


SENATE BILL 207
HOUSE BILL 401

DEPARTMENT OF ENVIRONMENTAL CONSERVATION BILL SUMMARY

This bill will authorize the State Bond Committee to issue and sell State revenue bonds to
provide funds for the Department of Environmental Conservation (DEC) to offer lovv-interest
loans to municipalities. The municipalities would use these funds to finance the construction of
public wastewater treatment systems, solid waste management systems, nonpoint source water
pollution control projects and estuary conservation and management projects. DEC already
operates the Alaska clean water fund, a revolving loan program that is funded by fede.al grants
and State appropriations. The demand for these subsidized loans has been growing with the
increase in federal requirements placed upon the local communities and the concurrent reduction
in State revenues in the last few years. It is estimated that the demand for loans will exhaust the

available supply of funds by the summer of 1998.

One solution to this problem is to leverage the Alaska clean water fund, that is. to increase the
amount of money available to finance water pollution control projects by using the fund as
collateral to secure State-issued revenue bonds. Programs similar to this proposal are currently
in place in 21 states. Communities collect user fees for their sewerage and solid waste projects to
provide the money to make their annual loan payments to the Department. Under this leveraging
concept, the annual loan repayments would be used to pay back the bond investors. Nationwide,
in the six years of operation of the clean water loan funds, there has never been a loan default.
With such an excellent repayment history, the program risk is very small. A sizable corpus of
money in the fund would provide extra security tor the bonds and would also result in lower
program costs which could be passed onto the municipalities. If this bill could be enacted this
session, an adequate amount would be available in the corpus to accomplish this. Delays in
passage will reduce the amount available to leverage and minimize the effectiveness of the

legislation.

This type of bond sales program has been previously authorized to the State bond committee. In
fact, this legislation is patterned after the statute created for the International Airport bond sales
done by the committee for the Department of Transportation. The State bond committee has the
expertise to properly conduct a bond sales issue. DEC has the expertise to properly run the clean
water fund program. This legislation provides a simple, efficient method to assist the
incorporated communities of the State by ensuring that low-cost loans for essential projects will
be available well into the future, while reducing the demand for general-funded capital projects.



January 23, 1996

SENATE BILL 207
HOUSE BILL 401

SECTIONAL ANALYSIS

Introduction

Senate B ill 207 (the bill) and its counterpart, House
Bill 401, w ill authorize the state bond committee (committee),
which consists of the commissioners of the Departments of
Administration, Commerce and Economic Development, and Revenue,
to issue and sell state revenue bonds to fund public wastewater
treatment systems, solid waste management systems, nonpoint
source water pollution projects, and estuary conservation
management projects. The b ill authorizes the Department of
Environmental Conservation (DEC) to use the Alaska clean water
fund (fund), a revolving loan fund, as security for the payment
of the principal and interest on the bonds, provided the bond
proceeds are deposited in the fund.

The Alaska clean water fund and the proposed bond
program are designed to comply with requirements for
participation in a federal matching grant program under the Clean
Water Act and, therefore, do not present any problem under the
dedicated funds prohibition of the State Constitution.

By using the Alaska clean water fund as security for
the bonds, the state w ill be able to leverage or increase the
amount of money in the fund that is available to municipalities
and state agencies for water pollution control projects.

Section 1. Section 1 of the bill recognizes that the proposed
bond program is an appropriate use of the public credit, and that
it will serve a public purpose by allowing public water pollution

control projects to be financed and constructed much sooner than
would otherwise be possible. This statement of the policies and
purposes underlying the bill will also reflect the legislature’s



m
intent that the bonds to be issued are revenue bonds.

Section 2.

This section of the bill will create a new article,
article 3A, in Title 37, the public finance title of the Alaska

Statutes.

Sec. 37.15.560. BOND AUTHORIZATION - Authorizes the
state bond committee to issue and sell revenue bonds to raise
money to be deposited in the Alaska clean .vater fund. This
section characterizes the Alaska clean water fund as a public
enterprise of the state and the proposed bonds as revenue bonds.
Under the Alaska Constitution, state-issued revenue bonds do not
require voter approval. This section authorizes the committee to
enter into agreements and perform those functions that are
normally required to accomplish the task of issuing and selling

honds.

Sec. 37.15.565. BOND REDEMPTION FUND - A bond
redemption fund is established. This is a standard financing
technique for making it easier and more accountable to perform
the many functions necessary in the bond issuance and sales
process. Also, to provide accountability for any future
principal and interest payments and any premium redemptions on
the bonds. The state bond committee w ill he responsible for
administering the bond redemption fund, and may invest the
proceeds of the bond redemption fund according tc the ‘'prudent
investor' standards established in AS 37.10.070, providing the
earnings on these investments are retained in the bond redemption

fund.

Sec. 37.15.570. BOND TERMS - The state bond committee
may issue, sell, or redeem the bonds so as to achieve the
greatest advantage for the State. The committee can make
decisions based upon the market conditions, and does not require
approval of another agency to execute these decisions. The
committee w ill decide the flevel of security required from the
Alaska clean water fund and the portion of the fund that wil
provide this collateral security. The committee may appoint a
trustee to perform all necessary functions. The committee must
give due regard to the continued funding of projects under the



#

Alaska clean water fund, including applicable state and federal
requirements. Any such decisions made by the committee and
expressed in a bond resolution are conclusively deemed to comply
wich the requirements of the legislation pertaining to the bond

program.

Sec. 37.15.573. BOND RESOLUTION - Thecommittee must
adopt a bond resolution to issue bonds. The resolution will
contain those terms and conditions necessary to identify and
define the bonds and the bond sales process

Sec. 37.15.575. STATE AID IINTERCEPT -This section
defines the procedure for allowing the State to intercept or
garnish other legitimate sources of State aid should a community
default on a loan from this fund. This paragraph is included in
the legislation to enhance investor confidence in the program,
improve the bond rating, and ultimately, lower program costs.

Sec. 37.15.5P0. PLEDGE OF THE STATE -This provision
recognizes that the stac may not alter the terms and conditions
of a bond resolution by subsequent executive or legislative
action.

Sec. 37.15.583. ENFORCEMENT BY BONDOWNER - To resolve
any disagreements between the bondowners and the committee, 10
percent or more of the bondowners of any series or issue can
bring suit in state superior court in Juneau. The ten percent
threshold was selected to discourage frivolous litigation.

Sec. 37.15.585. AMOUNTS REQUIRED FOR PAYMENTS - Each
year the committee w ill inform the commissioners of the
departments of Environmental Conservation and Revenue of the
amounts needed in that year to pay for the bonds. The notice
w ill be given at this time so that the departments w ill be able
to incorporate these numbers into their financial planning for
the next fiscal year.

