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Vermont

—a Prom

The Muutcipal #inance Stitd\
Group <f Ibe Graduate School of
Public Finance, State | uircrsit) of
New York at Albany, recently com-
pleted an examination of the Vn-
tnout Municipal Bond Bank. The
text of its statement follows:

The unprecedented decline in inter-
est rates on tax-exempt securities
since May, 1970. has diminished con-
cern over the problems ni the mu-
nicipal market. Rut for one segment
of this market, f e small borrower,
there remains a jntinuing problem
of obtaining an adequate supply of
credit at reasonable rates of interest.
A promising solution to this problem,
which may soon be emulated by other
States, is the Vermont Municipal Bond
Bank.

The Vermont bond bank pools a
number of small local issues, which
generally interest only local banks and
institutions; into a single State-spon-
sored issue backed by the tax-levying
powers of local towns and a reserve
fund. Devised by Goldman, Sachs &
Co., the method is somewhat similar
to New York's Housing Financing
Agency. As recently described:

“The bank assembles a group of
local bond issues, then sells an issue
of its own equal to the total amount
ol the local issues, plus a sum for the
reserve fund. With the proceeds of
its bonds, the bank buys the local
bonds. As towns pay them oft from
tax revenues, the bank retires its
bonds. The State bank bonds are not
the obligations of Vermont, but the
Legislature is eninov/ered. though not
required, to make up any deficiency in
the debt reserve fund. Despite this
lack of legal obligation, Francis X.
Ccleman, Jr. (manager of Goldman,
Sachs’ municipal bond department),
feels the legislative intent to back
up the bonds is clear, and that any
Legislature would do this to show
good faith and protect its standing
in the bond-investment community.™

Only Six Rated

In Dec., 1970, the Vermont bond
bank issued $46 million in general
obligation bonds at a net interest cost
of 5.139,7. The proceeds of this issue
will be used to purchase the secuiities
of 48 small towns and local school
districts—half of which will be bor-
rowing $500,000 or less. Of these
municipalities only six had previously
been rated by either Moody’s or

M unicipal

ising

mission from
The Daily Pond Buyer - Februar;.

22, 1971

Send Sank

Innovation

Standard </ Boor's. Four had been
rated "A." two were “Ban" and the
rest were unrx»t<d. The Vermont Mu-
nicipal Bond llar.k, by way of contrast,
received a rating of double “A"™ by
uolh Moody’s and S&P's.

In creating its municipal bond bank,
the Vermont Legislature noted that
it is in the public interest ar.d ‘he
policy of the State to encourage its
local governmental units to under-
take public improvements and to as-
sist them by making funds available
nt reduced interest costs, particularly
when local units are not otherwise
able to borrow for the orderly financ-
ing of public improvements.’

Most of the participating munici-

palities were school districts. From
“The Daily Bond Buyer,” we have
compiled a list of 15 school bond

issues of loss than $1 million which
were sold in Dec., 1970, each with
final maturities comparable to the
20-year maturity of the Vermont
issue. These issues sold at an average
net interest cost of 5.8, compared
to 5.1397 for the Vermont bond mar-
ket — a difference of more thnn 50
basis points. Applying this difference
to the retirement schedule of the bond
bank issue suggests that the Vermont
Bond Bank may have saved munici-
palities about $3 million in interest
costs over the life of the issue. Tiiis
is equivalent to providing four of
the 18 communities with capital funds
at a zero interest cost.
Couldn't Borrow at All

Of even greater significance, per-
haps, is the possibility that many af
these communities m! lit not have
been able to borrow t all without
the assistance of tne bord bank.5
Statistics compiled by the Investment
Bankers Association indicate that the
number of unrated bond isues, which
amounted to almost half of all issues,
fell almost 70. in 19.69 compared to
an average decline of only 36V for
rated issues. See accompanying table.

Some of the problems faced by
small communities in obtaining credit
were noted by David R. Berman and
Lawrence A. Williams in 1966:

"First, small municipalities market
bond issues at infrequent intervals,
and these issues usually involve only
a limited number of bonds of rela-
tively small total dollar amounts.
However, overhead costs incurred in
marketing an issue of small dollar
amount is not proportionally less than

:
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the cost incurred in marketing a
sizable issue. As a consequence, mar-
ket cost per bond are higher f:> ..lend
issues, because the “spread" is
greater for a small issue than ;t is
for a large issue. Major bond buyers,
such as insurance companies and com-
mercial banks, usually prefer to pur-
chase bond issues thnt are large in
tctnl dollar amounts because larger
issues are generally easier to trade.
Thus, bond issues of .-mall municipal-
ities are relatively more costly >
murxct, anit less attractive in in-
vts.ors, than are the issues of large
mu licipalities.

