State Profile

Alaska

Alaska’s employment growth was at par with the national pace.

* Alaska’s nonfarm employment continued to expand Chart 1: The Education & Health Sector Added Over
through the second quarter 2004, albeit at a slower pace Half of Alaska's Net Job Growth in 2Q04
than a year earlier (See Chart 1). 4% -

Alaska

©
. . . = D g0, |
e Job growth in the health services sector remained the 5 g 3%
largest contributor to the state, expanding by more than S 2%
. . [=3 —
5 percent during the year ending second quarter 2004 and E 8 1% -
4 . >
contributing 1,700 new jobs. E% 0%
g 5 Ed &
. . £ 1% ti .
¢ The retail trade sector’s year-over-year job growth of 2.2 Z3 1% Heal:hci‘/‘"i’:aska Recession_> '\'Ft_
. < b atio
percent for second quarter 2004 equaled 800 jobs. 2% - (gray bar)
95 96 97 98 99 00 O1 02 03 04
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contributed in part to the 600 new ]ObS in the leisure and Source: Bureau of Labor Statistics and Bureau of Economic Research
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Chart 2: Qil Prices in August 2004 Peaked Near

¢ Alaska reported job declines in the government, the Inflation-Adjusted Nineties Record High
information, and professional and business services sectors.
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° AnalySts estimate that a $1 per barrel rise in CrUde Oll Sources: Wall Street Journal, National Bureau of Economic Research,

prices will increase annual government revenues in Alaska and Bureau of Economic Analysis.

by $60 million.” As a result, the recent trend in oil prices
was expected to turn the state’s budget deficit into a
surplus.

Chart 3: Commercial Loan Growth Continued,
but Delinquencies Persisted
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¢ Inresponse to improved business conditions, Alaska-based %
institutions increased their commercial and industrial §
(C&l) loan portfolios by 8 percent over the 12 months
ending June 2004, outpacing growth in several other loan o ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
categories (See Chart 3). Larger business loans (original 9% 97 98 99 00 01 02 03 04

Note: Includes insured institutions based in Alaska opened at least three years.
Source: FDIC (June of each year)

'Barbara Morgan, “Hotel Construction Continues During 2004", Alaska Business Monthly, May
2004. www.akhizmag.com
2plaska Deficit May Now be a Surplus”, United Press Intemational, July 6, 2004
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amounts exceeding $1 million) led the increase. However,
smaller C&l loans accounted for nearly two-thirds of C&l
loan portfolios on a median basis. With the most recent
growth, the median C&I concentration increased to 136
percent of Tier 1 capital.

e Despite the recent loan growth and a significant decline
in business bankruptcies, Alaska’s insured financial
institutions reported elevated delinquencies in their C&lI
portfolios. The median C&I past due ratio was 1.77

percent as of second quarter 2004, the 11™ highest in the
nation.

Alaska’s insured financial institutions feel the effect of
higher interest rates.

e Profits fell at Alaska’s insured institutions despite
securities gains recognition and overhead cuts. The
median quarterly return-on-assets ratio for insured
institutions headquartered in Alaska decreased to 0.89
percent as of June 30, 2004, down from 1.27 percent
one-year earlier. The falloff in profitability resulted from
a year-over-year second quarter 2004 decline in the
median noninterest income to average assets ratio, from
1.23 percent to 0.94 percent due primarily to lower gain
on loan sales, combined with a narrowing of the net

interest margin (NIM) (See Chart 4).

e Five of Alaska’s seven institutions realized securities gains.
However, most of the state’s institutions may now find it
difficult to use securities gains as a source of profitability.
Consistent with national trends, the second quarter up
tick in interest rates had an adverse effect on security
portfolio values. Consequently, from June 2003 to June
2004, the median ratio of net unrealized gains or
losses-to-amortized cost of securities among commercial
banks decreased from a positive 3.02 percent to a negative
0.3 percent (See Chart 5). Going forward, rising interest
rates could have a significant effect on balance sheets at
insured institutions in Alaska, which reported a median
securities-to-total assets ratio of 38 percent in second
quarter 2004.

e Higher provisions also contributed to the earnings decline
as insured institutions augmented reserves to cover an

increase in problem commercial loans. The median past-due
loan ratio increased to 1.81 percent as of June 30, 2004, up

from 1.56 percent one-year eatlier, boosting the state’s
second quarter 2004 past-due ratio ranking from 17 th
to 13 ™ in the nation.
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Chart 5: Net Interest Margins Sank Year-Over-Year
Despite Rising Long-Term Interest Rates
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Alaska at a Glance

General Information Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Institutions (#) 7 8 8 8 8
Total Assefs (in thousands) 3,822,783 7,304,864 6,700,345 6,400,774 5,740,763
New Institutions (# < 3 years) 0 0 0 0 0
New Institutions (# < 9 years) 0 0 0 0 0
Capital Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Tier 1 Leverage (median) 8.90 9.01 8.96 8.96 947
Asset Quality Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Past-Due and Nonaccrual (median %) 181% 1.56% 1.98% 1.39% 1.90%
Past-Due and Nonaccrual >= 5% 0 0 0 0 0
ALLL/Total Loans (median %) 1.09% 1.34% 1.26% 1.20% 1.34%
ALLL/Noncurrent Loans (median mulfiple) 475 1.58 1.31 2.50 3.80
Net Loan Losses/Loans (aggregate) 0.12% 0.35% 0.27% 0.20% 0.26%
Earnings Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Unprofitable Institutions (#) 0 0 0 0 0
Percent Unprofitable 0.00% 0.00% 0.00% 0.00% 0.00%
Refurn on Assets (median %) 0.89 1.2 1.18 1.09 1.19
25th Percentile 0.86 0.87 092 0.59 0.99
Net Interest Margin (median %) 4.72% 4.83% 4.99% 4.78% 5.10%
Yield on Earning Assets (median) 5.33% 5.81% 6.59% 8.05% 8.28%
Cost of Funding Earning Assets (median) 0.67% 0.94% 1.59% 3.26% 3.30%
Provisions to Avg. Assets (median) 0.11% 0.10% 0.16% 0.12% 0.08%
Noninterest Income to Avg. Assets (median) 0.94% 1.23% 1.05% 0.89% 1.09%
Overhead to Avg. Assets (median) 3.12% 3.84% 3.73% 4.00% 4.09%
Liquidity/Sensitivity Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Loans to Deposits (median %) 71.38% 63.89% 62.69% 66.82% 68.64%
Loans to Assets (median %) 49.92% 52.00% 41.11% 49.52% 51.81%
Brokered Deposits (# of Institutions) 2 2 1 1 2
Bro. Deps./Assets (median for above inst.) 167% 1.76% 1.20% 1.20% 0.78%
Noncore Funding to Assets (median) 16.03% 17.23% 18.44% 20.13% 18.66%
Core Funding to Assets (median) 75.30% 72.05% 70.10% 66.70% 67.88%
Bank Class Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
State Nonmember 3 3 3 3 3
National 2 3 3 3 3
State Member 0 0 0 0 0
S&lL 0 0 0 0 0
Savings Bank 1 1 1 1 1
Stock and Mutual SB 1 1 1 1 1
MSA Distribution # of Inst. Assets % Inst. % Assets
No MSA 4 863,700 57.14% 22.59%
Anchorage AK 3 2,959,083 42.86% 77.41%
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