Sec. 37.15.587. PURPOSES AND SUFFICIENCYOF REVENUE
Bond proceeds w ill be used to build projects that are eligible
under the clean water fund program. The commitcee w ill not issue
bonds unless there is enough security available in the fund to
make it prudent to issue the bonds.



Sec. 37.15.590. REFUNDING - If it is in the best
interests of the State, the committee may refund all or some of
the bonds. The committee w ill follow the defined procedures to

conduct the refunding process. The committee may appoint a
trustee to conduct this process. The trustee may invest funds in
short-term federal instruments until the refunding proceeds are

needed.

Sec. 37.15.595. BONDS AS LEGAL INVESTMENTS - The
bonds are legal investments and can be traded and sold between
institutions and persons. The State may accept them as security
for the State and Municipal debts.

Sec. 37.15.600. STATUTORY CONSTRUCTION - The statute
is to be liberally construed to give effect to the public purpose
of providing for the financing and construction of public water

pollution control projects.

Sec. 37.15.605. REGULATIONS - The committee can adopt
regulations to implement this program.

Sec. 37.15.605. Definitions - This sections contains
the definitions applicable to the bond program.

Section 3 - 12. Sections 3 - 12 of the bill amend AS 46.03.032,
the statute that establishes the Alaska clean water fund.

Section 3. AS 46.03.032(a) - The Alaska clean water fund statute
is amended to allow the fund to receive money from the sale of
bonds and this money may be placed in a special account of the

fund.

Section 4. AS 46.03.032(b) - The provisions of the Alaska clean
water fund statute are to be given liberal interpretation to
further their purpose of providing financing for the construction
of water pollution control projects. The DSC will administer the
fund consistent with the state and federal requirements
applicable to the fund and with the requirements of the bond

legislation.



Section 5. AS 46.03.032(c) - This section makes a technical
correction in the citation of the Clean Water Act, to follow the
proper citation form and to refer to the Clean Water Act as

amended.

Section 6. AS 46.03.032(d) - This section reorganizes the
existing statute into a more understandable form. It also
authorizes use of the fund to secure state-issued bonds, and
authorizes use of the fund to pay the principal and interest on
the bonds and the costs of issuing and administering the bonds.
The proceeds of the bond sale must be deposited into the fund.

Section 7. AS 46.03.032(f) - This section also reorganizes the
existing statute into a more logical format and allows DEC to
spend money from the fund to aominister the bond program.

Section 8. AS 46.03.032(g) - The existing statute is amended to
allow a state agency to receive loans from the fund. Currently,
only municipalities may do this. Nationwide it has been
recognized that the state environmental agencies that normally
run the clean water funds don't always have authority over all
environmental situations. This is especially true for nonpoint
source pollution problems that affect plant and animal
populations that would normally be considered part of the
jurisdiction of the Departments of Natural Resources or Fish and
Game. Allowing DEC to make loans to other state agencies w il
provide a tool to enable these organizations to cooperatively
address these interagency environmental problems. Also, the
section is amended to make it clear that the potential borrowers
will demonstrate their credit-worthiness prior to loan

commitment.

Section 9. AS 46.03.032(i) - This section amends the existing
statute to accommodate the references to the bond issuance
program. Some technical changes are also made to reference AS
46.06.021, the solid waste statute that establishes project
priorities, rather than rrpeat them in full in the Alaska clean
water fund statute.



Section 10. AS 46.03.032(k) - In addition to the reports the
department already prepares for the program/ DEC w ill prepare
reports necessary for the committee.

Section 11. AS 46.03.032 (0) - The definitions section incl-udes
one technical change in the terminology used to refer to solid
waste management projects and adds a new definition for the term

"“state agency."

Section 12. AS 46.03.032(p) - This new subsection provides that
any inconsistencies between any regulations adopted by che state
bond committee under Title 37 and those adopted by DEC under
Title 46 involving the Alaska clean water fund program w ill be
resolved in favor of the Title 37 regulations.

Section 13. Clarifies that the portion of this legislation that
is entitled ENFORCEMENT BY BONDOWNER would affect a change in
Civil Procedure 3 and require all actions to be filed in Superior
Court in Juneau.

Section 14. Recognizes that in order for all actions to be filed
in Superior Court in Juneau, the second part of the paragraph
that is entitled ENFORCEMENT BY BONDOWNER must receive a two-
thirds majority vote of each house;, otherwise that portion will

not take effect.



" W._.on: HB 401
FISCALNOTE iy (Bish Dae: -6-96

STATE OF ALASKA
1996 LEGISLATIVE SESSION }
Revision Date: Department Affected: Environmental
Title: Clean Water Fund Bonds N Conservation

BRU: Facility Construction & Operation
Sponsor: Rules Committee Component: Facility Construction & Operation
-Governor
COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands of Dollars)
OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY 00 FYO0!
PERSONAL SERVICES 0.0 0.0 0.0 0.0 0.0
TRAVEL 0.0 0.0 0.0 0.0 0.0
CONTRACTUAL 0.0 0.0 0.0 0.0 0.0
SUPPLIES 0.0 0.0 0.0 0.0 0.0
EQUIPMENT 0.0 0.0 0.0 0.0 0.0
LAND&STRUCTURES 0.0 0.0 0.0 0.0 0.0
GRANTS,CLAIMS 0.0 0.0 0.0 0.0 0.0
MISCELLANEQOUS 0.0 0.0 0.0 0.0 0.0
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0
CHANG4 IN REVENUES ( ) 0.0 0.0 0.0 0.0 0.0
FUND SOURCE
1002 Federal Receipts 0.0 0.0 0.0 0.0 0.0
1003 GF Match 0.0 0.0 0,0 0.0 0.0
1004 GF 0.0 0.0 0.0 0.0 0.0
1005 GF/Program Receipt 0.0 0.0 0.0 0.0 0.0
1006 GF/MHTIA 0.0 0.0 0.0 0.0 0.0
Alaska Clean Water Fund 0.0 0.0 0.0 0.0 0.0
TOTAL 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY97) cost: S *
POSITIONS:
FULL-TIME 0 0 0 0 0
PART-TIME 0 0 0 0 0
TEMPORARY 0 0 0 0 0

ANALYSIS:  (Attach a separate page it necessary.)
* Projected bond costs have not yet been determined. Please see attached explanations.
The department supports this bill that authorizes the sale of revenue bonds to be used by the Alaska Clean Water Fund
to fund construction of public wastewater systems, nonpoint source water pollution control projects,
including solid waste management sytems, and estuary conservation and management projects.