“Second, large municipalities gen-
era ly can provide quickly and ac-
curately the detailed financial infor-
nia' ion needed by bond dealers and
oujers for an analysis of investment
possibilities.

'Third, small munieipalitiis usually
e.Tinot afford to employ the experi-
erced legal and financial advisers
necessary to guide the bond issue
through the intricacies of the bond
market smoothly and effectively.
Finally, the intlu- n.tia] bond rating
services, that evaluate the municipal
fiscal responsibility, usually will not
rate bonds of political subdivisions
unless such units have at least a speci-
fied minimum debt outstanding. This
poiicy probably reflects the general
lack of interest in the bond issues of
small municipalities, and the diffi-
culty of securing detailed financial
data from such units. The absence
of rating tends to decrease stiii
further bond buying interest." *

Statistics compiled by Messrs. Ber-
man and Williams for the period
1961-65 indicate an average difference
of about 40 basis points between the
net interest cost of unrated bond
issues of small communities with less
than 10,000 .populiffmn and the net
interest cost of medium-si-.ed com-
munities with a rating of “A" or
better. About half of this difference
can be attributed to the size of the
community and the remainder to a
superior credit rating. There is a
reason to believe, moreover, that the
savings to be obtained from consoli-
dating many small issues into one
larger, more diversified and better
rated issue with r. natloiiaT'iharket
may have increased in recent years.

Variables

Kennetii Haatie has recently ana-
lyzed a number of different variables
which help to explain differences ii:
the yields on municipal bonds which
are for sale in “Tne Blue List.” .Mui-
tiplg regression equations were com-
puted for five samples of communities
for the years 1957, 1960. 1963, 1963,
rind 1967. The logarithm of the size
oi the block offered for sale in “The
Blue List” was not a significant do-



terminant of yield differences in 19'
but has since become one of the mo.-.,
important factors helping to lower
yields. Mr. Hnstie postulates that:

“The cost of analyzing, acquiring,
and servicing one large block may be
less than the cost of analyzing, ac-
quiring, and servicing several smallep
blocks of the same value. This cost
advantage may enable institutional
investors or large individual investors
to puy higher prices for large blocks
and still be better oif than buying
several smaller blocks. With the grow-
ing activity of institutional investors
in the municipal market, block trad-
ing may have even greater signifi-
cance in the future.

“Secondly, a seller may be able to
attract premium prices (offer lower
yields) for larger blocks of bonds
because of a larger potential demand.
If the seller is willing to dispose of
his block in parts, he can appeal not
only to large investors Nit also to
small investors. As a result of this
broader appeal, he may feel that he
can obtain a higher price.” 8

The block size of securities that
are available for reoffering in the
secondary market is highly dependent
upon the size of the original issue.
It is perhaps worth noting that the
average size of new unrated general
obligation bonds in 198 — before
the credit crunch of 1969 drove most
small issues from the market — was
only $290,000. This would be equiva-
lent to 53, $5,000 bonds to lie spread
over the life of the issue: for a 20-
year period, this would mean three or
less bonds of any one maturity. Be-
cause of high administrative and re-
sale costs, many institutional in-
vestors refuse to even consider blocks
of less than 50 or 100 bonds of the
same maturity.8 *

' Not Well Diversified

Another variable which Mr. Hastie
found to be significantly related to
lower yields for the communities issu-
ing municipal bonds was an index of
industrial diversification. The econo-
mies of most small communities are
not well diversified. A bond bank with
a 'portfolio of municipals from 10 or

. more small towns, on the other hand,
would have to be considered highly
diversified and, therefore, worthy of
a much higher credit rating than any
of the individual communities.

It is noteworthy that a number of
tax-exempt investment trusts have
been formed to help individual in-
vestors acquire a diversified list of
municipal bonds. These funds are of
the unit-trust variety and are usually
composed of large blocks of securities
with approximately the same ma-
turity. Small communities rarely issue
enough bowls of any one maturity to
qualify for inclusion in a tax-exempt
bond fund.

