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My name is Diana Bennett. | am tiic Finance Manager of the
Anchorage Water and Wastewater Utility (AWMU), a department of
the Municipality of Anchorage. | am here today to speak in favor of
Rouse Bill 401 and its companion bill in the Senate, number 207,
bills authorizing the Slate 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 AWMU 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
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
annually from the loan program. | hope the funds wall be available to

do so.

D. Bennett
Testimony Pago 1
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The low interest loan program has been extremely popular and well
received throughout the country. The Anchorage Wastewater Utility
has horrowed $8.8 million from the low interest loan program, at
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,
the Alaska Department of Environmental Conservation (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 uncer discussion will allow what many other states have
done and leverage tills initial capitalization money from the federal
government.  Increasing the amount of funds available allows
projects to be completed sooner than if we have to wait for our
projects to move above the “cut ling". This is a good way to increase

D. Bennett
Testimony Pago 2
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the pool of money available for necessary water quality projects,
without putting any other programs at risk. The burden for
repayment remains with the communities requiring die funds. There
I astrong Incentive for them (us) to make our payments.

Without Increasing tile 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 are 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 die State need this source of low interest money to help
finance sorely needed water quality improvements.

The revenue bonds will be hacked, not by the full faith and credit of
the state, but by the revente coming from repayment of the loans. In
die history of the low Interest loan program, there has never been a
default - not in die entire United States. In fact, in Alaska, there has

D. Bennett
Testimony Page 3
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never heen a late payment! These bonas will be extremely safe. The
State will not be required to "oail out" any agency over this.

You may have seen a Municipality of Anchorage memo listing some
recommended changes to this bill. The Utility is substantially in
favor of the bill as was originally wiitten, 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
revisions is extremely workable, and will benefit the whole state of

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

March 7, 199
~ DianaBennett. CPA
Finance er A

rt |c v

Anchorage, Alaska
(907 g786 5623

D. Bennett
Testimony Pege4
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PROJECTED YEARLY CASH ALOWOF ACWF
(AVERAGE FY 97 - FY 0B)

Loan Repayments Proceeds (rom State Match of + intorosi earned on ACWF
$6.5 Million Bond Sale Federal Cap Grant Balance and Corpus
$14.7 Million $ Unknown Allocation  $3 Million
*
179 /In1)(j(@dn
Debt Service Loan Disbursements Corpus Allocation Capitalized Interest
on Bonds $15.8 Million for Bonds, ie on Bonds
$3.8 Million Collateral $750,000
$3.85 Million
u jJn
LC

Averages used from spreadsheets prepared by GFA and DEC.

Prepared by FCO
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Tony Knowles PO Box 110001
GOVERNOR Juneau. Alaska 99311-0001
(907) *165-3500
Fax (907) 465-3532

State of Alaska
OFFICE OF THE GOVERNOR

JUNEAU

January 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. Ill, 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 2

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,

Tor
Govwx.iu*
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DEPT. OF ENVIRONMENTAL CONSERVATION

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

February 21, 1996

The Honorable Jeannette James, Chairperson
House Committee on State Affairs

Alaska State Legislature

Juneau, Alaska 99801

SUBJECT: Request for hearing on House Bill 401

Dear Representative James:

The Governor’s Office and the Department of Environmental Conservation request that
public hearings be scheduled for House Bill 401, passed by the House Community & Regional
Affairs Committee. 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 simultaneously 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
Commissioner

MB\KK:Ip (i:rco\ckric:ilwiii(c\srtr;irint! 1.5l 1)
Enclosure: Bill Analysis
cc: Pat Pourchot, Office of the Governor



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) tc offer low-interesl
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 federal 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 for 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 bend 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 provic’.s 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 Bill 207 (the bill) and its counterpart, House
Bill 401, will 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 bill authorizes the Department (]:
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 will be able to leverage or increase the
amount of money in the fund that 1is available to municipalities
and state agencies for water pollution control projects.

Section 1. Section 1 of the bill recognizes that the proposed
hond 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



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 water 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 1issuing and selling

bonds.