Prepared by: Lany Jones Phone:  465-5010

Division: Director. Division of Administrative Servi Date: 1/2/%
Approved by Commissioner: L
Agency:  Department of Environmental Conservation/ b Date:
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
distribution information, call the Governor's Legislative Office

(RE Page of a

FY 02

0.0
0.0
0.0

0.0
0.01
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Alaska Clean Water Fund - Bond Sales /Reasons why costs can not be determined:

The proceeds from the sale of bonds is to supplement available loan funds. Therefore, bonds will
only be sold if the demand for construction loans exceeds the amount available in the Alaska
Clean Water Fund (ACWF). However, the sale will have to be timed to allow a certain amount
of the ACWF to be held as collateral for the bonds sold. Further considerations in the timing of
the sale of bonds includes several financial issues such as rebate as it applies to selling bonds.

The department is working closely with the State Bond Committee, the Bond Committee’s bond
counsel and financial advisors to ensure all of these concerns are adequately addressed and that a
bond sale only occurs when it is advantageous to the state. Consequently, the costs related to the
sale of the bonds is unknown at this time. Finally, costs associated with the sale of bonds are

usually paid from the proceeds of the bond sale.

Page 2 of 2



No. |
state OF ALASKA FISCAL NOTE A Silr Vereion.~ hb_*0i------

Fe/isi&qg%é%gi:smive session n Dopt. Affectedt W= 7 Publish Date: 1-8-96
Title Clean Water Fund Bonds BRU: Revanuo Operations

_ Component: Troosury Management
Sponsor: Rules Commrittee

Requestor: Govermor COMPONENT SERIAL NO. il

Exrjenditures/Revenucs: (Thousends of Ddlars)
OPERATING FY 97 FY 98 FY 99
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPVENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL 0.0 0.0 0.0 0.0 0.0 0.0

FY 00 Fy a1 Fr o2

REVENUE FUND SOURCE:

FUNDING: (Thousands of Ddlars)
1002 Feckral Receipts

1003 GF Motch

1004 GF

1005 G~/Program Receipts

1006 G~/\VHTA

Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

PCSITIONS:

RULL-TIVE

PART-TIVE

TEMPORARY

Estinete of current (FY96) inpect $ 0.0

%

ANALYSIS:  (Attach a separate pege if necessary)
All costs of issuance, administration, and debt sorvico on tho bonds will ke peid from the Alaska Clean Water Fund. The proceeds o' the
bond issue Wll_rk;eﬁgxﬂted_ in the Clean Water Fund, thereby increasing the noney available fo' lor.ns to municipelities.
There is no csti fiscal impect on other State funds.

Prepared by: Forest R 465-3750
Divisiort Dato: 1/3/8
Approved by Commrissioner: Cate:

Agency:  Departrrent of Reverue

CO T LK X P RRONAL N ol o GOuSHbrs LEg e Otice - Or

Page 1 of 1



TONY KNOWLES, GOVERNOR

DEPT. OF ENVIRONMENTAL CONSERVATION

OFFICE OF THE COMMISSIONER Phone: 465-5066
410 Willoughby Avenue Fax:  465-5070
Juneau. Alaska 99801-1795

Januar 25. 1996

The Honorable Alan Austerman, Co-Chairman

The Honorable lvan Ivan, Co-Chairman

House Committee on Community and Regional Affairs
Alaska State Legislature

Juneau. Alaska 99801

SUBJECT: Request for hearing on House Bill 401
Dear Representatives Austerman and Ivan:

The Governor’s Office and the Department of Environmental Conservation request that
public hearings be scheduled for House Bill 401. This bill is important for Alaskans for many
reasons. It affords a way for our communities to obtain low-cost financing for their water
pollution projects far into the future. This proposal will accomplish this goal without any
significant general funding required and in fact, at some point in the future, could eliminate the
need for legislative appropriations. Alaskan communities are simuitaneously faced with many
federal regulatory burdens and diminishing financial resources. It is important that we provide
them with financial tools to deal with the many problems that they encounter. This bill would
provide one of these financial tools.

We have attached a short analysis of the bill for your convenience in understanding the
intent of the Legislation. At this time, the Alaska Clean Water Fund has the required collateral to
support the proposed revenue bond leveraging plan. If legislation is enacted this session,
adequate collateral would remain to ensure a large enough bond issue to meet anticipated
demand. Delay in enacting this legislation will reduce the program’s effectiveness in meeting
our water pollution capital project needs. For this reason, we ask that the hearings be scheduled
as soon as possible. Ifyou wish to discuss this legislation, please call Keith Kelton at 465-5135.
Thank you for your consideration.

.Sincerely,

Michele Brown
Commissioner

MB\KK:Ip filiifco‘clerical'bums‘acwT haringl.rgl)

Enclosure: Bill Analysis



Tonv K | P O Box 110001
°"GOVERNOR Juneaugoé\ﬁs;ﬁa Ll
Fa& (QM 6%-3832
State of Alaska
OFFICE OF THE GOVERNOR
Juneau
Januaiy 8, 1996
The Honorable Gail Phillips
Speaker of the House
Alaska State Legislature
State Capitol
Juneau, AK 99801-1182
Dear Speaker Phillips:
Under the authority of art. 11l, sec. 18, of the Alaska Constitution, | am transmitting a

bill to authorize the state bond committee to issue and sell state revenue bonds to fund
public wastewater treatment systems, solid waste management systems, nonpoint source
water pollution control projects, and estuary conservation and management projects.
This bill also authorizes the Department of Environmental Conservation to use the
Alaska clean water fund, a revolving loan fund, as security for the payment of the
principal and interest on the bonds, provided the bond proceeds are deposited in the
fund. By using the fund as security for the bonds, the state will be able to leverage or
increase the amount of money in the fund that is available to municipalities and state
agencies for water pollution control projects.

Section 2 of the bill provides the legal framework for the bond issuance and sale. This
section is patterned after the international airports revenue bonds statutes, and
establishes a cooperative relationship between DEC, which administers the Alaska
clean water fund, and the state bond committee, which will administer the bond
program. The bill requires the state bond committee to conduct its activities in the
best interests of the state and its inhabitants, in a manner that will accomplish the most
advantageous sale of the bonds, with due regard for the continued funding of projects
under the Alaska clean water fund program.



The Honorable Gail Phillips
January 8, 1996
Page 1

Sections 3-12 of the bill amend the clean water fund loan program to clarify the
statute. It authorizes DEC to use the fund to secure state-issued bonds and to make
other amendments necessary to acknowledge the bond-issuance and repayment process.

| urge your prompt consideration and passage of this bill.

Sincerely,



loans
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LEVERAGING THE CLEAN WATER FUND

The upper part of the accompanying chart demonstrates how the Alaska Clean W ater
Fund (ACWF) currently operates:

. Federal capitalization grants & State appropriations (20% of federal grant amc ant) are
deposited into the ACWF.

. ADEC administers the ACWF. providing loa**.,, to fund sanitation projects.

