


SE N A T E  B IL L  207
H O U SE  BIL L 401

D E PA R T M E N T  OF E N V IR O N M E N T A L  C O N SE R V A T IO N  BIL L SU M M A R Y

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.
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J a n u a r y  2 3 ,  1996

SE N A T E  B I L L  2 0 7  H O U SE B I L L  4 0 1
S E C T IO N A L  A N A L Y S IS

I n t r o d u c t i o n

S e n a t e  B i l l  2 0 7  ( t h e  b i l l )  a n d  i t s  c o u n t e r p a r t ,  H o u s e  
B i l l  4 0 1 ,  w i l l  a u t h o r i z e  t h e  s t a t e  b o n d  c o m m i t t e e  ( c o m m i t t e e ) ,  
w h i c h  c o n s i s t s  o f  t h e  c o m m i s s i o n e r s  o f  t h e  D e p a r t m e n t s  o f  
A d m i n i s t r a t i o n ,  C o m m e r c e  a n d  E c o n o m i c  D e v e l o p m e n t ,  a n d  R e v e n u e ,  
t o  i s s u e  a n d  s e l l  s t a t e  r e v e n u e  b o n d s  t o  f u n d  p u b l i c  w a s t e w a t e r  
t r e a t m e n t  s y s t e m s ,  s o l i d  w a s t e  m a n a g e m e n t  s y s t e m s ,  n o n p o i n t  
s o u r c e  w a t e r  p o l l u t i o n  p r o j e c t s ,  a n d  e s t u a r y  c o n s e r v a t i o n  
m a n a g e m e n t  p r o j e c t s .  T h e  b i l l  a u t h o r i z e s  t h e  D e p a r t m e n t  o f  
E n v i r o n m e n t a l  C o n s e r v a t i o n  ( D E C )  t o  u s e  t h e  A l a s k a  c l e a n  w a t e r  
f u n d  ( f u n d ) , a  r e v o l v i n g  l o a n  f u n d ,  a s  s e c u r i t y  f o r  t h e  p a y m e n t  
o f  t h e  p r i n c i p a l  a n d  i n t e r e s t  o n  t h e  b o n d s ,  p r o v i d e d  t h e  b o n d  
p r o c e e d s  a r e  d e p o s i t e d  i n  t h e  f u n d .

T h e  A l a s k a  c l e a n  w a t e r  f u n d  a n d  t h e  p r o p o s e d  b o n d  
p r o g r a m  a r e  d e s i g n e d  t o  c o m p l y  w i t h  r e q u i r e m e n t s  f o r  
p a r t i c i p a t i o n  i n  a  f e d e r a l  m a t c h i n g  g r a n t  p r o g r a m  u n d e r  t h e  C l e a n  
W a t e r  A c t  a n d ,  t h e r e f o r e ,  d o  n o t  p r e s e n t  a n y  p r o b l e m  u n d e r  t h e  
d e d i c a t e d  f u n d s  p r o h i b i t i o n  o f  t h e  S t a t e  C o n s t i t u t i o n .

B y  u s i n g  t h e  A l a s k a  c l e a n  w a t e r  f u n d  a s  s e c u r i t y  f o r  
t h e  b o n d s ,  t h e  s t a t e  w i l l  b e  a b l e  t o  l e v e r a g e  o r  i n c r e a s e  t h e  
a m o u n t  o f  m o n e y  i n  t h e  f u n d  t h a t  i s  a v a i l a b l e  t o  m u n i c i p a l i t i e s  
a n d  s t a t e  a g e n c i e s  f o r  w a t e r  p o l l u t i o n  c o n t r o l  p r o j e c t s .

S e c t i o n  1 . S e c t i o n  1  o f  t h e  b i l l  r e c o g n i z e s  t h a t  t h e  p r o p o s e d  
b o n d  p r o g r a m  i s  a n  a p p r o p r i a t e  u s e  o f  t h e  p u b l i c  c r e d i t ,  a n d  t h a t  
i t  w i l l  s e r v e  a  p u b l i c  p u r p o s e  b y  a l l o w i n g  p u b l i c  w a t e r  p o l l u t i o n  
c o n t r o l  p r o j e c t s  t o  b e  f i n a n c e d  a n d  c o n s t r u c t e d  m u c h  s o o n e r  t h a n  
w o u l d  o t h e r w i s e  b e  p o s s i b l e .  T h i s  s t a t e m e n t  o f  t h e  p o l i c i e s  a n d  
p u r p o s e s  u n d e r l y i n g  t h e  b i l l  w i l l  a l s o  r e f l e c t  t h e  l e g i s l a t u r e ' s
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i n t e n t  t h a t  t h e  b on d s  t o  be i s s u e d  a r e  r e v e n u e  b o n d s .

S e c t i o n  2 .

T h i s  s e c t i o n  o f  t h e  b i l l  w i l l  c r e a t e  a  n e w  a r t i c l e ,  
a r t i c l e  3 A ,  i n  T i t l e  3 7 ,  t h e  p u b l i c  f i n a n c e  t i t l e  o f  t h e  A l a s k a  
S t a t u t e s .

S e c .  3 7 . 1 5 . 5 6 0 .  B O N D  A U T H O R I Z A T I O N  -  A u t h o r i z e s  t h e  
s t a t e  b o n d  c o m m i t t e e  t o  i s s u e  a n d  s e l l  r e v e n u e  b o n d s  t o  r a i s e  
m o n e y  t o  b e  d e p o s i t e d  i n  t h e  A l a s k a  c l e a n  . v a t e r  f u n d .  T h i s  
s e c t i o n  c h a r a c t e r i z e s  t h e  A l a s k a  c l e a n  w a t e r  f u n d  a s  a  p u b l i c  
e n t e r p r i s e  o f  t h e  s t a t e  a n d  t h e  p r o p o s e d  b o n d s  a s  r e v e n u e  b o n d s . 
U n d e r  t h e  A l a s k a  C o n s t i t u t i o n ,  s t a t e - i s s u e d  r e v e n u e  b o n d s  d o  n o t  
r e q u i r e  v o t e r  a p p r o v a l .  T h i s  s e c t i o n  a u t h o r i z e s  t h e  c o m m i t t e e  t o  
e n t e r  i n t o  a g r e e m e n t s  a n d  p e r f o r m  t h o s e  f u n c t i o n s  t h a t  a r e  
n o r m a l l y  r e q u i r e d  t o  a c c o m p l i s h  t h e  t a s k  o f  i s s u i n g  a n d  s e l l i n g  
b o n d s .

S e c .  3 7 . 1 5 . 5 6 5 .  B O N D  R E D E M P T I O N  F U N D  -  A  b o n d  
r e d e m p t i o n  f u n d  i s  e s t a b l i s h e d .  T h i s  i s  a  s t a n d a r d  f i n a n c i n g  
t e c h n i q u e  f o r  m a k i n g  i t  e a s i e r  a n d  m o r e  a c c o u n t a b l e  t o  p e r f o r m  
t h e  m a n y  f u n c t i o n s  n e c e s s a r y  i n  t h e  b o n d  i s s u a n c e  a n d  s a l e s  
p r o c e s s .  A l s o ,  t o  p r o v i d e  a c c o u n t a b i l i t y  f o r  a n y  f u t u r e  
p r i n c i p a l  a n d  i n t e r e s t  p a y m e n t s  a n d  a n y  p r e m i u m  r e d e m p t i o n s  o n  
t h e  b o n d s .  T h e  s t a t e  b o n d  c o m m i t t e e  w i l l  b e  r e s p o n s i b l e  f o r  
a d m i n i s t e r i n g  t h e  b o n d  r e d e m p t i o n  f u n d ,  a n d  m a y  i n v e s t  t h e  
p r o c e e d s  o f  t h e  b o n d  r e d e m p t i o n  f u n d  a c c o r d i n g  t c  t h e  ' p r u d e n t  
i n v e s t o r '  s t a n d a r d s  e s t a b l i s h e d  i n  A S  3 7 . 1 0 . 0 7 0 ,  p r o v i d i n g  t h e  
e a r n i n g s  o n  t h e s e  i n v e s t m e n t s  a r e  r e t a i n e d  i n  t h e  b o n d  r e d e m p t i o n  
f u n d .

Sec. 3 7 . 1 5 . 5 7 0 .  B O N D  T E R M S  -  T h e  s t a t e  b o n d  c o m m i t t e e  
m a y  i s s u e ,  s e l l ,  o r  r e d e e m  t h e  b o n d s  s o  a s  t o  a c h i e v e  t h e  
g r e a t e s t  a d v a n t a g e  f o r  t h e  S t a t e .  T h e  c o m m i t t e e  c a n  m a k e  
d e c i s i o n s  b a s e d  u p o n  t h e  m a r k e t  c o n d i t i o n s ,  a n d  d o e s  n o t  r e q u i r e  
a p p r o v a l  o f  a n o t h e r  a g e n c y  t o  e x e c u t e  t h e s e  d e c i s i o n s .  T h e  
c o m m i t t e e  w i l l  d e c i d e  t h e  l e v e l  o f  s e c u r i t y  r e q u i r e d  f r o m  t h e  
A l a s k a  c l e a n  w a t e r  f u n d  a n d  t h e  p o r t i o n  o f  t h e  f u n d  t h a t  w i l l  
p r o v i d e  t h i s  c o l l a t e r a l  s e c u r i t y .  T h e  c o m m i t t e e  m a y  a p p o i n t  a  
t r u s t e e  t o  p e r f o r m  a l l  n e c e s s a r y  f u n c t i o n s .  T h e  c o m m i t t e e  m u s t  
g i v e  d u e  r e g a r d  t o  t h e  c o n t i n u e d  f u n d i n g  o f  p r o j e c t s  u n d e r  t h e
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A l a s k a  c l e a n  w a t e r  f u n d ,  i n c l u d i n g  a p p l i c a b l e  s t a t e  a n d  f e d e r a l  
r e q u i r e m e n t s .  A n y  s u c h  d e c i s i o n s  m a d e  b y  t h e  c o m m i t t e e  a n d  
e x p r e s s e d  i n  a  b o n d  r e s o l u t i o n  a r e  c o n c l u s i v e l y  d e e m e d  t o  c o m p l y  
w i c h  t h e  r e q u i r e m e n t s  o f  t h e  l e g i s l a t i o n  p e r t a i n i n g  t o  t h e  b o n d  
p r o g r a m .

S e c .  3 7 . 1 5 . 5 7 3 .  B O N D  R E S O L U T I O N  -  T h e  c o m m i t t e e  m u s t
a d o p t  a  b o n d  r e s o l u t i o n  t o  i s s u e  b o n d s .  T h e  r e s o l u t i o n  w i l l  
c o n t a i n  t h o s e  t e r m s  a n d  c o n d i t i o n s  n e c e s s a r y  t o  i d e n t i f y  a n d  
d e f i n e  t h e  b o n d s  a n d  t h e  b o n d  s a l e s  p r o c e s s .

S e c .  3 7 . 1 5 . 5 7 5 .  S T A T E  A I D  I I I T E R C E P T  -  T h i s  s e c t i o n
d e f i n e s  t h e  p r o c e d u r e  f o r  a l l o w i n g  t h e  S t a t e  t o  i n t e r c e p t  o r  
g a r n i s h  o t h e r  l e g i t i m a t e  s o u r c e s  o f  S t a t e  a i d  s h o u l d  a  c o m m u n i t y  
d e f a u l t  o n  a  l o a n  f r o m  t h i s  f u n d .  T h i s  p a r a g r a p h  i s  i n c l u d e d  i n  
t h e  l e g i s l a t i o n  t o  e n h a n c e  i n v e s t o r  c o n f i d e n c e  i n  t h e  p r o g r a m ,  
i m p r o v e  t h e  b o n d  r a t i n g ,  a n d  u l t i m a t e l y ,  l o w e r  p r o g r a m  c o s t s .

