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Tax Exemption: In the opinion of K&L Gates LLP, Bond Counsel, interest on the Series M Bonds is not
excludable from gross income for federal income tax purposes. See “Tax Matters—The Series M Bonds” herein.

In the opinion of Bond Counsel, assuming compliance with certain covenants of the Borough, interest on the Series N
Bonds is excludable from gross income for federal income tax purposes under existing law. Interest on the Series N Bonds
is not an item of tax preference for purposes of either individual or corporate alternative minimum tax. Interest on the
Series N Bonds may be indirectly subject to corporate alternative minimum tax and certain other taxes imposed on certain
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the State of Alaska. Page 20
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Series M - Maturity Schedule

Year Principal Interest CUSIP Year Principal Interest CUsSIP
July 1 Amount Rate Yield 303531 July 1 Amount Rate Yield 303531
2011............ $835,000 1.0000% 0.9000% ZC4 2016 ....ceveee $510,000 3.5000% 3.3000% ZH3
2012............ $470,000 1.7500% 1.5500% ZD2 2017 o $530,000 4.1250% 3.8600% 219
2013............ $475,000 2.2000% 2.0000% ZEO 2018 .......c...e. $545,000 4.5000% 4.2500% ZK6
2014............ $485,000 2.5000% 2.3000% ZF7 2019 ..o $565,000 4.7000% 4.4200% ZL4
2015............ $495,000 3.2500% 3.0000% ZG5

$3,205,000.......c.c....... Rate 4.6500%............ Term Bonds Due July 1, 2024.......... Yield 4.6500%.........ccccceuennene ZM2

$1,455,000.......cc........ Rate 5.6000%............ Term Bonds Due July 1, 2026*........ Yield 5.3500%.........cccoeuenen. ZNO

$2,380,000................. Rate 5.7500%............ Term Bonds Due July 1, 2029*........ Yield 5.6250%........ccccccevenene ZP5
*Priced to 7/1/2019 Call Date

Series N — Maturity Schedule

Year Principal Interest CUSIP Year Principal Interest CUsIP
Nov 1 Amount Rate Yield 303531 Nov 1 Amount Rate Yield 303531
2010......... $1,885,000 2.0000% 0.3000% YU5 2014 .......... $2,210,000 5.0000% 1.5000% YY7
2011......... $2,045,000 2.0000% 0.7000% YV3 2015 .......... $2,300,000 5.0000% 1.8900% YZ4
2012......... $2,080,000 2.0000% 1.0000% Yw1 2016 .......... $2,365,000 5.0000% 2.2200% ZA8
2013......... $2,145,000 2.2500% 1.1500% YX9 2017 .......... $2,450,000 5.0000% 2.5000% ZB6
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This official statement provides information about the Borough and its bonds. The official statement
includes:

1. data supplied by the Borough and by others, as indicated herein;

2. estimates or projections, which may or may not be realized and which should not be
construed as assertions of fact; and

3. summaries and descriptions of legal and financial documents, or their contents, which
do not purport to describe such documents completely and which are made expressly
subject to the full provisions of the documents cited.

This official statement does not constitute a recommendation, express or implied, to purchase or not to
purchase these bonds or any other previous bonds of the Borough.
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THE BONDS

Description: Fairbanks North Star Borough
General Obligation School and Refunding Bonds

Series M School Bonds
(Taxable Recovery Zone Economic Development Bonds) $11,950,000

Series N Refunding Bonds $17,480,000
Date: Date of delivery
Denomination: $5,000 or multiples thereof.

Maturities: The Series M Bonds are payable July 1, 2011 through July 1, 2029 in the
amounts shown on the inside cover of this official statement.

The Series N Bonds are payable November 1, 2010 through November 1, 2017 in the
amounts shown on the inside cover of this official statement.

Interest: Interest on the Series M Bonds is payable on January 1 and July 1 of each year
to the respective dates of maturity, beginning July 1, 2011.

Interest on the Series N Bonds is payable on May 1 and November 1 of each year to the
respective dates of maturity, beginning November 1, 2010.

Registrar / Paying Agent: U.S. Bank National Association, Seattle, WA will be the
paying agent and registrar for the Bonds.

Payment: The Bonds will be executed, sold, and delivered in fully registered form,
without coupons. The Bonds will be registered in the name of Cede & Co., as nominee
of The Depository Trust Company (“DTC”), New York, New York, as the initial
securities depository for the Bonds. Ownership interests in the Bonds may be purchased
in book-entry form only. Purchasers of the Bonds will not receive certificates
representing their ownership interests in the Bonds purchased. Principal and interest
payments with respect to the Bonds are payable directly to DTC by the paying agent.
Upon receipt of such payments of principal and interest, DTC in turn is obligated to
distribute such payments to the beneficial owners of the Bonds. See Appendix B -
“Book-Entry System.”

Optional Redemption — Series M: Series M Bonds maturing on or before July 1,
2019 are not subject to optional redemption prior to maturity, except for the
extraordinary optional redemption described below. Series M Bonds maturing on or
after July 1, 2020 are subject to redemption at the option of the Borough on any date
on or after July 1, 2019, as a whole or in part, from any source of available funds, at a
redemption price of 100% of the principal amount of the bonds to be redeemed, plus
accrued interest to the date of redemption.



Mandatory Redemption — Series M: Series M Bonds maturing on July 1, 2024, July 1,
2026, and July 1, 2029, are subject to mandatory redemption in part by lot at the principal
amount thereof plus accrued interest thereon to the date fixed for redemption, in
accordance with the following schedule:

Term Bonds Maturing July 1, 2024

July 1, 2020......ccccevviieinnn, $590,000
July 1, 2021.....ccovviiie $615,000
July 1, 2022......ccvvvvren $635,000
July 1, 2023......ccciiiin, $670,000
July 1,2024........coveienn $695,000
Term Bonds Maturing July 1, 2026
July 1, 2025.....cccoviiiiinn, $710,000
July 1, 2026.......ccccovvvivennne $745,000
Term Bonds Maturing July 1, 2029
July 1, 2027 .....oooviiie $770,000
July 1, 2028.......ccccovvvveinne $790,000
July 1, 2029.....cccovviiinnn, $820,000

Extraordinary Optional Redemption — Series M: The Series M Bonds are subject
to redemption at any time prior to their stated maturity dates, at the option of the
Borough, in whole or in part upon the occurrence of an Extraordinary Event (as
defined below), at a redemption price equal to the greater of: (i) the issue price (but
not less than 100% of the principal amount) of the Series M Bonds to be redeemed, or
(i) the sum of the present value of the remaining scheduled payments of principal to the
maturity date of the Series M Bonds to be redeemed plus the present value of the
remaining schedule payments of interest to the next optional redemption date of the
Series M Bonds to be redeemed, discounted to the date on which the Series M Bonds are
to be redeemed on a semi-annual basis, assuming a 360-day year consisting of twelve 30-
day months, at the Treasury Rate (as defined below) plus 100 basis points; plus, in each
case, accrued interest on such Series M Bonds to be redeemed to the date of redemption.

For the purposes of the preceding redemption provision, the following defined terms have
the following meanings:

An “Extraordinary Event” will have occurred if the Borough determines that:

1) a material adverse change occurs to Sections 54AA, 1400 U-2 or 6431
of the Code (as such sections relate to the Series M Bonds), or

2) there is any guidance published by the Internal Revenue Service or the
United States Treasury with respect to such sections, or

3) any other determination by the Internal Revenue Service or the United

States Treasury, which determination is not the result of any act or



omission by the Borough to satisfy the requirements to qualify to
receive the 45% cash subsidy payment from the United State Treasury,

and as a result thereof, the Borough’s 45% cash subsidy payment from the United
States Treasury is reduced or eliminated.

“Treasury Rate” means, with respect to any redemption date for a particular
Series M Bond, the yield to maturity as of such redemption date of United States
Treasury securities with a constant maturity (as compiled and published in the
most recent Federal Reserve Statistical Release H.15 (519) that has become
publicly available at least two business days prior to the redemption date
(excluding inflation-indexed securities) most nearly equal to the period from the
redemption date to the maturity date of the Series M Bonds to be redeemed,;
provided however, that if the period from the redemption date to the maturity date
is less than one year, the weekly average yield on actually traded United States
Treasury securities adjusted to a constant maturity of one year shall be used.

Optional Redemption — Series N: Series N Bonds are not subject to optional
redemption prior to maturity.

Authority for Issuance

The Series M Bonds will fund approximately $11,950,000 in capital improvements to
school facilities in the Borough, as authorized by Ordinance No. 2009-17 (the “Election
Ordinance”) passed by the Assembly on May 28, 2009, approved by Borough voters on
October 6, 2009, and as further authorized by Ordinance 2009-56 (the “Bond
Ordinance”) passed by the Assembly on January 14, 2010.

The Bond Ordinance also authorizes the issuance of the Series N Bonds to refund the
Borough’s outstanding General Obligation School and Library Bonds, 1997 Series A (the
“Refunded Bonds”), issued November 1, 1997, pursuant to Ordinance No. 97-039,
passed by the Borough Assembly on September 25, 1997.

Additional Bonds

This issue completes the authorization for bond issuance under Ordinance 2009-17. At
present, the Borough does not anticipate seeking additional authorization for bond
issuance in the 2010 election.

Purpose

Proceeds of the Series M Bonds will be used to finance capital improvements for
Borough school facilities, as more fully described in the section “The Construction
Program.”

Proceeds of the Series N Bonds will be used to refund the 1997 Series A Bonds listed
below and pay costs incurred in connection with the issuance and refunding.



1997 Series A Bonds

Maturity Date  Principal Amount Interest Rate Price
11/01/10 $2,000,000 5.000% 100%
11/01/11 2,100,000 5.000% 100%
11/01/12 2,200,000 5.000% 100%
11/01/13 2,350,000 5.000% 100%
11/01/14 2,450,000 5.000% 100%
11/01/15 2,500,000 5.000% 100%
11/01/16 2,700,000 5.000% 100%
11/01/17 2,800,000 5.000% 100%

$19,100,000

The proceeds of the Series N Bonds will be allocated as follows:

[ ] Fairbanks North Star Borough
$17,480,000 General Obligation Refunding Bonds
Series N Sources and Uses

Amount
Sources of proceeds
Par amount of bonds $17,480,000.00
Net premium 1,698,865.62
Cash payment from Borough 392,611.11
Total sources of proceeds $19,571,476.73
Uses of proceeds
Outstanding principal 1997 Series A $19,100,000.00
Costs of issuance 75,000.00
Accrued interest 392,611.11
Contingency/rounding 3.865.62
Total uses of proceeds $19,571,476.73

Recovery Zone Economic Development Bonds: Section 1401 of the American
Recovery and Reinvestment Act of 2009 (ARRA) added section 1400U to the Internal
Revenue Code (the "Code™), which relates to issuance of Recovery Zone Economic
Development Bonds (“"Recovery Zone Bonds™). Pursuant to Resolution 2009-41,
adopted by the Borough Assembly on December 10, 2009 (the "Recovery Zone
Resolution") and Sections 1400U-1, 1400U-2 and 1400U-3 of the Code, the Borough has
designated the geographical boundaries of the Borough as a "recovery zone." The
Borough has been allocated $32,760,000 of volume cap for the issuance of Recovery
Zone Economic Development Bonds.



The Series M Bonds have been designated as qualified Recovery Zone Economic
Development Bonds, and these Bonds have been issued as part of the Borough's volume
cap allocation. This makes the Borough eligible for a direct cash subsidy payment from
the United States Treasury equal to 45% of the interest payable on the Series M Bonds.
These cash subsidy payments would be paid to the Borough and not the holders of the
Series M Bonds. Such cash subsidy payments are pledged to the payment of the Series M
Bonds. The interest on the Series M Bonds is not excludable from gross income for
federal income tax purposes. See "Tax Matters-The Series M Bonds™ below.

Security — Series M School Bonds

The Series M Bonds are general obligations of the Borough. To secure payment of the
Bonds, the Borough has covenanted that, unless the principal of and interest on the Bonds
are paid from other sources, it will levy taxes annually without limitation as to rate or
amount upon all property within the Borough subject to taxation in amounts sufficient to
pay such principal and interest as the same shall become due. The full faith, credit and
resources of the Borough are hereby irrevocably pledged for the annual levy and
collection of such taxes and for the prompt payment of such principal and interest.

The Borough has designated the Series M Bonds as qualified Recovery Zone Economic
Development Bonds. See “Recovery Zone Economic Development Bonds” above. Any
cash subsidy payments received from the United States Treasury with respect to the
Series M Bonds are pledged to payment of the Series M Bonds.

In addition, the State of Alaska partially reimburses municipalities for debt service on
bonds issued for State-approved school construction projects. All project costs financed
by the Series M Bonds are eligible for this reimbursement. The State of Alaska, acting
through the Department of Education and Early Development (DEED), will reimburse
the Borough 70% of the principal and interest on the Series M Bonds, after applying any
Federal subsidy payments to the Series M Bonds.

State reimbursement payments are subject to annual appropriation by the Alaska
legislature.

See “State Aid to Education.”

Security — Series N Refunding Bonds

The Series N Bonds are general obligations of the Borough. To secure payment of the
Bonds, the Borough has covenanted that, unless the principal of and interest on the Bonds
are paid from other sources, it will levy taxes annually without limitation as to rate or
amount upon all property within the Borough subject to taxation in amounts sufficient to
pay such principal and interest as the same shall become due. The full faith, credit and
resources of the Borough are hereby irrevocably pledged for the annual levy and
collection of such taxes and for the prompt payment of such principal and interest.

In addition, the State of Alaska partially reimburses municipalities for debt service on
bonds issued for State-approved school construction projects. Approximately 96.454%



of the principal and interest on the existing 1997 Series A Bonds is eligible for this
reimbursement. The same percentage of the Series N Bonds will be eligible for
reimbursement. The State of Alaska, acting through the Department of Education and
Early Development (DEED), will reimburse the Borough 70% of the principal and
interest on the eligible portion of the Series N Bonds.

State reimbursement payments are subject to annual appropriation by the Alaska
legislature.

See “State Aid to Education.”

Refunding or Defeasance of the Bonds

As provided by the Bond Ordinance, the Borough may issue refunding bonds or use
money available from any other lawful source to pay when due the principal of and
interest on the Bonds, or any portion thereof included in a refunding or defeasance plan,
and to redeem and retire, refund or defease such Bonds.

In the event that money or obligations issued by, or the principal and interest of which
are guaranteed by, the United States, or a combination of such money and obligations,
maturing at such time or times and bearing interest to be earned thereon in amounts
(together with such money, if necessary) sufficient to redeem and retire, refund or
defease part or all of the Bonds in accordance with their terms, are set aside in a special
account of the Borough to effect such redemption and retirement, refunding or
defeasance, and such money and the principal of and interest on such obligations are
irrevocably set aside and pledged for such purpose, then no further payments need be
made into the debt service accounts established for the Bonds for the payment of the
principal of and interest on the Bonds so provided for, and such Bonds shall cease to be
entitled to any lien, benefit or security of the Bond Ordinance except the right to receive
the money so set aside and pledged, and such Bonds shall be deemed not to be
outstanding under the Bond Ordinance.

Defeasance of any Series M Bond may result in a reissuance thereof, in which event a
holder will recognize taxable gain or loss equal to the difference between the amount
realized from the sale, exchange or retirement (less any accrued qualified stated interest
which will be taxable as such) and the holder’s adjusted tax basis in the Series M Bond.
See “Tax Matters—The Series M Bonds.”



Debt Service Schedule
The following table shows the annual debt service by fiscal year for the Series M and

Series

N Bonds.

Fairbanks North Star Borough

General Obligation School Bonds
2010 Series M
Debt Service Schedule

Total Debt Net Payment DEED Payment Net Borough
1-Jul 1-Jan Coupon Service Due | Federal subsidy | After Subsidy (70%) Payment
FY Interest Principal Interest
2009/10 $0 $0 $0 $0 $0 $0 $0 $0
2010/11 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2011/12 691,653.78 835,000.00 252,521.25 1.0000% 1,779,175.03 (424,878.77) 1,354,296.27 (948,007.39) 406,288.88
2012/13 252,521.25 470,000.00 248,408.75 1.7500% 970,930.00 (225,418.50) 745,511.50 (521,858.05) 223,653.45
2013/14 248,408.75 475,000.00 243,183.75 2.2000% 966,592.50 (221,216.63) 745,375.88 (521,763.11) 223,612.76
2014/15 243,183.75 485,000.00 237,121.25 2.5000% 965,305.00 (216,137.25) 749,167.75 (524,417.43) 224,750.33
2015/16 237,121.25 495,000.00 229,077.50 3.2500% 961,198.75 (209,789.44) 751,409.31 (525,986.52) 225,422.79
2016/17 229,077.50 510,000.00 220,152.50 3.5000% 959,230.00 (202,153.50) 757,076.50 (529,953.55) 227,122.95
2017/18 220,152.50 530,000.00 209,221.25 4.1250% 959,373.75 (193,218.19) 766,155.56 (536,308.89) 229,846.67
2018/19 209,221.25 545,000.00 196,958.75 4.5000% 951,180.00 (182,781.00) 768,399.00 (537,879.30) 230,519.70
2019/20 196,958.75 565,000.00 183,681.25 4.7000% 945,640.00 (171,288.00) 774,352.00 (542,046.40) 232,305.60
2020/21 183,681.25 590,000.00 169,963.75 4.6500% 943,645.00 (159,140.25) 784,504.75 (549,153.33) 235,351.43
2021/22 169,963.75 615,000.00 155,665.00 4.6500% 940,628.75 (146,532.94) 794,095.81 (555,867.07) 238,228.74
2022/23 155,665.00 635,000.00 140,901.25 4.6500% 931,566.25 (133,454.81) 798,111.44 (558,678.01) 239,433.43
2023/24 140,901.25 670,000.00 125,323.75 4.6500% 936,225.00 (119,801.25) 816,423.75 (571,496.63) 244,927.13
2024/25 125,323.75 695,000.00 109,165.00 4.6500% 929,488.75 (105,519.94) 823,968.81 (576,778.17) 247,190.64
2025/26 109,165.00 710,000.00 89,285.00 5.6000% 908,450.00 (89,302.50) 819,147.50 (573,403.25) 245,744.25
2026/27 89,285.00 745,000.00 68,425.00 5.6000% 902,710.00 (70,969.50) 831,740.50 (582,218.35) 249,522.15
2027/28 68,425.00 770,000.00 46,287.50 5.7500% 884,712.50 (51,620.63) 833,091.88 (583,164.31) 249,927.56
2028/29 46,287.50 790,000.00 23,575.00 5.7500% 859,862.50 (31,438.13) 828,424.38 (579,897.06) 248,527.31
2029/30 23,575.00 820,000.00 0.00 5.7500% 843,575.00 (10,608.75) 832,966.25 (583,076.38) 249,889.88

$3,640,571.28  $11,950,000.00 $2,948,917.50

$18,539,488.78

($2,965,269.95) $15,574,218.83

($10,901,953.18)

$4,672,265.65

Fairbanks North Star Borough

General Obligation Refunding Bonds
2010 Series N
Debt Service Schedule

EY
2009/10
2010/11
2011/12
2012/13
2013/14
2014/15
2015/16
2016/17
2017/18

Total Debt DEED Eligible | DEED Payment| Net Borough
1-Nov 1-May Coupon Service Due (96.454%) (70%) Payment
Interest Principal Interest

$0 $0 $0 $0 $0 $0 $0
431,957.12 1,885,000.00 298,506.25 2.0000% 2,615,463.37 2,522,716.42 1,765,901.50 849,561.87
298,506.25  2,045,000.00 278,056.25 2.0000% 2,621,562.50  2,528,599.27 1,770,019.49 851,543.01
278,056.25  2,080,000.00 257,256.25 2.0000% 2,615,312.50  2,522,570.90 1,765,799.63 849,512.87
257,256.25  2,145,000.00 233,125.00 2.2500% 2,635,381.25 2,541,928.00 1,779,349.60 856,031.65
233,125.00  2,210,000.00 177,875.00 5.0000% 2,621,000.00 2,528,056.72 1,769,639.70 851,360.30
177,875.00  2,300,000.00 120,375.00 5.0000% 2,598,250.00  2,506,113.46 1,754,279.42 843,970.58
120,375.00  2,365,000.00 61,250.00 5.0000% 2,546,625.00  2,456,319.13 1,719,423.39 827,201.61
61,250.00  2,450,000.00 0.00 5.0000% 2,511,250.00  2,422,198.56 1,695,538.99 815,711.01

$1,858,400.87 $17,480,000.00 $1,426,443.75

$20,764,844.62 $20,028,502.46 $14,019,951.72 $6,744,892.89




Continuing Disclosure

In the Bond Ordinance, the Borough has covenanted for the benefit of the holders and
beneficial owners of the Bonds to provide certain financial information and operating
data relating to the Borough and certain material events relating to the Bonds. See
Appendix C “Continuing Disclosure Undertaking." The Borough entered into similar
written undertakings under Securities and Exchange Commission Rule 15¢2-12(b)(5) with
respect to all of its other bonds subject to the Rule. The Borough has complied with these
undertakings.