. Repayment of loan principal and interest is deposited into the ACWF to provide the basis

for funding more community projects.

. Department of Revenue maintains the ACWF account and invests the unobligated
balance, with the earnings also deposited into the ACWF.

The bottom portion of the chart illustrates the effects of leveraging on management of the

ACWEF:

The ACWF balance will be pledged as collateral for revenue bonds. Costs of bond
issuance are moved from the ACWF to the Bond Redemption Fund (BRF).

The BRF will pass these funds to the State Bond Committee (SBC) who will then issue
the bonus and sell them to investors.

Bond proceeds from investors will be deposited into the ACWF. The proceeds will fund
additional loans for projects. The loan repayments will produce the bond principle and

interest payments.

. The SBC and the Trustee will make bond principle and interest payments from the
ACWF and the BRF.



Community

Served Project Name
made during FY 90

nnchorag. Eagle River
Homer STP

KachemakCity STP

made during FY 91

Anchorage Canpbell Creek
Nome STP

made during FY 92

Anchorage Eagle River Inc.
Cordova Sewer Rehab
Anchorage Canpbell Creek Il
None tcy View

Seward Lowell Point
made during FY 93

Seward Dairy Hil

Juneau Belt Press
Juneau Back Loop Sewer
Anchorage PI. Woronzof
Juneau Channel Drive
made during FY %4

Sitka 18l

Juneau Goat Hll

Bristol Bay Leader Creek

made during FY 95
Craig Wastewater
Anchorage Regional Landfill

Anchorage Girdwood Wastewater
made during FY 96

None Solid Waste
Anchorago E ylo Rivet TID
Anchorage Miscellaneous Projects

LOAN SPECIFIC INFORMATION

Project
Number

127011
409011
451011

12702
627011

127011
261011
127031
627021
769011

769021
445011
445021
127041
445031

783011
445041
183011

265011
127051
127061

627031

127071
127001

Loan Amount

$7,759,380
$4,750,000
$450,000

$2,238,607
$788421

$3,000,000
$735,310
$453141
$2,000,000
$924,000

$40,000
$255501
$1,620,500
$2,443128
$536,000

$2,000,000
$166,000
$2,235,321

$1,000,000
$10,062,000
$2,500,000

$2,000,000
$2,500,000
$3,015,000

Agreement
Daie

10/31/89
9/5/89
7/25/89

12/17/90
4/19/91

9/6/91
9/24/91
6/30/92
6/30/92
6/30/92

11/23/92
10/9/92
2/2/93
4/26/93
6/7/93

8/17/93
12/23/93
3/1/94

9/14/94
12/2/94
4/24/95

7/19/95
10/30/95
1/12/9%6

Interest
Rate

4.65%
4B0%
4.54%

4.84%
4.56%

4.65%
442%
4.31%
4.31%
4.31%

4.75%
4.64%
4.56%
4.24%
4.23%

4.04%
4.05%
411%

4.45%
4.74%
4.17%

3.99%
3.86%
3.74%

Amortization
Period

20 years
20 years
20 years

20 years
20 years

20 years
20 years
20 years
20 years
20 years

20 years
15 years
10 years
20 years
10 years

20 years
10 years
20 years

20 years
-<20 years
20 years

20 years
20 years
20 years



Municipality

Statewide
Anchorage
Yakutat
Bristol Bay
Klawock

Municipality

DEC
Juneau
Kodiak

Bristol Bay Borough

Homer

Bristol Bay Borough

Anchorage

Alaska Clean Water Fund

Project List

July 6, 1995

Project Title Score

Amount

Projects to be Funded from Existing ERA Capitalization Grant

Planning and Design
Merrill Field Leachate Collection System

Wastewater Treatment Plant 85
King Salmon, Phase |l 67
STP Upgrade and Int. 46

Alaska Clean Water Fund

Project List

July 6, 1995

Project Title Score

$614,287
$4,875,000
$200,000
$4,769,413
$1,500,000

Amount

Projects Seeking Funding from FFY 96/97 Capitalization Grant

Administrative Costs

Goat Hill Sewer Phase 1 73
Wastewater Treatment Plant Project 70
Borough Landfill Expansion 69
East Trunk-STP to Lake Street 67
King Salmon Sewer Phase 67
Middle Fish Creek Trunk 65

$578,240
$770,000
$4,880,500
$285,000
$626,000
$1,576,265
$3,000,000

Cumulative

$614,287
$5,489,287
$5,689,287
$10,458,70J
$11,958.700

Cumulative

$578,240
$1,348,240
$6,228,740
$6,513,740
$7,139,740
$8,716,005
$11,716,005



Municipality

Craig
Unalaska
Anchorage

Nome Joint Utility

Valdez
Petersburg
Petersburg
Fairbanks
Nort".. Slope
North Slope
North Shi pe
North Slcpe
Fairbanks
Unalaska
Unalaska
Anchorage
Dillingham
Dillingham
Dillingham
Sand Point
Fairbanks
North Pole
Fairbanks
Fairbanks
Fairbanks

Alaska Cleqn Water Fund
Project Planning List

July 6, 1995

Project Title

Wastewater Plant Reconstruction

Solid Waste Facility, Phase I

C-5-7 Trunk R&R

Wooden Utilidor Upgrade

Robe River Subdivision Sewer Interceptor
Scow Bay Sewer Extension, Final Phase
Sludge De-watering Facility
Wastewater Sludge. isposal

Anaktuvuk Pass Sewer

Point Hope Sewer Project

Point Lay Sewer Project

Wainwright Sewer Project

Ft. Wainwright Interceptor Rehabilitation
Wastewater Secondary Treatment
Primary Wastewater Treatment Facility
Pt. Woronzof Incinerator

Northeastern Townsite Sewer

Area 5 Phase 1& 1l

Area 4 Phase l1&ll

Flarbor Sewer Extonsion

Van Horn & South Cushman Sewer
Highway Park/Badger-Hurst Sewer
International Industrial Ave. Sewer, Ext.
E.M. Jones Sewer Extension, Phase I
Industrial Park Sewer Ext.