S e c .  3 7 . 1 5 . 5 P 0 .  P L E D G E  O F  T H E  S T A T E  -  T h i s  p r o v i s i o n
r e c o g n i z e s  t h a t  t h e  s t a c  m a y  n o t  a l t e r  t h e  t e r m s  a n d  c o n d i t i o n s
o f  a  b o n d  r e s o l u t i o n  b y  s u b s e q u e n t  e x e c u t i v e  o r  l e g i s l a t i v e  
a c t i o n .

S e c .  3 7 . 1 5 . 5 8 3 .  E N F O R C E M E N T  B Y  B O N D O W N E R  -  T o  r e s o l v e
a n y  d i s a g r e e m e n t s  b e t w e e n  t h e  b o n d o w n e r s  a n d  t h e  c o m m i t t e e ,  1 0  
p e r c e n t  o r  m o r e  o f  t h e  b o n d o w n e r s  o f  a n y  s e r i e s  o r  i s s u e  c a n  
b r i n g  s u i t  i n  s t a t e  s u p e r i o r  c o u r t  i n  J u n e a u .  T h e  t e n  p e r c e n t  
t h r e s h o l d  w a s  s e l e c t e d  t o  d i s c o u r a g e  f r i v o l o u s  l i t i g a t i o n .

S e c .  3 7 . 1 5 . 5 8 5 .  A M O U N T S  R E Q U I R E D  F O R  P A Y M E N T S  -  E a c h
y e a r  t h e  c o m m i t t e e  w i l l  i n f o r m  t h e  c o m m i s s i o n e r s  o f  t h e  
d e p a r t m e n t s  o f  E n v i r o n m e n t a l  C o n s e r v a t i o n  a n d  R e v e n u e  o f  t h e  
a m o u n t s  n e e d e d  i n  t h a t  y e a r  t o  p a y  f o r  t h e  b o n d s .  T h e  n o t i c e  
w i l l  b e  g i v e n  a t  t h i s  t i m e  s o  t h a t  t h e  d e p a r t m e n t s  w i l l  b e  a b l e  
t o  i n c o r p o r a t e  t h e s e  n u m b e r s  i n t o  t h e i r  f i n a n c i a l  p l a n n i n g  f o r  
t h e  n e x t  f i s c a l  y e a r .

S e c .  3 7 . 1 5 . 5 8 7 .  P U R P O S E S  A N D  S U F F I C I E N C Y  O F  R E V E N U E  -
B o n d  p r o c e e d s  w i l l  b e  u s e d  t o  b u i l d  p r o j e c t s  t h a t  a r e  e l i g i b l e  
u n d e r  t h e  c l e a n  w a t e r  f u n d  p r o g r a m .  T h e  c o m m i t c e e  w i l l  n o t  i s s u e  
b o n d s  u n l e s s  t h e r e  i s  e n o u g h  s e c u r i t y  a v a i l a b l e  i n  t h e  f u n d  t o  
m a k e  i t  p r u d e n t  t o  i s s u e  t h e  b o n d s .
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S e c .  3 7 . 1 5 . 5 9 0 .  R E F U N D I N G  -  I f  i t  i s  i n  t h e  b e s t
i n t e r e s t s  o f  t h e  S t a t e ,  t h e  c o m m i t t e e  m a y  r e f u n d  a l l  o r  s o m e  o f
t h e  b o n d s .  T h e  c o m m i t t e e  w i l l  f o l l o w  t h e  d e f i n e d  p r o c e d u r e s  t o  
c o n d u c t  t h e  r e f u n d i n g  p r o c e s s .  T h e  c o m m i t t e e  m a y  a p p o i n t  a  
t r u s t e e  t o  c o n d u c t  t h i s  p r o c e s s .  T h e  t r u s t e e  m a y  i n v e s t  f u n d s  i n  
s h o r t - t e r m  f e d e r a l  i n s t r u m e n t s  u n t i l  t h e  r e f u n d i n g  p r o c e e d s  a r e  
n e e d e d .

S e c .  3 7 . 1 5 . 5 9 5 .  B O N D S  A S  L E G A L  I N V E S T M E N T S  -  T h e
b o n d s  a r e  l e g a l  i n v e s t m e n t s  a n d  c a n  b e  t r a d e d  a n d  s o l d  b e t w e e n
i n s t i t u t i o n s  a n d  p e r s o n s .  T h e  S t a t e  m a y  a c c e p t  t h e m  a s  s e c u r i t y  
f o r  t h e  S t a t e  a n d  M u n i c i p a l  d e b t s .

S e c .  3 7 . 1 5 . 6 0 0 .  S T A T U T O R Y  C O N S T R U C T I O N  -  T h e  s t a t u t e  
i s  t o  b e  l i b e r a l l y  c o n s t r u e d  t o  g i v e  e f f e c t  t o  t h e  p u b l i c  p u r p o s e  
o f  p r o v i d i n g  f o r  t h e  f i n a n c i n g  a n d  c o n s t r u c t i o n  o f  p u b l i c  w a t e r  
p o l l u t i o n  c o n t r o l  p r o j e c t s .

S e c .  3 7 . 1 5 . 6 0 5 .  R E G U L A T I O N S  -  T h e  c o m m i t t e e  c a n  a d o p t  
r e g u l a t i o n s  t o  i m p l e m e n t  t h i s  p r o g r a m .

S e c .  3 7 . 1 5 . 6 0 5 .  D e f i n i t i o n s  -  T h i s  s e c t i o n s  c o n t a i n s  
t h e  d e f i n i t i o n s  a p p l i c a b l e  t o  t h e  b o n d  p r o g r a m .

S e c t i o n  3  -  1 2 . S e c t i o n s  3  -  1 2  o f  t h e  b i l l  a m e n d  A S  4 6 . 0 3 . 0 3 2 ,  
t h e  s t a t u t e  t h a t  e s t a b l i s h e s  t h e  A l a s k a  c l e a n  w a t e r  f u n d .

S e c t i o n  3 .  A S  4 6 . 0 3 . 0 3 2 ( a )  -  T h e  A l a s k a  c l e a n  w a t e r  f u n d  s t a t u t e  
i s  a m e n d e d  t o  a l l o w  t h e  f u n d  t o  r e c e i v e  m o n e y  f r o m  t h e  s a l e  o f  
b o n d s  a n d  t h i s  m o n e y  m a y  b e  p l a c e d  i n  a  s p e c i a l  a c c o u n t  o f  t h e  
f u n d .

S e c t i o n  4 .  A S  4 6 . 0 3 . 0 3 2 ( b )  -  T h e  p r o v i s i o n s  o f  t h e  A l a s k a  c l e a n  
w a t e r  f u n d  s t a t u t e  a r e  t o  b e  g i v e n  l i b e r a l  i n t e r p r e t a t i o n  t o  
f u r t h e r  t h e i r  p u r p o s e  o f  p r o v i d i n g  f i n a n c i n g  f o r  t h e  c o n s t r u c t i o n  
o f  w a t e r  p o l l u t i o n  c o n t r o l  p r o j e c t s .  T h e  D S C  w i l l  a d m i n i s t e r  t h e  
f u n d  c o n s i s t e n t  w i t h  t h e  s t a t e  a n d  f e d e r a l  r e q u i r e m e n t s  
a p p l i c a b l e  t o  t h e  f u n d  a n d  w i t h  t h e  r e q u i r e m e n t s  o f  t h e  b o n d  
l e g i s l a t i o n .

4



#  $

S e c t i o n  5 .  A S  4 6 . 0 3 . 0 3 2 ( c )  -  T h i s  s e c t i o n  m a k e s  a  t e c h n i c a l  
c o r r e c t i o n  i n  t h e  c i t a t i o n  o f  t h e  C l e a n  W a t e r  A c t ,  t o  f o l l o w  t h e  
p r o p e r  c i t a t i o n  f o r m  a n d  t o  r e f e r  t o  t h e  C l e a n  W a t e r  A c t  a s  
a m e n d e d .

S e c t i o n  6 .  A S  4 6 . 0 3 . 0 3 2 ( d )  -  T h i s  s e c t i o n  r e o r g a n i z e s  t h e
e x i s t i n g  s t a t u t e  i n t o  a  m o r e  u n d e r s t a n d a b l e  f o r m .  I t  a l s o  
a u t h o r i z e s  u s e  o f  t h e  f u n d  t o  s e c u r e  s t a t e - i s s u e d  b o n d s ,  a n d  
a u t h o r i z e s  u s e  o f  t h e  f u n d  t o  p a y  t h e  p r i n c i p a l  a n d  i n t e r e s t  o n  
t h e  b o n d s  a n d  t h e  c o s t s  o f  i s s u i n g  a n d  a d m i n i s t e r i n g  t h e  b o n d s .  
T h e  p r o c e e d s  o f  t h e  b o n d  s a l e  m u s t  b e  d e p o s i t e d  i n t o  t h e  f u n d .

S e c t i o n  7 .  A S  4 6 . 0 3 . 0 3 2 ( f )  -  T h i s  s e c t i o n  a l s o  r e o r g a n i z e s  t h e  
e x i s t i n g  s t a t u t e  i n t o  a  m o r e  l o g i c a l  f o r m a t  a n d  a l l o w s  D E C  t o  
s p e n d  m o n e y  f r o m  t h e  f u n d  t o  a o m i n i s t e r  t h e  b o n d  p r o g r a m .

S e c t i o n  8 .  A S  4 6 . 0 3 . 0 3 2 ( g )  -  T h e  e x i s t i n g  s t a t u t e  i s  a m e n d e d  t o
a l l o w  a  s t a t e  a g e n c y  t o  r e c e i v e  l o a n s  f r o m  t h e  f u n d .  C u r r e n t l y ,  
o n l y  m u n i c i p a l i t i e s  m a y  d o  t h i s .  N a t i o n w i d e  i t  h a s  b e e n  
r e c o g n i z e d  t h a t  t h e  s t a t e  e n v i r o n m e n t a l  a g e n c i e s  t h a t  n o r m a l l y  
r u n  t h e  c l e a n  w a t e r  f u n d s  d o n ' t  a l w a y s  h a v e  a u t h o r i t y  o v e r  a l l  
e n v i r o n m e n t a l  s i t u a t i o n s .  T h i s  i s  e s p e c i a l l y  t r u e  f o r  n o n p o i n t  
s o u r c e  p o l l u t i o n  p r o b l e m s  t h a t  a f f e c t  p l a n t  a n d  a n i m a l  
p o p u l a t i o n s  t h a t  w o u l d  n o r m a l l y  b e  c o n s i d e r e d  p a r t  o f  t h e  
j u r i s d i c t i o n  o f  t h e  D e p a r t m e n t s  o f  N a t u r a l  R e s o u r c e s  o r  F i s h  a n d  
G a m e .  A l l o w i n g  D E C  t o  m a k e  l o a n s  t o  o t h e r  s t a t e  a g e n c i e s  w i l l  
p r o v i d e  a  t o o l  t o  e n a b l e  t h e s e  o r g a n i z a t i o n s  t o  c o o p e r a t i v e l y  
a d d r e s s  t h e s e  i n t e r a g e n c y  e n v i r o n m e n t a l  p r o b l e m s .  A l s o ,  t h e  
s e c t i o n  i s  a m e n d e d  t o  m a k e  i t  c l e a r  t h a t  t h e  p o t e n t i a l  b o r r o w e r s  
w i l l  d e m o n s t r a t e  t h e i r  c r e d i t - w o r t h i n e s s  p r i o r  t o  l o a n  
c o m m i t m e n t .