.A bond bank would reduce risk to
the investor in a more direct fashion
than nn ii cstment trust. For ex-

ample, while the'bonds issued by the
Vermont Bank are not a legally en-
forceable obligation of the State of
Vermont, its tloneral Assembly is
authorized to appropriate annually
such sums as. may be necessary to
meet deficiencies in the required debt

service reserve and other reserve
accounts.” The rights and power of
the .Municipal Bomi Bank to collect
from defaulting local governments,
moreover, are stronger than is the
case with investors who purchase
bonds directly from local govern-
ments.

The Act provides that on the sale
and issuance of any municipal bonds
to the Bank by any governmental
unit, that governmental unit is deemed
to agree that on the failure of that
governmental unit to pay interest or
principal on any of the municipal
bonds owned or held by the Bank
when payable, all defenses to non-
payment are waived, and upon nm#*
payment and demar.| on that govern-
mental unit for payment, if funds am
not available in its treasury to mako
payment, the governing body of that
governmental unit shall forthwith as-
sess a tax on the grand list of the
governmental unit, sufficient to make
payment with 12* interest thereon,
and cause the tax to be collected
within QO days.8

State governments could make 1he
obligations of a bond bank even more
ueeure with the passage of legisla-
tion giving debt service first claim to
any and ail state aid received by the

community. An explicit-law of this .

nature would help to improve the
credit ratings of both large and small
communities, since State aid to loyal
governments generally exceeds the
debt service requirements.- of most
communities.

Another Factor

Another factor to consider in the
formation of a municipal bond b:
is the legal status of small communi-
ties. Under the New York legal list
criteria, for example, bonds of .ii
school districts or counties of <<
than 10.000 population in tontieuoiis
States (e.g., Vermont) are ineligible
holdings for persona! trusts, as .uc-
bonds of similar issuers o; less than
30,000 population in any other St-uo.
State-sponsored municipal bond banks
are a logical way to circumvent sta-
tutory limits which penalize small
communities by denying them access
to important sources of capital.

A further advantage of a municipal
bond bank is that it would lessen the
dependence of small communities on
local bonds, which usually buy munic-
ipals with maturities of 15 years or
less, and permit these communities to
borrow for longer periods of time.
For illustrative 'purposes we have
compiled from "Thn Band Buyer” a
list of 6G school bond issues for Dee.
1970. Twenty-five of thwe were less
than $1 million in size, of which 13
had a final maturity of less than 15
years. Of the 41 issues with a size
greater than $1 million, only five had
final maturities less than 15 years.

While it does seem only fair and
reasonable to permit smull commu-
nities to borrow for as long a period
of time as Inrger communities, with

direct access to national markets, it
does not necessarily follow that the
obligations of a municipal bond hank
should be perfectly matched to the

maturities of the securities in its
underlying’ portfolio. The vyield to
maturity curve for municipal obliga-
tions ordinarily slopes upward, im-
plying higher vyields for municipal
obligations with longer maturities.
By issuing mainly short-term obliga-
tions and refunding these issues from
t!me to time, a bond bank could prob-

Average lIssue Size and Number cfF Issues

By Rating for 60 Municipal Bonds 1968*69

1943 1949 ————— % Declire n
No. of Average No. of Averegi nurber of Eses
kses Sie Gnil) ke Site (8 nill) 19631930

VAAA™ 66 43 23 nv — B2
VAR jis9) 50 19 6.2 -7
i 310 2.2 212 32 - 316
"Bee 20 2.2 e’ 138 —439
"B i§) 1.2 n 13 -3
Uhrated 7 020 217 0.60 - @7
Totl 148 2.1 716 29 -2

ST, ,BA "Mnicipal Satistical Billetin,'” Feb., 190.



ably save small eoiiimumues ail aiiu!-
tional 10 to 20 Uasi.: point - in aivnii’ii
interest, on the average."

Could Widen Market

When monetary policy is st insent,
causing interest rates to rise and
large commercial banks to become
net sellers of municipal obligations,
a bond bank might be able to cir-
cumvent the credit crunch by issuing
special tax-exempt savings bonds to
be purchased by individuals in com-
paratively low tax brackets. Nothing
in the Vermont Bank Law would seem
to prevent such issues, .which could
widen the market for municipal obli-
gations tremendously during periods
when bank credit has a tendency to
disappear.

The emphasis to this coint nas been
on savings in interest charges. It
seems likely that a bond bank could
provide small communities with other
kinds of assistance and services which
would significantly reduce the cost of
issuing and administering their debt
obligations.