Score

66
66
65
63
54
54
53
47
47
47
47
47
47
46
46
42
Sl
37
34
34
33
29
29
29
29

Amount

$4,000,000
$3,500,000
$3,000,000
$2,000,000
$5,024,900
$2,064,000
$1,115,000
$9,500,000
$3,000,000
$3,000,000
$3,000,000
$3,000,000

$800,000
$9,000,000
$7,500,000
$6,000,000

$898,976
$1,390,505
$2,011,280

$300,000

$900,000
$2,850,000

$850,000
$2,600,000

$850,000

Cumulative

$4,000,000

$7,500,000
$10,500,000
$12,500,000
$17,524,900
$19,588,900
$20,703,900
$30,203,900
$33,203,900
$36,203,900
$39,203,900
$42,203,900
$43,003,900
$52,003,900
$59,503,900
$65,503,900
$66,402,876
$67,793,381
$69,804,661
$70,104,661
$71,004,661
$73,854,661
$74,704,661
$77,304,661
$78,154,661



STATE REVOLVING FUNDS

Issuer

Alabama Water Pollution Control Authority
Wastewater Management Authonty of Arizona
Arlcansas Development Finance Authonty

Colorado Water Resources and Power Development Authority
Slate of Connecticut

Indiana Bond Bank

lowa Finance Authonty

Kansas Development Finance Authonty

Kentucky Infrastructure Authonty

Maine Municipal Bond Bank

Maryland W ater Duality Financing Administration
Massachusetts Water Pollution Abatement Trust
Michigan Municipal Bend Authority

Minnesota Public Facilities Authonty

Missoun State Environmental Improvement And Resources Authonty
New Jersey Wastewater Treatment Trust

State of Nevada

New York Slate Environmental Facilities Corporation
North Dakota Municipal Bond Sank

Ohio Water Development Authonty

Pennsylvania Infrastructure Investment Authonty
Rhode Island Clean Water Finance Agency

South Oakota Conservancy District

Texas Water Development Board

State of Wisconsin

Moody's

NR
Aa
NR
Aa
Aa
NR
NR
Aal
A
NR
Aa
Aal/Aa
Aa
Aa
Aat/Aa
Aa
\a

AaalAa

NR

NR

Aa

RATINGS
S&P

NR

AA*

A*

AAA/AAAA*

AAAIA/A-

NR

NR

NR

Fitch

NR
NR
NR

NR

NR
NR
NR
NR

NR

AA+AA
NR
NR
NR
NR
NR

AAA/AA
NR
NR
NR
NR
NR
NR

AA*

State
Intercept

No
No
No

No

Yes
No
Yes
No
No
Yes
Yes
Yes
No

No

No
Yes
No
No
No
No
No
No

Yes
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STATES THAT HAVE NO STATE INTERCEPT

Alabama No uninsured ratings.

Arizona Uninsured ratings are only for Phoenix, whose doubie-A general,
obligation ratings flow to the ratings on Arizona’s SRF bonds.

Arkansas Dcuble-A Standard and Poor’s rating: without state intercept. State is
required to use supplemental reserve fund, which is utilized if earnings

fail below required coverage.

Dcubie-A from both Mood’s Investors Service and Standard Z:Poor's;

.Colorado
without staie intercept. State is required to use supplemental reserve
fund, which is utilized if earnings fall below required coverage.
lowa Rated only single-A by Standard Z:Poor’s.
;Kentucky Rated only single-A by both Moody’s Investors Service and Standard
Poor’s. i
M aine Rated only “A*” by Standard Z:Poor’s; enjoys state mcrai obligation.
M innesota Similar to both .Arkansas and Colorado, Minnesota has a supplemental
reserve, but the debt is also secured by moral obligation pledge.
M issouri Reserve fund equals 70% of outstanding leans, as opposed to lower
conventional reserve fund levels for most other programs.
Nevada Backed by State’s general obltearion cledge. i
1
North Dakota Rated “Al" by Moody’s Investors Service.
i
O hio Rated only singie-A by both Moody’s Investors Service and Standard!
Poor’s.
1
Pennsylvania Double-A Standard & Poor's rating; overcoilateralizarion with over
one-halfofthe program funds coming from the State ofPennsylvania.
Rhode Island No uninsured ratings.
South Dakota Rated only single-A by Moody’s Investors Service. j
Texas Substantial overcollateralization; expsection that debt service coveragej

on pad will rise to over 8.0 times during the life of the bonds.!
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January 18, 1996

Ms. Michele Brown

Acting Commissioner

Department of Environmental Conservation
State of Alaska

The State Bond Committee

c/o Mr. Forrest Browne, Debt Manager
Treasury Division, Department of Revenue
State of Alaska

Re: Leveraging the Clean W ater Act Revolving Fund Loan Program

Dear Ms. Brown and Members of the Committee:

We have been requested to evaluate the Alaska Clean Water Fund ("ACWF") revolving
fund loan program for the purpose of making recommendations as to how the program can be
structured to accommodate and provide for the sale of bonds ("Bonds"), the proceeds of which
would be reinvested in the program. In so doing, we have been asked to consider the legal issues
such a program may raise and to analyze the different options available for achieving such a
program. We have also been requested to confirm that any format we propose complies with
federal law requirements for the issuance of bonds the interest on which may be excluded from
federal income tax. Concern has also been expressed that it comply with federal law relating to
the federal Clean W ater Act.

Finally, we were asked to asstst in drafting necessary implementing legislation. Such
legislation has been prepared through the efforts of the Department of Law, the Department of
Environmental Conservation, the staff of the State Bond Committee, the financial advisor to the
State Bond Committee and this firm. This legislation has been introduced in the Legislature as
Senate Bill No. 207 and House Bill No. 401 (herein together, the "Bill").

In undertaking this task, we have reviewed the constitution and statutes of the State of
Alaska relating to the ACWF (a state revolving fund or "SRF" under federal law) and have
reviewed federal law relating to tax exemption of state and local governmental obligations and the
Clean Water Act. We have reviewed relevant court decisions and opinions ofthe attorney general
ofthe state, information relating to the operation of the revolving loan program and have met and

A Partnership "nci.lding a Professional Corporation
anchorage <« Coelr d ai.ene < Los Angeles . Portland < Spokane e Tacoma <« Washington d C
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had discussions with staff members of the State Bond Committee, the Department of
Environmental Conservation ("DEC") and the Department of Law.

We respond as follows:
SUMMARY OF CONCLUSIONS

We believe that the Bonds may be issued by the State Bond Committee as provided in the
Bill, without violation of Article IX, Section 8, of the State Constitution requiring an election
approving the issuance of bonds. We also believe that under the Bill the program can be
structured to allow leveraging of the ACWF by the issuance of Bonds, with the commitment of
funds necessary to such a structure without violation of Article IX, Section 7, of the State
Constitution restricting the dedication of revenues of the state. Finally, under the Bill, such a
financing program can be structured to allow the Bonds to be issued on a tax-exempt basis.
These conclusions are, of course, dependent on the final language of the legislation adopted, and
the ultimate terms and provisions of the financing plan as adopted by the State Bond Committee.

LEGAL ANALYSIS

Regardless of the administrative structure chosen to implement a program of leveraging
the ACWF by the issuance of bonds, there are two fundamental legal issues which must be
addressed. They are the questions of (1) whether or not a vote of the people is required for the
issuance of such bonds and (2) whether or not the issuance of such bonds can be structured in
such a way as to comply with the constitutional prohibition against dedication or earmarking of

revenues ofthe State.