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
che 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 oonds. The state bond committee will be responsible for
admin:stering the bond redemption fund, and may invest the
proceeds of tne bond redemption fund according to 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 1issue, 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 will decide the level of security required from the
Alaska clean water fund and the portion of the fund that will
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, 1including applicable state and federal
requirements. Any such decisions made by the committee and
expressed in a bond resolution are conclusively deemed to comply
with the requirements of the legislation pertaining to the bond

program.

Sec. 37.15.573. BOND RESOLUTION - The committee, 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 INTERCEPT - 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 1is included in
the legislation to enhance investor confidence in the program,
improve the bond rating, and ultimately, lower program costs.

Sec. 37.15.580. PLEDGE OF THE STATE - This provision
recognir-.es that the state 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 will 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
will be given at this time so that the departments will be able
to incorporate these numbers into their financial planning for
the next fiscal year.

Sec. 37.15.587. PURPOSES AND SUFFICIENCY OF REVENUE -
Bond proceeds will be used to bui"d projects that are eligible
under the clean water fund program. The committee will not 1issue
bonds unless there 1is enough security available in the fund to
make it prudent co issue the bonds.



Sec. 37.15.590. REFUNDING - If it is in the best
interests of the State, thecommittee may refund all or some of

the bonds. The committee will 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 progranm.

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

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 DEC 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 46.03m032 (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 Lne bond sale must be deposited into the fund.

Section 7. AS 46 .03 .032 (f7 - This section also reorganizes the
existing statute into a more logical format and allows DEC to
spend money from the fund to administer the bond program.

Section 8. AS 46.03.032(g) - The existing statute 1is 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 1is 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 will
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 repeat them 1in 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 will prepare
reports necessary for the committee.

Section 11. AS 46.03.032 (0)- The definicions section incl-urtes
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 ly regulations adopted by the state
bond committee under Title 37 and those adopted by DEC under
Title 46 involving the Alaska clean water fund program will 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 1in
Civil Procedure 3 and require all actions to be filed in Superior

Court 1in Juneau.

Section 14. Recognizes that in order for all actions to be filed
in Superior Court 1in 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.



No. 2

Bill\ ;ion: HB 401
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FISCAL NOTE (H) Publish Date: 1-8-96

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

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

Expenditures/Revenues: (Thousands of Dollars)
OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY 00 FYO01
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
MISCELLANEOUS 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
CHANGE IN REVENUES ( ) 0.0 0.01 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
1001 GF 0.0 0.0 0.0 0.0 0.0
1005 GF/Prograni 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
Estirrete of any current year (FY97) aost: S
POSITIONS:
FULL- ritME 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 systems, and estuary conservation and management projects.

Prepared by: Larry Jones Phone : 465-5010

Division: Director. Division of Administrative Servic Date: 1/2/96
Approved by Commissioner: t
Agency:  Department of Environmental Conservation/ 7 Date: f7321k

I'RKIWREU TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office

mvQ Q m .ium .copy *ox of 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
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STATE OF ALASKA FISCAL NOTE Biir Version: HB401

Wsi&%&%m&AW\ESESSIO\I Dept. Affected: Revene () Publish Pater 1-8-96

Title: Clean Water Fund Bonds "bRU Revenue Operations
Component: Treasury Management
Sponsor: Rules Committoo

Requestor: Govenor COVPONENT FRALNO 121

Expenditures/Revenues: (Thousands of Dollars)
CPERATING FY97 Fro8 FY99
PERIONAL SFRVICES

TRAVE

QONTRACTUAL

SUPPLIES

EQUIPVENT

LAND &STRUCTURES

GRANTS ALAIVG

MSCHLANEQLS

TOTAL CPERATING 00 00 00 00 00 00

CAPITAL 00 00 00 00 00 00

Fy 00 Frol Fr02

REVENLE RUND SOLRCE

RUNDING (Thousands of Dollars)
1002 Federal Receipts

1003 G- Metch

1004 G-

1005 GHProgram Receipts

1006 GHIVHTIA

Other
TOTAL 00 0.0 0.0 00 0.0 00

POSITIONS:
RULL-TIME
PART-TIME
TEVPCRARY

Estimete of current (FY96) impact $ 00

ANALYSIS.  (Attach a separate page if necessary)

Al costs of issuance, administration, and dobt service on the bonds will be paid from tho Alaska Clean Water Fund.  The proceeds of the
bond issuo will bn deposited in tho Clean Water Fund, thereby increasing tho money availablo for loans to municipalities.
There is no estimatoc fiscal impact on other State funds.