Many of the savings which might
be obtained from a state sponsored
municipal bond bank are similar to
some of the economies that might
result from enacting the President’s
Environmental Financing Authority.
A not insignificant advantage of a
State sponsored municipal bond bank
over a narrow purpose Federal financ-
ing authority is that all savings to
be achieved from a more efficient
marketing mechanism woul defi-
nitely accrue to participating com-
munities with no limit on the number
of participating communities and no
part.of the potential savings accruing
to the iFederal Government.1l tucii

p.'tvinus would 1:? avn’hible lor all
kinds of capital expenditures, not
simply investments in waste treat-
ment facilities

fNrw Ways fo 8rll Municipal nd'." ‘'Busi-
ness Week.yf* Jan. 10. 1971 pp. %

<Vermont. Municipal Rond Rani; Law. fc«.. 2.

It Is noteworthy, perhaps, that three ci the
four_school bonds displaced from the market
m,”_Dec., 1970. were Issues of leas than S2
million.

«David It Bernn»r and Lawrence A Williams.
==Credit Picbler ~ 0? Small Municipalities."
State end Loc  Pi'jhc Facility 'Nerds and
Financing, a stuaj prepared lor the Joint
Kconomtc Committee of the L* S. Congress
Dec . 1966, Vol. 2. pp. 2-19-250.

SKtnncth Larry Hastle. ‘The Determinant*
of Municipal ° Rond_ Yields.”™ Unpublished
Ph.D. Dissertation. Cornell University. is#70,
P"I 30-31. Available through University Micro-
ilms.

~Ibid., p. 60.

'Since rhe superior credit rating of the bond
bank as well "as the savings toall communi-
ties would be in Jeopardy if any community
were allowed to default. "It seetr:s likely that
extraordinary measures would be taken to
prevent losses or a default on the securities
of tile bond bank.

=From the Prospectus prepared by Goldman.
Sachs A Co. to accompany the "G million
Vermont Municipal Bond Dank. 1970. Series A
Bonds. Dec.. 1970. p. 14.

AStatistics coml[.])iled by Messrs. Berman am.'
Williams for the period 1961-63 indicate an
average difference’ of more than 30 bans
oints between the net interest of unrated
ond issues of small communities issuin
bonds with an average maturity less than I
years versus those communities issuing bond*
with an average maturity between 10"and 19
years. The spread *hs; undoubtedly narrowed
since 1965. but has not disappeared” altogether.
rlir  municipal Annuoc studv group ~§ now-
undertaking a research project which will
provide a firmer Indication of the potential
savings to be achieved from shortening the
average maturity of municipal obligations.

iQOne of the most serious objections to pre-
vious schemes lor substituting taxable bonds
for tax-exempt bonds of states and local
governments that the implied subsidy has
generally been :j small as to provide greater
benefits” to the JFederal Government than to
States and local governments.



STATES WHICH HAVE PASSED 402 & 403 LEGISLATION:

VERMONT - ADOPTED

MAINE - ADOPTED

NEW HAMPSHIRE - INCOMMITTEE

MICHIGAN - NOT INTRODUCED

WISCONSIN - NOT INTRODUCED

ARIZONA - CONSIDERING

IDAHO - CONSIDERING

NEBRASKA - INTRODUCED

TENNESSEE - CONSIDERING

CONNECTICUT - CONSIDERING

NEW YORK - PASSED BOTH HOUSES; HAS TO BE SIGNED BY THE GOVER. DR

NEW JERSEY - INTRODUCED



HOUSE JOURNAL

FINANCE COMMITTEE REPORT
ON

COMMITTEE SUBSTITUTE FOR HOUSE BILL 402

The Committee Substitute incorporates amendments prepared
by the Department of Revenue to the bill as originally
introduced. The amendments were mainly "clean w,” in
nature. The main purpose of the bill Is to assist
political subdivisions in marketing bonds at TfTavorable
rates of interest and to provide a vehicle for financing
public improvements during periods of "tight" or otherwise
unfavorable money supply.

Enclosed with this brief report iIs a section be section
analysis of the bill prepared by the Department of Revenue.

