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AMENDMENT

T0. HB W
Page 8 line 23

Followang “assistance 1o |

Insert “organizations that arc not exempted from requlation unger

AS 4205.711(c) and that provide water service Under a certificate of convenience and
necessity from the former Alaska Public Utilities Commission or the Regulatory Commission
of Alaska and to"

Delete "municipal”
Page 9, line 18

mlete "AI . . . e .

Insert "An organization that provices water service under a certificate of convenience
and necessity or '
Page 10 line9, following "section. o

Insert "The requlations may establish aifferentstancaras,criteria,procecures,  and
requirements for loans to organizations - that provicewater service  under acertificate of
convenience and necessity from those established for loans to municipalities.”
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2) Using fees deposited into (and appropriated from) two new administrative funds to pay the operating
expenses of the Ciean Water and Drinking Water loan programs. (Continued next page.)
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February 8, 2000

The Honorable Peter Kott, Chair
House Judiciary Committee
Alaska State Legislature

Juneau, AK 99801

RE: Request for Hearing on HB 304

Dear Representative Kott:

The Office of the Governor and the Department of Environmental Conservation request that a
hearing be scheduled for HB 304, the clean water fund/drinking water fund bill. This bill is
important to Alaskans for many reasons. This bill affords communities the opportunity to obtain
low cost loans for drinking water and sewer projects while reducing the need for general funds. A
safe source of drinking water and a sanitary means of sewage disposal are basic to the health of our
communities. Adequate sewer and water also form the infrastructure needed for economic growth.

This legislation isawin -win for communities, state government and for Alaskans. It provides for
healthy communities, good infrastructure and growing economies. For this reason we ask that
hearings be scheduled as soon as possible. Enclosed is a bill analysis, fact sheet and copy of an

Alaska Municipal League Resolution. Ifyou wish to discuss this legislation, please call Dan Easton
at 465-5135. Thank you for your consideration.

Sincerely,

Michele Brown
Commissioner

Enclosures

Healthy People, Healthy Environment
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HOUSE BILL 304
SENATE BILL 210

SECTIONAL ANALYSIS

Introduction. This bill authorizes revenue bonds to be sold to make available bond receipts for
the Alaska Drinking Water Fund by providing the same bonding authority that currently exists
with the Alaska Clean Water Fund. The bill also creates two administrative funds to provide the
authority to use a portion of the repayments being made on the loans to support program
operations for both Funds. And itclarifies the uses of the Alaska Drinking Water Fund to ensure
that its purposes conform to current federal statutes.

Section land 2. AS 37.15.560 (@ (0))-BOND AUTHORIZATION- Authorizes the state bond
committee to issue and sell bonds to raise money to be placed into the Alaska Drinking Water
Fund. Because these are revenue bonds, they can be issued when the committee decides and this
does not require a public vote. The committee may enter into agreements and perform those
functions that are normally required to accomplish the task of issuing and selli.” bonds.

Section 3. AS. 37.15.565. BOND REDEMPTION FUND- A new bond redemption fund is
established as the Alaska Drinking Water Fund Revenue Bond Redemption Fund. This isa
standard industry technique for making teasier and more accountable to perfonn the many
functions necessary in the bond issuance and sales process. And also, to provide accountability
for any future principle and interest payments and any premium redemption on the bonds.

Sections 4, 5, 6, 7. AS 37.15.570(c)(d)(e)() BOND TERMS- The state bond committee may
isste, sll, control or redeem bonds for the Alaska Drinking Water Fund insuch away as to
achieve the greatest advantage for the State. They can make decisions based upon the market
conditions of that noment and do not require approval of another agency or group to execute
these decisions. The committee will decide the level of security required from the fund that will
provide this collateral security. A trustee may be appointed by the committee to perform all
necessary functions as directed by the committee. The committee must give due regard to the
federal requirements of this drinking water fund, but any decisions made alter giving this
consideration are firal. Bond resolutions that reference these statutes shall be regarded as having

given this consideration.

Section 8. AS 37.15.573. BOND RESOLUTION- The committee must adopt a bond resolution
to issue bonds for the Alaska Drinking Water Fund. The resolution will contain those items
that are necessary to identify and define the bonds and the bond sales process.