Approval of Legal Proceedings

Legal matters incident to the authorization and issuance of the Bonds are subject to the
approval of K&L Gates LLP, Bond Counsel, whose approving legal opinions in substantially
the form attached herein as Appendix D, will be delivered with the Bonds.

Tax Matters — The Series M Bonds

This advice was written to support the promotion or marketing of the Series M
Bonds. This advice is not intended or written by K&L Gates LLP to be used, and
may not be used, by any person or entity for the purpose of avoiding any penalties
that may be imposed on any person or entity under the U.S. Internal Revenue Code.
Prospective purchasers of the Series M Bonds should seek advice based on their
particular circumstances from an independent tax advisor.

The following discussion describes aspects of the principal U.S. federal tax treatment of
U.S. persons that are beneficial owners (“Owners”) of Series M Bonds. This summary is
based on the Internal Revenue Code of 1986, as amended to the date hereof (the “Code”),
published revenue rulings, administrative and judicial decisions, and existing and
proposed Treasury regulations (all as of the date hereof and all of which are subject to
change, possibly with retroactive effect).

This summary discusses only Series M Bonds held as capital assets within the meaning
of Section 1221 of the Code. It does not discuss all of the tax consequences that may be
relevant to an Owner in light of its particular circumstances or to Owners subject to
special rules, such as certain financial institutions, insurance companies, tax-exempt
organizations, foreign taxpayers, taxpayers who may be subject to the alternative
minimum tax or personal holding company provisions of the Code, dealers in securities
or foreign currencies, Owners holding the Series M Bonds as part of a hedging
transaction, “straddle,” conversion transaction, or other integrated transaction, or Owners
whose functional currency (as defined in Section 985 of the Code) is not the U.S. dollar.
Except as stated herein, this summary describes no federal, state or local tax
consequences resulting from the ownership of, receipt of interest on, or disposition of, the
Series M Bonds. ACCORDINGLY, INVESTORS WHO ARE OR MAY BE
DESCRIBED WITHIN THIS PARAGRAPH SHOULD CONSULT THEIR OWN TAX
ADVISORS REGARDING THE UNITED STATES FEDERAL INCOME TAX
CONSEQUENCES TO SUCH INVESTORS, AS WELL AS TAX CONSEQUENCES
ARISING UNDER THE LAWS OF ANY STATE, LOCAL, OR FOREIGN TAXING



JURISDICTION OR UNDER ANY APPLICABLE TAX TREATY, OF PURCHASING,
HOLDING, OWNING AND DISPOSING OF THE SERIES M BONDS.

For purposes of this discussion, a “U.S. person” means an individual who, for U.S.
federal income tax purposes, is (a) a citizen or resident of the United States, (b) a
corporation, partnership or other entity created or organized in or under the laws of the
United States or any political subdivision thereof, (c) an estate, the income of which is
subject to U.S. federal income taxation regardless of its source of income, or (d) a trust, if
either: (i) a United States court is able to exercise primary supervision over the
administration of the trust, and one or more United States persons have the authority to
control all substantial decisions of the trust or (ii) a trust has a valid election in effect to
be treated as a United States person under the applicable treasury regulations. The term
also includes nonresident alien individuals, foreign corporations, foreign partnerships,
and foreign estates and trusts (“Foreign Owners”) to the extent that their ownership of the
Series M Bonds is effectively connected with the conduct of a trade or business within
the United States, as well as certain former citizens and residents of the United States
who, under certain circumstances, are taxed on income from U.S. sources as if they were
citizens or residents. It should also be noted that certain “single member entities” are
disregarded for U.S. federal income tax purposes. Such Foreign Owners and Owners
who are single member non-corporate entities, should consult with their own tax advisors
to determine the U.S. federal, state, local, and other tax consequences that may be
relevant to them.

In General. The Borough will make irrevocable elections to have the Series M Bonds
treated as “Recovery Zone Economic Development Bonds” within the meaning of section
1400 U-2 of the Code that are “qualified bonds” within the meaning of section 6431of the
Code. As a result of these elections, interest derived from a Series M Bond by an Owner
IS subject to U.S. federal income taxation. Owners of the Series M Bonds will not be
entitled to any tax credits as a result either of ownership of the Series M Bonds or of
receipt of any interest payments on the Series M Bonds. In addition, a Series M Bond
held by an individual who, at the time of death, is a U.S. person is subject to U.S. federal
estate tax.

Payments of Interest. Interest, including additional amounts of cash and interest, if any,
paid on the Series M Bonds will generally be taxable to Owners as ordinary interest
income at the time it accrues or is received, in accordance with the Owner’s method of
accounting for U.S. federal income tax purposes. Owners who are cash-method
taxpayers will be required to include interest in income upon receipt of such interest
income; whereas Owners who are accrual-method taxpayers will be required to include
interest as it accrues, without regard to when interest payments are actually received.

Disposition or Retirement. Upon the sale, exchange or other disposition of a Series M
Bond, or upon the retirement of a Series M Bond (including by redemption), an Owner
will recognize capital gain or loss equal to the difference, if any, between the amount
realized upon the disposition or retirement (reduced by any amounts attributable to
accrued but unpaid interest, which will be taxable as such) and the Owner’s adjusted tax



basis in the Series M Bond. Any such gain or loss will be United States source gain or
loss for foreign tax credit purposes. Under the Bond Ordinance, the Series M Bonds are
subject to optional redemption. See “Optional Redemption—-Series M” and
“Extraordinary Optional Redemption—Series M.” If the District defeases any Series M
Bonds, such Series M Bonds may be deemed to be retired and “reissued” for federal
income tax purposes as a result of the defeasance. See “Refunding or Defeasance of
Bonds.” In such event, the Owner of a Series M Bond would recognize a gain or loss on
the Series M Bond at the time of defeasance.

The Code contains a number of provisions relating to the taxation of securities such as
the Series M Bonds (including, but not limited to the tax treatment of and accounting of
interest, premium, original issue discount and market discount thereon, gain from the
sale, exchange or other disposition thereof and withholding tax on income therefrom) that
may affect the taxation of certain owners, depending on their particular tax situations.

The federal tax discussion set forth above is included for general information only
and may not be applicable depending upon an Owner’s particular situation.
Investors should consult their own tax advisors concerning the tax implications of
holding and disposing of the Series M Bonds under applicable state or local laws.
Foreign investors should also consult their own tax advisors regarding the tax
consequences unique to investors who are not U.S. persons.

ERISA Considerations: The Employee Retirement Income Security Act of 1974, as
amended (“ERISA”), imposes certain requirements on employee plans subject to Title |
of ERISA (“ERISA Plans”), and on those persons who are fiduciaries with respect to
ERISA Plans. Investments by ERISA Plans are subject to ERISA’s general fiduciary
requirements under Title I, Part 4 of ERISA, including, but not limited to, the
requirements of investment prudence and diversification and the requirement that an
ERISA Plan’s investments be made in accordance with the documents governing the
ERISA Plan.

Section 406 of ERISA and Section 4975 of the Code prohibit certain transactions
involving the assets of an ERISA Plan (as well as those plans that are not subject to Title
I of ERISA but are subject to Section 4975 of the Code, such as individual retirement
accounts (together with ERISA Plans, “Plans”)) and certain persons (referred to as
“parties in interest” or “disqualified persons” (each a “Party in Interest”)) having certain
relationships to such Plans, unless a statutory or administrative exemption is applicable to
the transaction. A Party in Interest who engages in a prohibited transaction may be
subject to excise taxes and other penalties and liabilities under ERISA and the Code.

The fiduciary of a Plan that proposes to purchase and hold any Series M Bonds should
consider, among other things, whether such purchase and holding may involve (a) the
direct or indirect extension of credit to a Party in Interest, (b) the sale or exchange of any
property between a Plan and a Party in Interest and (c) the transfer to, or use by or for the
benefit of, a Party in Interest, of any Plan assets within the meaning of 29 CFR Sec.
2510.3-102 as modified by ERISA Section 3(42). Depending on the identity of the Plan
fiduciary making the decision to acquire or hold Series M Bonds on behalf of a Plan and
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other factors, U.S. Department of Labor Prohibited Transaction Class Exemption
(“PTCE”) 75-1 (relating to certain broker-dealer transactions), PTCE 84-14 (relating to
transactions effected by independent “qualified professional asset managers”), PTCE 90-
1 (relating to investments by insurance company pooled separate accounts), PTCE 91-38
(relating to investments by bank collective investment funds), PTCE 95-60 (relating to
investments by an insurance company general account), or PTCE 96-23 (relating to
transactions directed by certain “in-house asset managers”) (collectively, the “Class
Exemptions”) could provide an exemption from the prohibited transaction provisions of
ERISA and Section 4975 of the Code. In addition, Section 408(b)(17) of ERISA and
Section 4975(d)(20) of the Code generally provide for a statutory exemption from the
prohibitions of Section 406(a) of ERISA and Section 4975 of the Code for certain
transactions between Plans and persons who are Parties in interest solely by reason of
providing services to such Plans or that are affiliated with such service providers,
provided generally that such persons are not fiduciaries (or affiliates of such fiduciaries)
with respect to the “plan assets” of any Plan involved in the transaction and that certain
other conditions are satisfied.

By its acceptance of a Series M Bond, each Beneficial Owner will be deemed to have
represented and warranted that either (a) no “plan assets” of any Plan have been used to
purchase such Series M Bond, or (b) the Underwriter is not a Party in Interest with
respect to the “plan assets” of any Plan used to purchase such Series M Bond, or (c) the
purchase and holding of such Series M Bonds is exempt from the prohibited transaction
restrictions of ERISA and Section 4975 of the Code pursuant to a statutory exemption or
an administrative class exemption.

Each Plan fiduciary (and each fiduciary for a governmental or church plan subject to the
rules similar to those imposed on Plans under ERISA) should consult with its legal
advisor concerning an investment in any of the Series M Bonds.

Not Qualified Tax-Exempt Obligations: The Series M Bonds are not “qualified tax-
exempt obligations” within the meaning of Section 265(b)(3)(B)of the Code.

Tax Matters — The Series N Bonds

In the opinion of Bond Counsel interest on the Series N Bonds is excludable from gross
income for federal income tax purposes and is not an item of tax preference for purposes
of determining the federal alternative minimum tax imposed on individuals and
corporations; however, interest on the Series N Bonds is taken into account in
determining adjusted current earnings for the purpose of computing the alternative
minimum tax imposed on certain corporations.

Bond Counsel is also of the opinion that the Series N Bonds and the interest thereon are
exempt from taxation by the State, except for transfer, estate and inheritance taxes.

Federal income tax law contains a number of requirements that apply to the Series N

Bonds, including investment restrictions, periodic payments of arbitrage profits to the
United States, requirements regarding the use of proceeds of the Series N Bonds and the
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facilities refinanced with proceeds of the Series N Bonds and certain other matters. The
Borough has covenanted to comply with all applicable requirements.

Bond Counsel’s opinion is subject to the condition that the Borough comply with the
above-referenced covenants and, in addition, will rely on representations by the Borough
and its advisors with respect to matters solely within the knowledge of the Borough and
its advisors, respectively, which Bond Counsel has not independently verified. If the
Borough fails to comply with such covenants or if the foregoing representations are
determined to be inaccurate or incomplete, interest on the Series N Bonds could be
included in gross income for federal income tax purposes retroactively to the date of
issuance of the Series N Bonds, regardless of the date on which the event causing
taxability occurs.

Except as expressly stated above, Bond Counsel expresses no opinion regarding any
other federal or state income tax consequences of acquiring, carrying, owning or
disposing of the Series N Bonds. Owners of the Series N Bonds should consult their tax
advisors regarding the applicability of any collateral tax consequences of owning the
Series N Bonds, which may include original issue discount, original issue premium,
purchase at a market discount or at a premium, taxation upon sale, redemption or other
disposition, and various withholding requirements.

Prospective purchasers of the Series N Bonds should be aware that ownership of the
Series N Bonds may result in collateral federal income tax consequences to certain
taxpayers, including, without limitation, financial institutions, property and casualty
insurance companies, individual recipients of Social Security or Railroad Retirement
benefits, certain S corporations with “excess net passive income,” foreign corporations
subject to the branch profits tax, life insurance companies and taxpayers who may be
deemed to have incurred or continued indebtedness to purchase or carry or have paid or
incurred certain expenses allocable to the Series N Bonds. Bond Counsel expresses no
opinion regarding any collateral tax consequences. Prospective purchasers of the Series
N Bonds should consult their tax advisors regarding collateral federal income tax
consequences.

Payments of interest on tax-exempt obligations such as the Series N Bonds, are in many
cases required to be reported to the Internal Revenue Service (the “IRS”). Additionally,
backup withholding may apply to any such payments made to any owner who is not an
“exempt recipient” and who fails to provide certain identifying information. Individuals
generally are not exempt recipients, whereas corporations and certain other entities
generally are exempt recipients.

Bond Counsel’s opinion is not a guarantee of result and is not binding on the IRS; rather,
the opinion represents Bond Counsel’s legal judgment based on its review of existing law
and in reliance on the representations made to Bond Counsel and on the Borough’s
compliance with its covenants. The IRS has established an ongoing program to audit tax-
exempt obligations to determine whether interest on such obligations is includable in
gross income for federal income tax purposes. Bond Counsel cannot predict whether the
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IRS will commence an audit of the Series N Bonds. Owners of the Series N Bonds are
advised that, if the IRS does audit the Series N Bonds, under current IRS procedures, at
least during the early stages of an audit, the IRS will treat the Borough as the taxpayer,
and the owners of the Series N Bonds may have limited rights to participate in the audit.
The commencement of an audit could adversely affect the market value and liquidity of
the Series N Bonds until the audit is concluded, regardless of the ultimate outcome.

Qualified Tax-Exempt Obligations: The Borough has designated the Series N Bonds
as “qualified tax-exempt obligations” within the meaning of Section 265(b)(3)(B) of the
Code.

Absence of Litigation

There is no action, suit, or proceeding of any nature now pending or, to the knowledge
of the Borough, threatened to restrain or enjoin the sale, issuance, execution or
delivery of the Bonds, or in any way contesting the validity of the Bonds or any
proceedings of the Borough taken with respect to the sale or issuance thereof, or the
pledge or application of any money or security provided for the payment of the Bonds,
or the existence or powers of the Borough. Lawsuits and other claims incidental to
the ordinary course of operations of the Borough are largely covered by the Borough’s
self-insurance designation on fund balance, claim accruals and reserves, and insurance
purchased from private insurers and will not have a materially adverse effect upon the
financial position of the Borough in the opinion of the Borough’s management and,
with respect to litigation, the Borough Attorney.

Upon delivery of the Bonds, the Borough will furnish a certificate, in a form satisfactory
to Bond Counsel, to the effect that, among other things, there is no litigation pending in
any court to restrain or enjoin the issuance or delivery of the Bonds or in any way
contesting the validity or enforceability of the Bonds or the Bond Ordinance.

Purchaser of the Series M Bonds

The Series M Bonds are being purchased by Robert W. Baird and Co., Inc. at a price of
$11,954,060.85, and will be reoffered at a price of $12,050,004.60. The applicable prices
or yields are set forth on the inside cover of this Official Statement. The Purchaser may
offer and sell the Bonds to certain dealers (including dealers depositing Bonds into
investment trusts) and others at prices lower than the initial offering price set forth on the
inside cover hereof, and such initial offering price may be changed from time to time, by
the Purchaser. After the initial public offering, the public offering price may be varied
from time to time.

Purchaser of the Series N Bonds

The Series M Bonds are being purchased by FirstSouthwest Company at a price of
$19,178,865.62, and will be reoffered at a price of $19,249,002.25. The applicable prices
or yields are set forth on the inside cover of this Official Statement. The Purchaser may
offer and sell the Bonds to certain dealers (including dealers depositing Bonds into
investment trusts) and others at prices lower than the initial offering price set forth on the
inside cover hereof, and such initial offering price may be changed from time to time, by
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the Purchaser. After the initial public offering, the public offering price may be varied
from time to time.

Rating

Standard & Poor’s Ratings Services has assigned a municipal bond rating of AA to the
Bonds. Such a rating reflects only the view of Standard & Poor’s and any desired
explanation of the significance of the rating should be obtained from the rating agency at the
following address: Standard & Poor’s, Steuart Tower, Suite 1500, One Market, San
Francisco, CA, United States, 94105. Generally, a rating agency bases its ratings on the
information and materials furnished to it and on investigations, studies and assumptions
of its own. There is no assurance that this rating will continue for any given period of
time or that this rating will not be revised downward or withdrawn entirely by the rating
agency, if in the judgment of the rating agency, circumstances so warrant. Any
downward revision or withdrawal of such ratings may have an adverse effect on the
market price of the Bonds.