Prepared by: Forrest R Bfown”™\ X Phore:  465-3750
Division: Treasury | Coy Dete: , 1/3/96
Approved by Commissioner: L e X sM ..O_ Dete: W\B/%

Agency: Departrrent of Revenue
DISTRIBUTION CCPIES TO GOVERNCRS LEAS ATIMVE CFHCE

com tftM T m utioninformation call the Governor's Legislative Office
PIR 1of 1
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Cook
2/29/96

AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE IVAN
TO: HB 401

Page 6, line 6, after "in":

Insert "the current fiscal year and"

Page 8, line 12, after "letters":

Insert "and lines"
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9-GH2014VA.2 -

Cook
2/29/96
AMENDMENT /it ~
OFFERED IN THE HOUSE BY REPRESENTATIVE IVAN

TO: HB 401

Page 2, line 7, after "authorized™:

Insert ", subject to (b) of this section”

Page 2, after line 13:
Insert a new subsection to read:

"(b) The state bond committee may not issue more than $15,000,000 in
revenue bonds during a fiscal year, excludingrefunding bonds.  The totalamount of
revenue bonds outstanding at any one timemay notexceed$150,000,000, including

principal and interest owed on the bonds."”

Reletter the following subsections accordingly.



10

12

13
14
15

16
17
18
19
20

AMENDMENT

OFFERED IN THE HOUSE
TO: HB 401

Page 2, line 5:
Delete "state agencies"

Insert "other qualified entities"

Page 9, line 13
Delete "siate agencies"

Insen "other qualified entities"

Page 9, line 20:
Delete “state agency"

Insert "other qualified entity"

Page 9, line 22:
Delete "state agency"

Insert "other qualified entity"”
Page 10, line 11
Delete "state agency"

Insert "other qualified entity"

Page 11, line 20, following "(1)™

9-GH20I4\A.3
Cook
2/29/96

BY REPRESENTATIVE IVAN

Insert ""other qualified entity” means an intermunicipal or interstate agency as

those terms are used in 33 U.S.C. 1383, and may include an authority, corporation.

instrumentality, enterprise, or other entity formed through an agreement between a

municipality and one or more other governmental entities under AS 29.35.010(13) or

-



9-GH2014VA..3

under art. X, sec. 13, Constitution of the State of Alaska, or between a municipality and
a regional housing authority under AS 18.55.996(b1:
121"

Page 11, lines 22 - 25:
Delete "i
(2l “state agency" means a department, authority, public
corporation, instrumentality, or other administrative unit of the executive branch

of state government”



STATE REVOLVING FUNDS

Issuer

Alabama Water Pollution Control Authority
Wastewater Management Authcnty of Arizona
Arkansas Development Finance Authonty
Colorado Water Resources and Power Development Authority
Slate of Connecticut

Indiana Bond Sank

lowa Finance Authority

Kansas Development Finance Authority
Kentucky Infrastructure Authonty

Maine Municipal Bond Bank

Maryland Water Quality Financing Administration
Massachusetts Water Pollution Abatement Trust
Michigan Municipal Bond Authonty

Minnesota Public Facilities Authonty

Missoun State environmental Improvement And Resources Authonty

New Jersey Wastewater Treatment Trust

State of Nevada

New York State Environmental Facilities Corporation
North Dakota Municipal Bond Bank

Chio Water Development Authonty

Pennsylvania Infrastructure Investment Authonty
Rhode Island Clean Water Finance Agency