Section 9. AS 37.15.575. STATE AID INTERCEPT- This paragraph 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 the Alaska Drinking Water Fund. This paragraph is
included in the legislation to enhance investor confidence in the program and ultimately, lower



program costs.

Section 10 AS 37.15.580. PLEDGE OF TFIE STATE- The committee has the right to make
contracts for any bonding effort for the Alaska Drinking Water Fund and not have the terms of
those contracts altered by any subsequent state action. The bond investors also have the right to
rely upon the terms of any contracts.

Section 11. AS 37.15.583. ENFORCEMENT BY BONDOWNER-For any resolution of
disagreements between the bondowners and the committee involving a bonding issue of the
Alaska Drinking Water Fund, 10% or more of the owners of any series or issue of the bonds
can bring suit in Superior Court inJuneau. The amount of 10% was selected to prevent frivolous

suits from being brought.

Section 12. AS 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 costs of issuing or maintaining the
bonds from the Alaska Drinking Water Fund. 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.

Section 13. AS 37.15.587. PURPOSES AND SUFFICIENCY OF REVENUE- Bond proceeds
will be used to build projects that are eligible in the Alaska Drinking Water Fund program. No
bonds will be issued ifthere is not enough security available in the fund to make itprudent to sll

the bonds.

Section 14. AS 37.15.590. REFUNDING- Ifitis in the best interests of the State, the committee
will refund all or some of the bonds for the Alaska Drinking Water Fund. They do not need
any authority from the voters or the legislature to do this. The committee will follow the defined
procedures to conduct the refunding process. The committee isauthorized to incur the expenses
inherent with this process. A trustee may be appointed to conduct this process. The trustee has
the right to invest funds in short-term federal instruments until the refunding proceeds are

needed.

Section 15, 16, 17 AS 37.15.605(1), (3, (7) DEFINITIONS. These sections update the
definitions to include the Alaska Drinking Water Fund and the funds bonding accounts.

Section 18 AS 46.03.034 ALASKA CLEAN WATER ADMINISTRATIVE FUND. Replaces
the current Alaska Clean Water Account with Alaska Clean Water Administrative Fund which is
composed of the 1). Alaska Clean Water Administrative Operating Account that can be used to
pay for the Departments costs in managing the fund and the 2). Alaska Clean Water
Administrative Income Account to receive payment of fees and earnings of the Alaska Clean
Water Administrative Fund.

Section 19 AS 46.03.035. FEES CHARGED FOR THE LOANS MADE FROM THE ALASKA
CLEAN WATER FUND. This authorizes the department to charge and collect reasonable fees



for making and servicing loans.

Section 20 AS 46.03.036 ALASKA DRINKING WATER FUND. This section is updated so that
the proceeds and interest from the sale of bonds can be deposited into the fund and well as
funding the administration of the fund. The requirement is set that municipalities wishing to
borrow money have to have the authority to incur debt and establish a source of revenue for
payment. Regulations are required that set out criteria for priority setting, standards for
borrowers eligibility, types of projects to be funded and long term interest rates, standards for
self sufficiency, collateral and loan terms.

Section 21. AS 46.03.038 ALASKA DRINKING WATER ADMINISTRATIVE FUND. This
fund isset up the same as the Alaska Clean Water Administrative Fund inSection 18 with a 1).
Alaska Drinking Water Administrative Operating Account and the 2). Alaska Drinking Water
Administrative Income Account to receive payment of fees and earnings of the Alaska Clean
Water Administrative Fund.

Section 22. AS46.03.039 FEES CHARGED FOR LOANS MADE FROM THE ALASKA
DRINKING WATER FUND. This authorizes the department to charge and collect reasonable

fees for making and servicing loans.

Section 23. Clarifies that this portion of the legislation would create a change in Civil Procedure
3 and cause all actions to be filed in Superior Court inJuneau. The second paragraph recognizes
that in order for this procedure change to be in effect, this section must receive a two-thirds
majority vote of each house as required by Article 1V, Section 15, Constitution uf the State of

Alaska.