One important point should be made before discussing the legal issues. In order for a
bond counsel to be able to give an opinion approving an issue of bonds, he or she must be able to
say that no reasonable argument can be made against the validity of such bonds. This is a strict
standard and is sometimes difficult to meet even if one thinks that a court would be likely to
uphold validity on a particular issue. The following discussion is the result of our effort to
evaluate each issue in the light ofthe "no reasonable argument" standard.

Issuing State Bonds Without an Election
Article IX, Section 8, ofthe State Constitution provides as follows:
"No state debt snail be contracted unless authorized by law for capital

improvements. .. and ratified by a majority of the qualified voters of the State
who vote on the question."



Ms. Michele Brown

The State Bond Committee
January 18, 1996

Page 3

Section 11 of Article IX provides:

"The restrictions on contracting debt do not apply to debt incurred through
the issuance of revenue bonds by a public enterprise or public corporation. .,
when the only security is the revenues of the enterprise or corporation.”

Thus, Article IX, Section 8, requires that State bonds be issued only for capital purposes
and only with an approving vote ofthe electorate. These restrictions are removed with respect to
the issuance ofrevenue bonds issued by "a public enterprise or public corporation of the State . . .
when the only security is the revenues of the enterprise or corporation.” Although the Bill
proceeds would not be used for capital facilities belonging to the state and no election is
contemplated, these restrictions do not apply ifone ofthe above exceptions can be invoked.

One approach would be to create or use a separate public corporation for the purpose of
leveraging the revolving fund program. The Bonds can also be issued directly by the State, as
contemplated by the Bill, through the State Bond Committee which now administers the issuance
of other State debt, if to do so constitutes "the issuance of revenue bonds by a public
enterprise... of the State.. ., when the only security is the revenues of the enterprise. ..."
There is little law on the subject of whether or not such a loan program can constitute a "public
enterprise” for purposes of meeting the revenue bond exception to public vote requirements.
Many cases recognize the validity ofissuing such bonds for a public improvement, such as a utility
system or an airport which generates revenue sufficient to secure the bonds. There is authority
that the issuance of bonds primarily for reinvestment to make a profit (arbitrage bonds) is not a
valid public purpose. See State v. City of Orlando. 576 So. 2d 1315, 1317 (Fla. 1991). Such
arbitrage schemes are, however, quite different from the program contemplated here--the loaning
of money to municipalities for clean water related public improvements. Under present federal
law and DEC practice, such loans cannot bear interest at a rate greater than the Bonds so it is
unlikely a profit could be made. We believe that the leveraging of the revolving fund program
through the issuance of Bonds should be considered by the courts to be a public enterprise. While
there seems to have been little litigation on this point, the existence of other similar State
revolving fund programs financed in part by the issuance of revenue bonds, as well as the
existence of a number of general purpose bond banks and industrial development authorities in
Alaska and nationally, gives credence to the "public enterprise" characterization of such a
program as being within the custom and practice nationally in municipal finance.

The proceedings of the Alaska Constitutional Convention further support the
characterization of the Bonds as the revenue bonds of a public enterprise of the State. The
minutes ofthe convention record the following exchange:

"HELLENTHAL: .... In Section 11 where the Committee deals with the
non-applicability of the restrictions on debt, in the case ofrevenue bonds issued by
public corporations of the state, first; public enterprises of the state, second; and
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thirdly, any political subdivision. Does the committee mean by that language that
any political subdivision can issue revenue bonds either through a public
corporation or through a public enterprise, or directly, like the City of Anchorage
did with its Eklutna project; and in the event that they choose to issue them
directly without employing the device of the public corporation, with those bonds
being exempt from the restrictions applicable to debt?

NERLAND: That was the intention of the Committee, Mr. Hellenthal."

This language makes clear the intent of the drafters that bonds to fund a public enterprise
may be issued directly by the State without employing the device ofa public corporation.

Case law defines "enterprise" broadly. "Enterprise” is not restricted to a scheme for
making money but includes any object that is consistent with the interests of society and may
engage the attention of men and invite their cooperation.” under the holding in Maxwell vs. Akin.
89 F. 178, 180 C.C.C.D. Ore. 1898. Case law interpreting "enterprise,” as it appears in federal
statutes, does so very broadly. See Marshall v. McAlJester Corp.. 438 F. Supp. 1005, 1012 (E.D.
Okla. 1977) ("enterprise” under the Fair Labor Standards Act).

Based on the foregoing, it appears that characterizing the revolving loanprogram as a
public enterprise of the State should successfully bring into play the exceptions of ArticlelX,
Section 11. Care should still be taken however in actually implementing the legislation to avoid
the implication that the Bonds are, in any way, secured by the general funds or revenue of the
State. To this end, it may be necessary to segregate in separate accounts the money paid into the
fund out of general State funds and other ACWF moneys such as grants or loan repayments, to
make clear that only federal grants, loan repayments and earnings thereon secure the Bonds, to
create reserves that secure the Bonds only out of "revenues of the enterprise” and to make
whatever other provisions are necessary to clarify the applicability ofthe revenue bond concept.

Dedicated Funds

In order to structure, in conjunction with the ACWF, a revenue bond financing vehicle, it
is necessary to provide for, or authorize the issuing agency to provide for, the pledging or
dedication of the revenue stream and other moneys which are to secure and pay the Bonds. The
Bill does this. This is usually not a problem for a state or municipality. However, Alaska is
subject to the requirements of Article IX, Section 7, of the State Constitution which provides:

"The proceeds of any state tax or license shall not be dedicated to any
special purpose, except... when required by the federal government for state

participation in federal programs.”
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The following questions are raised: May the State dedicate loan repayments (principal and
interest) under the ACWF revolving fund program to be deposited inthe ACWF? May the State
pledge to the payment and security of the Bonds the loan repayments (principal and interest),
federal grants received, State matching money and interest earned on ACWF money? May
reserve funds or accounts be created out of funds other than revenue of the revolving fund loan
program and pledged to secure and pay Bonds?