GEORGE HOHMAN
Chairman



TATE
fALASKA

FROM:

Legislative Finance

Room 407
State Capitol JJ -/A/ /
r. II _ date January 31, 1972
Eric E.wohlforth subject: Fiscal Note Request
Commissioner House Bill 402

Department of Revenue

The authority provides for five directors including the Commissioner of
Revenue ex-officio. Under 44.58.060 the directors serve without compensa—
tion but are reimbursed for actual expenses. This would include per diem
expense for meetings and travel expenses. Assuming six meetings during the
first fiscal year of operation for four members equals _$4 ,800 -travel expenses

and 24 X $35 per diem X 3 (days) = $2.520.__
In addition an executive director would be called for with staff.

I believe administrative expenses in the operation of the Bond Bank
Authority could be initially funded by an appropriation of not to exceed
$35,000, as detailed in attached memorandum from Gerald S. Couzin, Fiscal
Officer, Department of Revenue. Subsequent expenses could probably become
part of cost of issuance of bonds of the authority.

There is attached hereto a section by section analysis of House Bill 402
prepared on April 13, 1971 that was furnished to the Honorable George H.
Hohman, Chairmen, House Finance Committee, as well as a copy of the Governor's
messages as reflected in the house journal at the time the bill was intro—
duced on April 7, 1971.

It is noted that companion legislation of the bill provides for an appropria—
tion to a debt reserve fund of $15,000,000. As stated in the Governor"s
message this amount is truly a reserve and will not be required to be ex—
pended except to the extent necess/ ry to provide amounts to pay debt service
on bonds of the authority required by reason of default in the payment 1in
bonds it has purchasedT Thus in effect, the appropriation is not an
"expenditure" appropriation, but, in effect, merely a segregation of amounts
currently in the general fund as a reserve for this purpose. Such amounts
would be invested in essentially the same manner as amounts currently in

the general fund.

If additional information is required with respect to the bill, please call
on me and I of course stand ready to testify at any time. I may also advise
you thatVsome minor technical, amendments have been suggested, mostly in terms
of correcting technical language and that such amendments are in the office
of the Attorney General, hopefully for early submission to the Legislature.

EEW:eh



STATE
of ALASKA

T0:

from:

r

Eric E. Wohlforth, Commissioner

Department of Revenue

Gerald S. Couzin, Fiscal Offic

date;

Administrative Services Divisio

Department of Revenue

The following information was requested by Mr.

to your attention.

Personnel and Back-up Requirements

State Investment Officer Il, Range 22,

Secretary 1l, Range 11, 6 Months
Total Personal Services

Travel Requirements of 4 Member Board

Trip every 2 Months equals 6 Trips x 4

Travel - 24 Trips x $200 =

Per Diem - 24 x 3 =

72 Days x $35

Total Travel and Per Diem

Contractual Services

Communication - Telephone $1,100,

New Employee - Moving Expense

Total

Commodities Required

Equipment Required for 2 Positions

Desk, Executive
Chair, Executive
Chair, Steno

Typewriter, I1BM
Typewriter Stand

2

File Cabinet - 4 Drawer Legal

Bookcase
Calculator

Total Equipment

Total Funds Required

GSCrkas

(rounded)

SUBJECT:

January 31, 1972

House Bill

Stevenson

6 Months

Printing $800

24 Trips

402 - Cost

to be sent

$11,927.
5,307.
$17,234.

$ 4,800.
.00
.00

2,520
$ 7,320

$ 1,900

1,500.
$ 3,400.

$ 600

$ 390.
.00

150

60.
500.
.00
.00

30
100

110.
900.
m$ 2,240.

530,800,

00
00
00

00

.00

00
00

.00

00
00
00

00
00
00

00



MEMORANDUM State of Alaska

T0: r

FROM:

The Honorable George H. Hohman
Chairman, House Finance Committee
Alaska State Legislature

. , , DATE e APril 13> 1971
s \UIhLA -
Eric E, Wohlforth, Commissioner SUBJECT: Section by Section Analysis of
Department of Revenue House Bill No. 402 - "An Act Relating
to a Municipal Bond Authority; and
Providing for an Effective Date."”
and
HB 403 -$15 Million Appropriation
Sections 44.58.010. Legislative Policy. This section sets forth the
policy of the State underlying establishment of the authority which is essentially
to assist political subdivisions of the State in marketing bonds and notes at
favorable rates of interest and provide for the orderly financing of public
improvements during periods of restricted credit or money supply and to assist
municipalities not otherwise able to borrow for capital needs during those
periods.