Miscellaneous

The summaries or descriptions of provisions of the Bond Ordinance, and all references to
other materials not purporting to be quoted in full, are only brief outlines of certain
provisions thereof. They do not constitute complete statements of such documents or
provisions and reference is hereby made to the complete documents relating to such
matters. For further information, the Borough will furnish copies of such documents or
provisions upon request.

At the time of payment for and delivery of the Bonds, the Borough will provide a
certificate executed by the proper officer of the Borough to the effect that to the best of
his knowledge and belief the statements in the official statement as of its date are true and
correct in all material respects and the official statement does not contain any untrue
statement of a material fact or omit to state a material fact required to be stated therein or
necessary to make the statements therein in the light of the circumstances under which
they were made, not misleading.

Execution of the Official Statement
The execution and delivery of this official statement on behalf of the Borough by its
Chief Financial Officer has been duly authorized by the Borough Assembly.

/s/ Michael E. Lamb
Michael E. Lamb, CPA, CGFM
Chief Financial Officer
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FAIRBANKS NORTH STAR BOROUGH

Organization

The Borough is a second-class borough, incorporated in 1964 under the laws of the State
of Alaska. An organized borough is a unit of regional local government similar to a
combination of a county and a school district. A borough generally encompasses a large
geographical area and may include incorporated cities and fringe urbanized areas. All
areas of the State not within an organized borough constitute a single unorganized borough,
which is administered by the State.

Alaska has three classes of boroughs: first, second, and third. They differ in the
mandatory and optional powers and duties they assume. Each organized borough is also
a school district and is required to establish, maintain, and operate a system of public
schools on an areawide basis. Areawide functions are exercised by a borough both inside
and outside cities. Each organized borough is responsible for the property assessment
and collection of all property taxes levied within its boundaries. First- and second-class
boroughs are also responsible for areawide planning, platting, and zoning. Boroughs
differ from counties in most states in that the boroughs are not responsible for court and
state law enforcement functions, welfare, recording of deeds, or major highway
construction and maintenance, which are state responsibilities in Alaska.

The Borough’s governing body is a nine-member assembly. Assembly members are
elected at large for staggered three-year terms. The assembly elects one of its members
annually to serve as presiding officer. Assembly members are limited to two consecutive
three-year terms. The Borough’s chief executive officer is the mayor, who is elected for
a three-year term. The mayor has no vote, but may participate in assembly meetings,
introduce legislation and veto assembly actions. The mayor is also limited to two
consecutive three-year terms. The Borough is organized into administrative departments,
each supervised by a department head. A chief of staff, appointed by the mayor, serves as
the Borough’s chief administrator.

Luke Hopkins was elected Borough mayor in November 2009. Prior to being elected
Mayor, Mr. Hopkins served on the Borough Assembly from 2004-2009, serving as
Presiding Officer of the Assembly for two of those years.

Mr. Hopkins has served the Fairbanks community and the State in many capacities since
1974. He has served as Board Member and Secretary of the Alaska Gasline Port
Authority (AGPA), as Vice Chair and member of the Borough’s planning commission,
on the Vocational Education Task Force, on the Fairbanks North Star Borough (FNSB)
School District Recruitment Roundtable, on the Climate Change Task Force, on the
Policy Committee for the Fairbanks Area Metropolitan Transportation system, as board
member on the Alaska Municipal League, on the National Association of Counties Public
Lands Steering Committee, and as FNSB representative to ICLEI, a national organization
for local governments for sustainability

Michael Lamb is the chief financial officer (CFO) of the Borough. He received a degree
in Business Administration from the University of Washington and is a Certified Public
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Accountant and a Certified Government Financial Manager. He has over 19 years’
experience as a chief financial officer for municipalities and has served as the Borough’s
CFO for the last 11% years. Prior to that, for almost 9 years, Michael was the CFO for
the City of St. Paul, Alaska. He is very active in professional organizations and currently
serves as a Board Member and President of the Alaska Municipal League Investment
Pool and is chair for the Alaska Municipal League Revenue and Finance Legislative
Subcommittee. Michael is also a past president of the Alaska Government Finance
Officers Association.

Responsibilities

As a second-class borough, the Borough may acquire additional powers after voter
approval or, where authorized by statute, by adoption of an ordinance. Any areawide
power assumed by a borough must be exercised inside and outside cities.

Mandatory Areawide Responsibilities:
Assessment and tax collection

Education

Planning, platting, and zoning

Other Areawide Responsibilities Exercised by the Borough:

Air pollution control Libraries

Animal control Limited health and social services
Child care assistance Parks and recreation

Disaster and civil defense Public transportation

Emergency communications (enhanced 911) Solid waste disposal

Flood control

Areawide hospital powers have been voter approved; however, this power has not been
exercised except to previously provide conduit financing for the hospital.

The Borough also provides fireworks control, emergency medical services, and economic
development on a non-areawide basis, outside the cities of North Pole and Fairbanks, and
on an area-wide basis under a Memorandum of Understanding (MOU) with the two
cities. The Borough provides solid waste collection services outside of the City of
Fairbanks, which provides its own solid waste pick-up service.

The Borough may also establish service areas outside the cities either upon petition by
property owners or the introduction of an ordinance, followed by assembly and voter
approval. Service areas are smaller units within the Borough boundaries, created to
provide certain services or different levels of service. The Borough may levy additional
taxes within service areas and disburse them for payment for services within that area.
Service areas may be formed to provide any municipal service not otherwise exercised on
an areawide or non-areawide basis, such as road construction and maintenance, street
lighting, fire protection, and water and sewer service. Commissioners, appointed by the
mayor and confirmed by the assembly, oversee the affairs of service areas. The
administrative management is the responsibility of the Borough’s divisions of rural
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services and emergency management. The assembly approves service area budgets and
tax levies. There are currently over 100 service areas within the Borough.

Cities

The Borough includes two cities within its boundaries, Fairbanks and North Pole. The
cities provide complementary municipal functions within their boundaries. In Fairbanks,
these services include police and fire protection, emergency medical services, parking,
roads, and solid waste pick-up services. In North Pole, they include police and fire
protection, emergency medical services, roads, and water and sewer services.

Relation to the School District

One of the Borough’s mandatory duties is to provide for elementary and secondary
education. The Borough shares responsibility for the education system with the elected
school board. The Borough provides local funding and facilities, while the school board
provides management and operations. The Borough and school district each have their
own administrative and finance departments. The Borough’s public works department
manages the construction, renovation, and major maintenance of school facilities, in addition
to its own facilities.

By April 1 of each year, the school district adopts its annual fiscal year budget and
submits it to the Borough Assembly for approval of bottom line spending authority. One
revenue source in the school district budget is a lump-sum Borough appropriation. The
assembly is required to determine the minimum local funding within 30 days of receipt of
the school district budget. The assembly holds hearings on its own budget and
determines its appropriation for education, as part of the Borough’s annual operating
budget. Upon adoption of the budget, the assembly establishes the local property tax mill
rate to provide the funds required for Borough operation and the local contribution to
education.

The Borough assembly also approves the borrowing of funds and the issuance of bonds
for school projects. Debt incurred for the construction of school facilities is a Borough
responsibility. All land and school buildings are owned and accounted for by the
Borough and are provided to the school district without charge. Schools located on
military bases are operated by the school district through agreements with the State and U.S.
Department of Education. The Borough has assumed ownership of on-base schools.

17



FAIRBANKS NORTH STAR BOROUGH SCHOOL DISTRICT

Organization

The school district operates a public school system under a seven-member elected school
board pursuant to Title 14 Alaska Statutes (“AS”). The board also includes, as appointed
advisory voting members, a base representative from Eielson Air Force Base, a post
representative from Fort Wainwright, and a student representative. The superintendent of
schools carries out goals and objectives set by the school board. Other principal officials
of the school district include assistant superintendents of elementary instruction and
supervision, secondary instruction and supervision, facilities management, chief financial
officer, and departmental directors.

Responsibilities

The school board oversees the curricular and administrative functions of all schools
currently operating within the district, including schools located on Fort Wainwright and
Eielson Air Force Base. All schools are operated with a combination of local, state, and
federal funds.

Enrollment and Facilities

The following inset shows public school enrollments for the last seven school years as
provided by the school district. Enrollments include students at both in-town schools and
on-base schools. After dipping in 2007/08, student enrollments stabilized in 2008/09 and
increased in 2009/10. Data from the latest student counts show increases in both
kindergarten and first grade indicating a stabilization of student enrollment.

Fiscal Year Actual Projected
2003/04 14,593 15,080
2004/05 14,576 14,316
2005/06 14,516 14,588
2006/07 14,466 14,598
2007/08 14,103 14,443
2008/09 14,132 14,227
2009/10 14,402 14,348

The school district operates nineteen elementary schools, nine secondary schools, four
charter schools, a correspondence study program for both elementary and secondary
students, and various alternative programs. Three of those elementary schools and one of the
secondary schools are located on military installations.

The school district employs about 1,900 benefited employees.
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THE CONSTRUCTION PROGRAM

Proceeds of the Series M Bonds will be used for construction, renovation, and upgrade of
schools in the Borough, as summarized in Table 1 and described more fully below.

In October 2009, the voters approved a program for capital maintenance and upgrades to
school facilities throughout the Borough, including mechanical, lighting and sprinkler
system upgrades, roof repairs and replacements, and Americans with Disabilities Act and
other code required updates.

Table 1 W Fairbanks North Star Borough
School Construction Program

Estimated Project
Projects Project Cost Status
Approved in 2009
District-wide capital maintenance and upgrades at:
Weller Elementary School $2,200,000 Under design
Badger Road Elementary School 1,250,000 Under design
Salcha Elementary School 550,000 Under design
North Pole High School 4,850,000 Under design
Lathrop High School 3,100,000 Under design
Total $11,950,000

Source: Prepared by Bartle Wells Associates from information supplied by the Borough

= Lighting & Energy Efficiency Upgrades for Weller Elementary School: The
lighting, particularly in the classrooms, is deficient, does not meet code, and needs to be
upgraded as does the emergency lighting system. This includes ceiling replacement and
exterior lighting as needed. Energy saving lighting and control systems are included,
with potential electrical energy savings on the order of 20%.

= Refinish/Repair Building Exterior at Badger Road Elementary School: Includes
completely refinishing the exterior siding, replacement of deteriorated siding, and
replacing all windows and door penetrations of the main school buildings and all
outbuildings. This school is due for major exterior maintenance.

= Playground Upgrades for Salcha Elementary School: Replace non-code conforming
playground equipment, upgrade fall zones, and add ADA accessible play equipment.
Includes replacing concrete sidewalks and railings.

= Lighting & Energy Efficiency Upgrades for North Pole High School: The lighting
throughout the building is deficient, does not meet code, and needs to be upgraded. This
includes ceiling seismic bracing and exterior lighting as needed. Energy saving lighting
and control systems are included, with potential electrical energy savings on the order of
20%.

= Kitchen Upgrade for Lathrop High School: The Lathrop kitchen and most of its
equipment is well over 40 years of age and wearing out. The kitchen area was not
renovated during the general building upgrades completed in 1997. This work includes a
complete upgrade of the kitchen and replacement of all equipment. The kitchen may
have to be expanded to serve current needs.
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STATE AID TO EDUCATION

The State of Alaska has a central role in financing education. The State provides
assistance for school construction through both direct grants and partial
reimbursement of debt service on local bonds for State-approved school projects. The
State also provides aid to local school districts for operating expenses through the
public school foundation program.

School Debt Service Reimbursement

The State contributes to local school construction and related debt retirement through a
program created by the state legislature in 1970 under AS 14.11.100 (as amended), “State
Aid for Costs of School Construction Debt.” The program reimburses municipalities that
are school districts for a portion of the costs of school construction. State reimbursement
applies to debt service on locally issued voter-approved school bonds.

Funds to provide state aid to school construction must be appropriated to the school
construction account annually by the Alaska legislature. Appropriations may not always
be sufficient to fully fund the level of payments authorized by statute. If amounts in the
account are insufficient to fully fund the program in any year, the available funds are
distributed pro rata among the eligible local governments. Actual state reimbursements
have varied from year to year. Reimbursements have been 100 percent of entitlement in
each fiscal year since 1991/92.

Under the State’s program of debt service reimbursement for school construction, the
level of reimbursement eligibility has varied since the program began. Currently school
construction projects approved by DEED are eligible for 70 percent debt service
reimbursement. Other projects are eligible for 60 percent debt service reimbursement.
See Table 2 below for the level of reimbursement applicable to the Borough’s
outstanding bonds.

Costs of school construction eligible for reimbursement include the cost of acquiring,
constructing, enlarging, repairing, remodeling, equipping, or furnishing public
elementary, secondary, and other school buildings. Costs include the costs of financing and
carrying out the project, such as studies, surveys, plans, and specifications; architectural,
engineering, or other services; site acquisition, preparation, and development; financing costs
including bond interest; insurance; and fees and expenses of legal advisors, trustees,

financial advisors, depositories, and paying agents. Project costs may also include an
allocation of administrative and operating expenses of the recipient.

To obtain reimbursement, the Borough must provide DEED with an estimate of school-
related debt service expenditures for the upcoming fiscal year by October 15 of each
year. Claims must be supported by a statement from the paying agent of amounts paid by
the Borough in the current fiscal year. As each debt service payment is due, the Borough
transmits funds to the paying agent. The paying agent notifies the State, then the State
reimburses substantially all of the eligible amount. The State makes final payments on
August 1 of the fiscal year based on the availability of funds.
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In 2002 the Alaska State Legislature approved a special 100 percent reimbursement
eligibility for $4.5 million in projects for the Eielson Project under AS 29.60.700. These
Bonds were sold as a portion of the 2006 Series | General Obligation School Bonds and
the debt service on these projects is currently being met at 100%.

Borough Reimbursement Eligibility
Table 2 summarizes the Borough’s outstanding school bonds and their reimbursement
eligibility.

Table 2 B Fairbanks North Star Borough
Outstanding School Bonds as of February 26, 2010

Outstanding Final Reimbursement
Series Purpose Principal Payment Eligibility

19998 @ Schools $16,175,000 4/1/2019 0%-70%
2000C Schools 6,140,000  12/1/2020 70%
2001D Schools 6,005,000 2/1/2021 70%
2002E Schools 10,535,000 8/1/2022 70%
2003F Schools 10,435,000  10/1/2022 70%
2004G Schools 10,830,000  10/1/2023 70%
2005H Schools 11,195,000  10/1/2024 70%
2006 | Schools 8,650,000  11/1/2025 70%-100%
2007J Schools 10,865,000  11/1/2026 70%
2007K Refunding® Schools 7,925,000  11/1/2016 0%-70%
2008L Schools 10,495,000  11/1/2027 70%
2010M Schools 11,950,000 7/1/2029 70%
2010N Refunding © Schools 17,480,000  11/1/2017 0%-70%
Total $138,680,000

Source: Fairbanks North Star Borough Approved Budget FY 2009-10
1 - The 1999B bonds include about $959,000 used for a local match for state grants; 96.343% of
the principal and interest paid on these bonds is reimburseable at 70%; the balance is ineligible.
2 - The 2007K refunding bonds refunded the 1996 Series U bonds; 47.479% of the principal
and interest paid on these bonds is reimburseable at 70%; the balance is ineligible.
3 - The 2010N refunding bonds refunded the 1997 Series A bonds; 96.454% of the principal
and interest paid on these bonds is reimburseable at 70%, the balance is ineligible.

The Borough has thirteen issues of outstanding school bonds eligible for state
reimbursement, including the Series M and Series N Bonds. The Borough’s outstanding
bonds are eligible for reimbursement of between 0 percent and 100 percent. Of note:

= Approximately 96.343 percent of the Series 1999B bonds are eligible for
reimbursement at 70 percent.

= The entire Series 2000C, 2001D, 2002E, 2003F, 2004G, 2005H, 2007J, and 2008L
are eligible for reimbursement at 70 percent.

= Approximately 54 percent of the Series 20061 bonds are reimbursable at 70 percent;
the remaining 46 percent are eligible for reimbursement at 100 percent.
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= The debt service on 47.479 percent of the Series 2007K bonds is reimbursable at 70
percent.

= All projects funded by the Series M Bonds are eligible for the 70% DEED
reimbursement. The 70% DEED reimbursement is payable after application of the
45% Federal subsidy.

= The Series N Bonds refunded the Series 1997A Bonds, of which $1,250,000 of the
original $35,250,000 were for library purposes, which is payable solely by the Borough.
As such, approximately 96.454 percent of principal and interest payable on the Series N
Bonds is eligible for 70 percent reimbursement. The balance is ineligible for
reimbursement.

Table 3 summarizes the total annual debt service on outstanding bonds, estimated debt
service on the Bonds included in this issuance, reimbursement entitlement, and the net local
expense. Table 3 is presented on a cash flow basis, to project the net local cost to the
Borough’s taxpayers each year. Overall, the net local cost is about one-third of total annual
debt service.

Table 3 B Fairbanks North Star Borough
Debt Service Reimbursement Eligibility as of February 26, 2010

Weighted

Fiscal Outstanding Reimbursement Net Borough Reimbursement

Year Issues 2010M @ 2010N Total Entitlement Expense Percentage
2009/10 $14,227,830 $0 $0 $14,227,830 $9,360,369 $4,867,461 65.8%
2010/11 11,303,498 $0 2,615,463 13,918,961 9,151,390 4,767,570 65.7%
2011/12 11,331,954 1,354,296 2,621,563 15,307,813 10,109,716 5,198,096 66.0%
2012/13 11,319,305 745512 2,615,313 14,680,129 9,677,894 5,002,235 65.9%
2013/14 11,361,566 745376 2,635,381 14,742,323 9,708,756 5,033,568 65.9%
2014/15 11,372,443 749,168 2,621,000 14,742,610 9,714,671 5,027,939 65.9%
2015/16 11,444,955 751,409 2,598,250 14,794,614 9,732,565 5,062,050 65.8%
2016/17 11,495,328 757,077 2,546,625 14,799,029 9,724,862 5,074,167 65.7%
2017/18 10,124,584 766,156 2,511,250 13,401,990 9,265,959 4,136,031 69.1%
2018/19 10,154,530 768,399 0 10,922,929 7,592,689 3,330,240 69.5%
2019/20 8,094,700 774,352 0 8,869,052 6,208,336 2,660,716 70.0%
2020/21 8,138,461 784,505 0 8,922,966 6,246,076 2,676,890 70.0%
2021/22 6,705,954 794,096 0 7,500,050 5,250,035 2,250,015 70.0%
2022/23 6,728,224 798,111 0 7,526,335 5,268,435 2,257,901 70.0%
2023/24 4,529,826 816,424 0 5,346,250 3,742,375 1,603,875 70.0%
2024/25 3,506,104 823,969 0 4,330,073 3,031,051 1,299,022 70.0%
2025/26 2,503,423 819,148 0 3,322,570 2,325,799 996,771 70.0%
2026/27 1,758,200 831,741 0 2,589,941 1,812,958 776,982 70.0%
2027/28 855,040 833,092 0 1,688,132 1,181,692 506,440 70.0%
2028/29 0 828,424 0 828,424 579,897 248,527 70.0%
2029/30 0 832,966 0 832,966 583,076 249,890 70.0%

Totals $156,955,924 $15,574,219 $20,764,845 $193,294,988 $130,268,603 $63,026,385

1- Net payment after 45% Federal subsidy but before 70% DEED match

School Operating Aid

The State provides aid to local school districts for the payment of operating expenses under
the public school foundation program. The purpose of the foundation program is to provide
a uniform system of public school aid throughout the state. Under the program, the State
makes appropriations to districts and for centralized correspondence study programs. State
funding also includes contract fees for schools located at Fort Wainwright and Eielson Air
Force Base.
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Foundation funding for Alaska’s public schools represents the largest single
appropriation by the legislature each year. The State’s system of providing school
operating aid is based on a formula that is intended to equalize funding to school districts

around the State.
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BOROUGH FINANCES

The Borough’s accounting policies conform to generally accepted accounting principles
as applicable to governments. The annual financial report also conforms to applicable
provisions of the Alaska Statutes and the Borough’s Code of Ordinances. The Borough
has received the Government Finance Officers Association’s (GFOA) Certificate of
Achievement for Excellence in Financial Reporting for its comprehensive annual
financial report since 1991, except for 1993, and has received the GFOA Distinguished
Budget Award Presentation since 1990.