S e c t i o n  9 .  A S  4 6 . 0 3 . 0 3 2 ( i )  -  T h i s  s e c t i o n  a m e n d s  t h e  e x i s t i n g  
s t a t u t e  t o  a c c o m m o d a t e  t h e  r e f e r e n c e s  t o  t h e  b o n d  i s s u a n c e  
p r o g r a m .  S o m e  t e c h n i c a l  c h a n g e s  a r e  a l s o  m a d e  t o  r e f e r e n c e  A S  
4 6 . 0 6 . 0 2 1 ,  t h e  s o l i d  w a s t e  s t a t u t e  t h a t  e s t a b l i s h e s  p r o j e c t  
p r i o r i t i e s ,  r a t h e r  t h a n  r r p e a t  t h e m  i n  f u l l  i n  t h e  A l a s k a  c l e a n  
w a t e r  f u n d  s t a t u t e .

5



S e c t i o n  10. A S  4 6 . 0 3 . 0 3 2 ( k )  - In a d d i t i o n  t o  t h e  r e p o r t s  t h e  
d e p a r t m e n t  a l r e a d y  p r e p a r e s  f o r  t h e  p r o g r a m / D E C  w i l l  p r e p a r e  
r e p o r t s  n e c e s s a r y  f o r  t h e  c o m m i t t e e .

S e c t i o n  11. A S  4 6 . 0 3 . 0 3 2  (o) -  T h e  d e f i n i t i o n s  s e c t i o n  i n c l - u d e s
o n e  t e c h n i c a l  c h a n g e  i n  t h e  t e r m i n o l o g y  u s e d  t o  r e f e r  t o  s o l i d  
w a s t e  m a n a g e m e n t  p r o j e c t s  a n d  a d d s  a  n e w  d e f i n i t i o n  f o r  t h e  t e r m  
" s t a t e  a g e n c y . "

S e c t i o n  12. A S  4 6 . 0 3 . 0 3 2 ( p )  -  T h i s  n e w  s u b s e c t i o n  p r o v i d e s  t h a t  
a n y  i n c o n s i s t e n c i e s  b e t w e e n  a n y  r e g u l a t i o n s  a d o p t e d  b y  c h e  s t a t e  
b o n d  c o m m i t t e e  u n d e r  T i t l e  3 7  a n d  t h o s e  a d o p t e d  b y  D E C  u n d e r  
T i t l e  4 6  i n v o l v i n g  t h e  A l a s k a  c l e a n  w a t e r  f u n d  p r o g r a m  w i l l  b e  
r e s o l v e d  i n  f a v o r  o f  t h e  T i t l e  3 7  r e g u l a t i o n s .

S e c t i o n  1 3 . C l a r i f i e s  t h a t  t h e  p o r t i o n  o f  t h i s  l e g i s l a t i o n  t h a t  
i s  e n t i t l e d  E N F O R C E M E N T  B Y  B O N D O W N E R  w o u l d  a f f e c t  a  c h a n g e  i n  
C i v i l  P r o c e d u r e  3  a n d  r e q u i r e  a l l  a c t i o n s  t o  b e  f i l e d  i n  S u p e r i o r  
C o u r t  i n  J u n e a u .

S e c t i o n  1 4 . R e c o g n i z e s  t h a t  i n  o r d e r  f o r  a l l  a c t i o n s  t o  b e  f i l e d  
i n  S u p e r i o r  C o u r t  i n  J u n e a u ,  t h e  s e c o n d  p a r t  o f  t h e  p a r a g r a p h  
t h a t  i s  e n t i t l e d  E N F O R C E M E N T  B Y  B O N D O W N E R  m u s t  r e c e i v e  a  t w o -  
t h i r d s  m a j o r i t y  v o t e  o f  e a c h  h o u s e ;  o t h e r w i s e  t h a t  p o r t i o n  w i l l  
n o t  t a k e  e f f e c t .
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FISCAL NOTE

No. 2
8 i l l ' W o n :  HB 4 0 1(H) (®ish Date: 1-8-96

STATE OF ALASKA

1996 LEGISLATIVE SESSION

Revision Date: 
Tit le:

\
J

Clean Water Fund Bonds
Department Affected : E n v i r o nm en ta l

C on se rv a t io n

Sponsor:
B R U : Fac i l i ty  C on s t ru c t io n  &  O p e ra t io n

Rules Committee Component: Fac i l i ty  C on s t ru c t io n  &. O p e ra t io n-Governor
Expenditures/Revenues:

C O M P O N E N T  S E R IA L  NO .
(Thousands o f  D o l la r s )

OPERATING EXPENDITURES F Y  97 F Y  98 F Y  99 F Y  00 F Y 0 1 F Y  02
PE R SO N A L  S E R V IC E S 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
T R A V E L 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
C O N T R A C T U A L 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
SU P P L IE S 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
E Q U IP M E N T 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
L A N D & S T R U C T U R E S 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
G R A N T S ,C L A IM S 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
M IS C E L L A N E O U S 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
T O T A L  O P E R A T IN G 0.0 0 .0 0.0 0 .0 0 .0 0 .0

CAPITAL EXPENDITURES 0.0 0 .0 0 .0 0 . 0 |  0 .0 0 .0

CHANG4 IN REVENUES ( ) 0.0 0 .0 0 .0 0 .0 0 .0 0.01

FUND SOURCE
1002 Federal Receipts 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0
1003 GF Match 0.0 0 .0 0 ,0 0 .0 0 .0 0 .0
1004 GF 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
1005 GF/Program Receipt 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
1006 GF/MHTIA 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
Alaska Clean Water Fund 0.0 0 .0 0 .0 0 .0 0 .0 0 .0
T O T A L 0.0 0 .0 0 .0 0 .0 0 .0 0 .0

Estimate of any current year (FY97) cost: S *

PO S IT IO N S :
F U L L -T IM E 0 0 0 0 0 0
PA R T -T IM E 0 0 0 0 0 0
T E M P O R A R Y 0 0 0 0 0 0

A N A L Y S IS :  (Attach a separate page it necessary.)
* Projected bond costs have not yet been determined. Please see attached explanations.

The department supports this bil l that authorizes the sale o f  revenue bonds to be used by the A laska C lean Wate r Fund 
to fund construction o f  public wastewater systems, nonpoint source water po l lu t ion contro l projects, 
including solid waste management sy tem s , and estuary conservation and management projects.

Prepared by: L a n y  Jones
Div is ion: Director. D iv is ion o f  Administrative Servi

P h o n e : 
D a t e :

465-5010

1/2/96

Approved by Commissioner:
Agency: Department o f  Environmenta l C on se rva t io n / -b L

Date:
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

distribution information, call the Governor's Legislative Office
(RE Page o f  a -



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



state OF ALASKA FISCAL NOTE A  Silr Vereion.~ hb_*oi------1996 legislative session ^  W *  ^  Publish Date: 1-8-96Revision D ote:__________________________________Dopt. Affected: Rovonuo   —Title: Clean Water Fund Bonds__________________________ BRU: Revanuo Operations___________________________________________________________________________ Component: Troosury Management______________________Sponsor: Rules_Committee_________________________________  ______ ____________________________________Requestor: Governor________________________________________COMPONENT SERIAL NO. 121

No. l

Exrjenditures/Revenuos:   (Thousends of Dollars)OPERATING FY 97 FY 98 FY 99 FY 00 FY 01 FY 02PERSONAL SERVICESTRAVELCONTRACTUALSUPPLIESEQUIPMENTLAND & STRUCTURESGRANTS, CLAIMSMISCELLANEOUSTOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0CAPITAL 0.0 0.0 0.0 0.0 0.0 0.0REVENUE FUND SOURCE:FUNDING:_______       (Thousands of Dollars)1002 Federal Receipts1003 GF Motch1004 GF1005 GF/Program Receipts1006 GF/MHTIA OtherTOTAL 0.0 0.0 0.0 0.0 0.0 0.0POSITIONS:FULL-TIMEPART-TIMETEMPORARYEstimate of current (FY96) impact $ 0.0. %

ANALYSIS: (Attach a separate page if necessary)All costs of issuance, administration, and debt sorvico on tho bonds will be paid from the Alaska Clean Water Fund. The proceeds o' the bond issue will be deposited in the Clean Water Fund, thereby increasing the money available fo' lor.ns to municipalities.There is no ostimated fiscal impact on other State funds.

C O i m t f X ^ X W  D,STR,BUTI0N C0PIES T0 G0VERN0R,S LEGISLATIVE OFFICESutian informat .n  coll tho Governor's Legislative Office

Prepared by: Forrest R. 465-3750Division: Dato: 1/3/98Approved by Commissioner: Cate:Agency: Department of Revenue
Page 1 of 1



T O N Y  K N O W L E S ,  G O V E R N O R

D E P T . OF E N V IR O N M E N TA L CONSERVATIONOFFICE OF THE COMMISSIONER 410 Willoughby Avenue Juneau. Alaska 99801-1795 Phone: 465-5066 Fax: 465-5070
Januar 25. 1996The Honorable Alan Austerman, Co-Chairman The Honorable Ivan Ivan, Co-Chairman House Committee on Community and Regional Affairs Alaska State Legislature Juneau. Alaska 99801SUBJECT: 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. If you wish to discuss this legislation, please call Keith Kelton at 465-5135. Thank you for your consideration. . Sincerely,

Michele Brown CommissionerMB\KK:lp iliifco'clcrical'bums'acwT'hcaringl.rql)Enclosure: Bill Analysis
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To n v Know les
GOVERNOR

P O Box 110001 
Juneau. Alaska 99811-0001 

(907) 465-3500 
Fax (907) 465-3532

State of A laska
OFFICE OF THE GOVERNOR

J u n e a u

Januaiy 8, 1996

The Honorable Gail Phillips Speaker o f the House Alaska State Legislature State Capitol Juneau, A K  99801-1182Dear Speaker Phillips:Under the authority o f art. I ll, sec. 18, o f the Alaska Constitution, I 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 o f Environmental Conservation to use the Alaska clean water fund, a revolving loan fund, as security for the payment o f 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 o f money in the fund that is available to municipalities and state agencies for water pollution control projects.Section 2 o f 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 D E C , 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 o f  the state and its inhabitants, in a manner that will accomplish the most advantageous sale o f the bonds, with due regard for the continued funding o f projects under the Alaska clean water fund program.



#The Honorable Gail Phillips January 8, 1996 Page 1Sections 3-12 o f the bill amend the clean water fund loan program to clarify the statute. It authorizes D E C  to use the fund to secure state-issued bonds and to make other amendments necessary to acknowledge the bond-issuance and repayment process.
I urge your prompt consideration and passage o f this bill.Sincerely,



repayments

bond proceeds
1  bond issuance costs2  a n n u a l  b o n d  p a y m e n t s

1  issue bonds
2  a n n u a !  b o n d  p a y m e n t s

lo a n s



LEVERAGING THE CLEAN W A TER FUND

T h e  u p p e r  p a r t  o f  th e  a c c o m p a n y in g  c h a r t  d e m o n s t r a te s  h o w  th e  A la s k a  C lean  W a te r
F u n d  (A C W F ) c u r r e n t ly  o p e ra te s :

• F ed era l c a p ita liz a tio n  g ran ts  &  S ta te  ap p ro p ria tio n s  (2 0 %  o f  federal g ran t am c ant) are 
d ep o s ite d  in to  the A C W F .