South Oakcta Consetvancy Olstrict

Texas Water Development Beard

State of'Wisconsin

Moody’s

NR

NR

NR

NR

Aat

NR

Aal/Aa

As

Aal/Aa

NR

NR

&

RATINGS
S&P

NR

AA*

AAJAA*

AA*

AA*
A
A*

AA
AAAJAA-t'A*
AA
AAA

NR

AANAA

NR

>

Fitch

NR
NR
NR
NR
AA
NR
NR
NR
NR
NR
AA
AAWAA
NR
NR
NR
NR
NR
AANAA
NR
NR
NR
NR
NR
NR

AA*

State
Intercept

No
Hn
No
No
Yes

Yes

Yes

Yes

Yes

Yes
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STATES THAT HAVE NO STATE INTERCEPT

Alabama

Arizona

Arkansas

IColorado

lowa

iXenrucky

Maine

Minnesota

Missouri

Nevada
North Dakota

Ohio

Pennsylvania

Rhode Island
South Dakota

Texas

No uninsured ratings.

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

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

Double-A from both Mood’s Investors Service and Standard 2c Poor’s;

without state intercept, State is required to use supplemental reserve
fund, which is utilized if earnings fail below required coverage.

Rated only single-A by Standard 2c Poor’s.

Rated only single-A by both Moody’s Investors Service and Standard
2c Poor’s.

Rated oniy “.Am" by Standard 2c Poor’s; enjoys state morai obligation.

Similar to both .Arkansas and Coiorado, Minnesota has a supplemental
reserve, but the debt is also secured by morai obligation pledge.

Reserve fund equals 70% of outstanding leans, as opposed to lower
conventional reserve fund levels for most other programs.

Backed bv State’s general obliaaticn cledge. i

Rated “Al” by Moody’s Investors Service.

i
Rated only singie-A by both Moody’s Investors Service and Standard!
ScPoor’s.

Double-A Standard Sc Poor's rating; overcollateralization with over
one-half of the program funds coming from the State ofpennsvivaria.

No uninsured ratings.
Rated only single-A by Moody's Investors Service.

Substantial overcollateralization; exuectation that debt service coverage j
on pool will rise to over 80 times during the life of the bonds, j
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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 Water 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 Water Act.

Finally, we were asked to assist 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 of the attorney general
of the state, information relating to the operation of the revolving loan program and have met and
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Ms. Michele Brown
The State Bond Coi amii
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had discussions with staff members of the State Bond Committee, the Department of
Environmental Conserva ‘on ("DEC") and the Department of Law.

We respond as follows:
SUMMARY OF CONCLUSIONS

We believe that the Bonds may be issued by 'e State Bond Committee as provided in the
Bill, without violation of Article IX, Section 8, or 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 1X, 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 of the State.

One important point should be made before discussing .he 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 of the "no reasonable argument™ standard.

Issuing State Bonds Without an Election
Acrticle 1X, Section 3, of the State Constitution provides as follows:

"No state debt shall 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.”
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Section 11 of Article 1X 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 1X, Section 8, requires that State bonds be issued only for capital purposes
and only with an approving vote of the electorate. These restrictions are removed with respect to
the issuance of revenue 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 if one of the above exceptions can be invoked.

One approach would be to create or use a separate public corporation for the purpose of
leveraging the revolving Hind 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 of issuing 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 of the 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 of revenue 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 of a 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. McAlester 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 loan program as a
public enterprise of the State should successfully bring into play the exceptions of Article IX,
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 tu make
whatever other provisions are necessary to clarify the applicability of the 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 1X, 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 ACWEF revolving fund program to be deposited in the ACWF? May the State
pledge to the payment and security of the Bonds the loan repayments (principal and interest),
federa grants received, State matching money and interest earned on ACWF money? May
reservi: 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 Water
Act and relevant federal regulations. The proceeds of state bonds secured by the state revolving
fund (the ACWF) are 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 (1954) 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 tne 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 1X, Section 7,
intended to permanently vest in the legislature with respect to state revenues is almost totally
eclipsed by these requirements of federai 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 1X, Section 7.
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Tax Analysis

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 ERS guidelines in

effect at the time the State bonds are issued.