The school district is presented as a component unit in the Borough’s financial statement.
The school district issues a separate financial report which has also received the GFOA’s
Certificate of Achievement for Excellence in Financial Report every year since 1991.
Financial reports of both entities are audited annually by an independent certified public
accountant.

Funds and Accounts

The Borough’s basic financial statements are comprised of three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the
financial statements. The Borough’s fund financial statements and accounts are
organized on the basis of funds, each representing a separate accounting entity. The
Borough maintains three broad fund categories—governmental, proprietary, and fiduciary.
The Borough maintains its accounting records on a modified accrual basis for the
governmental funds and on the accrual basis for its proprietary funds and government-
wide financial statements.

Governmental funds are those through which most of the Borough’s governmental
functions are financed, and include the following fund types:

= General Fund: Accounts for all financial resources except those required to be
accounted for in another fund. Revenue is received from such sources as general
property taxes, intergovernmental revenues, and charges for services. Expenditures
are authorized in the annual budget and include administration, recreation, public
facilities, library, planning and zoning, and other areawide community activities.

= Special Revenue Funds: Account for the proceeds of specific revenue sources
provided by local taxation and State or Federal revenues that are legally restricted to
expenditures for specific purposes. Certain annual operating activities are conducted
with this fund type, usually on a geographical basis. These include solid waste
collection, emergency medical services, economic development, emergency
communication services (enhanced 911), and various service area functions.
Additional special revenue funds are used for multi-year, non-capital construction
projects funded by grants from the state, federal pass-through grants, federal grants,
and certain local funds and includes revenue from a trust that has designated the
Fairbanks North Star Borough Public Library as a beneficiary.
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Debt Service Fund: Accounts for the payment of interest, principal, and related
costs on general obligation debt. Debt service requirements are funded by the general
fund and by state reimbursements for school construction received through the
general fund.

Capital Projects Funds: Account for financial resources to be used for the
acquisition, construction, renovation, or major repair or maintenance of capital
facilities and assets.

The Borough’s proprietary funds include:

Enterprise Funds: Account for the Borough’s ongoing operations that are similar to
those conducted in the private sector. Enterprise funds include transportation, land
management program, solid waste disposal, and the John A. Carlson Community
Activity Center.

Internal Service Fund: Accounts for the financing of goods or services provided by
one department to other departments of the Borough on a cost-reimbursement basis.
The Borough’s vehicle and equipment replacements are funded and purchased
through the Vehicle and Equipment Fleet Fund.

The Borough’s fiduciary fund includes:

Agency Fund: Accounts for assets held for other governmental units. These are
custodial funds. The agency fund is used to account for taxes collected by the
Borough for the two cities located within the FNSB boundaries.
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General Fund Financial Information

Table 4 summarizes the general fund revenues, expenditures, and changes in fund balance
for the past five fiscal years. The Borough’s largest combined source of general fund
revenue is taxes, totaling $82.3 million in 2008/09 and accounting for 85 percent of general
fund revenue. Tax revenue includes tobacco taxes collected areawide and hotel-motel
and alcohol taxes collected outside the City of Fairbanks and the City of North Pole. The
balance of tax revenue is from property taxes.

Table 4 B Fairbanks North Star Borough
General Fund Revenues, Expenditures, and Change in Fund Balance

2004/05 2005/06 2006/07 2007/08 2008/09

Revenues
Taxes $69,565,848 $73,746,922 $79,119,557 $82,560,500 $82,268,806
Intergovernmental revenues 12,328,741 13,676,229 14,370,392 12,389,669 10,647,858
Charges for services 1,340,993 1,314,225 1,325,144 1,492,060 1,433,299
Other revenues 1,881,034 3,873,637 5,491,974 5,490,453 2,496,515
Total revenues $85,116,616 $92,611,013 $100,307,068 $101,932,682 $96,846,478
Expenditures
General government $9,678,631 $10,822,721 $11,598,270 $11,936,192 $12,412,136
School district 36,545,700 38,022,700 40,022,700 42,222,700 44,222,700
Community planning 1,348,512 1,529,291 1,714,293 1,870,234 1,679,291
Public works 3,284,743 3,686,299 3,962,569 4,522,013 4,899,169
Parks and recreation 4,726,082 5,156,001 5,623,455 6,076,031 6,398,281
Library 3,385,302 3,733,846 4,207,605 4,481,792 4,704,807
Emergency Services 1,438,477 1,524,988 1,706,389 1,863,856 1,883,822
Capital outlay 363,367 363,635 350,658 400,891 371,553
Total expenditures $60,770,814 $64,839,481 $69,185,939 $73,373,709 $76,571,759
Transfers In (Out) ® ($22,595,785) ($27,158,176) ($24,276,963) ($29,121,283) ($22,547,543)
Excess (deficiency) of revenues

over expenditures & transfers $1,750,017 $613,356 $6,844,166 ($562,310) ($2,272,824)
Fund balance, July 1 $16,963,772 $18,123,945 $18,737,301  $25,581,467 $25,019,157
Adjustments (589,844) - - - -
Fund balance, June 30 $18,123,945 $18,737,301 $25,581,467 $25,019,157 $22,746,333

Source: Fairbanks North Star Borough Comprehensive Annual Financial Reports
Totals may not add due to rounding.
1- Includes transfer to debt service fund.

In 2008/09, intergovernmental revenues amounted to $10.6 million. This included
approximately $9.4 million in state reimbursement of school debt service. The State’s
reimbursement for school construction is discussed elsewhere in this official statement,
under the heading “State Aid to Education.”

The general fund’s contribution to education in 2008/09 was $44.2 million, and is shown
as an operating expenditure. The general fund contribution to debt service was $14.2
million, of which $9,440,605 (or about 67 percent) was reimbursed by the State, and is
included as a portion of the transfers in and out.

Table 5 summarizes the 2009/10 general fund budget. The Borough’s general fund budget
totals $109.3 million. Taxes (not including alcohol and tobacco taxes) are the largest
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revenue source and account for about 75 percent of budgeted general fund revenues.
They consist primarily of areawide property taxes. Various categories of state aid, of
which school construction reimbursement is the largest, make up another 10 percent of

general fund revenues.

Table 5 B Fairbanks North Star Borough
Approved General Fund Budget FY 2009/10

2009/10
Revenue Sources
Taxes $82,256,092
State and federal revenues 10,440,610
Alcohol and tobacco taxes 2,355,800
Charges for services 1,418,910
Intragovernmental charges 5,667,670
Other local revenue 55,000
Interest earnings 1,802,510
Contribution from fund balance and transfers 5,300,000

Total general fund revenues

Expenditures and Other Financing Uses

Mayor and assembly $2,682,410
Law 1,008,500
Assessing 2,586,390
Community planning 2,047,110
Computer services 3,572,590
Education 45,522,700
Emergency operations 2,260,850
Financial services 3,249,750
General services 1,484,940
Human resources 2,938,930
Library services 5,358,380
Parks and recreation 6,883,430
Public works 7,538,900
Nondepartmental 389,740
Intergovernmental charges 128,850
Total operating expenditures $87,653,470
Contributions/Transfers to Other Funds

Capital projects $516,450
Debt service 14,154,520
Other transfers 6,461,432
Total contributions/transfers $21,132,402
Contribution to fund balance $510,720

Total expenditures and contributions

$109,296,592

5109206502

Source: Fairbanks North Star Borough 2009/10 Approved Budget

The Borough has budgeted operating expenditures of $87.7 million. Education
expenditures, at $45.5 million, are approximately 52 percent of total operating
expenditures. The balance of general fund expenditures consists of contributions to other
funds. The contribution to debt service is $14.2 million.
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Table 6 shows the general fund balance sheet as of June 30, 2005 through 2009.

Table 6 W Fairbanks North Star Borough
General Fund Balance Sheet, June 30

2005 2006 2007 2008 2009

Assets
Equity in central treasury cash $20,295,791  $20,209,282  $29,892,638  $29,779,652 $30,795,162
Taxes receivable 2,300,767 2,446,764 2,378,449 2,531,187 2,099,818
Accounts receivable 25,095 49,507 65,563 2,541,963 38,946
Accrued interest receivable 337,163 399,510 269,838 252,457 44,728
Interfund receivables 1,359,168 2,297,550 852,600 732,065 2,838,613
Due from governmental agencies 576,496 508,274 116,638 566,812 592,191
Other assets 1,211,712 2,361,817 1,450,975 136,692 101,773
Total assets $26,106,192  $28,272,704  $35,026,701  $36,540,828 $36,511,231
Liabilities and Fund Balance
Liabilities
Accounts payable $658,466 $590,932 $613,005 $784,880 $958,821
Wages and payroll taxes 622,226 692,207 944,033 876,877 960,017
Accrued self-insurance losses 513,367 590,613 749,036 980,138 953,746
Due to school district 1,620 0 880 4,208 136
Deposits from others 142,406 159,241 273,119 223,114 192,414
Deferred revenues 1,687,590 1,804,718 1,695,081 1,755,483 1,443,048
Advance tax payments 4,356,570 5,697,691 5,170,081 6,896,972 9,256,715
Total liabilities $7,982,245 $9,535,402 $9,445,235  $11,521,672 $13,764,897
Fund Balance:
Reserved for encumbrances $247,848 $223,860 $401,549 $286,354 $233,114
Reserved for deposit 1,060,880 2,221,672 1,345,000 0 0
Unreserved, designated for:

Compensated absences 1,487,591 1,534,592 1,662,378 1,700,187 1,772,713

Self-insurance losses 1,500,000 1,500,000 1,500,000 1,500,000 1,500,000

Net unrealized gains 0 0 281,029 93,833 0

Subsequent year's expenditures 833,000 1,000,000 2,413,373 3,773,030 4,800,000

Tax or retirement system relief 0 0 523,033 0 0

Pipeline assessment 0 0 392,000 0 0
Unreserved, undesignated 12,994,626 12,257,177 17,063,104 17,665,754 14,440,506
Adjustment due to restatement 0 0 0 0 0
Total fund balance $18,123,945  $18,737,301  $25,581,466  $25,019,158 $22,746,333
Total liabilities and fund balance $26,106,192  $28,272,704  $35,026,701  $36,540,828 $36,511,231

Source: Fairbanks North Star Borough Comprehensive Annual Financial Reports

Totals may not add due to rounding.

Assessed Valuation and Property Taxes
Under State law, the Borough is required to assess property at 100 percent of its true
market value as of January 1 of each year, with minor exceptions. The Borough assessor
assesses taxable real property within the Borough, except for oil and gas pipeline-related
property. Oil and gas pipeline-related property is assessed by the State, but is subject to
the property tax levied by the Borough.
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Table 7 shows the Borough’s certified real property assessed valuation from 2005
through 2009. The Borough’s 2009 tax year assessed value, before exemptions, is about
$8.0 billion, which represents an increase of 5.1 percent from 2008, and 39.1 percent
since 2005.

Table 7 B Fairbanks North Star Borough
Assessed Valuation History (000)

Within Outside Pipeline- Borough Percentage
Tax Year Cities Cities Related* Total Increase
2005 2,005,314 3,458,998 275,303 5,739,614 9.5%
2006 2,215,277 3,824,480 377,800 6,417,557 11.8%
2007 2,401,474 4,272,548 369,500 7,043,522 9.8%
2008 2,556,379 4,531,221 508,805 7,596,405 7.8%
2009 2,665,997 4,622,128 694,078 7,982,203 5.1%

Source: Fairbanks North Star Borough 2009/10 Approved Budget

1- Full value, before exemptions
*Assessed by state.

Alaska law provides for both optional and mandatory property tax exemptions. Senior
citizens, disabled veterans, and widows/widowers receive mandatory exemptions of up to
$150,000 of assessed valuation. An exemption for 20 percent of the assessed valuation
of residential property, up to a maximum of $20,000 per residence, is permitted under
State law if locally adopted. The Borough has adopted this exemption. In its 2002
legislative session, the Alaska Legislature approved additional optional exemptions of
$10,000 per residence for certain types of lands and landowners starting in 2004. These
exemptions have also been adopted and apply to primary residential properties owned by
volunteer EMS medics and firefighters. Other local exemptions include personal
property, economic development, and senior citizens housing. For tax year 2009, the
estimated optional residential and fire exemptions totaled $285 million; mandatory
exemptions totaled $471million.
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The Borough’s 2009 estimated net taxable assessed value (NTAV) is $7.226 billion as
shown in Table 8.

Table 8 B Fairbanks North Star Borough
Estimated Assessed Valuation, 2009

Borough assessor's full value $7,982,203,416
Less:
Mandatory exemptions (471,282,203)
Optional residential exemptions (284,635,550)
Borough net taxable assessed value (NTAV) $7,226,285,663

Source: Fairbanks North Star Borough 2009/10 Approved Budget

Property owners are notified during each February of their assessments as of January 1. The
Borough’s board of equalization annually hears assessment appeals during the month of
April. Tax rates are established by the Assembly before June 15, following the adoption of
the Borough budget. Current taxes levied on real property are due and payable on July 1 of
each year, but may be paid in two equal installments on September 1 and November 1
without incurring penalties or interest.

Delinquent taxes carry a penalty of 10 percent plus interest at 8 percent per year. The
foreclosure process for delinquent taxes begins approximately three months after the
second half due date in each taxing year. Under Alaska law, properties with delinquent
taxes are awarded to the Borough when a foreclosure judgment is filed. Delinquent
property owners have one year from the filing date to redeem their property.
Unredeemed property may be sold to recover the collection costs, taxes, interest and
penalty due. Title is transferred to the Borough by tax deed prior to the annual
foreclosure sale.

Largest Taxpayers

About 90 miles of the Trans Alaska oil pipeline and a pumping station are located within
the Borough. The Alyeska Pipeline Service Company, the primary owner of pipeline
assets with a local assessed value of $508 million (tax year 2008), is thus the Borough’s
largest taxpayer. The pipeline’s valuation has increased significantly since 2007, in
response to a change in valuation from a tariff-based approach, which no longer reflected
the pipeline’s true value, to a cost-based approach. The pipeline’s estimated assessed
valuation within the Borough is about 6.7 percent of the Borough’s total assessed
valuation of $7.596 billion in tax year 2008.
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Table 9 shows the Borough’s ten largest commercial/industrial taxpayers for 2008, the
last year for which data is available. Together they account for 15.5 percent of total

assessed valuation, a slight increase from 13.6 percent in 2007.

Table 9 B Fairbanks North Star Borough
Largest Commercial/Industrial Taxpayers, 2008

Assessed Percent of
Valuation Borough
Taxpayer Type of Property (000) Total

Alyeska(l) Qil transportation $508,805 6.70%
Fairbanks Gold Mining (Fort Knox) Mining 220,039 2.90%
Flint Hills Resources @ Qil refining 152,142 2.00%
Doyon Utilities Utilities 87,600 1.15%
Alaska Communications Systems Communications 50,898 0.67%
GCI Cable Fairbanks Utillities 39,062 0.51%
Westmark Hotel Hotel 33,257 0.44%
Wal-Mart Stores Shopping center 32,780 0.43%
Alaska Hotel Properties, Inc. (Princess)  Hotel 27,754 0.37%
HEBL Housing (Eielson AFB) Military housing 25,043 0.33%
Total $1,177,380 15.50%

Source: Fairbanks North Star Borough Comprehensive Annual Financial Report 2008/09

1- Assessed value set by state
2- The former Williams Alaska Petroleum.

Tax Rates

Table 10 shows the tax rates levied by the Borough and its two cities for the last five

years.

Table 10 W Fairbanks North Star Borough
Ad Valorem Tax Rate History
Mills per $1,000 Assessed Value®

Non- Solid Waste City of City of

Tax Year Borough  Areawide® Collection® Fairbanks North Pole
2005 13.219 0.425 1.167 6.804 3.000
2006 12.923 0.418 1.150 6.700 3.000
2007 12.209 0.409 1.126 6.594 3.000
2008 11.287 0.400 1.103 5.991 3.000
2009 11.186 0.393 1.121 5.927 3.000

Source: Fairbanks North Star Borough 2009/10 Approved Budget
1 - Rates do not include service area levies.

2 - Outside the cities of Fairbanks and North Pole.

3 - Includes area outside the City of Fairbanks.

The Borough’s 2009 areawide tax rate is 11.186 mills per $1,000 of assessed valuation.
An additional 0.393 mills is levied on property outside the cities for ambulance service
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and economic development (non-areawide). 1.121 mills is levied outside the City of
Fairbanks for solid waste collection. Properties outside the cities may also be included in
service areas and subject to service area taxes. The city tax rates are 5.927 mills in
Fairbanks and 3.000 mills in North Pole.

Table 11 shows total tax rates in the cities and outside, exclusive of service area taxes.
Areawide taxes levied for debt service on the Borough’s school and library bonds are
shown separately. They are included in the Borough’s mill rate of 11.186.

Table 11 ® Fairbanks North Star Borough
Total Tax Rates, 2009/10
Mills per $1,000 of Assessed Value

City of City of Outside

Fairbanks North Pole Cities™
Borough areawide, excluding debt service 10.531 10.531 10.531
Borough debt service
School bonds 0.641 0.641 0.641
Library bonds 0.014 0.014 0.014
Total debt service 0.655 0.655 0.655
Total Borough areawide 11.186 11.186 11.186
City of Fairbanks 5.927
City of North Pole 3.000
Solid waste pick-up @ 1.121 1.121
Non-areawide 0.393
Total” 17.113 15.307 12.700

Source: Fairbanks North Star Borough 2009/10 Approved Budget
1- Does not include service area tax rates.
2- Fairbanks provides its own solid waste pick-up service.
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Tax Levies and Delinquencies

Table 12 shows property tax levies and current and delinquent collections for the
Borough from 2004/05 through 2008/09. The Borough’s total tax levy includes taxes
levied on property which is exempt from property taxes. The net tax levy excludes local
optional residential and State-mandated property tax exemptions for senior citizens,
disabled veterans, and widows/widowers. In 2008/09, the Borough’s current tax
collections were $77.5 million. Total collections, including delinquent taxes, totaled
$76.6 million, or 98.8 percent of the net current year levy. As protection against
potential tax delinquencies, the Borough includes a delinquency allowance of two percent
of the taxes on taxable property when estimating its property tax revenues for budget
purposes.