• A D E C  ad m in is te rs  the A C W F . p ro v id in g  loa**., to fu n d  sa n ita tio n  p ro jec ts.

• R ep ay m e n t o f  lo an  p rincipa l an d  in te re s t is d ep o s ited  in to  the A C W F  to p rov ide th e  basis 
for fu n d in g  m o re  co m m u n ity  p ro jec ts .

• D e p a rtm en t o f  R ev en u e  m a in ta in s  the A C W F  ac co u n t a n d  invests the u n o b lig a ted  
b a lan c e , w ith  the ea rn in g s also  d ep o s ite d  in to  the A C W F .

T h e  b o t to m  p o r t io n  o f  th e  c h a r t  i l lu s tr a te s  th e  e ffec ts  o f  le v e r a g in g  on  m a n a g e m e n t  o f  th e  
A C W F :

T h e A C W F  b a lan ce  w ill be p led g ed  as co lla te ra l for re v e n u e  bonds. C osts o f  b o n d  
issu an ce  are m o v ed  from  the A C W F  to the B o n d  R e d em p tio n  Fund  (B R F).

T h e  B R F  w ill pass these  funds to the S ta te  B ond  C o m m itte e  (S B C ) w ho w ill th e n  issue 
th e  b o n u s a n d  se ll th em  to investo rs.

B o n d  p ro ceed s  from  in v esto rs  w ill be d ep o s ited  into the  A C W F . T h e  p roceeds w ill fund 
ad d itio n a l loans fo r p ro jec ts. T h e  lo an  rep ay m en ts  w ill p ro d u ce  the  bo n d  p rin c ip le  an d  
in te re s t p ay m en ts .

• T h e  S B C  an d  the T ru s tee  w ill m ak e  b o n d  p rin c ip le  a n d  in te re st p ay m en ts  from  th e
A C W F  an d  the B R F.



LOAN SPECIFIC INFORMATION

Community Project Agreement Interest Amortization
Served Project Name Number Loan Amount Daie Rate Period

made during FY 90
nnchorag. Eagle River 127011 $7,759,380 10/31/89 4.65% 20 years
Homer STP 409011 $4,750,000 9/5/89 4.B0% 20 years
KachemakCity STP 451011 $450,000 7/25/89 4.54% 20 years

made during FY 91
Anchorage Campbell Creek 12702 $2,238,607 12/17/90 4.84% 20 years
Nome STP 627011 $788,421 4/19/91 4.56% 20 years

made during FY 92
Anchorage Eagle River Inc. 127011 $3,000,000 9/6/91 4.65% 20 years
Cordova Sewer Rehab 261011 $735,310 9/24/91 4.42% 20 years
Anchorage Campbell Creek II 127031 $453,141 6/30/92 4.31% 20 years
Nome tcy View 627021 $2,000,000 6/30/92 4.31% 20 years
Seward Lowell Point 769011 $924,000 6/30/92 4.31% 20 years

made during FY 93
Seward Dairy Hill 769021 $40,000 11/23/92 4.75% 20 years
Juneau Belt Press 445011 $255,501 10/9/92 4.64% 15 years
Juneau Back Loop Sewer 445021 $1,620,500 2/2/93 4.56% 10 years
Anchorage PI. Woronzof 127041 $2,443,128 4/26/93 4.24% 20 years
Juneau Channel Drive 445031 $536,000 6/7/93 4.23% 10 years

made during FY 94
Sitka l&l 783011 $2,000,000 8/17/93 4.04% 20 years
Juneau Goat Hill 445041 $166,000 12/23/93 4.05% 10 years
Bristol Bay Leader Creek 183011 $2,235,321 3/1/94 4.11% 20 years

made during FY 95
Craig Wastewater 265011 $1,000,000 9/14/94 4.45% 20 years
Anchorage Regional Landfill 127051 $10,062,000 12/2/94 4.74% -<20 years
Anchorage Girdwood Wastewater 127061 $2,500,000 4/24/95 4.17% 20 years

made during FY 96
Nome Solid Waste 627031 $2,000,000 7/19/95 3.99% 20 years
Anchorago E ylo Rivet TID 127071 $2,500,000 10/30/95 3.86% 20 years
Anchorage Miscellaneous Projects 127001 $3,015,000 1/12/96 3.74% 20 years



Alaska Clean Water Fund 
Project List
July 6, 1995

Municipality________ Project Title__________________________________Score____________ A m o u n t ___________ Cumulative

Projects to be Funded from Existing E R A  Capitalization Grant

Statewide Planning and Design $614,287 $614,287

Anchorage Merrill Field Leachate Collection System $4,875,000 $5,489,287

Yakutat Wastewater Treatment Plant 85 $200,000 $5,689,287

Bristol Bay King Salmon, Phase II 67 $4,769,413 $10,458,70 J

Klawock S T P  Upgrade and Int. 46 $1,500,000 $11,958.'00

Alaska Clean Water Fund 
Project List
July 6, 1995

Municipality Project Title Score A m o u n t Cumulative

Projects Seeking Funding from F F Y  96/97 Capitalization Grant

D E C  Administrative Costs $578,240 $578,240

Juneau Goat Hill Sewer Phase II 73 $770,000 $1,348,240

Kodiak Wastewater Treatment Plant Project 70 $4,880,500 $6,228,740

Bristol Bay Borough Borough Landfill Expansion 69 $285,000 $6,513,740

Homer East Trunk-STP to Lake Street 67 $626,000 $7,139,740

Bristol Bay Borough King Salmon Sewer Phase III 67 $1,576,265 $8,716,005

Anchorage Middle Fish Creek Trunk 65 $3,000,000 $11,716,005



Alaska Clean Water Fund 
Project Planning List

July 6, 1995

Municipality Project Title Score A m o u n t Cumulative

Craig Wastewater Plant Reconstruction 66 $4,000,000 $4,000,000

Unalaska Solid Waste Facility, Phase I 66 $3,500,000 $7,500,000

Anchorage C-5-7 Trunk R & R 65 $3,000,000 $10,500,000

N o m e  Joint Utility W o o d e n  Utilidor Upgrade 63 $2,000,000 $12,500,000

Valdez Robe River Subdivision Sewer Interceptor 54 $5,024,900 $17,524,900

Petersburg S c o w  Bay Sewer Extension, Final Phase 54 $2,064,000 $19,588,900

Petersburg Sludge De-watering Facility 53 $1,115,000 $20,703,900

Fairbanks Wastewater Sludge. isposal 47 $9,500,000 $30,203,900

Nort'.. Slope Anaktuvuk Pass Sewer 47 $3,000,000 $33,203,900

North Slope Point Hope Sewer Project 47 $3,000,000 $36,203,900

North Sli pe Point Lay Sewer Project 47 $3,000,000 $39,203,900

North Slcpe Wainwright Sewer Project 47 $3,000,000 $42,203,900

Fairbanks Ft. Wainwright Interceptor Rehabilitation 47 $800,000 $43,003,900

Unalaska Wastewater Secondary Treatment 46 $9,000,000 $52,003,900

Unalaska Primary Wastewater Treatment Facility 46 $7,500,000 $59,503,900

Anchorage Pt. Woronzof Incinerator 42 $6,000,000 $65,503,900

Dillingham Northeastern Townsite Sewer S’’ $898,976 $66,402,876

Dillingham Area 5 Phase I & II 37 $1,390,505 $67,793,381

Dillingham Area 4 Phase I &II 34 $2,011,280 $69,804,661

Sand Point Flarbor Sewer Extonsion 34 $300,000 $70,104,661

Fairbanks Van Horn &  South C u s h m a n  Sewer 33 $900,000 $71,004,661

North Pole Highway Park/Badger-Hurst Sewer 29 $2,850,000 $73,854,661

Fairbanks International Industrial Ave. Sewer, Ext. 29 $850,000 $74,704,661

Fairbanks E.M. Jones Sewer Extension, Phase I 29 $2,600,000 $77,304,661

Fairbanks Industrial Park Sewer Ext. 29 $850,000 ''' $78,154,661



0
STATE REVOLVING FUNDS

Issuer
RATINGS

Moody's S&P Fitch
State

Intercept

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

Iowa Finance Authonty

Kansas Development Finance Authonty

Kentucky Infrastructure Authonty

Maine Municipal Bond Bank

Maryland Water Duality Financing Administration

M assachusetts W ater Pollution Abatement Trust

Michigan Municipal Bend Authority

Minnesota Public Facilities Authonty

Missoun State Environmental Improvement And Resources Authonty 

New Jersey W astewater 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 W ater Finance Agency 

South Oakota Conservancy District 

Texas Water Development Board 

State of Wisconsin

NR NR NR No

Aa AA* NR No

NR AA NR No

Aa AA/AA* NR No

Aa AA* AA Yes

NR A NR Yes

NR A NR No

Aa1 AA* NR Yes

A A NR No

NR A* NR No

Aa AA AA- Yes

Aa1/Aa AAA/AA A A* AA+/AA Yes

Aa AA NR Yes

Aa AAA NR No

Aat/Aa NR NR No

Aa AA NR Yes

\ a AA NR No

Aaa/Aa AAA/A/A- AAA/AA Yes

A1 NR NR No

A A NR No

NR AA NR No

NR NR NR No

A NR NR No

Aa AAA NR No

Aa AA AA* Yes
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J P N - l S - L g g S  1 4 : 3 7  w  m  212 a a g  S 3 1 7  p .

A la b a m a N o  u n in su red  ra tin g s.

A r iz o n a U n in su re d  ra tin g s  are  only fo r P h o en ix , w h o se  d o u b ie -A  general, 
o b lig a tio n  ra tin g s flow  to  the  ra tin g s o n  A riz o n a ’s S R F  b o n d s.

A r k a n s a s D c u b le -A  S tan d a rd  and  P o o r’s ra tin g : w ith o u t s ta te  in te rc ep t. S ta te  is 
re q u ire d  to  u se  su p p lem en ta l re se rv e  fund, w h ich  is u tilized  i f  ea rn in g s 
fail b e lo w  req u ired  coverage .

C o lo r a d o
i1

D c u b ie -A  from  b o th  M o o d ’s In v e s to rs  S erv ice and S ta n d a rd  2c P o o r 's ;  
w ith o u t s ta ie  in te rcep t. S ta te  is re q u ire d  to  u se  su p p lem en ta l re se rv e  
fu n d , w h ich  is u tilized  i f  earnings fall b e lo w  re q u ired  co v e rag e .

I o w a R a te d  on ly  sin g le-A  by S tandard  2c P o o r ’s.

; K e n tu c k y R a te d  only  s in g le -A  by bo th  M o o d y ’s In v esto rs  S erv ice  and  S ta n d a rd  
2c P o o r ’s.

i

M a in e R a te d  on ly  “A-**” by  S tandard  2c P o o r ’s; en joys s ta te  m c ra i o b lig a tio n .