Section 24. Specifies that the regulations adopted under this statute may not take effect before
the statutory effective date of sections 1 through 22.

Section 25. States that section 24 takes effect immediately upon passage of the statute.



Alaska Department of Environmental Conservation
Division of Facility Construction and Operation
Municipal Loans Program

Loan Fund Bonding and Fee Authority Legislation
FACT SHEET

February 1, 2000

What does the legislation do?
Authorizes DEC to:

 Sell bonds as a means of capitalizing the Alaska Drinking Water Fund; and
« Designate a portion of the interest charged on Drinking Water and Clean Water
program loans to help pay for program operations.

What are the Drinking Water and Clean Water Loan Programs?

DEC-operated loan programs that offer low-interest loans to municipalities for drinking
water, sewerage and other water-quality construction projects.

How are the programs funded?

Each year the State may apply for two federal capitalization grants: one for the Drinking
Water Loan Program and one for the Clean Water Loan Program. Both federal grants
require a 20 percent state match. In state fiscal year 2000, the State received $15.5
million in federal grants and contributed $3.1 million in state funds.

In addition to annual contributions of state and federal capitalization money, the funds

also earn interest. Funds that have yet to be loaned out are invested in interest bearing
accounts and earn investment interest. Communities also pay interest when they repay
their loans. Both investment and repayment interest must, by federal law, be retained in
the Alaska Drinking Water and Clean Water Funds and thus contribute to the growth of

the Funds.
What are the rules about how the programs are operated?

The funds must be used in accordance with federal rules derived from the Safe Drinking
Water Act for the Alaska Drinking Water Fund and the Clean Water Act for the Alaska
Clean Water Fund. The federal rules are complex, but an important concept is central:
Once money is deposited into a fund, it must remain in the fund and unavailable for any



purposes other than to make loans to communities - except in a very limited number of
special cases.

How do the programs work?

Each year DEC mails applications to all Alaska municipalities. Interested communities
complete and return the applications proposing specific projects for funding. DEC ranks
the applications based primarily on the degree of public health benefit expected from
the projects. Loan agreements with municipalities are executed for the highest-ranking
projects. As construction costs are incurred, monies are drawn from the Funds and
loaned to municipalities. The municipalities pay back the loans when projects are
complete. This money is returned to the loan Funds where it becomes available for

other projects.

For each loan project, DEC assigns an engineer to assist the community in selecting an
appropriate project design, in getting permits and other authorizations, and generally in
serving as an advisor to the community on the project. There is a broad range of
assistance provided depending on each community's capabilities and needs. The
engineers also approve all payments to communities to make certain that all costs are
eligible for funding under state and federal law.

Why is bonding authority needed?

Until now, the State of Alaska has met its match obligation using general funds.
However, the federal government recently offered the states another option for meeting
their match requirements. The option is to use interest retained in the Funds in a form
of short-term bonding exercise to meet the state match requirement. In essence, this
form of bonding lets the states convert interest earned by the funds into bonds and then
use the bonds to meet the state match requirement. To take advantage of that option
requires that state statutes provide bonding authority. The statutes establishing the
Alaska Clean Water Fund currently provide authority to use bonds for financing. That
authority does not exist for the Alaska Drinking Water Fund.

Since the statutes currently provide authority to use bonds to capitalize the
Alaska Clean Water Fund, does DEC plan to exercise that authority in FY 2001?

Yes. DEC intends to use the existing Clean Water Loan Program bonding authority to
obtain the $1.5 million in state match needed to capture the $7.5 million in federal grant
funds expected for FY 2001. That will save the State $1.5 million in general funds in FY

2001.



What will the bonding costs be?

The costs for preparing bond documents and finance charges will be approximately
$50,000.

What about the Alaska Drinking Water Fund? Can the State do the same for the
Alaska Drinking Water Fund?

Not until two things happen. First, the statutes need to be amended to provide authority
to use bonds to capitalize the Alaska Drinking Water Fund. Second, there needs to be
an amount of interest earnings in the Alaska Drinking Water Fund equal to the state
match requirement plus bonding costs. In other words, there needs to be about $1.5
million in interest in the Fund to execute a short-term bonding exercise. Because the
Alaska Drinking Water Fund is much younger than the Alaska Clean Water Fund, there
aren’t enough interest earnings in the fund to take advantage of this short-term bonding

option in FY 2001.