The Borough collects property taxes for the Borough and for the cities of Fairbanks and
North Pole. Taxes collected on behalf of the cities are transmitted as collected to the cities.
These are not included in Table 12, nor are the Borough taxes collected on a non-areawide,
solid waste collection district, or service area basis.

Table 12 ® Fairbanks North Star Borough
Areawide Property Tax Levies and Collections

2004/05 2005/06 2006/07 2007/08 2008/09

Net tax Ievy(l) $65,291,295 $69,496,812 $74,585,658 $77,656,254 $77,538,492
Current tax collections 64,576,590 68,689,017 73,722,859 76,752,199 76,584,066
Collections in subseguent years 639,465 755,358 695,142 405,500 -
Total collections® $65,216,055 $69,444,375 $74,418,001 $77,157,699 $76,584,066

Current year, percent of
net levy collected 99.88% 99.92% 99.78% 99.36% 98.77%

Source: Fairbanks North Star Borough Comprehensive Annual Financial Report 2008/09

Totals may not add due to rounding.

1- Areawide taxes levied by Borough only, net of excluded state-mandated and local property
tax exemptions.

2- Excludes penalty, interest, legal fees, and collections for other governmental units.

Bonded Indebtedness

Under Alaska law, the Borough may issue general obligation bonds, revenue bonds, and
assessment bonds. Only general obligation bonds are currently outstanding. General
obligation bonds may be issued without limitation upon approval by a majority of
Borough voters. There are no constitutional or statutory debt limitations under Alaska
law.
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Table 13 shows the Borough’s outstanding direct bonded debt as of February 26, 2010.
All of the Borough’s outstanding bonds have been issued for school construction, except
a portion of the Series N Bonds, which refunded the 1997 Series A bonds. The 1997
Series A Bonds included $1.25 million to finance an addition to and renovation of the Noel
Wien Library.

As of February 26, 2010 total gross direct debt, including the Bonds, is $138.680 million.
Table 13 also shows direct and total Borough debt in relation to the Borough’s net
taxable assessed valuation (NTAV). As Table 13 shows, $93.462 million of the
Borough’s direct debt (67 percent) is eligible for state reimbursement. The underlying
debt applies only to property owners in the Cities of Fairbanks and North Pole, which
represent 35 percent of Borough total NTAV.

In addition to the debt included in Table 13, the Borough has outstanding leases totaling
$1.006 million.
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Table 13 B Fairbanks North Star Borough
Direct and Underlying Bonded Debt

Percent
Applicable 2/26/2010

Direct Debt
Outstanding school and library bonds 100% $109,250,000
Series M Bonds 100% 11,950,000
Series N Bonds 17,480,000
Total gross direct debt 138,680,000
Less: School bonds eligible for state reimbursement (93,461,554)
Total net direct bonded debt $45,218,446
Direct and Underlying Debt
Underlying debt:

City of Fairbanks 100% $6,280,000

City of North Pole 100% 1,303,422

Solid waste enterprise fund loan 100% 2,524,253

Less: City of Fairbanks bonds eligible for state reimbursement 100% (3,260,000)
Direct debt 138,680,000
Total gross direct and underlying debt 145,527,675
Less: School bonds eligible for state reimbursement (93,461,554)
Total net direct and underlying bonded debt 52,066,121

Percent of
Taxable

Ratio of Direct Debt to Assessed Value
Gross $138,680,000
Net 45,218,446

Assessed Value
$7,226,285,663

1.92%
0.63%
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Table 3 in the section entitled “State Aid to Education,” shows total debt service on a
fiscal year basis for all outstanding Borough bonds, including the Bonds. The Borough
has paid all bond interest and principal promptly when due. Tables 3 and 13 also display
the effect of state reimbursement on the Borough’s debt service payments. With full
funding of the debt service reimbursement program, the Borough’s net local cost will be
about one-third of its total annual debt service through the life of the Bonds.

Borough Tax Limitation

At the October 1987 regular election, Borough voters approved a tax cap proposition,
which voters must renew every two years to avoid legislative action. In October 1996,
Borough voters approved a change in the property tax cap to require inclusion of other
tax revenues within the tax cap computation and to require publication of tax cap
computations by May 31 of each year. This measure limits the amount of taxes that the
Borough can levy to the prior year’s tax levy with certain permitted adjustments. Voters
have re-approved this measure every two years, most recently in 2008. The prior year’s
total taxes levied can be adjusted to:

= pay debt service on bonds;

adjust for increases due to inflation as measured by the Consumer Price Index-
Anchorage;

account for new construction and property improvements;

pay for new services approved by the voters;

pay for legal judgments against the Borough; and

pay for expenses in emergencies.

The 2009/10 budget is $6,819,628 below the areawide maximum property tax. Under the
current tax cap, one year’s actual tax levy is the beginning basis for the following year’s
limit. Levying less than the full amount permitted reduces future caps, except for
amounts used from fund balance that were designated as tax reductions for one year.

Budgetary Process

The budget process includes several steps, starting with the submission of initial budget
recommendations from Borough departments to the mayor, who reviews the submissions
and makes changes. According to Borough ordinance, the mayor’s recommended budget
must be presented to the assembly on or before the first Thursday following April 1 of
each year. At least one public hearing must be held. The assembly adopts the budget and
appropriates funds by passing an appropriating ordinance by May 31. In addition to its
Comprehensive Annual Financial Report awards, every year since 1989/90, the Borough
has been awarded the GFOA Distinguished Budget Award Presentation for its annual
budget document. In order to receive this award from GFOA, a governmental unit must
publish a budget document that meets program criteria as a policy document, an
operations guide, a financial plan, and a communications device.
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Fiscal Policies
The Borough manages its finances in compliance with a variety of Assembly-adopted
fiscal policies, including the following:

Operating Budget Policies

All general government current operating expenditures are to be paid from current
and from excess revenues. The Borough will avoid budgetary and accounting
procedures that balance the current budget at the expense of meeting future years'
obligations. The use of one-time revenues for on-going operations will not be
encouraged.

All budgetary procedures will conform to existing state law and FNSB Code.

The budget development process will examine and effect changes in program
delivery responsibilities or management to improve productivity, lower costs,
enhance service, and further communication with the public.

Where appropriate, the Borough's Boards and Commissions will be encouraged to be
involved in the planning, programming, and budgeting process in order that the
annual budget best reflects the current requirements of the Borough residents.

The Borough's annual operating budget is to reflect known salary and benefits
adjustments.

The Borough will maintain a budgetary control system to ensure adherence to the
budget and will prepare monthly reports comparing actual expenditures to current
appropriations.

As is practical, the various taxing jurisdictions, special functions, and operating and
capital grant projects will be charged for the services received from general
government.

. If it becomes apparent that revenue shortfalls or extraordinary expenses will create a

deficit, efforts will be made first to reduce the deficiency through budgetary
management techniques. On an exception basis and not depleting the fund balances
to an inappropriate level, the use of existing reserve funds may be recommended to
cover revenue shortfalls.

Debt will not be used to cover current operating expenses.

The Borough is expected to continue its scheduled level of facility maintenance and
replacement of its facilities and equipment in order to maintain its facilities and
equipment in good operating condition.

Revenue Policies

The Borough will attempt to develop a diversified and stable revenue system to
shelter it from short-run fluctuations in any one revenue source.

The Borough will aggressively seek Federal and State grants, with a target emphasis
to capital improvements funding.

The voter approved tax limitation (tax caps) will be conservatively applied.
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. Additionally, whenever possible, other revenue sources will be designed or modified

to include provisions to automatically allow the collections to grow at a rate that
keeps pace with the cost of providing the service.

The Borough will endeavor to pursue that the Borough receives a fair proportion of
all State shared taxes and revenue.

The Borough will take all cost-effective actions available to collect delinquent
revenues.

The Borough will set fees and rates for each enterprise fund (e.g. Transportation -
except Transit Operations, Community Activity Center, Land Management, and Solid
Waste Disposal), at a level that as fully as possible supports the total direct, indirect,
and capital costs of the activity.

. Investment income, including interest earnings, is allocated to the funds and accounts

provided for in the FNSB Code on the basis of cumulative, month-end cash equity
balances.

Reserve Policies

Adequate reserves shall be maintained for all known liabilities, including employees’
leave liabilities, workers' compensation liabilities, and self-insured retention limits.

The Borough will endeavor to maintain a reserve in each operating fund to cover cash
flow requirements, normal variance in revenue and expenditure estimates, abnormal
variance in state revenue estimates versus state appropriations, potential for
unreserved litigation expenses and judgments, and expenditures of an emergency
nature. The target amount of reserves for operating funds with expenditure levels in
excess of $500,000 is 7 to 10 percent of the prior year’s expenditure level
(approximately one month’s cash flow); the target amount for each operating fund
with expenditure levels of less than $500,000 is 20 percent of the prior year’s
expenditure level (approximately 90 days’ cash flow).

The amount of the reserve requirement will be reviewed annually and may be
increased by the amount necessary to meet future identified, one-time, and specific
expenditures requiring the accumulation of funds over a given period

1VV. Debt Policies

A

B.

Tax and revenue anticipation borrowing shall be consistent with state and federal
laws and regulations.

Under Alaska law, the Borough may issue general obligation bonds, revenue bonds,
and assessment bonds. To date, it has issued only general obligation bonds. General
obligation bonds may be issued without limitation upon approval by a majority of
Borough voters. There are no constitutional or statutory debt limitations under
Alaska law, but the voters must approve all general obligation debt.

The issuance of long-term debt will be only for construction and acquisition of land,
capital improvements, or equipment when the useful life of the asset will exceed the
term of the debt.

Debt financing will not be considered appropriate for current operating or
maintenance expenses or for any recurring purposes.
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D. Debt financing based on a projects revenue generating capacity will be used only
when the project revenues or other identified revenue sources are sufficient to service
the debt.

E. The Borough will endeavor to consolidate small debt issues or financing of
equipment through lease-purchase financing to the maximum extent possible in order
to obtain the lowest market rate of interest.

F. When the Borough obtains debt financing on behalf of or benefiting a third party (as
with a special assessment district) such debt will be issued in conformance with
existing Borough priorities and policies without contingent liability of the Borough
and with all costs of issuance and administration fully reimbursed. When the
Borough obtains debt financing on behalf of or benefiting a third party (non-borough
entity), the Borough will charge a debt issuance fee to cover the cost of the
administrative time required in preparation of the issuance, in addition to the cost of
issuance.

G. The Borough's preference is to issue fixed-rate long-term debt with level debt service.
Other debt service structures may be considered if an economic advantage is
identified for a particular project. The Borough's preference is to place the debt
through a public bid process. It is recognized that a sale through negotiation may be
considered due to fluctuating market conditions, time constraints, size, or nature of
the issue.

H. The Borough will actively endeavor to maintain a minimum bond rating objective for
all debt issues in a Moody's and Standard & Poor's rating of A or better. Credit
enhancements will be used to achieve higher ratings when there is an economic
benefit.

Investments and Investment Practices

The Borough invests its ending daily cash balance in accordance with an overnight
repurchase agreement, which normally results in a zero bank balance. The overnight
repurchase agreement is collateralized by securities held in the Borough's name.

Borough Code Section 3.04 specifies the following authorized investments and maximum
maturity schedule:

» U.S. Treasuries - 5 years;

= other obligations of the U.S. Government or its agencies and instrumentalities - 5 years;

= repurchase agreements of securities specified above, subject to qualification of the
financial institution and specified margin requirements - 5 years;

= collateralized certificates of deposits and other deposits - 5 years;

= bank or credit union deposits insured by FDIC, NCUA, or FSLIC - 5 years;

= bonds or notes of any state or political subdivision thereof, rated A or higher - 5
years;

= prime commercial paper graded A1/P1 or higher - 270 days;

= prime bankers acceptances of the fifty largest international banks - 180 days;

= money market mutual funds consisting entirely of instruments specified above,
maturity date not applicable; and
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= the Alaska Municipal League Investment Pool, Inc., created in accordance with AS
37.23.020.

The Borough’s Code also establishes an Investment Advisory Committee, composed of
at least five members serving three-year terms. Members cannot be elected officials or
Borough employees, and neither Investment Advisory Committee members nor members
of their immediate families, can be an officer, director, employee, or have a substantial
financial interest in any financial institution listed on the Borough's qualified bidders list.

The Committee reports annually to the assembly on the status of the Borough's
investment program, its compliance with Borough Code Section 3.04, and the outlook for
future investments. The Committee makes recommendations and suggestions to the
mayor and assembly for the conduct and improvement of the Borough investment
program. The Committee also consults with the mayor concerning the adoption of
administrative procedures and internal controls needed to implement the investment
code.

Risk Management and Insurance

The Borough’s risk management program includes both the Borough and the School
District. The program employs a combination of insurance provided by commercial
carriers, and self-insured retention amounts. Commercial insurance with small
deductibles is secured for the following coverages: auto, general liability, and property
for fire service areas; general liability for road and street light service areas; physical
damage to Borough vehicles; employee life insurance; and employee fidelity bonds. The
program self-insures some portion of the following risk exposures: employee and
dependent medical, auto and general liability, workers’ compensation, errors and
omissions/public officials, property, and employment practices. Commercial insurance
has also been obtained for excess coverage above self-retention limits for all risk
exposures except environmental. Settled claims have not exceeded commercial coverage
in any of the past four fiscal years.

From July 2000 through June 2004, the Borough was a member of the Alaska Municipal
League Joint Insurance Association (AML/JIA), a public entity risk pool formed to
provide pooled property and liability insurance coverage to AML members. Commercial
insurance as described above has replaced this insurance. The AML/JIA has the option
of requiring supplemental contributions from its members if annual contributions and
other income are not sufficient to cover AML/JIA’s aggregate pooled losses and
expenses for any coverage year. Due to the Borough’s high self-insurance threshold
levels, the Borough has reduced exposure to any supplemental contributions. No
supplemental contributions have been required of members in the last four fiscal years.
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Management Discussion

The Borough has consistently funded a Facilities Maintenance Reserve Fund, a sinking
fund for facilities maintenance. The Borough maintains over three million square feet of
facilities in an extreme environment. Using annual revenues and reserves from this fund
the Borough is able to complete outstanding maintenance requirements. About $28
million has been deposited in the fund since its creation in 1999. The reserve currently
has approximately $1.6 million available for appropriation to facility maintenance.

The Borough also created a Vehicle and Equipment Fleet Internal Service Fund (VEFF)
within the Transportation Department in 1999 to serve as a revolving fund for vehicle
and equipment replacement. The fund has stabilized annual cash requirements and has
allowed the Borough to keep its fleet of vehicles and equipment in a well-maintained
state in a cost effective manner. Further, the VEFF program allows for better cost
allocations to Borough functions, thus improving management decision-making. In 2004
the Borough created the Asset Replacement Reserve Fund (ARRF). The purpose of
ARRF is to fund replacement of equipment and host-based software during the fiscal year
that was not otherwise specifically budgeted. About $1.7 million has been deposited in
this fund since its creation.

Though the Borough annually issues over 800 W-2’s to its entire workforce, it currently
employs about 412 benefit eligible people, of which approximately 80 percent are
covered by collective bargaining units. Current agreements are valid through June 30,
2012.

Substantially all regular employees of the Borough and of the School District component
unit are either members of the Alaska Public Employees' Retirement System (PERS) or
the Alaska Teachers' Retirement System (TRS). PERS consists of a defined benefit plan
(Tiers I, 1, and I11) and a defined contribution plan with a component of defined benefit
post-employment healthcare (Tier 1V). The defined benefit plan is closed to new
members. Eligible employees who first enter PERS after June 30, 2006 participate in the
defined contribution plan. Contribution and benefit provisions for both plans are
established by State law and may be amended only by the State Legislature.

In April 2008, State legislation was enacted changing the PERS defined benefit plan from
a single agent, multiple-employer plan to a cost-sharing, multiple-employer plan.
Effective July 1, 2008, the employer contribution rate is statutorily set at the greater of
22.00 percent or the actuarially determined normal cost rate. When the 22.00 percent
exceeds the normal cost rate, the excess is applied to the past service liability of the plan.
The legislation was enacted to correct a current under funded status.

The Borough is in compliance with all applicable, effective Governmental Accounting
Standards Board statements with issuance of the FY 2009 comprehensive annual
financial report. The Borough received the GFOA Certificate of Achievement for
Excellence in Financial Reporting for its comprehensive annual financial report for the
fiscal year ended June 30, 2008.
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During the current national and global recession, the Borough’s economy, while showing
some signs of strain, continues to hold its own. The new Mayor is actively engaged with
Borough issues and is proactive in encouraging employment, business, and economic
development.

The Borough continues to be the service center for northern and interior Alaska.
Commercial construction in 2008-09 included three hotels (two in Fairbanks and one in
North Pole) and a Sports Authority store.

A gold find at Livengold (north of Fairbanks) is deemed to be one of the largest new
discoveries in the world in the past decade. A mine there could be operational in five to
six years. In addition, Ft. Knox gold mine bucked the nationwide trend and forged ahead
on major exploration and expansion projects this last year.

While BP and Conoco Philips chose to redirect their current interests from Alaska oil,
citing concerns over the voter approved change in taxation, Exxon Mobil began
exploration drilling at the Point Thompson gas field in December 2009. If successful,
the firm estimates it could begin producing gas from the wells in 2014.

As the nation looks at alternative energy sources, Alaskans have been looking at its rich
resources. Natural gas, propane, coal, geothermal power, and wind power are some of
the areas of greatest interest and funding. Denali Education Center in Denali Park
became a test site for using a solar thermal system to heat water and reduce fossil fuel
consumption. Alaskans’ energy costs are very high and the need to reduce the costs is
important for individuals and businesses. The University of Alaska has received $4.6
million for geothermal research. Chena Hot Springs, 50 miles northeast of Fairbanks, has
become a hub for researchers to see how a resort can be self-contained energy-wise, by
using geothermal technology.
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SCHOOL DISTRICT FINANCES

The school district is included as a component unit in the Borough’s Comprehensive
Annual Financial Report and issues its own Comprehensive Annual Financial Report to
ensure compliance with DEED and Borough audit requirements. The school district’s
financial reports have received awards for excellence in reporting from both the
Government Finance Officers Association and the Association of School Business
Officials (since 1991). The school district must adhere to specific reporting procedures
in order to receive revenue under the state foundation program.

The school district accounts for all funds using the modified accrual basis with the
exception of its risk management internal service fund, which is accounted for on a full
accrual basis, in accordance with generally accepted accounting principles. The school
operating fund accounts for all revenues and expenditures applicable to the district’s
general operations, and the special revenue funds account for legally restricted revenue.
The school district only accounts for capital projects directly contracted and funded
through state or federal agencies. The majority of school construction projects are accounted
for on the Borough’s books.