M in n e s o ta S im ila r to  b o th  .Arkansas and C o lo rad o , M in n e so ta  h as  a  su p p lem en ta l 
re se rv e , b u t th e  d eb t is also secu red  by  m oral o b lig a tio n  p ledge .

M is s o u r i R e se rv e  fund eq u a ls  70%  o f  o u ts ta n d in g  lean s, a s  o p p o s e d  to  lo w e r  
co n v e n tio n a l re se rv e  fund levels fo r m o s t o th e r  p ro g ram s.

N e v a d a B a c k e d  by  S ta te ’s general o b ltea rio n  c ledge . i

1

N o r th  D a k o ta R a te d  “ A l "  by M o o d y ’s In v esto rs  S erv ice .
i

O h io R a te d  only  s in g ie-A  by b o th  M o o d y ’s In v es to rs  S e rv ice  and  S tan d ard ! 
Sc P o o r ’s.

1

P e n n s y lv a n ia D o u b le -A  S tan d a rd  &  P o o r 's  ra tin g ; o v e rco ila te ra liza rio n  w ith  o v e r  
o n e -h a lf  o f  the p ro g ram  funds co m in g  from  th e  S ta te  o f  P en n sy lv an ia .

R h o d e  I s la n d N o  u n in su red  ra tings.

S o u th  D a k o ta R a te d  only  s in g le-A  by M o o d y ’s In v e s to rs  Serv ice . j

T e x a s  S u b s ta n tia l o v erco lla te ra liza tio n ; exp s e c t io n  th a t d e b t se rv ice  co v e ra g e j
o n  p a d  will r ise  to  o v e r 8 .0  tim e s  d u rin g  th e  life o f  th e  b o n d s.!
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M s. M ichele B ro w n  
A c tin g  C om m issioner
D ep artm en t o f  E nvironm en tal C o n serv a tio n  
S ta te  o f  A laska

T h e  S ta te  B ond  C om m ittee  
c /o  M r. F o rre s t B row ne , D eb t M an ag er 
T re a su ry  D ivision, D e p artm en t o f  R evenue 
S ta te  o f  A laska

Re: L everag ing  th e  C lean W a te r A c t R evo lv ing  F und  L oan  P ro g ram

D e a r  M s. B ro w n  and M em bers o f  the C om m ittee :

W e have been req u es ted  to  ev a lu a te  th e  A laska  C lean  W ate r F und  ("A C W F ") revolv ing  
fund loan p ro g ram  fo r th e  p u rp o se  o f  m ak ing  reco m m en d a tio n s  as to  h o w  th e  p ro g ram  can  be 
s tru c tu re d  to  acco m m o d a te  and  p rov ide fo r  th e  sale  o f  b o n d s  ("B onds"), th e  p ro ceed s  o f  w hich  
w o u ld  be re invested  in th e  program . In  so  do ing , w e  have been  asked  to  co n sid e r the  legal issues 
such  a p ro g ram  m ay ra ise and to  analyze th e  d iffe ren t o p tio n s available fo r achieving such  a 
p rog ram . W e have also  been  req u ested  to  confirm  th a t any fo rm at w e  p ro p o se  com plies w ith  
federa l law  req u irem en ts fo r  th e  issuance o f  bo n d s th e  in te re st on  w hich  m ay be excluded  from  
federa l incom e tax. C o n cern  has also been  ex p ressed  th a t it com ply  w ith  federal law  re la ting  to  
th e  federal C lean  W a te r A ct.

Finally, w e w ere  asked  to  asstst in d ra ftin g  n ecessary  im plem enting  legislation. Such 
leg islation  has been  p rep ared  th ro u g h  th e  e ffo rts  o f  the  D ep artm en t o f  L aw , th e  D e p artm en t o f  
E n v ironm en ta l C onserva tion , th e  s ta ff  o f  th e  S ta te  B o n d  C om m ittee , the  financial ad v iso r to  the 
S ta te  B ond  C o m m ittee  and  this firm. T h is leg isla tion  has been  in troduced  in th e  L eg is la tu re  as 
S en a te  Bill N o . 2 07  and H o u se  Bill N o. 401 (h ere in  to g e th e r , the  "Bill").

In u n d ertak in g  th is task , w e have rev iew ed  th e  co n stitu tio n  and s ta tu te s  o f  the  S ta te  o f  
A laska re la ting  to  the  A C W F  (a  s ta te  revo lv ing  fund o r  "SR F" u n d er federal law ) and have 
rev iew ed  federal law  re la ting  to  tax  ex em p tio n  o f  s ta te  and local governm en ta l o b liga tions and  the  
C lean  W a te r A ct. W e have  rev iew ed  re levan t c o u rt d ec isio n s and op in ions o f  th e  a tto rn ey  genera l 
o f  th e  sta te , in fo rm ation  re la ting  to  the o p e ra tio n  o f  th e  revo lv ing  loan p ro g ram  and  have m et and

A  Par tn er s hi p  'nci.lding a  P r o f e s s i o n a l  C o r p o r a t i o n  

a n c h o r a g e  • C o e l r  d ai. e n e  • L o s  A n g e l e s  . P o r t l a n d  • S p o k a n e  • T a c o m a  • W a s h i n g t o n  d  C  

5 0 0 0  C o l u m b i a  C e n t e r  7 0 1 Fifth a v e n u e  Seattle. W a s h i n g t o n  9 8 10 4 - 7 0 7 8  ph on e .  <206i 6 2 3 - 7 5 8 0  Fa c s i m i l e . i 2 0 6 i 6 2 3 - 7 0 2 2
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had d iscussions w ith  s ta f f  m em bers o f  th e  S ta te  B ond  C o m m ittee , th e  D e p a rtm en t o f  
E nvironm ental C o n se rv a tio n  ("D E C ") and the  D ep artm en t o f  Law .

W e re sp o n d  as follow s:

S U M M A R Y  O F  C O N C L U S IO N S

W e believe th a t  th e  B o n d s  m ay be  issued  by  th e  S ta te  B ond  C o m m ittee  as p ro v id ed  in the  
Bill, w ith o u t v io la tio n  o f  A rticle  IX , S ection  8, o f  th e  S ta te  C o n stitu tio n  req u irin g  an  elec tion  
approv ing  th e  issu an ce  o f  bonds. W e also  believe th a t u n d er th e  Bill the  p ro g ram  can  be 
s tru c tu red  to  a llo w  leverag ing  o f  th e  A C W F  by th e  issuance o f  B onds, w ith  th e  co m m itm en t o f  
funds necessary  to  such  a s tru c tu re  w ith o u t v io la tion  o f  A rticle IX , S ec tio n  7, o f  the  S ta te  
C o n stitu tio n  re s tr ic tin g  th e  d ed ica tio n  o f  revenues o f  th e  state . Finally, u n d e r th e  Bill, such  a 
financing p ro g ram  can  be s tru c tu re d  to  allow  the  B o n d s to  be issued  o n  a  tax -e x em p t basis. 
T h ese  conclusions are, o f  cou rse , d ep en d en t o n  the  final language o f  th e  leg isla tion  ad o p ted , and 
th e  u ltim ate te rm s and  p rov isions o f  th e  financing plan as ad o p ted  by th e  S ta te  B o n d  C o m m ittee .

L E G A L  A N A L Y S IS

R egard less o f  th e  adm in istra tive  s tru c tu re  ch o sen  to  im plem ent a  p ro g ram  o f  leverag ing  
th e  A C W F by th e  issuance  o f  b o n d s, th e re  a re  tw o  fundam ental legal issues w h ich  m ust be  
addressed . T hey  a re  th e  q u estio n s o f  (1 ) w h e th e r o r  no t a  v o te  o f  th e  p eo p le  is req u ired  fo r the  
issuance o f  such  b o n d s  and (2) w h e th e r  o r n o t th e  issuance o f  such  b o n d s  can  b e  s tru c tu re d  in 
such  a  w ay as to  co m p ly  w ith  th e  co n stitu tio n a l p roh ib ition  aga inst d ed ica tio n  o r  ea rm ark in g  o f  
revenues o f  th e  S ta te .

O ne im p o rtan t p o in t sh o u ld  b e  m ade b efo re  d iscussing  the legal issues. In o rd e r  fo r a 
bond  counsel to  b e  able to  g ive an  o p in io n  ap prov ing  an  issue o f  bonds, he o r  sh e  m ust b e  able to  
say th a t no reaso n ab le  a rg u m en t can  be m ade ag a in st the  valid ity  o f  su ch  bonds. T h is  is a  stric t 
s tandard  and is so m etim es difficult to  m eet even  i f  o n e  th inks th a t a c o u r t w o u ld  b e  likely to  
u p h o ld  validity  o n  a  particu la r issue. T he fo llow ing  d iscussion  is th e  re su lt o f  o u r  e ffo rt to  
ev a lu a te  each  issu e  in th e  light o f  th e  "no  reasonab le  argum en t"  standard .

Issu ing  S ta te  B o n d s W ith o u t an E lection 

A rticle IX , S ec tio n  8, o f  th e  S ta te  C o n stitu tio n  p rov ides as fo llow s:

"N o  s ta te  deb t snail b e  co n trac ted  un less au tho rized  by law  fo r  cap ita l 
im p ro v e m e n ts . . . and ra tified  by a  m ajority  o f  the  qualified v o te rs  o f  the  S ta te  
w ho  v o te  o n  th e  question ."
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S ectio n  11 o f  A rtic le  IX  p ro v id es:

"T he re s tr ic tio n s  o n  co n trac tin g  d eb t do  n o t apply  to  deb t incurred  th ro u g h  
the  issuance o f  rev en u e  b o n d s  by a public  en te rp rise  o r  public c o rp o ra t io n . . , 
w hen  th e  only  secu rity  is th e  revenues o f  th e  en te rp rise  o r  co rp o ra tio n ."

T hus, A rtic le  IX , S ec tio n  8, requ ires th a t S ta te  bonds be issued  only  fo r capita l p u rp o se s  
and  only  w ith  an  ap p ro v in g  v o te  o f  th e  e lec to ra te . T h ese  restric tions a re  rem oved  w ith  re sp ec t to  
th e  issuance o f  rev en u e  b o n d s issu ed  by "a public  en te rp rise  o r  public co rp o ra tio n  o f  the  S ta te  . . . 
w h en  the  only  secu rity  is th e  rev en u es  o f  th e  en te rp rise  o r  co rp o ra tio n ."  A lthough  th e  Bill 
p ro ceed s  w o u ld  n o t be u sed  fo r cap ita l facilities belong ing  to  the  s ta te  and no e lec tio n  is 
co n tem p la ted , th ese  re s tr ic tio n s  d o  n o t app ly  if  o n e  o f  th e  ab o v e  excep tions can be invoked.

