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Honorable State of Alaska Legislators: 
 
Governor Bill Walker has informed the Alaska Pension Obligation Bond Corporation 
(“APOBC”) that he is requesting APOBC consider the issuance of up to $3.2 billion of pension 
obligation bonds (the “Bonds”).  The net proceeds of the Bonds will be deposited in the 
Teachers’ Retirement System (“TRS”) and Public Employees’ Retirement System (“PERS”) to 
address the unfunded liabilities of both systems. 

Governor Walker has made this request after considering several factors, including the difference 
between the expected earnings and the current market rate of interest on the Bonds of 
approximately 3.60% that is at historically low levels   Due to these low interest rates, the 
savings to the State from the issuance of Bonds could be expected to exceed $800 million for 
TRS and an additional $1.7 billion in savings for PERS if all the Bonds are issued and historical 
returns are achieved in the future.   

A similar proposal was discussed with legislative leadership last session but was ultimately not 
included in the Governor’s final FY17 fiscal package. However, with interest rates dropping by 
approximately 1% since then the opportunity the market now provides for achieving significant 
budgetary savings and certainty in the funding of the State retirement system dictates that we 
once more consider the Bonds as part of this year’s long term fiscal plan.   

Concern around market timing and the impact of delay on maximizing the benefits of this type of 
transaction is one of the reasons the legislature provided the administration in AS37.15.900 to 
37.16.900 with the authority to sell up to $5 billion in bonds.    Issuance of the Bonds is designed 
to achieve budgetary stability for the State by funding both TRS and PERS to 90% of their 
actuarial liability. Savings will be spread out over the life of the Bonds, which mature in FY 
2039.  The issuance of the Bonds will enable the State to achieve budgetary certainty by locking 
in the amortization of the liability at the low bond rate, rather than be dependent upon the 
uncertainties inherent in the actuarial calculation process.  The Bonds will be repaid through an 
annual appropriation by the Legislature in the State Budget.  
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Recent changes issued by the Governmental Accounting Standard Board (specifically Statement 
67 and Statement 68) require the State to recognize its pension liabilities on its balance sheet as a 
liability.  As a result, the issuance of Bonds will not increase the State’s overall liabilities, but 
merely transfer the liability from the pension system to the bonds.  The State’s balance sheet will 
be unaffected by the issuance of bonds.    

After considering the request, APOBC authorized the Department of Revenue to proceed with 
the structuring of the transaction.  When more details of the transaction are known, the 
Department of Revenue will return to APOBC for final approval of the marketing and issuance 
of the Bonds. 

Please do not hesitate to contact myself or Deputy Commissioner Jerry Burnett if you have 
further questions.  

Sincerely, 

Randall J. Hoffbeck 
Commissioner 


