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Credit Profile

Alaska GO

Unenhanced Rating AA+(SPUR)/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank, Alaska

Alaska

Alaska Mun Bnd Bank GO

Unenhanced Rating AA(SPUR)/Watch Neg On CreditWatch Negative

Rationale

S&P Global Ratings has placed its 'AA+' general obligation (GO) rating, 'AA' appropriation rating, and 'A+' moral

obligation rating on the state of Alaska's debt on CreditWatch with negative implications.

The CreditWatch action reflects our view that the state could remain structurally imbalanced for fiscal 2018 based on

the impasse for budget negotiations regarding adopting fiscal reforms. As noted in our prior reports, without structural

fiscal reform in the 2017 legislative session, we would likely lower the state debt ratings. Over the next 90 days, we

expect the state will enact a fiscal 2018 budget. If Alaska uses a significant amount of its reserves again and remains

structurally imbalanced, we would likely lower the rating. However, should it adopt a balanced budget with fiscal

reforms that does not significantly rely on reserves, we may remove the state's ratings from CreditWatch without

downward rating action.

The state legislature failed to adopt a budget during its regular session and first special session. On June 16, 2017, the

governor called for a second special session specifically to address the operating budget before the end of the fiscal

year (June 30). In our opinion, given the limited scope of the second special session and an ongoing political impasse

over adopting the governor's proposed fiscal reforms, it is unlikely significant fiscal reforms will be implemented as

part of the 2018 budget, resulting in yet another year of structural imbalance.

Over the past several years, the state has relied heavily on in its reserves in the absence of structural reforms to

address a nearly $3 billion annual shortfall. The continued draw on reserves is unsustainable. With petroleum-related

revenues declining from 71% of general fund revenue in fiscal 2012 to 27% in the enacted fiscal 2017 budget,

extremely high reserve levels are necessary to guard against economic volatility. However, as reserves continue to

diminish, the state becomes more vulnerable to another economic downturn.

Alaska has traditionally been vulnerable to economic cycles due to its dependence on natural resources. In 1976, the

state created the Alaska Permanent Fund to hedge against the risk of declining oil revenues. Subsequently, the state
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had established two reserve accounts: The statutory budget reserve (SBR) and the constitutional budget reserve (CBR)

were created in 1986 and 1991, respectively. The SBR and CBR have acted as rainy day funds to stave off budget

shortfalls and commodity price volatility. However, after five consecutive years of budget gaps, significant amounts of

the funds have been used.

The SBR fund had no assets as of October 2015, down from a $4.7 billion balance of June 30, 2013. At that time, the

remaining $287 million in the SBR was transferred to the CBR after use to balance prior budget shortfalls. The CBR

fund had a balance of $4.81 billion as of May 31, 2017, down from a high of $10.1 billion at the end of fiscal 2015. In

fiscal years 2015 and 2016, $3 billion and $3.9 billion, respectively, were drawn from the funds. The 2017 enacted

budget appropriated a similar drawdown of $3.2 billion (73% of fiscal 2017 undesignated general fund revenues). It is

expected based on current projections provided by the state the ending fiscal 2017 CBR balance will be approximately

$4.3 billion.

The state also maintains the Permanent Fund, which (as of June 30, 2016) was comprised of a non-spendable principal

balance of $44.2 billion and a spendable earnings reserve account (ERA) balance of $8.6 billion. Based on current

figures (May 31, 2017), the principal balance was $47.0 billion and the ERA balance was $12.5 billion, an improvement

based on earnings. Proceeds of the ERA can be appropriated by the legislature for any purpose. The funds have not

been appropriated in the past to balance the budget, but have typically been re-deposited into the Permanent Fund for

inflation-proofing, paying for the expenses of managing the fund, and providing for the annual Permanent Fund

dividend. However, the governor's proposed fiscal plan includes using a portion of the ERA and having a dividend paid

out of the state general fund of approximately $1,000 per resident. If the ERA balance is zero or less, a dividend cannot

be paid. The governor's proposed baseline scenario estimates the ERA will have insufficient cash flow to pay dividends

beginning in fiscal 2023. Constitutionally, the principal deposit within the Permanent Fund, cannot be spent.

Ratings Detail (As Of June 20, 2017)

Alaska approp

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska GO

Long Term Rating AA+/Watch Neg On CreditWatch Negative

Alaska GO

Long Term Rating AA+/Watch Neg On CreditWatch Negative

Alaska Energy Auth, Alaska

Alaska

Alaska Energy Auth (Alaska) pwr rev (Bradley Lake Hydroelectric Proj)

Long Term Rating A+/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank, Alaska

Alaska

Alaska Mun Bnd Bank (Alaska) approp

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) approp

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) approp
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Ratings Detail (As Of June 20, 2017) (cont.)

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) approp (AMBAC)

Unenhanced Rating AA(SPUR)/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) master resolution GO bnds (Alaska)

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) GO and rfdg bnds (Alaska) ser 2016 FOUR due 12/01/2035

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) GO and rfdg bnds (Alaska) ser 2016 FOUR due 12/01/2035

Unenhanced Rating AA(SPUR)/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) GO and rfdg bnds (Alaska) ser 2016 THREE due 12/01/2037

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) GO and rfdg bnds (Alaska) ser 2016 THREE due 12/01/2037

Unenhanced Rating AA(SPUR)/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) GO bnds (Alaska) 2017 ser ONE due 05/01/2037

Long Term Rating AA/Watch Neg On CreditWatch Negative

Alaska Mun Bnd Bank (Alaska) GO bnds (Alaska) 2017 ser TWO (AMT) due 05/01/2043

Long Term Rating AA/Watch Neg On CreditWatch Positive

Alaska Mun Bnd Bank GO

Unenhanced Rating AA(SPUR)/Watch Neg On CreditWatch Negative

Matanuska-Susitna Boro, Alaska

Alaska

Matanuska-Susitna Boro (Alaska) lse rev rfdg bnds (Alaska) (Goose Creek Correctional Ctr Proj)

Long Term Rating AA/Watch Neg On CreditWatch Negative

Matanuska-Susitna Boro (Alaska) l(Goose Creek Correctional) approp

Long Term Rating AA/Watch Neg On CreditWatch Negative

Preliminary Rating NR(prelim)

Matanuska-Susitna Boro (Alaska) (Goose Creek Correctional) approp (ASSURED GTY)

Unenhanced Rating AA(SPUR)/Watch Neg On CreditWatch Negative

Many issues are enhanced by bond insurance.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings affected by this rating action can

be found on the S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box

located in the left column.
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