Sec, 44.58.020, Municipal Bond Bank Authority. This section establishes
the authority as an instrumentality of the State within the Department of Revenue.

Sec. 44.58.030. Membersl.ip and Vacancies. This section provides for a
five-man board of directors to be appointed by the Governor and serving at his
pleasure, in addition to the Commissioner of Revenue serving ex-officio.

Sec. 44.58.040. Officers and Quorum. This section sets forth customary
powers to elect a secretary and treasurer, as well as a chairman.

Sec. 44.58.050. Bonding of Members. Sec. 44.58.060. Compensation and
Expenses, and Sec. 44.58.070 are customary provision providing for surety bonds,
expenses of directors of the Authority, and permission to employ agents and
employees. Sec. 44.58.080 prohibits officers, employees or agents of the Authority
from having any interest in the contract for services on materials furnished or
used by the Authority.

Sec. 44,58.090. Powers of the Authority. This section cites the powers
of the Authority in the effectuation of its corporate purposes and includes the
power in paragraph 15 to render services to a political subdivision in connection
with sale of bonds and the power to charge fees for services rendered.

Sec. 44.58.100. Limitations. This section prohibits the Authority from
lending money to other than a political corporation and expressly negatives any
implication that the Authority is permitted to operate as a private bank or dealer
in securities.

Sec. 44.58.110. Annual Report and Audit. An annual report of the
Authority®s activities to the Governor and the legislature is required prior to
September 1 of each year to cover the preceding fiscal year.



The Honorable George H. Hohman April 13, 1971

Sec. 44.58.120. Annual Budget:. The Authority is required to adopt an
annual budget not later than January 1 of each year and to file the same with
various State officials. This time is designed to coincide with the budget

submission annually required by the executive Department for the Legislature.
*

Sec. 44.58.130. Care and Custody of Bords. The Authority under this
section 1is permitted to enter into contracts and agreements with banking insti—
tutions for the safekeeping of its investments and for services in connection
with payments of principal and interest.

Sec. 44.58.140. Effect of Obligations. This section expressly negatives
any implication that the bonds of the Authority are obligations of the State or
constitute a pledge of the faith and credit of the State. Subdivision (b) is an
express pledge that the State will not restrict the rights vested in the Authority
to purchase municipal bonds or to fulfill any of its contractual obligations.

Sec. 44.58.150. Negotiability of Bonds or Notes. This section provides
that bonds and notes of the Authority are fully negotiable within the meaning of
the Uniform Commercial Code of the State.

Sec. 44.58.160. Bonds or Notes as Legal Investment. This section makes
bonds and notes of the Authority eligible as legal investments in the State of
Alaska.

Sec. 44.58.170. Tax Exemption. This section provides that bonds issued
by the Authority are exempt from Alaska income taxation and exempts all Authority
property from State taxation or local government taxation.

Sec. 44.58.180. Loans to Political Subdivisions. This section contains
the general authority of the Authority to lend its money to political subdivisions
to purchase municipal bonds of political subdivisions. It empowers the Authority

to issue bonds and notes payable from the revenues of the Authority.

Sec. 44.58.190. Issuance of Bonds and Notes. This section enables the
Authority to issue bonds to provide funds to make municipal loans, to pay bonds or
notes issued by it or to establish reserves necessary to secure or pay bonds or
notes issued. Subdivision (b) of this section provides that the bonds of the
Authority are general obligations which may be additionally secured by pledges of
income or revenues from other sources. Subdivision (c) limits the total amount of
Bond Bank Authority bonds and notes which may be outstanding in any one time except,
refunding bonds and notes, tothe total amount of $100 miIIiPn.

Sec. 44.58.200. Form of Issuance. This section provides the mechanics
for authorization of bonds ofthe Authority which may be issued without interest
limitation set by statute or maturity limitation.

Sec. 44.58.210. Sale Price. This section provides that bonds of the
Bond Bank may be sold at public or private sale at such price as the Authority
determines.



The Honorable George H. Hohman -3- April 13, 1971

Sec. 44.58.220. Approval of Governor. This section requires approval
by the Governor of any resolution providing for the issuance of bonds of the
Authority and also provides,except for such approval®that the Authority to issue
bonds not be subject to the consent of other departments, divisions, commissions,
or agencies of the State.

Sec. 44.58.230. Payment or Refunding of Notes. eThis section permits the
issuance of short term note obligations of the Authority for its corporate purposes.