Table 14 shows five years of school district operating fund revenues and expenditures.
Of the district’s $175.7 million operating fund revenues in 2008/09, State funding
provided 69 percent and the Borough provided about 26 percent. The balance (about 5
percent) was provided by Federal and other sources. The State reduces foundation
formula funding by a percentage of the amount received from the federal government.

Of note, the large increase in revenues (and offsetting expenditures) between 2006/07

and 2007/08 was due to increases in State “on behalf” payments for PERS and TRS
retirement systems.
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Table 14 B Fairbanks North Star Borough School District
Operating Fund Revenues and Expenditures

2004/05 2005/06 2006/07 2007/08 2008/09

Revenues

Borough appropriation $36,545,700 $38,022,700 $40,022,700 $42,222,700 $44,222,700
Local sources 727,017 827,619 940,657 845,985 669,383
State sources 74,502,157 81,842,665 91,479,160 122,430,200 121,216,124
Federal pass-through 99,358 130,325 371,249 412,090 0
Federal sources 14,267,731 12,257,249 11,405,933 11,118,081 9,596,676
Total revenues $126,141,963 $133,080,558 $144,219,699 $177,029,056 $175,704,883
Expenditures and transfers out

Instruction $74,655,922  $79,742,527 $88,801,574 $106,336,057 $106,111,390
Supporting services 28,261,974 31,458,438 36,482,346 42,390,696 45,971,090
Operation & maint. 16,888,220 18,303,539 20,039,480 21,775,769 22,049,314
Student activities 1,544,539 2,148,068 2,204,195 2,405,649 2,488,308
Debt Service 206,836 0 0 0 0
Net transfers out/(in) 351,230 527,073 (471,089) 2,148,898 1,479,641
Total expenditures $121,908,721 $132,179,645 $147,056,506 $175,057,069 $178,099,743

Source: Financial statements of the Fairbanks North Star Borough School District
1- Increase in state sources in 2007/08 due to State "on behalf" payments to PERS and TRS
retirement system. Revenue is offset by recording expenses.

School District Budget

Table 15 shows the district’s 2009/10 operating fund budget. The school district
establishes its final budget following action by the Borough assembly setting the local
funding level. If the school district’s local funding request is fully funded by the
Borough, the budget process is complete. If not, the school board must adjust its budget
based on the local contribution.

The school board is solely responsible for the allocation of its resources to programs. The
Borough assembly cannot veto individual expenditure items in the school district budget.
The school district budget must balance after the Borough appropriation is finalized.
Consequently, school services are affected by the policies of both the Borough assembly and
the school board.

State statute requires that the school district submit its budget to the Commissioner of the
State DEED by July 15.
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Table 15 M Fairbanks North Star Borough School District
Operating Fund Budget

2009/10

Revenues
Borough appropriation $45,522,700
Local sources 738,820
State sources

Foundation funding 102,405,540

On-behalf payments (TRS and PERS) 20,667,010

Other 1,825,490
Federal pass-through 0
Federal sources 9,722,230
Fund balance utilization 5,480,390

Total revenues

Expenditures

Instruction

Supporting services
Operation and maintenance
Student activities

Transfers to other funds
Total expenditures

Source: Fairbanks North Star Borough School District 2009/10 Approved Budget

$186,362,180

$111,310,354
46,841,946
24,002,560
2,749,010
1,458,310

$186,362,180

The Borough’s Code of Ordinances states that the school district may carry over from
one year to the next unreserved local appropriation fund balances, not exceeding seven
percent of the local contribution to education for the fiscal year. The first 28.5 percent of
the total annual lapse shall, to the extent permitted by law, lapse to the borough’s school
district facilities reserve fund for the purpose of major maintenance, repairs and upgrades

of borough school district facilities.
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GENERAL AND ECONOMIC DATA

Location, History, Climate

The Borough lies in the Tanana River Valley in the interior of Alaska. It is bounded on the
north by the foothills of the White Mountains. The Alaska Range, which includes Mt.
McKinley (elevation 20,300 feet), is about 150 miles to the south, and the Arctic Circle is
about 125 miles to the north. The City of Fairbanks is about 260 air miles north of
Anchorage.

The Borough covers 7,361 square miles in central Alaska. About one percent of the land
is developed for urban, residential, agricultural, or other purposes. Two first-class cities
are located within the Borough - Fairbanks and North Pole. Developed, non-military
land in and around the cities totals about 35 square miles.

The City of Fairbanks was founded in 1901, after the discovery of gold in the area. A
U.S. District Courthouse was established in Fairbanks in 1904. In 1923, Fairbanks
became the northern terminus of the Alaska Railroad, which links the city to the seaports
of Anchorage, Seward, and Whittier. The railroad provided Fairbanks with a dependable,
year-round transportation and communication system, enabling it to become the
distribution center for central and northern Alaska.

In 1924, Noel Wien completed the first nonstop flight between Anchorage and Fairbanks
in 3 hours and 45 minutes, a trip that took two days by train. At that time, Alaska was a
nearly roadless territory, and settlements were widely scattered. Air transportation has
played a vital role in Alaska ever since.

World War I1 further opened Alaska’s Interior region. The construction of the Alaska
Highway, terminating in Fairbanks, established the State’s strategic importance. Military
and defense establishments constitute an important segment of the Borough’s economy.
Fort Wainwright and Eielson Air Force Base are located within the Borough.

In 1968, oil and gas reserves were discovered on Alaska’s North Slope, north of the
Borough. The Borough was the staging, service, and supply center for the construction
of the Trans Alaska pipeline. The discovery of oil and the construction of the
transmission pipeline accelerated growth in nearly all sectors of the Borough’s economy
from 1974 through 1977. Two refineries operate within the Borough.

Fairbanks weather is continental interior, meaning lots of sun and very definite seasons.
Winter extremes of -40 degrees (Fahrenheit) are balanced by summer days in the 70’s
and 80’s. The average winter runs from October, with the first snowfall, through breakup
in April, when the snow melts. Average winter temperature is -13 degrees. There is very
little wind in Fairbanks, particularly during cold winter days. From November to March,
daily sunshine ranges from four to ten hours. During June and July, the sun is above the
horizon for 18 to 21 hours per day. Although total annual precipitation averages less than
11 inches, winter snowfall averages 65 inches.
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Population and Housing

Table 16 shows the populations of the Borough, the cities of Fairbanks and North Pole,
and the State of Alaska. According to the 2000 census, the Borough’s population was
82,840, an increase of about 7 percent from the 1990 population of 77,720 and 53 percent
since 1980.

The Alaska Department of Commerce approved population for the Borough in 2008 is
97,970. The City of Fairbanks has 30,367 inhabitants and the City of North Pole has
2,099. Population has been stable for the past three years.

Table 16 B Fairbanks North Star Borough

Population

City of City of State of
Year Borough(l) Fairbanks® North Pole Alaska®
1980 53,983 22,645 724 401,851
1990 77,720 30,843 1,456 550,043
1995 81,797 32,386 1,540 601,581
1996 82,435 31,633 1,523 605,212
1997 82,278 31,850 1,631 609,655
1998 83,928 31,601 1,619 617,082
1999 83,773 31,697 1,616 622,000
2000 82,840 30,224 1,570 628,800
2001 83,530 29,558 1,500 626,932
2002 84,791 29,670 1,683 626,932
2003 82,214 29,486 1,646 648,818
2004 84,979 30,083 1,532 656,569
2005 87,608 31,071 1,599 663,085
2006 96,888 30,552 1,710 669,716
2007 96,888 30,552 1,710 674,510
2008 97,970 30,367 2,099 679,720

Source: Borough, Fairbanks, and North Pole populations from Ak. Dept. of Commerce
1 - Includes Fairbanks, North Pole, Fort Wainwright, and Eielson AFB

2 - Includes population living on Fort Wainwright.

3 - State of Alaska population figures from Ak. Dept. of Labor

As of the first quarter of 2009, the number of military personnel and family members
totaled 18,809, about 19.2 percent of the total Borough population. (See also: Military
section)

Table 17 shows the number of residential housing units sold and the average price per
unit since 2004. Housing sales were relatively constant from 2005 through 2007, and
dipped slightly in 2008 from a three-year annual average of 1,032 to 856. The average
price per unit, however, has remained almost constant. For second quarter of 2009,
average price per unit in the Borough was down only 2.4 percent from one year earlier.
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Table 17 =

Fairbanks North Star Borough
Residential Housing Sales

Units
Sold

Average
Price
Per Unit

2004

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

2005

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

2006

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

2007

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

2008

1st Quarter
2nd Quarter
3rd Quarter
4th Quarter

2009
1st Quarter
2nd Quarter

Source: FNSB Community Research Quarterly, Summer 2009

101
214
315

154,300
167,500
173,400
178,500

182,900
188,200
185,800
195,400

204,300
217,700
210,800
218,300

222,600
224,000
224,900
216,100

218,400
220,700
216,000
197,600

226,300
215,500

As with many areas in the country, the Borough has seen an increase in notices of default
and foreclosures. Table 18 summarizes the default notice and foreclosure activity in the
Borough over the last five years. Foreclosure activity increased from approximately 60-
70 per year in 2004 through 2007 to just over 100 in 2008. However, with over 35,000
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total housing units in the Borough, the rate of foreclosure activity remains very low
compared to other parts of the country.

Table 18 W Fairbanks North Star Borough
Notices of Default and Foreclosures, 2004-2008

2004 2005 2006 2007 2008
Notices of default 110 92 113 124 208
Forclosures 79 76 59 69 102

Source: Community Research Quarterly, Summer 2009

Cities

Fairbanks: The City of Fairbanks, with a 2006 population of 30,552, is the largest in the
Borough and the third largest in the State, after Anchorage and Juneau. Fairbanks is
located at the confluence of the Chena and Tanana Rivers and has long served as the
trade, transportation, government, education, finance, services, and information center for
the Alaskan Interior and the North Slope. It is a transfer point for materials arriving by
rail to the terminus at Fairbanks and continuing on to the North Slope over the Dalton
Highway. The urbanized area of the City of Fairbanks covers about 10.5 square miles.

North Pole: North Pole is located 11 miles southeast of Fairbanks, and is the only other
incorporated city in the Borough. The city’s major industry is the Flint Hills Resources,
a division of Koch Industries, Inc., a refinery which produces heating oil, jet fuel, and
gasoline from North Slope crude oil.

49



Employment

Table 19 shows a five-year history of civilian employment by industry segment. The Alaska
Department of Labor estimates average 2008 employment at 38,260, a slight increase in
employment from the previous year.

Table 19 B Fairbanks North Star Borough
Average Annual Civilian Employment (by Industry)

Industry 2004 2005 2006 2007 2008
Natural resources and mining 900 1,210 1,350 1,150 1,100
Construction 2,800 2,910 2,760 2,760 2,770
Manufacturing 600 620 630 650 650
Trade/Transportation/Utilities 7,400 7,810 7,740 7,670 7,700
Information 600 580 590 560 590
Financial Activities 1,400 1,400 1,580 1,600 1,530
Professional & Business Svcs 2,200 2,120 2,100 2,220 2,340
Educational & Health Services 4,100 4,190 4,280 4,240 4,380
Leisure & Hospitality 4,200 4,140 4,110 4,320 4,160
Other Services 1,400 1,360 1,320 1,290 1,250
Government

Federal Government 3,400 3,350 3,380 3,450 3,470

State Government 5,200 5,200 5,210 5,230 5,250

Local Government 3.000 3.000 3.030 3.050 3.070

37,200 37,900 38,130 38,230 38,260

Source: Alaska Department of Labor, Research and Analysis, Current Employment Statistics (CES)
Note: Totals may not add due to rounding
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Table 20 lists the largest civilian employers in the Borough. New reporting requirements
prohibit the release of exact employment data without consent, so ranges are given instead.
The rankings, however, do reflect the exact number of employees.

The largest individual employers are government related.

Table 20 m Fairbanks North Star Borough
Largest Employers, 2008

Employer Business Activity Employees (1)
Federal government (2) Government 1,000 - 3,500
University of Alaska Fairbanks (3) Education 1,000 - 3,500
Fairbanks North Star Borough School District Education 1,000 - 3,500
State government (4) Government 1,000 - 3,500
Banner Health (5) Hospital 1,000 - 3,500
Fred Meyer Stores Inc Grocery/retail 500 - 749
Sam's Club/Wal-Mart Grocery/retail 500 - 749
Fairbanks North Star Borough (FNSB) Government 250 - 499
Fairbanks Gold Mining, Inc. (Ft. Knox) Mining 250 - 499
Carrs/Safeway Grocery/retail 250 - 499

Source: Alaska Department of Labor and Workforce Development (DOLWD), Research and Analysis Section.

1- Federal regulations prohibit the release of exact employment numbers without consent. The rankings are, however
based on actual employment figures.

2- Excludes military uniformed personnel; for 2008, includes civilian employees at Fort Wainwright Army Post 1,547
and civilian employees at Eielson Air Force Base 788

3- Student employment not included: 2008 - 836, 1999 - 874

4- State government is total State government excluding the University of Alaska

5- Fairbanks Memorial Hospital (Lutheran Health Services in 1999)

Government Sector: The Federal government, including civilian employees at both
Fort Wainwright and Eielson AFB, is the largest employer in the Borough. The
University of Alaska Fairbanks (UAF) is the second largest. UAF accounts for
approximately 65 percent of state employees within the Borough. In total, over 30
percent of employment in the Borough is with Federal, State, and local government agencies.

Retail and Leisure/Hospitality Sectors: The trade, transportation, and utilities sector is
the largest provider of non-government employment. About 7,700, or 20 percent, of all
employment is in this sector. This includes about 4,650 retail jobs. The leisure and
hospitality sector employs 4,161 people, and includes food service and hotel
employment.

Other Employment: The largest non-governmental employers include the Banner

Health System (which runs Fairbanks Memorial Hospital, Denali Center, and Tanana
Valley Clinic), Fred Meyer stores, and Sam’s Club/WalMart.
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Unemployment

Prior to the recent national recession, Alaska’s unemployment rate consistently ran
higher than the national average. However, since the beginning of 2009, the
unemployment rate in the Borough has dropped below that of the United States.

As illustrated more fully in Table 21, as of June 2009, the Borough’s unemployment rate
stood at 7.6 percent, while the unemployment rate in the state of Alaska was 8.3 percent
and the US rate was 9.7 percent.

Table 21 W Fairbanks North Star Borough
Unemployment Rate: FNSB, Alaska, and United States (1)

2005 2006 2007 2008 2009
Fairbanks North Star Borough MSA 5.8% 5.8% 5.8% 6.3% 7.6%
Alaska 6.7% 6.5% 6.1% 6.6% 8.3%
United States 5.2% 4.8% 4.7% 5.7% 9.7%

1- As of June in year noted
MSA = Metropolitan Statistical Area
Source: FNSB Community Research Quarterly, Summer 2009

Military

The military bases close to Fairbanks continue to be a strong part of the Borough
economy and the community works hard to keep officials aware of the strategic
advantages of the Ft. Wainwright and Eielson facilities.

Over 4,000 troops from Fort Wainwright deployed to Iraq in September 2008 for a 12-
month tour of duty. Their return this fall provided a noticeable boost to the local
economy. Alaska hosts the U.S. Pacific Command’s annual Northern Edge air and sea
training exercise in which more than 9,000 troops from all branches of the military
participate. In addition, Red Flag-Alaska, a ten-day combat training exercise for U.S. Air
Force and allied crews, is held three to five times a year with about 3,600 U.S. and
international participants, over 2,000 of which deploy to Eielson through the course of a
year’s exercises.

In addition, Ft. Wainwright has been pursuing a plan to permanently house Task Force
49, a combat aviation brigade. The omnibus spending bill the Senate approved and sent
to the White House in December included $95 million for the first phase of the aviation
task force complex and $19 million for an aviation unit operations complex at Ft.
Wainwright.
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Base Realignment and Closure Commission (BRAC) Impact: In 2005, BRAC
considered a list of recommended military base realignment and closures submitted by
the Department of Defense. Included on the list (during the fifth round) was the
recommended closure of Eielson Air Force Base. In the course of its hearings, BRAC
removed the closure of Eielson Air Force Base from the list of recommended actions.
Rather than recommending closure of the base, BRAC recommended that the base
remain open and that the base’s A-10 fighter planes be transferred to another base out of
state. Eielson retained its F-16 fighter jets, Alaska National Guard assets and other units.
The transfer of the A-10 fighters represented the loss of about 500 military personnel.

BRAC also recommended that a contingent of 44 helicopters be transferred to Fort
Wainwright from outside of Alaska; this process is currently underway. These
helicopters, including 30 Kiowas, 8 Black Hawks, and 6 medical evacuation helicopters,
are supported by 880 military personnel. The military estimates that approximately 65
percent of the soldiers assigned to the unit are married, and 400 dependants will
accompany the relocating soldiers to the Borough.

The US Congress approved in 2005 the full BRAC recommendations; transfers have
begun and will be completed after no more than six years. The net impact on military
installations in the Borough is expected to be a gain of nearly 300 military personnel and
a proportionate increase in military family population.

Fort Wainwright: Fort Wainwright, formerly known as Ladd Army Air Field, was built
in 1941 as a cold weather test station and is comprised of 916,000 acres. During World
War 1, it served as the transfer point for nearly 8,000 aircraft transferred from the U. S.
to the Soviet Union. Ladd Airfield was transferred to the Army in 1961.

In 2003, First Stryker Brigade Combat Team (SBCT 1) 25" Infantry Division composed
of 3,600 men was assigned to Fort Wainwright. SBCT 1 is one of four Stryker Brigades
being deployed as a crucial step in the Army’s efforts to transform its forces into rapidly
deployable, sustainable and survivable force units. The SBCT is an infantry-centric unit
that can deploy anywhere in the world within 96 hours, and is built around a medium-
weight 19-ton Stryker combat vehicle.

The Army plans to use SBCTs as a prototype for the future of the entire Army, a
transformation to take place over the next decade, making SBCT 1 (and by extension,
Fort Wainwright) an important element in the Army’s future. A strategic decision has
been made that medium-weight units such as the SBCT will be more valuable assets in
the new global security environment than the current mix of light-weight infantry units,
which can be delivered to a theater quickly but do not have staying power against enemy
armor, and heavy-weight armor units, which cannot be rapidly deployed. The SBCT
concept is to combine the rapid deployment abilities of light-weight forces, with the
strength and counterattack survivability attributes of heavy-weight forces.
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Eielson Air Force Base: Eielson Air Force Base is located 26 miles south of Fairbanks
and consists of 22,035 acres with access to an additional 40,000 acres. Originally built in
1944 as an auxiliary weather-alternate field for Ladd Army Field, the base was known as
Mile-26-Strip. After being mothballed at the end of World War 11, the base was reopened
in 1946 and transformed into a large bomber base because of the onset of the Cold War.
Eielson Air Force Base is home to the 354th Fighter Wing, 18th Aggressor Squadron,
353rd Combat Training Squadron, and the 168th Air Refueling Wing.