O ne ap p ro ach  w o u ld  b e  to  c rea te  o r  u se  a sep a ra te  public co rp o ra tio n  fo r the  p u rp o se  o f  
leverag ing  the revo lv ing  fund p ro g ram . T h e  B o n d s can  also  be issued d irectly  by the S ta te , as 
co n tem p la ted  by th e  Bill, th ro u g h  th e  S ta te  B o n d  C om m ittee  w hich now  adm inisters the  issuance 
o f  o th e r S ta te  deb t, i f  to  d o  so  co n s titu te s  "the issuance o f  revenue bonds by a  public 
e n te rp r is e . . .  o f  th e  S t a t e . .  . ,  w h en  th e  only  secu rity  is th e  revenues o f  the en terp rise . . . . "  
T h e re  is little  law  o n  the  su b jec t o f  w h e th e r o r  n o t su ch  a  loan  p ro g ram  can  co n stitu te  a "public 
en terp rise"  fo r p u rp o se s  o f  m ee tin g  th e  rev en u e  b o n d  excep tio n  to  public v o te  requ irem en ts. 
M an y  cases  reco g n ize  th e  valid ity  o f  issuing such  b o n d s fo r a  public im provem ent, such as a  utility  
system  o r an  a irp o rt w hich  g e n e ra te s  rev en u e  su ffic ien t to  secu re  the  bonds. T h ere  is au th o rity  
th a t th e  issuance o f  b o n d s p rim arily  fo r re in v estm en t to  m ake a  pro fit (a rb itrage  b onds) is n o t a 
valid  public p u rp o se . S ee  S ta te  v. C ity  o f  O rla n d o . 5 76  So. 2d  1315, 1317 (Fla. 1991). S uch  
a rb itrag e  schem es are, h o w ev er, q u ite  d iffe ren t fro m  th e  p ro g ram  con tem plated  h ere --th e  loaning 
o f  m oney  to  m unicipalities fo r c lea n  w a te r  re la ted  public  im provem ents. U nder p resen t federal 
law  and D E C  practice , such  lo an s  can n o t b ea r in te re s t a t a ra te  g re a te r  th an  the  B onds so  it is 
unlikely  a  p ro fit cou ld  be m ade. W e believe th a t the  leverag ing  o f  the revolv ing  fund p ro g ram  
th ro u g h  the  issuance o f  B o n d s  sh o u ld  be co n sid ered  by th e  co u r ts  to  be a public en terp rise . W hile 
th e re  seem s to  have been  little  litigation  o n  th is po in t, th e  ex istence o f  o th er sim ilar S ta te  
revo lv ing  fund p ro g ram s fin an ced  in p art by th e  issuance o f  revenue bonds, as w ell as the  
ex is ten ce  o f  a num ber o f  g en e ra l p u rp o se  b o n d  b anks and  industrial developm ent au th o ritie s  in 
A lask a  and  nationally , g iv es  c red en c e  to  th e  "public en terp rise" charac te riza tion  o f  su ch  a 
p ro g ram  as being  w ith in  the  cu s to m  and p rac tice  nationally  in m unicipal finance.

T h e  p ro ceed in g s  o f  th e  A laska C o n stitu tio n a l C onven tion  fu rth e r su p p o rt the 
ch a rac te riza tio n  o f  th e  B o n d s  as th e  rev en u e  b o n d s o f  a  public en terp rise  o f  the  S ta te . T he 
m inu tes o f  th e  co n v en tio n  re co rd  th e  fo llow ing  exchange:

"H E L L E N T H A L : . . . .  In S ec tio n  11 w h e re  th e  C om m ittee  deals w ith  th e  
non-app licab ility  o f  th e  re s tr ic tio n s  o n  deb t, in th e  case  o f  revenue bonds issued by 
public co rp o ra tio n s  o f  th e  s ta te , first; pub lic  en te rp rises  o f  the state , second; and
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thirdly, any  po litica l subdiv ision . D o es th e  co m m ittee  m ean by th a t lan g u ag e  tha t 
any po litica l subd iv ision  can  issue  rev en u e  b o n d s  e ith e r th ro u g h  a public 
c o rp o ra tio n  o r  th ro u g h  a  public  en terp rise , o r  d irectly , like th e  C ity  o f  A n ch o rag e  
did  w ith  its E k lu tn a  p ro jec t; and in th e  even t th a t th ey  ch o o se  to  issue them  
d irec tly  w ith o u t em ploy ing  th e  d ev ice  o f  th e  public c o rp o ra tio n , w ith  th o se  bo n d s 
being  ex e m p t from  the  re s tr ic tio n s  app licab le  to  deb t?

N E R L A N D : T h a t w as th e  in ten tio n  o f  th e  C o m m ittee , M r. H ellen thal."

T h is lan g u ag e  m ak es c lea r th e  in ten t o f  th e  d ra fte rs  th a t b o n d s  to  fund a  public en terp rise  
m ay be issued d irec tly  by th e  S ta te  w ith o u t em ploying  the  d ev ice  o f  a public co rp o ra tio n .

C ase  law  defines "en terp rise"  broadly . "E n te rp rise"  is n o t re s tr ic ted  to  a  sch em e fo r 
m aking  m oney b u t inc ludes any  o b jec t th a t is co n sis ten t w ith  th e  in te rests  o f  so c ie ty  and m ay 
en g ag e  th e  a tten tio n  o f  m en  and  inv ite  th e ir co o p e ra tio n ."  u n d e r th e  hold ing  in M axw ell vs. A kin . 
89  F. 178, 180 C .C .C .D . O re. 1898. C ase  law  in te rp re tin g  "en terp rise ,"  as it ap p ea rs  in federal 
s ta tu tes , d o es  so  v ery  broad ly . S ee  M arsha ll v. M cA Jeste r C o rp .. 43 8  F. S upp. 1005, 1012 (E .D . 
O kla. 1977) ("en te rp rise"  u n d er th e  F a ir L a b o r S tan d ard s  A ct).

B ased  o n  th e  fo reg o in g , it ap p e a rs  th a t ch a rac te riz in g  th e  revo lv ing  lo an  p ro g ram  as a
public  en te rp rise  o f  th e  S ta te  sh o u ld  successfu lly  b ring  in to  p lay  the  ex cep tio n s o f  A rtic le  IX,
S ec tio n  11. C are  sh o u ld  still be tak en  h o w e v er in ac tua lly  im plem enting  th e  leg islation  to  avoid  
the  im plication  th a t th e  B o n d s  are , in any w ay, secu red  by th e  g en e ra l funds o r  rev en u e  o f  the 
S ta te . T o  this end , it m ay  be n ecessary  to  seg reg a te  in se p a ra te  acco u n ts  th e  m oney  paid in to  the 
fund o u t o f  g en e ra l S ta te  funds and  o th e r A C W F  m oneys su ch  as g ran ts  o r  loan  repaym en ts, to  
m ak e  c lea r tha t o n ly  federa l g ran ts , loan  rep ay m en ts  and ea rn in g s th e reo n  secu re  the  B onds, to  
c re a te  re se rv es  th a t sec u re  th e  B o n d s  on ly  o u t o f  "rev en u es o f  th e  en terp rise"  and  to  m ake 
w h a tev e r o th e r p ro v is io n s  a re  n ecessary  to  clarify  th e  applicability  o f  th e  rev en u e  bond  co n cep t.

D ed ica ted  F unds

In  o rd e r  to  s tru c tu re , in co n ju n c tio n  w ith  th e  A C W F , a  rev en u e  b o n d  financing  vehicle , it 
is n ecessary  to  p ro v id e  for, o r  au th o riz e  the  issu ing  ag en cy  to  p ro v id e  for, the p ledg ing  o r 
d ed ica tio n  o f  th e  re v en u e  s tream  and o th e r  m oneys w hich a re  to  secu re  and  pay  the  B onds. T he 
Bill d o es  this. T h is  is u sually  n o t a  p rob lem  fo r  a  s ta te  o r  m unicipality . H o w ev er, A laska is 
su b jec t to  the  req u irem en ts  o f  A rticle  IX , S ec tio n  7, o f  the  S ta te  C o n stitu tio n  w hich  p rov ides:

"T h e  p ro c e e d s  o f  any  s ta te  tax  o r  license shall n o t be d ed ica ted  to  any
specia l p u rp o se , e x c e p t . . . w h en  req u ired  by th e  federa l g o v e rn m en t fo r s ta te  
p artic ip a tio n  in federa l p ro g ram s."
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T h e fo llow ing  q u estio n s  a re  raised: M ay  th e  S ta te  d ed ica te  loan rep ay m en ts  (p rincipal and 
in te re st) u n d er the  A C W F  revo lv ing  fund p ro g ram  to  be d ep o sited  in the  A C W F ? M ay  th e  S ta te  
p ledge to  th e  paym ent and  secu rity  o f  the  B o n d s  the  lo an  repaym ents (p rinc ipa l and  in terest), 
federal g ran ts  received, S ta te  m atch ing  m oney  and  in tere st earned  on A C W F  m oney? M ay  
reserv e  funds o r  a c co u n ts  be  c rea ted  o u t o f  funds o th e r th an  revenue o f  th e  revo lv ing  fund loan 
p ro g ram  and p ledged  to  secu re  and  pay B onds?

D ed ica tio n s R eq u ired  B v F ederal L aw

In o rd e r  to  co n tin u e  to  qualify  fo r p a rtic ip a tio n  in th e  federal funding p ro g ram  estab lished  
by the  C lean  W ate r A ct. im plem enting  s ta te  leg islation  m ust be consisten t w ith  the  C lean  W a te r 
A ct and  re levan t federal regu la tions. T h e  p ro c eed s  o f  s ta te  b o n d s secured  by th e  s ta te  revo lv ing  
fund (th e  A C W F ) arc req u ired  to  be paid in to  su ch  fund. (33 U .S .C .A . S ec tio n  1383 (d )(4 )) 
R epaym ent o f  loans o u t o f  a SR F  m ust also  b e  paid in to  th e  fund. (33 U .S .C .A . S ection  
13 8 3 (d )(1 )(D )) F ed era l cap ita liza tio n  g ran ts  and s ta te  m atch ing  m oneys are  also  req u ired  to  be 
paid  into th e  SRF. (33 U .S .C .A . S ec tio n  1382 (b) (1 ), (2 ))  A lthough  there  d o es  n o t ap p e a r to  be 
federal leg islation  specifically  m andating  th e  re ten tio n  o f  in te re st earn ings in th e  SRF, the 
reg u la tio n s  s ta te  th a t "S R F  balances m ust b e  availab le  in p e rp e tu ity  and m ust be u sed  so lely  to  
p ro v id e  loans and  o th e r  au th o rized  form s o f  financial assistance" to  a ss is t co m m unities in 
m ain tain ing  w a te r quality . 40  C F R  S ectio n  3 5 .3 1 1 5  (1 9 9 4 ) T he Initial G u id an ce  fo r S ta te  
R evo lv ing  F unds co n ta in s  sim ilar language referrin g  to  "All funds w ith in  th e  S R F ," as does 
33 U .S .C .A . S ectio n  1383 (c).