Sec. 44.58.240. Terms of Agreement of the Bond or Mote Holder. This
section details the permitted contents of authority of the bond resolutions and the
necessary pledges and covenants which such a resolution may contain in order to
secure payment of the bonds or notes.

Sec. 44.58.250. Purchase and Disposition of AlIl Obligations. This section
permits the Authority to purchase its own bonds and notes at its discretion.

Sec. 44.58.260. Bond Anticipation Notes. This section permits the
purchase by the Authority and the sale by political subdivision of bond anticipation
notes which may mature, including renewals, within five years from the date of
original issuance.

Sec. 44.58.270. Marketability and Certification. This section requires
that all municipal bonds purchased by the Bond Bank Authority must be in fully
marketable form and accompanied by all certification necessary in the municipal
bond market.

Sec. 44.58.280. Presumption of Validity. This 1is an estopple provision
which provides that no person may question bonds of the Authority after issuance.

Sec. 44.58.290. Reserve Fund. The reserve fund established under this
section is held solely for the payment of the bonds of the Authority. Monies 1in
the fund may not be withdrawn except to pay the bonds if such withdrawal would
reduce the fund to below the "required debt service reserve." This reserve 1is
defined to be the greater of the amounts required to be on deposit by resolution of
the Bond Bank Authority or the amount appropriated by the State for the purposes
of the fund. House Bill 403 appropriates $15,000,000 for this purpose. Subsequent
subsections provide that monies may be withdrawn from the fund when they exceed the
"required debt service reserve," that monies in the reserve fund may be invested
as with general fund monies of the State, for valuation of 1its investments in the
fund at the lower of par value, cost, or market value of the instruments. Sub-—
division (f) provides that no bonds be issued by the Authority unless the required
debt service reserve ison deposit in the fund. , - 4

Subdivision (g) anticipates the possible reduction of the reserveby
reason of the necessary payments to meet principal or interest of Authoritybonds.
This section states the intention of the Legislature to appropriate the sum
necessary to meet the required debt service reserve which shall be appropriated
and paid to the Authority during the fiscal year the request is made. The request



The Honorable George H. Hohman April 13, 1971

is made annually by the chairman on or before January 1 of each year. This is

the "so-called nu:ke-up clause”™ which seemingly but does not in fact require an
annual appropriation by the State. Since no legislature can bind another to make
an appropriation the section or subdivision is basically a statement of legislative
intent. Such statements of legislative intent have been held valid and not to
create State debts.elsewhere. (They have, however, accounted for the successful
marketing of bonds of similar agencies in other states.)

Sec. 44.58.300. General Fund. This section provides for the deposit in
the general fund of monies of the Authority not required to be held in the reserve
fund and of all monies received in payment of principal or interest on bonds pur—
chased by the Authority. The general fund would also be the fund from which
operating expenses of the Authority would annually be paid.

Sec. 44.58.310. Additional Funds and Accounts. This section provides
that monies paid into an account established or held for bonds snail be applied
in accordance with the terms of the <creation of the fund or account and expended
only for the purposes for which the account was established. .

Sec. 44.58.330. Rights of Holders Paramount. This section requires the
Authority to schedule marketing of its bonds and the lending of its money to
political subdivisions so that it does not jeopardize the rights of holders of
any existing bonds.

Sec. 44.58.340. Default in Payment. This section provides that upon the
default in payment of the bonds on application 25% of the holders a trustee may be
appointed by judicial proceeding to represent such holders.

Sec. 44.58.350. Powers and Duties of Trustee on Default. This section
delineates the powers of the trustee to act on behalf of the bond holders on
default of Authority.

Sec. 44.58.360. Personal Liability. This section exculpates members of
the Authority or persons executing the bonds from personal liability.

Sec. 44.58.370. Exemption from Execution and Sale. This section exempts
from levy and sale the property of the Authority.

Sec. 44.58.380. Lien of Pledge. This sectioncreates a pledge of
revenues of the Authority which is binding from the timewhen made regardless of
physical delivery of the funds pledged.

> " «

Sec. 44.58.390. Federal Insurance of Guaranty. This section permits the
Authority to obtain from agencies of the United States any guaranty insurance for
the payment of the bonds, in the event such insurance hereafter becomes available.

Sec. 44.58.400. Surety for Deposit by Bank. This section authorizes
undertakings of sureties to safeguard deposits of the Authority funds in the bank.
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Sec. 44.58.410. Expenses of Administration. This section provides that
all expenses incurred to carry out the chapter are payable only from revenues of
the Authority and prohibits the Authority from incurring indebtedness on behalf of

the State.

