obligation financing provides

an opportunity to increase funds available for education.

W ould like to see additional flexibility for jurisdictions to

group together through pools organized by trustee.

Entire solution will require legislative, adm inistrative and,

potentially, constitutional changes.

7U31 SEA|I TLE-NORTHWEST
mK2H SECURTIES CORPORATION



Pension Bonds Iin Alaska:

Potential Savings

y & iii SEATTLE-NORTHWEST
M il SECURTIES CORPOR\TION
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Types of Obligations

Savings would be maximized if GO bonds could be issued.
Appropriation obligations still provide substantial savings for highly rated
entities.

Taxable.

Non-callable.

Opportunity to issue obligations dependent on current debt market

conditions - as interest rates rise, pension obligation financing becomes

less attiactive.

m mm SEATTLE-NORTHWEST
M B  SECURITIES CORPORATION



Example: City & Borough of Juneau

Assumptions
Investment rate of return = 8.25%
« Annual payroll growth rate = 5.50% (*)

Past service amortization:
- Fixed 25 years, effective June 30, 2002. (**)

*City and Borough ofJuneau - Notes to audited financial statements
**State of Alaska PERS Actuarial Valuation Report as of June 30, 2002 (Page 5)

SEATTLE-NORTHWEST
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