T h u s it ap p ears  th a t  federal leg islation  m an d ates th a t all o f  the m ajo r so u rc e s  o f  m oney  in 
the  A C W F  be d ep o sited  in  th a t  Fund  and th a t m oneys in th e  F u n d  m ay n o t b e  w ith d raw n  ex cep t 
to  b e  app lied  to  p ro v id e  financial a ss is tan ce  to  local g o v ern m en ts  o r  s ta te  ag en cies fo r  the 
p u rp o se s  specified  in th e  A ct. O ne o f  the  m e th o d s  o f  g iv ing  financial a ss is tan ce  is to  u se  such 
m oneys to  pay  and  secu re  b o n d s  issued  to  p ro v id e  funds fo r  th e  sam e p u rp o ses. W hile  federal 
law  d o es n o t m andate  th a t m oneys in th e  S R F  be used  only  fo r so  securing  bonds, as  o p p o sed  to  
o th e r au th o rized  m eans o f  assisting  com m unities, the d isc re tio n  that A rtic le  IX , S ec tio n  7, 
in tended  to  perm anen tly  v est in the  leg isla tu re  w ith  re sp ec t to  s ta te  rev en u es is a lm o st to ta lly  
eclipsed  by th ese  req u irem en ts  o f  federal law  w hich  are  " req u ired  . . .  fo r s ta te  p artic ip a tio n  in" 
this federal p rogram . A lso , th e  case  o f  S ta te  v. A lex . 646  P .2d  203 , 209 (A la sk a  1982) ind icates 
th a t o n ce  m oneys are  in a g iven  fund, A rt. IX , S ec tio n  7, d o es  n o t p reclude th e ir d ed ica tio n  to 
secu re  rev en u e  b o nds to  w h ich  th ey  relate. T hus, w e  believe th a t, as au th o rized  by th e  Bill, the 
d ed ica tio n  o f  revenue so u rc e s  in the  A laska C lean  W a te r A ct to  the A C W F  and th e  p ro p o sed  
d ed ica tio n  o f  m oney in th e  A C W F  (o th e r th an  s ta te  m atch ing  m oney or, possib ly , th e  p o rtio n  o f  
loan repaym en ts rep resen tin g  th e  loan  o f  s ta te  m atch in g  m oney) to  pay and sec u re  bo n d s m ee t the 
req u irem en ts  o f  A rticle  IX , S ec tion  7.
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U n d er the  Bill, a p ro g ram  m ay be s tru c tu red  in w h ich  tax -e x em p t b o nds are  issued  by the 
S ta te  to  acq u ire  tax -ex em p t o b lig a tio n s o f  local g o v e rn m en ta l un its. T h e  deb t o b lig a tio n s issued 
by th e  local g o v ern m en ta l un its m u st be  tax -exem pt g o v ern m en ta l o b liga tions and  m ay-no t be  tax- 
ex em p t p riv a te  ac tiv ity  bonds. C a re  m ust be tak en  to  en su re  th a t th e  underly ing  p ro jec ts  d o  no t 
have p riv a te  business u se rs  in ex cess  o f  th a t p erm itted  by th e  In ternal R ev en u e  C o d e  ( th e  "C ode") 
and  th a t any p riv a te  business m an ag em en t co n tra c ts  fo r  th e  facility  m eet th e  IR S  gu idelines in 
e ffec t a t th e  tim e th e  S ta te  b o n d s  a re  issued.

T h e  C e d e  g enerally  t ls b o n d s as taxab le  "a rb itrag e  b o n d s"  i f  th e  b o n d  p ro c eed s  are 
u sed  to  acq u ire  'in v estm en t p ro p e rty "  th a t has a yield th a t is m ateria lly  h igher th an  th e  b o n d  yield. 
T h e  te rm  "investm ent p ro p e rty "  includes secu ritie s  (su ch  as th e  o b liga tions issued  by local 
g o v ern m en ta l un its) bu t ex c lu d es from  this trea tm e n t tax -ex em p t o b lig a tio n s th a t a re  n o t p rivate  
ac tiv ity  bonds. A lso, it is un likely  th a t any o f  the local o b lig a tio n s  acq u ired  w o u ld  b ea r in te re st a t 
a h ig h er ra te  than  th e  B onds.

It is im p o rtan t th a t th e re  be m o re  p ro jec ts  to  be  financed  th an  th e  n o n -b o n d  re so u rces  
availab le  from  the  S ta te  and  th e  federal g o v ern m en t. In te rn a l R ev en u e  S erv ice  regu la tions 
g enerally  p roh ib it th e  S ta te  from  issu ing  m ore bonds, issu ing  b o n d s  earlier, o r  a llow ing  th em  to 
rem ain  o u ts tan d in g  lo n g er th an  is o th e rw ise  reaso n ab ly  n ecessa ry  to  accom plish  th e  governm en ta l 
p u rp o se s  fo r w h ich  th e  b o n d s a re  issued . A  rev iew  o f  th e  D E C  p ro jec tio n  in th is reg ard  ind icates 
th a t this issue shou ld  n o t p o se  a  problem . T h e  S ta te 's  g o a l b  th e  p ro g ram  is to  leverage 
ad d itio n a l b o rro w ed  m oney  in to  m o re  p ro jec t financing. I t is im p o rtan t to  d em o n s tra te  tha t 
add itional p ro jec ts  m ay be financed  (and  financed so o n e r) th an  co u ld  b e  financed i f  th e  S ta te  w ere  
ju s t  to  u se  th e  s ta te  and  federal re so u rces  available to  d e m o n s tra te  th a t th e  S ta te  is n o t issuing 
m o re  b o n d s th an  a re  n ecessary  o r  issu ing  them  earlier th an  necessary .

P ro g ra m s such  as th is  u sually  req u ire  th t  d eb t serv ice  re se rv es  be  estab lished  to  secu re  
the  bonds. I f  m oney  derived  from  the  S ta te  funds o r  from  th e  federa l g o v ern m en t a re  p led g ed  to 
s ec u re  th e  S ta te  bonds, th a t m oney  will be  sub ject to  th e  C o d e  ru les re la ting  to  b o n d s  and  m ay be 
su b jec t to  the  a rb itrag e  re b a te  req u irem en ts  i f  invested  in ex cess  o f  th e  bo n d  yield.

T h e  bo n d  p ro c eed s  gen e ra lly  m ay be invested  a t y ields in excess o f  th e  bo n d  y ield  for a 
p erio d  o f  th ree  years by th e  local g o v ern m en ta l units. W hile th e  bo n d  p ro c eed s  a re  held by the 
S ta te  and  b e fo re  th ey  a re  u sed  to  acqu ire  th e  local g o v e rn m en ta l un it ob ligations, th e  IRS 
reg u la tio n s  allow  fo r a  s ix -m on th  investm ent period  fo r S ta te  bo n d  p roceeds. T his six -m on th  
tem p o ra ry  period  is su b trac te d  from  th e  th ree -y ea r p e rio d  availab le  to  th e  local go v ern m en ta l 
un its. In  addition , th e re  is a  th ree -m o n th  tem p o ra ry  in v estm en t p e rio d  fo r rep ay m en ts  th a t are 
ex p ec ted  to  be  recycled  in to  p u rch ase  o f  new  local ob ligations.

T a x  A n r '  v s is
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T he C ode also  co n ta in s  specific  req u irem en ts  fo r "poo led  financing  b o n d s ."  In  general, 
th e  S ta te  m ust reaso n ab ly  ex p ec t th a t as o f  th e  c lo se  o f  th e  th ree -y ea r tem p o ra ry  investm en t 
period , at least 9 5 %  o f  th e  net bond  p ro c eed s  will hav e  been u sed  to  acq u ire  th e  local 
governm ental unit ob ligations. In  add ition , th e  paym en t o f  legal and  u n d e rw ritin g  co sts  
asso c ia ted  w ith  the issu an ce  o f  th e  b o n d s m ay n o t be co n tin g en t and a t least 9 5 %  o f  su ch  co sts  
m ust be paid n o t la te r  th an  180 days a fte r th e  S ta te  bo n d  issuance.

W e hope th a t th e  fo rg o in g  is o f  assistance. P lease  call w ith  any q u estio n s  o r  com m ents.

F W W :w p
cc: M s M arie S an so n e

M r. B u tch  W hite  
M r. C h ester Jo h n so n  
M r. M ike B u m s 
M r. L ee Sharp  
M r. Bill M an tle  
M s. C ynthia W eed

V ery  tru ly  yours,

P r e s t o n  G a t e s  &  E l l is

By
F o rre s t W . W alls

FWW09F DOC



J P 4 - 1 9 - 1 9 9 S  1 4 : 3 4 G r f l 2 1 2  0 0 9  0 3 1 7  P .

7 1  B ro a d w a y , S u ite  134)1 
N ew  Y o r k ,  N ew  Y o r k ,  1 0 0 0 6  

(2 1 2 )  8 0 9 -3 7 0 0  
F A X  (2 1 2 ) 8 0 9 -6 3 1 7

f l g f r e r n m e n t  F i n a n c e  A s s o c i a t e s ,  I n c .  4 9 &

Jan u a ry  IS , 1996

T O : M IK E  B U R N S  .
B U T C H  W H IT E  
M A R IE  S A N S O N E  
F O R R E S T  B R O W N E

F R O M : G O V E R N M E N T  F IN A N C E  .A SS O C IA T E S, IN C .

S U B JE C T : E L IM IN A T IO N  O F  S T A T S  IN T E R C E P T , E F F E C T  O N  
A L A S K A ’S P R O P O S E D  SR F F IN A N C IN G  P R O G R A M

W e have b een  a sk ed  to  e v a lu a te  th e  im pact o f  rem o v in g  th e  s ta re  in te rc e p t f ro m  th e  
p ro p o se d  S R F  lev e rag in g  an d  b o n d in g  stru c tu re . In  th is co n n ecrio n . it is n e c e ssa ry  to  
rev iew  d ie  effec ts o n  b o th  th e  u n d erly in g  c red it fe a tu re s  and the  p ro je c te d  fin an c in g  c o s ts  
fo r th e  p ro g ram . In  o rd e r  to  ap p ro p ria te ly  re sp o n d  to  this su b jec t, b a c k g ro u n d  m ate ria l 
sh o u ld  b e  p re sen ted , as fo llow s.

D E S IR E D  R A T IN G : G en era lly  sp eak in g , as a re su lt p rim arily  o f  (i) th e  la rg e  ca sh  
in fusions m om  die F e d e ra l  an d  s ta te  g overnm en ts, (ii) p ro v is io n s o f  th e  lc c a i  lo an  
rep ay m en t a rran g e m e n ts , and  (ill) th e  s ta te  c rea tio n  and  o v ers ig h t, S R F ’s h a v e  b ee n  h igh ly  
ra ted . F o r  exam ple, as in d ica ted  in  th e  a ttach m en t, o f  th e  25 ac tiv e  le v e ra g e d  s ta te  S R F s, 
six teen  a r e  ra ted  d o u b le -A  o r  b e tte r , w ith o u t tak in g  in to  ac co u n t b o n d  in su ran ce . T h e  
o th e r  n in e  a re  ra ted  s in g le -A  o r  th ey  are  assigned  in su red  ra tings. B e c a u s e  o f  th e  h igh  
cred it s ta n d in g  o f  th e se  s tru c tu re s , only  a  few  hav e  ch o sen  to  be  in su red , s in ce  any  ra tin g  
in the d o u b le -A  o r  h ig h e r  c a te g o rie s  m akes b en d  in su ran ce  u n n ecessary . In  m o s t cases, 
insured b o n d s  trad e  n o  b e t te r  th an  a w eak  d o u b le -A  A dditionally , d o u b le -A  ra tin g s , o n  
an  u n in su red  basis, g iv e  a  b o r ro w e r  substan tially  g re a te r  flexibility, as  a  re s u lt  o f  the  lo w e r  
c o s t o f  c a p ita l tha t th e  ra tin g  a ffo rd s  and  the  red u ced  n u m b er o f  re s tr ic tio n s  th a t  ap p ly  to  
u n in su red  deb t. T a k in g  th e se  fa c to rs  into co n sid era tio n , com bined  w ith  th e  in h e re n t 
s tren g th s  o f  the  .A laska S R F , w e  reco m m en d  tha t th e  S ta te  estab lish  a  3 0 a! o f  ach iev in g  no  
less th an  a n  u n insu red  ra tin g  o f  do u b le-.A