Dedications Required Bv Federal Law

In order to continue to qualify for participation in the federal funding program established
by the Clean Water Act. implementing state legislation must be consistent with the Clean W ater
Act and relevant federal regulations. The proceeds of state bonds secured by the state revolving
fund (the ACWF) arc required to be paid into such fund. (33 U.S.C.A. Section 1383 (d)(4))
Repayment of loans out of a SRF must also be paid into the fund. (33 U.S.C.A. Section
1383(d)(1)(D)) Federal capitalization grants and state matching moneys are also required to be
paid into the SRF. (33 U.S.C.A. Section 1382 (b) (1), (2)) Although there does not appear to be
federal legislation specifically mandating the retention of interest earnings in the SRF, the
regulations state that "SRF balances must be available in perpetuity and must be used solely to
provide loans and other authorized forms of financial assistance” to assist communities in
maintaining water quality. 40 CFR Section 35.3115 (1994) The Initial Guidance for State
Revolving Funds contains similar language referring to "All funds within the SRF," as does

33 U.S.C.A. Section 1383 (c).

Thus it appears that federal legislation mandates that all of the major sources of money in
the ACWF be deposited in that Fund and that moneys in the Fund may not be withdrawn except
to be applied to provide financial assistance to local governments or state agencies for the
purposes specified in the Act. One of the methods of giving financial assistance is to use such
moneys to pay and secure bonds issued to provide funds for the same purposes. While federal
law does not mandate that moneys in the SRF be used only for so securing bonds, as opposed to
other authorized means of assisting communities, the discretion that Article IX, Section 7,
intended to permanently vest in the legislature with respect to state revenues is almost totally
eclipsed by these requirements of federal law which are "required ... for state participation in"
this federal program. Also, the case of State v. Alex. 646 P.2d 203, 209 (Alaska 1982) indicates
that once moneys are in a given fund, Art. IX, Section 7, does not preclude their dedication to
secure revenue bonds to which they relate. Thus, we believe that, as authorized by the Bill, the
dedication of revenue sources in the Alaska Clean Water Act to the ACWF and the proposed
dedication of money in the ACWF (other than state matching money or, possibly, the portion of
loan repayments representing the loan of state matching money) to pay and secure bonds meet the
requirements of Article IX, Section 7.
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Tax Anr'vsis

Under the Bill, a program may be structured in which tax-exempt bonds are issued by the
State to acquire tax-exempt obligations of local governmental units. The debt obligations issued
by the local governmental units must be tax-exempt governmental obligations and may-not be tax-
exempt private activity bonds. Care must be taken to ensure that the underlying projects do not
have private business users in excess of that permitted by the Internal Revenue Code (the "Code")
and that any private business management contracts for the facility meet the IRS guidelines in
effect at the time the State bonds are issued.

The Cede generally t Is bonds as taxable "arbitrage bonds" if the bond proceeds are
used to acquire 'investment property" that has a yield that is materially higher than the bond yield.
The term "investment property” includes securities (such as the obligations issued by local
governmental units) but excludes from this treatment tax-exempt obligations that are not private
activity bonds. Also, it is unlikely that any of the local obligations acquired would bear interest at

a higher rate than the Bonds.

It is important that there be more projects to be financed than the non-bond resources
available from the State and the federal government. Internal Revenue Service regulations
generally prohibit the State from issuing more bonds, issuing bonds earlier, or allowing them to
remain outstanding longer than is otherwise reasonably necessary to accomplish the governmental
purposes for which the bonds are issued. A review ofthe DEC projection in this regard indicates
that this issue should not pose a problem. The State's goal b the program is to leverage
additional borrowed money into more project financing. It is important to demonstrate that
additional projects may be financed (and financed sooner) than could be financed if the State were
just to use the state and federal resources available to demonstrate that the State is not issuing
more bonds than are necessary or issuing them earlier than necessary.

Programs such as this usually require tht debt service reserves be established to secure
the bonds. If money derived from the State funds or from the federal government are pledged to
secure the State bonds, that money will be subject to the Code rules relating to bonds and may be
subject to the arbitrage rebate requirements ifinvested in excess ofthe bond yield.

The bond proceeds generally may be invested at yields in excess of the bond yield for a
period of three years by the local governmental units. While the bond proceeds are held by the
State and before they are used to acquire the local governmental unit obligations, the IRS
regulations allow for a six-month investment period for State bond proceeds. This six-month
temporary period is subtracted from the three-year period available to the local governmental
units. In addition, there is a three-month temporary investment period for repayments that are
expected to be recycled into purchase of new local obligations.
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The Code also contains specific requirements for "pooled financing bonds." In general,
the State must reasonably expect that as of the close of the three-year temporary investment
period, at least 95% of the net bond proceeds will have been used to acquire the local
governmental unit obligations. In addition, the payment of legal and underwriting costs
associated with the issuance of the bonds may not be contingent and at least 95% o f such costs
must be paid not later than 180 days after the State bond issuance.

We hope that the forgoing is of assistance. Please call with any questions or comments.
Very truly yours,

Preston Gates & Ellis

By
Forrest W. Walls

FWW :wp

cc: Ms Marie Sansone
Mr. Butch W hite
Mr. Chester Johnson
Mr. Mike Bums
Mr. Lee Sharp
Mr. Bill Mantle
Ms. Cynthia W eed

FWWO09F DOC
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(212) 809-3700
FAX (212) 809-6317

January IS, 1996

TO: MIKE BURNS .
BUTCH WHITE
MARIE SANSONE
FORREST BROWNE

FROM: GOVERNMENT FINANCE .ASSOCIATES, INC.

SUBJECT: ELIMINATION OF STATS INTERCEPT, EFFECT ON
ALASKA’S PROPOSED SRF FINANCING PROGRAM

We have been asked to evaluate the impact ofremoving the stare intercept from the
proposed SRF leveraging and bonding structure. In this connecrion. it is necessary to
review die effects on both the underlying credit features and the projected financing costs
for the program. In order to appropriately respond to this subject, background material

should be presented, as follows.

DESIRED RATING: Generally speaking, as a result primarily of (i) the large cash
infusions mom die Federal and state governments, (ii) provisions ofthe Iccai loan
repayment arrangements, and (ill) the state creation and oversight, SRF’s have been highly
rated. For example, as indicated in the attachment, ofthe 25 active leveraged state SRFs,
sixteen are rated double-A or better, without taking into account bond insurance. The
other nine are rated single-A or they are assigned insured ratings. Because ofthe high
credit standing of these structures, only a few have chosen to be insured, since any rating
in the double-A or higher categories makes bend insurance unnecessary. In most cases,
insured bonds trade no better than a weak double-A Additionally, double-A ratings, on
an uninsured basis, give a borrower substantially greater flexibility, as a result of the lower
cost of capital that the rating affords and the reduced number ofrestrictions that apply to
uninsured debt. Taking these factors into consideration, combined with the inherent
strengths of the .Alaska SRF, we recommend that the State establish a 30a! o fachieving no
less than an uninsured rating of double-.A

USE OF STATE INTERCEPT: As shown in the attachment, of the sixteen acrive
leveraged SRFs rated double-A or better, halfofthem use the state intercept oflocal aid
to provide underlying security. Tne state intercept mechanism has been employed for
numerous purposes over the years. In the 1970’s, for example, states that created bond
bank3 to reduce the cost ofcapital for localities often applied the state intercept to help
secure die bonds that were sold by the respective state bond banks. As a policy matter,
the raring agencies have concerns about the pooling oflocal credits, with disparate credit



standing, in the absence ofsome generic, extra credit support. State intercepts have often
been used to address these rating agency misgivings about local credit pools and to
"“homogenize” the various credits within the pools. On occasion, stare “moral obligation”
pledges have been invoked for this purpose, but Moody's, in particular, gives little weight
to the concept after “moral obligation” agencies in New York State had very serious credit
problems in the 1970’s, including a default on certain notes by one “moral obligation”
agency. The state intercept 13 a well-established and favorably accepted credit device.