The Code generally treats 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 Sen/ice 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 of the DEC projection in this regard indicates
that this issue should not pose a problem. The State's goal in 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 that 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 if invested in excess of the 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 w'll 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

Forrest W. Walls

FWW:wp

cc: Ms Marie Sansone
Mr. Butch White
Mr. Chester Johnson
Mr. Mike Bums
Mr. Lee Sharp
Mr. Bill Mantle
Ms. Cynthia Weed

RWNCHaOC
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January 19, 1996

TO: MKE BURNS .
BUTCH WHITE
MARIE SANSONE
FORREST BROWNE

FROM: GOVERNMENT FINANCE ASSOCIATES, INC.

SU3JECI; ELIMINATION OF STATE INTERCEPT, EFFECT ON
ALASKA'S PROPOSED SRF FINANCING PROGRAM

We have been asked to evaluate the impact of removing the state intercept from the
proposed SRF leveraging and bonding strucrure. Tn this connection. it is necessary to
review the 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
imusions from the Federal and stace governments, (ii) provisions of the Iccai loan
repayment arrangements, and (iii) the state creation and oversight, SRF’ 3have been highly
rated. For example, as indicated in the attachment, ofthe 25 active leveraged state SRFs,
sixteen are rated doubie-A or better, without taking into account bond insurance. The
other nine are rated single-A or they are assigned insured ratings. Because of the high
credit standing of these structures, oniy 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 of restrictions 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! of achieving no
less than an uninsured rating of double-A

USE OF STATE INTERCEPT: As shown in the attachment, of the sixteen active
leveraged SRFs rated double-A or better, half of them use the state intercept of local 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
banks to reduce the cost of capital for localities often applied the state intercept to help
secure e bonds that were sold by the respective state bond banks. As a policy matter,
the rating agencies have concerns about the pooling of local credits, with disparate credit
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standing, in the absence of some 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'3 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 is 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 of the state intercept, it is highiy likely that a rating of
single-A will be given to the State’s SRF, as opposed to the more desirable double-A. If
this aeveiopmc.it occurs, then the .Alaska SRF wiil experience a more costly interest
expense on the bonds it sells in the credit markets. We estimate that me current difference
in interest costs between a singie-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 5100 million, it would amount to S2.3 million over twenty

years.

It snouid be noted that we are currently 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 singie A and double A could aggregate as much as S7.0 million over twenty
years. One couid 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-haif of one percent of total debt
service. Second, bond insurers frequently require programmatic restrictions that even the
rating agencies do not mandate.

ALTERNATIVES TO STATE INTERCEPT: .Asdiscussed above and as more fully
exhibited in the enclosures, there are options for .Alaska in achieving a double-A rating for
the leveraged SRF over and above the use ofthe 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 cutsh
flow through excess revenues and unreleased fund balance. Second, overcollateralization
of financed 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. Third, other programs, such as Arizona and 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
die desire for flexibility in 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 SRF structures. Ifthe State wishes to eliminate the state intercept but still achieve a
double-A rating, on an uninsured basis, for 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 overcollateralization of assets (lower debt to equity ratios). In effect,
the Aiaska program would be required to limit its flexibility in certain respects. The State
will need to balance these additional restrictions and effect on the SRF’s future
programmatic flexibility against any perceived disadvantages of the use of a state

intercept.

As a final comment, we wouid like to emphasize that in the absence of substantial reasons
to the contrary, the use of the state imercspt, as a result of its frequent use for other states
that have received a double-A rating, will facilitate discussions with rating agencies and
will be met with an historically favorable acceptance by the credit markets. These factors
shouJd result in a lower cost of capital for the .Alaska SRF. We suggest that if Alaska
desires to eliminate the state intercept, we should first 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 raring. Of course, if Aiaska is
satisfied with the single-A rating, then it becomes a matter of the additional cost of capital
that would be incurred through the elimination of + e staie intercept.
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FROM: [}*Diana Bennett, CPA, Finance Manager, AWWU

SUBJECT: Suggested Revisions to House Bill 401
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revenue bonds to fund water quality improvements, AWVvu ruiiy supports the
concept of this biii, or a revision ofthe biii, and wouid like to provide testimony in
support ot whatever bill comes before the legislature this session.