Table 22 shows military personnel and family members at Fort Wainwright and Eielson
Air Force Base. In 2009, 4,908 military personnel and 8,566 family members were
stationed at Fort Wainwright. In 2009, 2,023 military personnel and 3,312 family
members were stationed at Eielson Air Force Base, exclusive of the 168™ Air Refueling
Wing.

Table 22 B Fairbanks North Star Borough
Military Population

2005 2006 2007 2008 2009
Fort Wainwright
Military personnel 4,802 5,108 6,834 4,598 4,908
Family members 5,271 5,798 7,440 7,025 8,566
Eielson Air Force Base
Military personnel 3,006 2,800 3,056 2,087 2,023
Family members 3,631 3,600 3,591 3,056 3,312

Source: As of first quarter of listed year in FNSB Community Research Quarterly, Summer 2009

Health Care

The Fairbanks Memorial Hospital/Denali Center/Tanana Valley Clinic (FMH/DC/TVC)
is the Borough’s largest employer outside of government and education. The hospital
and clinic is managed by Banner Health, a nonprofit health care system operating
facilities in Alaska and six other western states. Banner Health employs approximately
1,600 people in the Borough, generating in excess of $80 million in annual gross salaries.
FMH/DC/TVC offers a full complement of ambulatory, acute and skilled nursing
services to the approximately 115,000 persons residing in the FMH/DC/TVC service
area. The large size of the FMH/DC/TVC service area and the degree of isolation of the
residents directly impacts the scope and delivery of health care needed in the region,
thereby requiring FMH/DC/TVC to provide a comprehensive scope of services and
programs.

The hospital, through the Greater Fairbanks Community Hospital Foundation (the
Foundation) facility owner, has made significant steps towards improving quality and
access to care for the Fairbanks North Star Borough and the interior region since 1972.
Recent community developments include:
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e A cardiology cath lab was opened in December of 2007 with the first full year of
operation (2008) performing 472 cardiology cath lab cases. Additionally, the
Harry and Sally Porter Heart Center completed Phase | construction in April
2009, accommodating a cardiology clinic of seven exam rooms and support
services, with Phase Il currently in progress that will provide echocardiography,
nuclear medicine, and cardiac rehabilitation programs all in one setting beginning
the 2" quarter 2010.

e InJuly 2008, a newly renovated and expanded emergency department was
opened, with 27,000 square feet of modern emergency care space.

e In February 2008, the Foundation purchased the Tanana Valley Clinic, the largest
multi-specialty physician clinic in the State, and contracted with Banner Health to
operate the clinic. This merger will help provide access to primary care for
Medicare patients and strengthen the community physician recruitment effort in
partnership with the hospital and other medical providers. The community
physician recruitment effort resulted in 30 successful placements from mid-2007
through 2009.

Real Estate Activity
Table 23 shows the value of deeds of trust filed in the Borough over the last five years.

Table 23 B Fairbanks North Star Borough
Deeds of Trust Recorded ($1,000)

Year Mortgage Consumer Construction Commercial Total

2004 $384,625 $29,839 $75,758 $113,774 $603,996
2005 417,308 31,878 82,163 140,076 671,425
2006 476,508 32,477 94,239 144,265 747,489
2007 472,835 25,587 75,992 197,019 771,433
2008 401,192 19,924 27,444 111,984 560,544

Source: FNSB Community Research Quarterly, Summer 2009

Oil and Gas Industry

Oil Pipeline: The discovery in 1968 of a vast oil and gas region on the arctic North
Slope of Alaska marked the opening of another era in the economic development of the
state. The 800-mile, $8 billion Trans Alaska pipeline system began transporting crude oil
from Prudhoe Bay on the North Slope to shipping facilities in south-central Alaska at VValdez
in 1977. The pipeline is permitted for operations through 2034.

The State receives a royalty on all gas and oil production from both state and federal
lands; the State receives 90 percent of royalties received by the federal government from
leases of federal lands in the state. The proven reserves of the Prudhoe Bay region on the
North Slope are within state lease areas. The State’s royalty is one-eighth of the oil
production, which it may take in-kind or as royalty payments based on the dollar value of
the production. Petroleum production activities also provide the State with revenue from
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oil and gas severance taxes, corporate taxes, and ad valorem taxes on petroleum
production and transportation facilities in the state.

Gas Pipeline: For many years, Alaskans have been advocating for commercialization
of the state’s vast natural gas reserves on the North Slope, estimated at 155 trillion cubic
feet (mean value), of which 35 trillion cubic feet are known reserves. Key federal
incentives for an Alaska natural gas pipeline were obtained in October 2004 when
Congress passed legislation providing for up to $18 billion in loan guarantees,
accelerated depreciation, tax credits, and expedited permitting and judicial review.

In October 1999 voters in the Borough, the North Slope Borough, and Valdez approved
creation of the Alaska Gasline Port Authority, to develop, own and operate a natural gas
pipeline. In November 2002 an initiative was presented to state voters that would create
a gas pipeline development authority as a public corporation of the State. This measure
received a 61 percent yes vote.

Currently, there are two competing gas line projects. Under the State's Alaska Gasline
Inducement Act (AGIA), TransCanada Corporation was approved for a license,
qualifying it for special incentives in advancing the construction of a pipeline. In June
2009, ExxonMobil agreed to work together with TransCanada on the project. Denali —
The Alaska Gas Pipeline is a jointly owned company of BP and ConocoPhillips, formed
to build a similar pipeline. Both proposed pipeline routes traverse land within the
borough and would terminate in Alberta, Canada. In 2010, both projects plan to solicit
long-term commitments from natural gas owners to send gas through the pipeline (open
season). BP, ConocoPhillips, and ExxonMobil currently hold leases for most of the
known reserves. Due to the leaseholders’ uncertainty over gas taxes, it is likely those
commitments will come with conditions.

Both of the gas line proposals are enormous, multi-year undertakings, with international,
federal, and State regulatory and environmental hurdles to overcome. A project is
expected to take ten years to permit and construct once a complete application is filed
with the Federal Energy Regulatory Commission (FERC), which would occur after
financing is obtained, secured by the open season commitments.

See the following web sites for further information:
www.arcticgas.gov

gov.state.ak.us/agia
www.transcanada.com/company/alaska_pipeline project.html
www.denali-thealaskagaspipeline.com
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FNSB Oil and Gas Operations

Two oil refineries are located in the Borough. The Flint Hills Resources (FHR) Alaska
refinery (formerly Williams Alaska Petroleum, Inc.) began North Pole operations in
1977. The FHR refinery currently processes about 130,000 barrels per day of crude oil
off the Trans Alaska Pipeline System and refines approximately 35,000 barrels per day
into products that are sold in Alaska and Asia. The balance of 95,000 barrels per day is
returned to the pipeline. Flint Hills Resources, a division of Koch Industries, Inc.,
purchased their North Pole refinery on April 1, 2004. The PetroStar refinery, constructed
in 1985, has a capacity of 22,000 barrels per day and supplies jet fuel directly to Eielson
Air Force Base and helicopter fuel to Ft. Wainwright. The refinery produces kerosene,
diesel, heating, and jet fuels.

Mining

Gold was discovered in Fairbanks in 1901. The eastern interior region of Alaska,
centered at Fairbanks, is not only the state’s leading gold-producing region, but also
holds potential for the discovery and development of new mines. The proposed gas
pipeline has been received warmly by local mining interests, as inexpensive local
delivery of natural gas could make new mining operations and techniques economically
feasible and allow further extraction of mineral wealth.

As the second largest taxpayer in the FNSB, Fort Knox open-pit gold mine is a world
class operation. Original estimates of mine life have recently been extended to 2020 due
to the high value of gold and the ability to process lower grade ore. This extension may
go out further in time depending on the economic success of the recently permitted heap-
leaching process that dramatically reduces operational costs, which should expand
proven reserves.

In addition, the Pogo Mine is located southeast of the Borough and draws its support
services, resources and personnel largely from the Borough. This is a below ground mine
and its mine life continues to be extended as more resources are found.

Future mine development includes the ongoing development of International Tower Hills
project in Livengood which is 70 miles north of Fairbanks on the Eliott Highway. A
significant amount of drill and assay work indicates that an open pit cyanide heap leach
operation like Fort Knox could generate as much as 12.5 million troy ounces of gold.
This facility would have to rely on the Fairbanks economy in the same manner and to a
larger degree than the Pogo Mine.

Usibelli Coal Mine, Inc. (UCM), Alaska's only coal producer, was founded in 1943. It is
located about 120 miles south of Fairbanks. Today, the mine has a workforce of about
125 employees and operates year-round. UCM produces an average of 1.8 million tons of
ultra low sulfur subbituminous coal annually with 60 percent sold in interior Alaska
where it is utilized in power plants to produce electricity and space heat. The remaining
tons are shipped by railroad to Seward, Alaska for export to South Korea, South America,
and other Pacific Rim destinations.
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Capacity exists to double annual production with minimal capital expenditures. UCM has
identified a surface mineable reserve of approximately 700 million tons on current lease
lands — hundreds of years of available coal at current production levels.

University of Alaska

The University of Alaska Fairbanks (UAF) is the largest single, non-military employer in
the borough, with about 3,400 faculty and staff members. Established in 1917 as the
Alaska Agricultural College and School of Mines, UAF’s 2,250-acre campus is located
about four miles from downtown Fairbanks. UAF is the only doctoral-granting institution
in Alaska and the principal research center for the statewide university system. Research
expenditures for the Fairbanks campus were $108 million in fiscal year 2008.

UAF enrollment increased 4.5 percent for the fall 2009 semester. The largest capital
project currently under construction at UAF is the $11.2 million revitalization of the
Arctic Health Research Building, expected to be completed in summer 2010. The
University Board of Regents approved a $108.6 million new life sciences facility on the
Fairbanks campus as its sole new construction request to the State Legislature for fiscal
year 2011, the Governor has included it in his 2011 recommended budget.

In total, UAF has more than a dozen research institutes. The International Arctic
Research Center was established in 1999 as a cooperative research institute and is funded
by both the U.S. and Japanese governments. The Geophysical Institute was established in
1946 to study of geophysical processes from the center of the Earth to the center of the
sun. The Arctic Region Supercomputing Center has, since 1993, served the
computational needs of researchers throughout the UA system, as well as other academic
institutes and federal agencies. UAF has the nation’s only university owned and operated
sounding rocket launching facility. Poker Flat Research Range is located about 30
minutes from Fairbanks.

Transportation

Fairbanks International Airport is owned and operated by the State. From Fairbanks it is
fifty minutes by air to Anchorage, four hours to Seattle, eight hours to Tokyo, eight and
one-half hours to New York and nine and one-half hours to London. Several airlines
operate passenger and cargo service from the airport. The airport is also used by airplane
manufacturers to test new planes for use in cold weather. Table 24 shows a history of
passengers, freight operations, and landings at the airport.

Fairbanks International Airport completed a $41 million renovation to its main runway in
October 2009. The renovation included paving, electrical wiring and lighting
improvements. The new Fairbanks International Airport Terminal was functionally
complete by May of 2009 and additional demolition work was completed over the
summer. The new terminal provides improved services for cargo and passenger travel.
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Fairbanks is the terminus of the Alaska Railroad, which extends about 480 miles from
Seward through Anchorage to Fairbanks. During the summer, the railroad operates daily
passenger service between Fairbanks and Anchorage, with a stop at Denali National Park.
The railroad’s most important role is cargo transportation, primarily coal, fuel, trailer and
container shipments, motor vehicles, and heavy equipment. About one-third of the
annual coal production from the Usibelli Coal Mine in Healy is shipped north each year by
railroad.

Gasoline from the Flint Hills refinery in North Pole is shipped south on the railroad. A
reduction in demand for jet fuel out of Anchorage created a ripple effect to Fairbanks oil
refining and the railroad. The Flint Hills refinery shut down one of its three refining
units and the Alaska Railroad had to decrease its operating costs.

Table 24 m Fairbanks International Airport
Operating Statistics

2004 2005 2006 2007 2008
Passengers - incoming 463,477 462,522 462,703 494,879 492,964
Passengers - outgoing 455,821 457,621 455,309 472,019 480,380
Revenue landings 29,683 27,600 25,792 24,940 25,678
Freight - incoming* 17,805 76,450 10,992 11,197 10,845
Freight - outgoing* 59,972 123,996 51,684 41,192 34,723

Source: FNSB Community Research Quarterly, Sunmmer 2009
*Thousands of pounds

Community Facilities

Education: In addition to the public school system and the University of Alaska, a
number of private schools are located in the Borough. Tanana Valley College, a non-
baccalaureate part of the university system, offers academic, technical-vocational, and
personal-interest programs.

Library: The Borough library system consists of the Noel Wien Library, the North Pole
Branch Library, and van delivery service to homebound patrons and small communities
throughout the Borough. The Noel Wien Library also provides grant-funded mail library
service to northern and south-central Alaska.

John A. Carlson Community Activity Center: The Carlson Center provides space for
sports, meetings, and conventions. The center, opened in 1990, is a multi-purpose
facility, which can be configured from hockey rink to basketball court to concert seating.
The 100,000 square-foot center has a seating capacity of 6,500. The center hosts an
average of 175 event days per year (not including ice rental) with an attendance of
150,000 to 175,000 per year.
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Tourism and Recreation
Tourism is of increasing importance to the Borough. The Alaska Visitors Statistics
Program reports that annually about 400,000 people visit the area each summer.

Fairbanks has abundant indoor and outdoor recreational facilities, including swimming
pools, downhill and cross-country skiing, hiking and bicycle trails, golf courses, and
softball and soccer fields. Community events include the annual Yukon Quest, a Fairbanks-to-
Whitehorse, Canada, sled dog race; the North American Sled Dog Racing
Championships; Fairbanks Winter Carnival and the World Ice Art Championships;
Tanana Valley Fair; and the World Eskimo Indian Olympics.

The University of Alaska Museum of the North is also a major visitor attraction. The
museum includes Alaskan Native artifacts, botanical and natural history exhibits, and
mineral and fossil samples. The museum has a continuous research program.

The 2,200-acre Chena Lakes Recreation Area was completed in 1984 by the Army Corps
of Engineers as part of the Chena River flood control project. The $190 million project,
about 15 miles south of downtown Fairbanks, is the Corps’ largest project in Alaska and its
only recreation project in the State. Facilities include a 260-acre lake, two campgrounds with
88 campsites, boat launch, swimming beach, playground, volleyball facilities, and numerous
picnic areas including three covered pavilions. The park draws about 78,000 visitors
annually.

Denali National Park is located about 150 miles south of Fairbanks. The park, open year-
round, covers 4.3 million acres and includes Mt. McKinley, the highest peak in North
America. Adjoining the park is the Denali National Preserve, covering 1.3 million acres.

In 2008 and 2009, the effects of the global recession were felt on the tourism industry.
From January through September 2009, the hotel/motel tax collections for the City of

Fairbanks declined nearly 15 percent (-14.7%) from the same period in 2008; and the

Fairbanks North Star Borough collections declined by about 17 percent (-17.2%).

For these first three quarters of 2009, the combined hotel/motel tax collections for the
City of Fairbanks and the Fairbanks North Star Borough declined by 15.6 percent, in
comparison to the same period in 2008. In addition, due to reduced deployments of
cruise ships to ports in Alaska (it is estimated that cruise land tours generate about 50%
of summer visits to the Borough), Fairbanks is anticipating about a 30% reduction in
Gulf cruise capacity, resulting in a potential of 54,000 to 70,000 fewer visitors to
Fairbanks on cruise land tours in summer 2010.
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APPENDIX A
BASIC FINANCIAL STATEMENTS,
JUNE 30, 2009
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CERTIFIED PUBLIC ACCOUNTANTS

LLC
December 16, 20098

INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Members of the Assembly
Fairbanks North Star Borough

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component unit, each major fund,
and the aggregate remaining fund information of the Fairbanks North Star Borough (Borough),
as of and for the year ended June 30, 2009, which collectively comprise the Borough's basic
financial statements as listed in the table of contents. We also have audited the financial
statements of each of the Borough's nonmajor governmental, internal service, and fiduciary
funds presented in the accompanying combining and individual fund financial statements and
schedules as of and for the year ended June 30, 2009, as listed in the table of contents. These
financial statements and schedules are the responsibility of the management of the Fairbanks
North Star Borough. Our responsibility is to express opinions on these financial statements and
schedules based on our audit. The prior year partial comparative information has been derived
from the Borough's June 30, 2008 financial statements which have been restated as described
in Note 18 to these financial statements and, in our report dated December 22, 2008, we
expressed unqualified opinions on the respective financial statements of the governmental
activities, the business-type activities, the aggregate discretely presented component unit, each
major fund, the aggregate remaining fund information, and on each of the Borough's nonmajor
governmental, internal service, and fiduciary funds.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Gavernment
Auditing Standards, issued by the Compiroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable 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
also includes assessing the accounting principles used and the significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

in our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-lype activities, the
aggregate discretely presented component unit, each major fund, and the aggregate remaining
fund information of the Fairbanks North Star Berough, as of June 30, 2009 and the respective
changes in financial position and, where applicable, cash flows thereof and the respective
budgetary comparisons for the general fund and major special revenue funds with annual
budgets for the year then ended in conformity with accounting principles generally accepted in
the United Stales of America, In addition, in our opinion, the financial statements and schedules
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Honorable Mayor and Members of the Assembly December 16, 2009
Fairbanks North Star Borough Page 2

referred to above present fairly, in all material respects, the respective financial position of each
nonmajor governmental, internal service, and fiduciary fund of the Fairbanks North Star
Borough, as of June 30, 2009, and the respective changes in financial position and cash flows,
where applicable, thereof for the year then ended in conformily with accounting principles
generally accepted in the United States of America.

in accordance with Government Audiling Standards, we have also issued our reports dated
December 16, 2009, on our consideration of the Fairbanks North Star Borough's internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of those reports
is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. Those reports are an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

The accompanying required supplementary information, which includes management's
discussion and analysis, is not a required part of the basic financial statements but is
supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no

opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Fairbanks North Star Borough's basic financial statements. The
accompanying schedules listed as additional information’in the table of contents are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
The June 30, 2009 additional information schedules have been subjected to the auditing
procedures applied in the audit of the basic financial statemenis and, in our opinion, are fairly
stated in all material respects in relation to the basic financial statements for the year ended
June 30, 2009, taken as a whole. We also have previously audited, in accordance with auditing
standards generally accepted in the United States, the Borough's basic financial statements for
the year ended June 30, 2008, which are not presented with the accompanying financial
statements. In our report dated December 22, 2008, we expressed unqualified opinions on the
respective financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component unit, each major fund, and the aggregate remaining
fund information. In our opinion, the June 30, 2008 additional information schedules are fairly
stated in all material respects in relation fo the basic financial statements for the year ended
June 30, 2008, taken as a whole which have been restated as described in Note 18 to these
financial statements. The accompanying introductory and statistical sections are presented for
purposes of additional analysis and are not a required part of the basic financial statements.
The introductory and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we express no opinion on
them.