DIFFERENCE IN COST OF CAPITAL BETWEEN “A” AND DOUBLE “A” SRFS:

In our opinion, ifthe State does not make special arrangements, as discussed further
below, to compensate for the loss ofthe state intercept, it is highly likely that a rating of
single-A will be given to the State’s SRF, as opposed to the more desirable double-A. If
chis development occurs, then the Alaska SRF wiil experience a more costly interest
expense on the bonds it sells in the credit markets. We estimate that the current difference
in interest costs herween a single-A and double-A credit over twenty years, on S10
million is equal to 3271,000 in gross dollars. Compounding this difference over several
years of SRF issuances, for SI00 million, it would amount to S2.S million over twenty

years.

It shouid be noted that we are currenriy experiencing low interest rates. In a higher
interest rate environment, this difference between single-A and double-A credits could be
(and has been) as great as 50 basis points. In mat situation, the difference in capital costs
between a single A and double A could aggregate as much as 37.0 million over tv'enty
years. One could argue that the difference could be reduced through bond insurance,
which is correct, but it is relevant to emphasize the following in this respect. First, bond
insurance is rather expensive, often as much as one-halfofone percent oftotal debt
service. Second, bond insurers frequently require programmatic restrictions that even the
rating agencies do not mandate.

ALTERNATIVES TO STATE INTERCEPT: .As discussed above and as mors fully
exhibited in the enclosures, there are options for Alaska in achieving a double-A raring for
the leveraged SRF over and above the use ofrite state intercept. The alternatives tend to
fall into three categories. First, as demonstrated by the Arkansas, Colorado, and
Minnesota programs, a supplemental reserve could be created that further secures the cash
flow through excess revenues and unreleased fund balance. Second, overcollateralization
offinanced loans could .also be accomplished through lower ratios of SRF debt to the
program's fund balance and other unreserved monies; Missouri, Pennsylvania and Texas
have followed this course. Tnird, other programs, such as .Arizona 2nd Nevada, have
applied high general obligation bond ratings to secure the SRF debt; Arizona apparently
issues uninsured debt only for high rated localities, such as Phoenix, and Nevada SRF debt
is further secured by the State's general obligation pledge. Based on our understanding of
the desire for flexibility irt the Alaska program, we do not think that the third option is
realistic for the Alaska context.
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CONCLUSION: The state intercept mechanism is a common feature for many, highly
rated SEP structures. Ifthe State wishes to eliminate the state intercept but atill achieve a
double-A rating, on an uninsured basis, far its leveraged SRF program, it will be
necessary for operational adjustments to be made by the State. These adjustments could
include, but would not necessarily be limited to, the establishment of supplemental reserve
funds and significant overcollateral:zation ofassets (lower debt to equity ratios). In effect,
the Alaska program would be required to limit its flexibility in certain respects. Tne State
will need to balance these additional restrictions and effect on the SRF’s future
programmatic flexibility rgainst any perceived disadvantages ofthe use ofa state

intercept.

As a find comment, we would like to emphasize that in the absence of substantial reasons
to the coptrary, the use ofthe state intercept, as a result ofits frequent use for other states
that have received a doudle-A rating, will facilitate discussions with rating agencies and
will be met 'with an historically favorable acceptance by the credit markets. These factors
should result in a iower cost ofcap 'tai for the .Alaska SRF. We suggest that if .Alaska
desires to eliminate the state intercept, we should fiist discuss its elimination with the
rating agencies to determine the replacement security feature that the agencies would
possibly require in order for Alaska to achieve a doubie-A rating. Ofcourse, if Alaska is
satisfied with the single-A raring, then it becomes a matter ofthe additional cost of capital
that would be incurred through the elimination ofthe state intercept.
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“Anchorage Water and Wastewater. Utility, la department
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Municipality of Anchorage. | am here today to speakr in favor of
House Bill 401 and its companion bill in the Senate, number 207,
bills authorizing the State of Alaska to issue revenue bonds for the
purpose of funding wastewater and other water quality improvement

projects thru the Alaska Clean Water loan fund.

Although AWWU shares a common workforce and management, it is
actually two separate utilities for regulatory purposes, establishing

separate rates for service and incurring separate debt for capital

[ *
I

projects. The wastewater utility relies substantially, almost entirely,

on the Alaska Clean Water loan fund to finance its comprehensive

capital improvement plan. We anticipate borrowing $4-6 million

D. Bennett
Testimony Page 1
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recelved throughout the country The Anchorage Wastewater Utl|lty*

has borrowed $8.8 million from the low interest loan program, at
rates sul(;stantially lower than would be possible in the regular bond
market. We estimate this has saved the ratepayers at least $400,000
over the past four years, in addition to the flexibility the program
affords us. In the years this Alaskan program has been in existence,
ADEC has made loans totaling $53 million. There is still a

tremendous need for low cost funding throughout the state. ADEC

received requests for $13 million in loans for the current fiscal year.

The bill under discussion will allow what many other states have
done and leverage this initial capitalization money from the federal

government.  Increasing the amount of funds available allows

D. Bennett
Testimony Page 2
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repayment remains with the communities requiring the funds. There

IS a strong incentive for them (us) to make our payments.

Without increasing the availability of funds, at the current request
level of $13 million, the state will run out of money to loan in only 2
years. The loans am being repaid, but the repayment stream has not
reached equilibrium yet, and when it does it will only be, | believe,
$4-5 million - well below the projected need. The communities
around the State need this source of low interest money to help

finance sorely needed water quality improvements.

The revenue bonds will be backed, not by the full faith and credit of

the state, but by the revenue coming from repayment of the loans. In

D. Bennett
Testimony Page 3
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You may have seen a Municipality of Anchorage memo listing some
recommended changes to this bill. The Jtility is substantially in
favor of the bill as was originally written, however, we were asked to
comment on the bill, with an eye to any proposed changes. This
Utility works closely with ADEC and we have agreed among our two
glrc.)upg* that this bill, with or without any or all of the suggested
revisions, is extremely workable, and will benefit the whole state of

Alaska. | urge you to pass this bill. Thank you for your time.

February 20, 1996

D. Bennett
Testimony Page 4
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