U S E  O F  S T A T E  IN T E R C E P T : A s show n  in the  a ttach m en t, o f  th e  s ix teen  ac riv e  
lev e rag ed  S R F s ra te d  d o u b le -A  o r  b e tte r , h a lf  o f  th em  u se  th e  s ta te  in te rc e p t o f  lo ca l a id  
to  p ro v id e  underly ing  secu rity . T n e  s ta te  in tercep t m echan ism  has b een  em p lo y e d  fo r 
n u m ero u s  p u rp o se s  o v e r  th e  years. In  the  1970’s, fo r  exam ple, s ta te s  th a t  c r e a te d  b o n d  
bank3 to  re d u c e  th e  c o s t  o f  cap ita l fo r  localities o ften  app lied  th e  s ta te  in te rc e p t  to  help 
secu re  d ie  b o n d s th a t  w e re  so ld  by  th e  respective  s ta te  bond  banks. A s a  p o lic y  m atte r, 
th e  ra rin g  agencies h a v e  co n c e rn s  a b o u t the  p o o lin g  o f  local c red its , w ith  d is p a ra te  c re d it



s tan d in g , in th e  ab se n ce  o f  so m e  g en e ric , e x tra  c re d it su p p o rt. S ta te  in te rc e p ts  h a v e  o f te n  
b e e n  u se d  to  ad d ress  th e se  ra tin g  ag en cy  m isg iv in g s a b o u t loca l c red it p o o ls  an d  to  
'‘h o m o g en ize” th e  v a r io u s  c re d its  w ith in  th e  p o o ls . O n  o ccas io n , s ta re  “m o ra l o b lig a tio n ” 
p led g es  h av e  b een  in v o k ed  fo r  th is  p u rp o se , b u t M o o d y 's ,  in p a r tic u la r , g iv es  little  w e ig h t 
to  th e  co n c ep t a f te r  “m o ra l o b lig a tio n ” ag en c ies  in  N e w  Y o rk  S ta te  h ad  v e ry  s e r io u s  c re d it  
p ro b lem s in  th e  1 9 7 0 ’s, in c lu d in g  a  d e fau lt o n  ce rta in  n o te s  by o n e  “m o ra l o b lig a tio n ” 
agency . T h e  s ta te  in te rc e p t 13 a  w e ll-e s ta b lish e d  an d  favorab ly  a c c e p te d  c re d it  d ev ice .

D IF F E R E N C E  IN  C O S T  O F  C A P IT A L  B E T W E E N  “A ” A N D  D O U B L E  “A ” S R F S :
In  o u r  op in ion , i f  th e  S ta te  d o e s  n o t m ak e  sp ec ia l a rran g em en ts , as d iscu ssed  fu r th e r  
be low , to  co m p en sa te  fo r  th e  loss o f  th e  s ta te  in te rc ep t, it is h ighly  likely  th a t a ra tin g  o f  
s in g le -A  will be  g iv en  to  th e  S ta te ’s S R F , as o p p o se d  to  the m o re  d esirab le  d o u b le -A . I f  
chis d ev e lo p m en t o cc u rs , th en  th e  A lask a  S R F  w iil ex p e rien ce  a  m o re  co s tly  in te re st 
ex p en se  o n  the b o n d s  it sells in th e  c re d it m ark e ts . W e  es tim ate  th a t th e  c u r re n t d iffe re n c e  
in in te re s t co sts  h e rw een  a  s in g le -A  an d  d o u b le -A  c r e d i t  o v e r  tw en ty  y ea rs , o n  S10 
m illion  is equal to  3 2 7 1 ,0 0 0  in g ro s s  d o lla rs . C o m p o u n d in g  th is d iffe ren ce  o v e r  sev e ra l 
y ea rs  o f  S R F  issu an ces, fo r  S I 0 0  m illion, it w o u ld  am o u n t to  S2.S m illion o v e r  tw e n ty  
y ea rs .

I t  sh o u id  b e  n o ted  th a t w e  a re  cu rren riy  ex p e rien c in g  lo w  in te re st ra tes . In  a  h ig h e r 
in te re s t ra te  en v iro n m en t, th is d iffe ren ce  b e tw e e n  s in g le -A  and d o u b le -A  c re d its  c o u ld  b e  
(a n d  has been) as g re a t as 50  basis p o in ts . In  m a t s itu a tio n , th e  d iffe ren ce  in  cap ita l c o s ts  
b e tw e e n  a  sing le A  an d  d o u b le  A  c o u ld  a g g re g a te  as m u ch  as 3 7 .0  m illion  o v e r  tv 'e n ty  
y ea rs . O n e  co u ld  a rg u e  th a t th e  d iffe ren ce  c o u ld  b e  re d u ced  th ro u g h  b o n d  in su ran ce , 
w h ich  is co rrec t, bu t it is re le v a n t to  em p h asize  th e  fo llow ing  in  th is  re sp ec t. F irs t, b o n d  
in su ran c e  is ra th e r ex p en siv e , o fte n  as m u ch  as o n e -h a lf  o f  o n e  p e rcen t o f  to ta l  d e b t 
serv ice . S eco n d , b o n d  in su re rs  freq u en tly  re q u ire  p ro g ram m a tic  re s tr ic tio n s  th a t e v e n  th e  
ra tin g  ag en cies  d o  n o t m an d a te .

A L T E R N A T IV E S  T O  S T A T E  IN T E R C E P T : .As d iscu ssed  ab o v e  and  as m o rs  fully  
ex h ib ited  in th e  en c lo su res , th e re  a re  o p tio n s  fo r  A lask a  in ach iev in g  a  d o u b le -A  ra rin g  fo r  
th e  lev e rag ed  S R F  o v e r  an d  ab o v e  th e  u se  o f  rite  s ta te  in te rcep t. T h e  a lte rn a tiv e s  te n d  to  
fall in to  th re e  ca teg o ries . F irs t, as  d e m o n s tra te d  by  th e  A rk an sas , C o lo rad o , and  
M in n e so ta  p ro g ram s, a  su p p lem en ta l re se rv e  co u ld  b e  c rea ted  th a t  fu r th e r secu res  th e  c a s h  
flow  th ro u g h  ex cess re v e n u e s  an d  u n re le ased  fu n d  ba lance . S eco n d , o v e rc o lla te ra liz a tio n  
o f  fin an ced  loans co u ld  .also be  acco m p lish ed  th ro u g h  lo w er ra tio s  o f  S R F  d e b t to  th e  
p ro g ra m 's  fund b a lan ce  and  o th e r  u n re se rv e d  m o n ies; M isso u ri, P en n sy lv an ia  and  T e x a s  
h av e  fo llo w ed  th is co u rse . T n ird , o th e r  p ro g ram s, su ch  as .A rizona 2n d  N e v a d a , h av e  
ap p lied  h igh  g en era l o b lig a tio n  b o n d  ra tin g s  to  sec u re  th e  S R F  deb t; A riz o n a  a p p a re n tly  
issu es  u n in su red  d eb t o n ly  fo r  high ra te d  loca litie s , su ch  as P h o en ix , and  N e v a d a  S R F  d e b t 
is fu r th e r  secu red  by th e  S ta te 's  g en e ra l o b lig a tio n  p ledge. B a se d  on o u r  u n d e rs ta n d in g  o f  
th e  d e s ire  fo r flexibility  irt th e  A lask a  p ro g ram , w e  do  n o t th in k  th a t th e  th ird  o p tio n  is 
re a lis tic  fo r th e  A lask a  c o n te x t.
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C O N C L U S IO N : T h e  s ta te  in te rc ep t m ech an ism  is a  co m m o n  fe a tu re  fo r  m any, h igh ly  
ra te d  S E P  s tru c tu re s . I f  th e  S ta te  w ish e s  to  e lim in a te  th e  s ta te  in te rc e p t b u t atill a c h ie v e  a  
d o u b le -A  ra ting , o n  an  u n in su red  b as is , f a r  its le v e ra g e d  S R F  p ro g ram , it w ill b e  
n e c e ssa ry  fo r  o p e ra tio n a l ad ju s tm en ts  to  be  m ad e  b y  th e  S ta te . T h ese  ad ju stm en ts  c o u ld  
in c lu d e , b u t w o u ld  n o t necessarily  b e  lim ited  to , th e  e s tab lish m en t o f  su p p lem en ta l re se rv e  
fu n d s an d  sign ifican t o v erco lla te ra l:z a tio n  o f  a sse ts  ( lo w e r  deb t to  eq u ity  ra tios). In  e ffec t, 
th e  A la sk a  p ro g ra m  w o u ld  be re q u ired  to  lim it its flex ib ility  in ce rta in  re sp ec ts . T n e  S ta te  
will n e e d  to  b a lan ce  th ese  ad d itio n a l re s tr ic tio n s  a n d  e ffec t o n  th e  S R F ’s fu tu re  
p ro g ra m m a tic  flexibility  rg a in s t any  p e rce iv ed  d is a d v a n ta g e s  o f  th e  u se  o f  a s ta te  
in te rc ep t.

A s a  f in d  co m m en t, w e w ou ld  like to  em p h asize  th a t  in  th e  ab sen ce  o f  substan tia l re a so n s  
to  th e  co p tra ry , th e  u se  o f  the s ta te  in te rcep t, as a re s u lt  o f  its  freq u en t u se  fo r o th e r  s ta te s  
th a t h av e  rece iv ed  a d o u d le -A  ra tin g , w ill fac ilita te  d iscu ss io n s  w ith  ra tin g  agencies a n d  
w ill b e  m e t 'with an  h istorically  fa v o rab le  a c c e p ta n c e  by  th e  cred it m ark e ts . T h ese  fa c to rs  
sh o u ld  re su lt in a  io w e r  co st o f  cap 'ta i fo r  th e  .A laska S R F . W e su g g e s t th a t i f  .A laska 
d e s ire s  to  elim inate  th e  s ta te  in te rc ep t, w e sh o u ld  f i is t  d iscu ss  its e lim ination  w ith  th e  
ra tin g  ag en c ies  to  d e term in e  the  re p la cem e n t sec u rity  fe a tu re  th a t the  ag en cies  w o u ld  
p o ss ib ly  req u ire  in  o rd e r  fo r A lask a  to  ach ieve a d o u b ie -A  rating. O f  co u rse , if  A la s k a  is 
sa tis fied  w ith  the  sin g le-A  raring, th en  it b eco m es a  m a t te r  o f  the  ad d itio n a l cost o f  ca p ita l 
th a t  w o u ld  b e  in cu rred  th ro u g h  th e  elim ina tion  o f  th e  s ta te  in tercep t.

m ft m
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’ Anchorage Water and Wastewater. Utility, I a department
‘ . . . .  ' '' " '  '' ' ,    _

• * « " ” * .’ ** ■*’ ■’* • *;• *\ ;• 
Municipality of Anchorage. I am here today to speak in favor ofr - -*i .  f

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
1'* • .

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

r  •* •.3 ,e-
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received throughout the country. The Anchorage Wastewater Utility
• 3 t   ̂ ,  • I  . ' , A . . ' . .  . J  .*’■ *

has borrowed $8.8 million from the low interest loan program, at
i «

rates substantially 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
.   ̂ .. I ,

done and leverage this initial capitalization money from the federal 

government. Increasing the amount of funds available allows

'/5ri'‘ ‘ 
.>>/. i

. c . :
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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, I 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. * *Tr
« <  ■« <

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
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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 

groups that this bill, with or without any or all of the suggested
-1 . • •• v *  — . . ' -'

revisions, is extremely workable, and will benefit the whole state of 

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

February 20, 1996 -
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