Lovde.+ Haugeoog LLC
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APPENDIX B
BOOK-ENTRY SYSTEM

The information in this section concerning DTC and DTC’s book-entry only system has
been obtained by sources that the Borough believes to be reliable, however the Borough
makes no representation as to the accuracy of completeness thereof.

1. The Depository Trust Company (“DTC”), New York, NY, will act as securities
depository for the Series M and Series N Bonds (the “Securities”). The Securities will be
issued as fully-registered securities registered in the name of Cede & Co. (DTC’s
partnership nominee) or such other name as may be requested by an authorized
representative of DTC. One fully-registered Security certificate will be issued for each
issue of the Securities, each in the aggregate principal amount of such issue, and will be
deposited with DTC.

2. DTC, the world’s largest securities depository, is a limited-purpose trust company
organized under the New York Banking Law, a “banking organization” within the
meaning of the New York Banking Law, a member of the Federal Reserve System, a
“clearing corporation” within the meaning of the New York Uniform Commercial Code,
and a “clearing agency” registered pursuant to the provisions of Section 17A of the
Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5
million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues,
and money market instruments (from over 100 countries) that DTC’s participants
(“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settlement
among Direct Participants of sales and other securities transactions in deposited
securities, through electronic computerized book-entry transfers and pledges between
Direct Participants’ accounts. This eliminates the need for physical movement of
securities certificates.

Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks,
trust companies, clearing corporations, and certain other organizations. DTC is a wholly-
owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is
the holding company for DTC, National Securities Clearing Corporation and Fixed
Income Clearing Corporation, all of which are registered clearing agencies. DTCC is
owned by the users of its regulated subsidiaries. Access to the DTC system is also
available to others such as both U.S. and non-U.S. securities brokers and dealers, banks,
trust companies, and clearing corporations that clear through or maintain a custodial
relationship with a Direct Participant, either directly or indirectly (“Indirect
Participants™). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules
applicable to its Participants are on file with the Securities and Exchange Commission.
More information about DTC can be found at www.dtcc.com and www.dtc.org.

3. Purchases of Securities under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Securities on DTC’s records. The
ownership interest of each actual purchaser of each Security (“Beneficial Owner”) is in turn
to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners will not
receive written confirmation from DTC of their purchase. Beneficial Owners are, however,
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expected to receive written confirmations providing details of the transaction, as well as
periodic statements of their holdings, from the Direct or Indirect Participant through which
the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
Securities are to be accomplished by entries made on the books of Direct and Indirect
Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive
certificates representing their ownership interests in Securities, except in the event that use of
the book-entry system for the Securities is discontinued.

4. To facilitate subsequent transfers, all Securities deposited by Direct Participants with DTC
are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as
may be requested by an authorized representative of DTC. The deposit of Securities with
DTC and their registration in the name of Cede & Co. or such other DTC nominee do not
effect any change in beneficial ownership. DTC has no knowledge of the actual Beneficial
Owners of the Securities; DTC’s records reflect only the identity of the Direct Participants to
whose accounts such Securities are credited, which may or may not be the Beneficial
Owners. The Direct and Indirect Participants will remain responsible for keeping account of
their holdings on behalf of their customers.

5. Conveyance of notices and other communications by DTC to Direct Participants, by
Direct Participants to Indirect Participants, and by Direct Participants and Indirect
Participants to Beneficial Owners will be governed by arrangements among them, subject to
any statutory or regulatory requirements as may be in effect from time to time. Beneficial
Owners of Securities may wish to take certain steps to augment the transmission to them of
notices of significant events with respect to the Securities, such as redemptions, tenders,
defaults, and proposed amendments to the Security documents. For example, Beneficial
Owners of Securities may wish to ascertain that the nominee holding the Securities for their
benefit has agreed to obtain and transmit notices to Beneficial Owners. In the alternative,
Beneficial Owners may wish to provide their names and addresses to the registrar and request
that copies of notices be provided directly to them.

6. Redemption notices shall be sent to DTC. If less than all of the Securities within an issue
are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each
Direct Participant in such issue to be redeemed.

7. Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with
respect to Securities unless authorized by a Direct Participant in accordance with DTC’s
MMI Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Borough
as soon as possible after the record date. The Omnibus Proxy assigns Cede & Co.’s
consenting or voting rights to those Direct Participants to whose accounts Securities are
credited on the record date (identified in a listing attached to the Omnibus Proxy).

8. Redemption proceeds, distributions, and dividend payments on the Securities will be made
to Cede & Co., or such other nominee as may be requested by an authorized representative of
DTC. DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds
and corresponding detail information from the Borough or the Paying Agent, on payable date
in accordance with their respective holdings shown on DTC’s records. Payments by
Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC,

B-2



the Paying Agent, or the Borough, subject to any statutory or regulatory requirements as may
be in effect from time to time. Payment of redemption proceeds, distributions, and dividend
payments to Cede & Co. (or such other nominee as may be requested by an authorized
representative of DTC) is the responsibility of the Borough or Paying Agent, disbursement of
such payments to Direct Participants will be the responsibility of DTC, and disbursement of
such payments to the Beneficial Owners will be the responsibility of Direct and Indirect
Participants.

9. If applicable, a Beneficial Owner shall give notice to elect to have its Securities purchased
or tendered, through its Participant, to tender/remarketing agent, and shall effect delivery of
such Securities by causing the Direct Participant to transfer the Participant’s interest in the
Securities, on DTC’s records, to tender/remarketing agent. The requirement for physical
delivery of Securities in connection with an optional tender or a mandatory purchase will be
deemed satisfied when the ownership rights in the Securities are transferred by Direct
Participants on DTC’s records and followed by a book-entry credit of tendered Securities to
tender/remarketing agent’s DTC account.

10. DTC may discontinue providing its services as depository with respect to the Securities
at any time by giving reasonable notice to the Borough or Paying Agent. Under such
circumstances, in the event that a successor depository is not obtained, Security certificates
are required to be printed and delivered.

11. The Borough may decide to discontinue use of the system of book-entry-only transfers
through DTC (or a successor securities depository). In that event, Security certificates will be
printed and delivered to DTC.
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APPENDIX C
CONTINUING DISCLOSURE UNDERTAKING

By the Bond Ordinance, the Borough has undertaken for the benefit of the owners
and beneficial owners of the Bonds, as follows:

Undertaking to Provide Ongoing Disclosure

A. Contract/Undertaking. Section 19 of the Bond Ordinance constitutes the
Borough’s written undertaking for the benefit of owners of the Bonds as required by
Section (b)(5) Securities and Exchange Commission Rule 15¢2-12 under the Securities
and Exchange Act of 1934 (the "Rule").

B. Financial Statements/Operating Data. The Borough agrees to provide or
cause to be provided to the MSRB, in accordance with the Rule, the following annual
financial information and operating data for the prior fiscal year (commencing in 2011
for the fiscal year ended June 30, 2010):

1. Annual financial statements, which may or may not be audited,
showing ending fund balances prepared in accordance with
generally accepted accounting principles applicable to
governmental entities and generally of the type included in
Appendix A of this official statement and titled “Basic Financial

Statements;”

2. The assessed valuation of taxable property in the Borough;

3. Property taxes due, property taxes collected and property taxes
delinquent;

4. Property tax levy rates per $1,000 of assessed valuation; and

5. Authorized, issued and outstanding general obligation debt of the
Borough.

Items 2 through 5 shall be required only to the extent that such information is not
included in the annual financial statements.

The information and data described above shall be so provided on or before the
expiration of nine months after the end of the Borough’s fiscal year. The Borough’s
fiscal year currently ends on June 30. The Borough may adjust such fiscal year by
providing written notice of the change of fiscal year to the MSRB. In lieu of providing
such annual financial information and operating data, the Borough may cross-refer to
other documents available to the public on the MSRB’s internet website or filed with the
Commission.
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If not provided as part of the annual financial information discussed above, the Borough
shall provide to the MSRB the Borough’s audited annual financial statement prepared in
accordance with generally accepted accounting principles applicable to governmental
entities from time to time when and if available.

C. Material Events. The Borough agrees to provide or cause to be provided,
in a timely manner, to the MSRB notice of the occurrence of any of the following events
with respect to the Bonds, if material:

1. Principal and interest payment delinquencies;

2. Non-payment related defaults;

3. Unscheduled draws on debt service reserves reflecting financial
difficulties;

4. Unscheduled draws on credit enhancements reflecting financial
difficulties;

5. Substitution of credit or liquidity providers, or their failure to
perform;

6. Adverse tax opinions or events affecting the tax-exempt status of

the Series N Bonds;
7. Modifications to the rights of Bond owners;

8. Bond calls (optional, contingent or unscheduled Bond calls other
than scheduled sinking fund redemptions for which notice is given
pursuant to the Commission’s Exchange Act Release 34-23856);

9. Defeasances;

10. Release, substitution or sale of property securing repayment of the
Bonds; and

11. Rating changes.

Solely for purposes of disclosure and not intending to modify the undertaking, the
Borough advises that no debt service reserves or property secures the repayment of the
Bonds.

D. Notification Upon Failure to Provide Financial Data. The Borough agrees
to provide or cause to be provided, in a timely manner, to the MSRB notice of its failure
to provide the annual information described in subsection B above on or prior to the date
set forth in subsection B above.




E. EMMA; Format for Filings with the MSRB. Until otherwise designated
by the MSRB or the Commission, any information or notices submitted to the MSRB in
compliance with the Rule are to be submitted through the MSRB’s Electronic Municipal
Market Access system (“EMMA?”), currently located at www.emma.msrb.org. All
notices, financial information and operating data required by the undertaking to be
provided to the MSRB must be in an electronic format as prescribed by the MSRB. All
documents provided to the MSRB pursuant to the undertaking must be accompanied by
identifying information as prescribed by the MSRB.

F. Termination/Modification. The Borough’s obligations to provide the
annual financial information and notices of material events shall terminate upon the legal
defeasance, prior redemption or payment in full of all of the Bonds. Any provision of the
undertaking shall be null and void if the Borough (i) obtains an opinion of nationally
recognized bond counsel to the effect that the portion of the Rule that requires such
provision is invalid, has been repealed retroactively or otherwise does not apply to the
Bonds; and (ii) notifies the MSRB of such opinion and the cancellation of such provision.

Notwithstanding any other provision of the undertaking or the Bond Ordinance,
the Borough may amend the undertaking with an opinion of nationally recognized bond
counsel in accordance with the Rule. In the event of any amendment of the undertaking,
the Borough shall describe such amendment in the next annual report, and shall include,
as applicable, a narrative explanation of the reason for the amendment and its impact on
the type (or in the case of a change of accounting principles, on the presentation) of
financial information or operating data being presented by the Borough. In addition, if
the amendment relates to the accounting principles to be followed in preparing financial
statements, (i) notice of such change shall be given in the same manner as for a material
event under Section C of the undertaking, and (ii) the annual report for the year in which
the change is made shall present a comparison (in narrative form and also, if feasible, in
quantitative form) complying with applicable requirements of the body that established
the changed accounting principles between the financial statements as prepared on the
basis of the new accounting principles and those prepared on the basis of the former
accounting principles.

G. Bond Owner’s Remedies Under This Section. The right of any Bond
owner or beneficial owner of Bonds to enforce the provisions of this section and the
agreement hereunder shall be limited to a right to obtain specific enforcement of the
Borough’s obligations hereunder, and any failure by the Borough to comply with the
provisions of the undertaking shall not be an event of default with respect to the Bonds
under the Bond Ordinance. For purposes of this section, “beneficial owner” means any
person who has the power, directly or indirectly, to vote or consent with respect to, or to
dispose of ownership of any Bonds, including persons holding Bonds through nominees
or depositories.
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K& L | GAT E S 925 Fourth Avenue

Suite 2900

Seattle, WA 98104-1158

1206.623.7580 www.klgates.com
February 26, 2010

Fairbanks North Star Borough
Fairbanks, Alaska

Robert W. Baird & Co., Inc.
Red Bank, New Jersey

Re:  Fairbanks North Star Borough, Alaska
General Obligation School Bonds, 2010 Series M (Taxable Recovery Zone Economic
Development Bonds) - $11,950,000

Ladies and Gentlemen:

We have acted as bond counsel to Fairbanks North Star Borough, Alaska (the
“Borough”), and have examined a certified transcript of the proceedings taken in the matter
of the issuance by the Borough of its General Obligation School Bonds, 2010 Series M
(Taxable Recovery Zone Economic Development Bonds), in the aggregate principal amount
of $11,950,000 (the “Bonds™). The Bonds are issued pursuant to Ordinance No. 2009-56 of
the Borough, passed by the Borough Assembly on January 14, 2010 (the “Bond Ordinance”),
to finance the cost of capital improvements to school facilities in the Borough, as approved
by Borough voters at an election held on October 6, 2009.

The Bonds are subject to redemption as provided therein.

As to questions of fact material to our opinion, we have relied upon representations of
the Borough contained in the Bond Ordinance and in the certified proceedings and other
certifications of public officials and others furnished to us without undertaking to verify the
same by independent investigation.

Based on the foregoing, we are of the opinion that, under existing law:

1. The Bonds have been legally issued and constitute valid general obligations of
the Borough, except to the extent that the enforcement of the rights and remedies of the
owners of the Bonds may be limited by laws relating to bankruptcy, insolvency, moratorium,
reorganization or other similar laws of general application affecting the rights of creditors, by
the application of equitable principles, and by the exercise of judicial discretion.
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2. By the Bond Ordinance, the Borough has covenanted that, unless the principal
of and interest on the Bonds are paid from other sources, it will levy taxes annually without
limitation as to rate or amount upon all property within the Borough subject to taxation in
amounts sufficient to pay such principal and interest as the same shall become due. The full
faith, credit and resources of the Borough are irrevocably pledged for the annual levy and
collection of such taxes and for the prompt payment of such principal and interest.

3. Interest on the Bonds is not excludable from gross income for federal income
tax purposes.

The Bonds are not “qualified tax-exempt obligations” within the meaning of Section
265(b)(3) of the Code.

Except as expressly stated above, we express no opinion regarding any other federal
or state income tax consequences of acquiring, carrying, owning or disposing of the Bonds.
Owners of the Bonds should consult their tax advisors regarding the applicability of any
collateral tax consequences of owning the Bonds, which may include original issue discount,
original issue premium, purchase at a market discount or at a premium, taxation upon sale,
redemption or other disposition, and various withholding requirements.

We have not been engaged nor have we undertaken to review the accuracy,
completeness of sufficiency of the official statement or other offering material related to the
Bonds (except to the extent, if any, stated in the official statement). We express no opinion
relating to the undertaking by the Borough to provide ongoing disclosure pursuant to SEC
Rule 15c2-12.

This opinion is given as of the date hereof, and we assume no obligation to update,
revise or supplement this opinion to reflect any facts or circumstances that may hereafter
come to our attention or any changes in law that may hereafter occur.

Very truly yours,

K&L GATES LLP
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February 26, 2010

Fairbanks North Star Borough
Fairbanks, Alaska

First Southwest Company
Dallas, Texas

Re:  Fairbanks North Star Borough, Alaska
General Obligation Refunding Bonds, 2010 Series N - $17,480,000

Ladies and Gentlemen:

We have acted as bond counsel to Fairbanks North Star Borough, Alaska (the
“Borough”), and have examined a certified transcript of the proceedings taken in the matter
of the issuance by the Borough of its General Obligation Refunding Bonds, 2010 Series N, in
the aggregate principal amount of $17,480,000 (the “Bonds”). The Bonds are issued
pursuant to Ordinance No. 2009-56 of the Borough, passed by the Borough Assembly on
January 14, 2010 (the “Bond Ordinance”), to refund certain outstanding general obligation
bonds of the Borough.

The Bonds are not subject to redemption prior to their stated maturities.

As to questions of fact material to our opinion, we have relied upon representations of
the Borough contained in the Bond Ordinance and in the certified proceedings and other
certifications of public officials and others furnished to us without undertaking to verify the
same by independent investigation.

Based on the foregoing, we are of the opinion that, under existing law:

1. The Bonds have been legally issued and constitute valid general obligations of
the Borough, except to the extent that the enforcement of the rights and remedies of the
owners of the Bonds may be limited by laws relating to bankruptcy, insolvency, moratorium,
reorganization or other similar laws of general application affecting the rights of creditors, by
the application of equitable principles, and by the exercise of judicial discretion.
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2. By the Bond Ordinance, the Borough has covenanted that, unless the principal
of and interest on the Bonds are paid from other sources, it will levy taxes annually without
limitation as to rate or amount upon all property within the Borough subject to taxation in
amounts sufficient to pay such principal and interest as the same shall become due. The full
faith, credit and resources of the Borough are irrevocably pledged for the annual levy and
collection of such taxes and for the prompt payment of such principal and interest.

3. Interest on the Bonds is excludable from gross income for federal income tax
purposes and is not an item of tax preference for purposes of the federal alternative minimum
tax imposed on individuals and corporations; however, interest on the Bonds is taken into
account in determining adjusted current earnings for the purpose of computing the alternative
minimum tax imposed on certain corporations. The opinion set forth in the preceding
sentence is subject to the condition that the Borough comply with all requirements of the
Internal Revenue Code of 1986, as amended (the “Code”), that must be satisfied subsequent
to the issuance of the Bonds in order that the interest thereon be, and continue to be,
excludable from gross income for federal income tax purposes. The Borough has covenanted
to comply with all applicable requirements. Failure to comply with certain of such covenants
may cause interest on the Bonds to be included in gross income for federal income tax
purposes retroactively to the date of issuance of the Bonds.

4. Interest on the Bonds is not included in taxable income for purposes of the
Alaska income tax imposed on corporations. Interest on the Bonds may be indirectly subject
to the Alaska alternative minimum tax imposed on corporations to the extent that interest on
the Bonds is subject to the federal alternative minimum tax.

The Borough has designated the Bonds as “qualified tax-exempt obligations” within
the meaning of Section 265(b)(3) of the Code.

Except as expressly stated above, we express no opinion regarding any other federal
or state income tax consequences of acquiring, carrying, owning or disposing of the Bonds.
Owners of the Bonds should consult their tax advisors regarding the applicability of any
collateral tax consequences of owning the Bonds, which may include original issue discount,
original issue premium, purchase at a market discount or at a premium, taxation upon sale,
redemption or other disposition, and various withholding requirements.

We have not been engaged nor have we undertaken to review the accuracy,
completeness of sufficiency of the official statement or other offering material related to the
Bonds (except to the extent, if any, stated in the official statement). We express no opinion
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relating to the undertaking by the Borough to provide ongoing disclosure pursuant to SEC
Rule 15¢2-12.

This opinion is given as of the date hereof, and we assume no obligation to update,
revise or supplement this opinion to reflect any facts or circumstances that may hereafter
come to our attention or any changes in law that may hereafter occur.

Very truly yours,

K&L GATES LLP