Page 1. Change title to read
“An ArtanthnriTinggthe issuance _sale ~pentihfyanH pawmont Nf rpionng bongs
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Page [: Section i. iine 13, add:

“These water quality improvements include wastewater systems and nonpoint
source water pollution control projects such as solid waste management
systems.”
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Page 5, line S, delete:
entire Sec. 37.15. .5.STATE AID INTERCEPT

Page 6, line 6:

Paye; &, hit; ifr. .
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Page 9, line8: ) - )
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W T w Kl

Fage 9, line 12:
Following “constructing,” insert "purchasing,

Page 9,
Delete lines 14 and 15

Nage 9, line 18.
Deieie "and state agencies

Page 9, line 2U:
Delete
Page 9. line 22:

Holafo "na ctato anonrw"

rage 10, line 11:
Delete "or state agency"

Page 10, lines 17 and 18
Delete "and sufficient reserves for the loan as may be necessary."

state aid intercept provisions of AS 37.15.575."

Please let me know if you need additional information or assistance.
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Testimony before House Community and Regional Affairs

My name is Diana Bennett. | am the Finance Manager of the
Anchorage Waier and Wastewater Utility, a department of the
Municipality of Anchorage. | am here today to speak in favor of
House Bill 401 and its companion bill in the Senate, number 207,
biiis authorising tile State of Alaska to issue revenue bonds lor the
purpose of funding wastewater and other water quality improvement

projects thru the Alaska Clean Water loan fund.

Although AWWT Ishares acommon workforce and management, it is
actually two separate utilities for regulatory purposes, establishing
separate rates for service and incurring separate debt for capital
projects. The wastewater utility relies substantially, almost entirely,
on the Alaska Clean Water loan fund lo finance its comprehensive

capital improvement plan. We anticipate borrowing $4-6 million
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annualiy from the ioan program. | hope the funds will be available to

do 30.

The iow interest ioan program has been extremely popular and well
received throughout the country. The Anchorage Wastewater Utility
has borrowed $8.8 million from the low interest loan program, at
rates suosiantially 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,
ADFC has made loans totaling $53 million. There is still a
tremendous need for iow cost funding throughout the state. ADEC

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

‘The biii under discussion wiii allow what many other states have
done and leverage this initial capitalization money from the federal

government.  Increasing the amount ol funds available aiiows
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projects to be completed sooner than if we have to wait for our
projects to move above the ‘cut line . This is a good way to increase
the pool of money available for necessary water quality projects,
without putting any other programs at risk.  The burden ibr
repayment remains with the communities requiring the bands. There

is a strone incentive for them fus) to make our payments.

Without increasing the availability of bands, at the current request
level of $13 million, the state will run out of money to loan in only 2
years. The loans are 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.

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

the state, but bv the revenue comine from repayment of the loans. In
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the history of the iow interest ioan program, there has never been a
default - not in the entire United States. In fact, in Alaska, there has
never been a late payment! These bonds will be extremely safe. The

State will not be required lo "bail out" any agency over this.

You may have seen a Municipality of Anchorage memo listing some
recommended changes to this bill. The Utility is substantially in
favor oM the b'H as was nrioinallv written, however, we were asked to
comment on the bill, with an eye to any proposed changes. This
utility works closely with ADEC and vvc have agreed among our two
groups that this hill, with or without any or all of the suggested
revisions is extremely workable, and wiii benefit the whole staie oi
Alaska. I urge you to pass this bill. Thank you for your time.

February 20, 1996
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Hick Mystrom, Mayor
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March 8,1996

Representative Jeanette James
Alaska State Legislature

State Capitol

Juneau, AK 99801

Re: House Bill 401
Dear Representative James:

Please add our support for the passage of HB 401, relating to the issuance
and sale of revenue bonds to fund public water quality imiprovements.

The Alaska Clean Water loan fund provides a basis for which much needed
financing for wastewater utility projects throughout the State. The
Anchorage Water and Wastewater Utility currently relies almost exclusively
on this loan fund to finance its comprehénsive capital improvement

program.

This bill will allow Alaska to leverage Federal funds enabling communities
throughout the State to fund much needed water quality projects.

Thank you for your consideration of this legislation.
Sincerely,

Tim Rogers ,
Legislative Program Coordinator