When will the State be in a position to use short-term bonds to meet its
capitalization obligation for the Alaska Drinking Water Fund?

There should be enough interest earnings in the Alaska Drinking Water Fund by FY
2002. With enough interest and bonding authority for this Fund, the State would be
positioned to save $1.5 million in general funds in the FY 2002 budget.

What overall savings could the State realize by bonding for both the loan Funds?

The State could save about $3 million each year in money needed to capture $15
million in federal grants. Our hope is to save $1.5 million beginning in FY 2001 and
$3.0 million in FY 2002 and beyond.

Will bonding affec the amount of federal grant funds the state qualifies for?

No. The amount of the federal grant awards will be the same whether the State match
comes from general funds or bond proceeds.

Switching to the second part of this legislation, why is fee authority needed?

It costs about $1 million each year to operate the two programs - to provide engineering
assistance, to execute loan agreements, to review payment requests and issue
payments to communities, to track loan debt, to collect and record repayments from
communities, and to pay for audits by CPA firms. Federal law allows states to use a
small part of the federal capitalization grants to pay for program costs. For the past few
years, DEC has relied entirely on this source to fund program operations. With
decreasing federal grant levels, this funding source will not be sufficient to cover
program costs - even though those costs are expected to remain stable. Another
source of funding is needed. Most states already use a portion of the repayment



interest to pay for program costs. Eventually all states will be doing the same. We think
it makes sense in Alaska as well.

Are personnel and other costs increasing?

No. The number of personnel and other program costs are expected to remain at
current levels for the foreseeable future. We are seeking only to replace the declining

federal subsidy.

How will these changes affect the terms of the loans DEC makes to communities?
Will costs go up?

Finance charges on the loans will not go up. In fact we are proposing to lower finance
rates. All of the finance charges for the loans are currently treated as interest and
returned to the Funds. To assess fees, the finance charges that communities pay
would be broken into two parts: a portion that is interest to be returned to the Fund, and
a portion that would go to paying for program operations. For example, if the overall
financing charge is 2.5 percent, 2 percent might be interest that is returned to the Fund,
and 0.5 percent might go to fund program operations. Again though, the overall debt
service cost to the municipalities is expected to go down.

What about the impacts on the amount of money available to loan out? Will the
changes reduce the rate of growth of the funds?

Yes. The changes will result in slower growth in the Funds. For example, the projected
annual growth in the Alaska Clean Water Fund over the next 12 years is expected to
decrease from 5.3% to 4.6% per year. Similarly the annual growth in the Alaska
Drinking Water Fund is expected to slow from 13.8% to 11.9%. Nevertheless, the funds
will remain healthy and capable of meeting the expected demand for loans.
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Drinking Water Projected Growth
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What else needs to happen?

The new finance charge structure and amounts need to be established in regulation (18
AAC 76). We are proposing a structure that satisfies the conflicting goals of trying to
provide the lowest loan cost to the communities and still protect the long-term financial
integrity of the Funds. We are proposing a fiat loan rate of 2.5% that graduates to a
bond-indexed rate when the municipal bond index hits 8 percent. Included within that
rate is a designated 0.5% to pay for program administration. For purposes of
comparison, the current interest rate is about 4.3%.

Will this cover program costs?

The expected revenue will be small at first and gradually increase. At the proposed rate
of 0.5%, we expect to collect enough money to cover operating expenses. The following
chart shows the relationship between the expected revenues and program costs.
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When interest rates go down, what will happen to the existing loans made at
higher rates? Will communities be stuck with the higher rate loans?

We will offer all communities with existing loans the opportunity to convert to the new
rate structure. No communities will be stuck with higher rate loans.

If more fees are collected than are needed to cover program costs, what will
happen?

Fees will be deposited into an income account. Each year we will request that the
legislature appropriate funds from the income account to an operating account to cover
program costs. If there are more funds in the income account than are needed to cover
program costs, we will use those excess funds to make loans to communities.