Sec. 44.58.420. Cooperation by Government Agencies. This section directs
other agencies of the State to assist the Authority in the achievement of its
purposes.

Sec. 44.58.430. Definitions. This section sets forth the definitions
of certain terms used elsewhere in the Act.

EEW:ge
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office of we commissions

The Honorable George H. Hohman

Chairman, House Finance Committee
and

The Honorable Mike Miller

Chairman, House Local Government Committee

Alaska State Capitol

Juneau, Alaska 99801

(

Dear Sirs:

mi IAH A [CAN, GOVERNOR

/ pouch s —junfau moi

March 29, 1972

We respectfully request that you make the following amendments to

House Bill No. 402:

1. Page 3, line 1: Strike "conformation" and insert "confirmation."

2. Page 3, line 13: After the word "subscribe"™ insert the word "to."

3. Page 3, line 16: Strike the word "lieutenant."

4. Page 3, line 21: Strike the word "bank™ and insert "bond bank
authority."”

5. Page 3, line 22: Following the sentenceending with the word
"quorum," add the following sentence:"A quorum
must always include the Commissioner of Revenue."

6. Page 3, line 23: Strike the word "bank"™ and insert the words "bond
bank authority."

7. Page 3, line 24: Strike all material after the word "directors"”
through end of sentence in line 25 and insert a

< period after "directors" in line 24.

8. Page 4, line 2: After the first word "surety" insert the word
"bond."

9. Page 4, lines 5 and 6: Strike the words "and approved by the
attorney general."”

10. Page 4, line 18: Strike the word "bank"™ and insert the words "bond
bank authority."
Y A
11. Page 5, line 16: Strike the word "to."
12. Page 5, line 25: Strike the word "to."
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13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

Page

7,

8,

9,

10,

11,

12,

13,

14,

18,

18,

18,

IS,

19,

Hohman

line 21:

line 28:

line 19:

line 28:

line 21:

line 3:

line 15:

line 27:

line 8:

line 12:

line 22:

line 25:

line 29:

March 29, 1972

Strike the words "or for investment except" and
insert the words "except for investment.l

Strike the word "bank"™ and insert the words "bond
bank authority." .

lines 27 and 28: Strike the words "payable solely from

revenues or funds pledged or available for their
payment as authorized in this chapter” and insert
the word.\ "general obligations of the authority to
which the full faith and credit of the authority
are pledged to the payments thereof, except to the
extent provided by the resolution authorizing the
issuance thereof."”

Strike the word "proceedings™ and insert the word
"proceeding."

Strike the word "INVESTMENT"™ and insert the word
"INVESTMENTS."

Add a comma after the word "authority."

A new paragraph (1) to read "The purchase of
municipal bonds;" and renumber succeeding para—

graphs (1), (@), and ) as (2), (3), and (4).

Strike the word "bank"™ and insert the words "bond
bank authority.”

After the final comma insert the words "and as to
the. M

Strike the word "and."

Strike the word "bank"™ and insert the words !pond
bank authority."

After the word "documentation” strike all language
through line 26 and insert the words "required by
the authority.” ,

» «
Strike the word "bank™ and insert the words "bond
bank authority."”

Strike the period and addthe following language
to the end of the section: "for deposit in the
reserve fund for reasons other than certification
pursuant to this chapter.”
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The Honorable Mike Miller
27. Page 20, line 2:
28. Page 20, line 5:
29. Page 20, line 9
30. Page 21, line 6
31. Pages 22 and 23,
32. Page 23, line 22:
33. Page 26, line 6:
34. Page 27, line 22:
35. Page 27, line 28:
36. Page 28, line 2:
37. Page 28, line 4:
38. Page 28, line 6:
39. Page 28, line 6:
40. Page 28, line 7:
41. Page 28, line 9:

EEW:WC:ge
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""reserve" insert the words "as
in (b) of this section.”

After the word
defined

Strike through line 7 and insert new (d) as follows:
1(d) Money at any time in the reserve fund may be
invested in the same manner and on the same con—
ditions as permitted for investment of funds
belonging to the state or acid in the treasury
pursuant to Section 37.10.070, provided that the
authority may agree with the bond holders to further
limit these investments.”

Strike the words "the par value."

Strike all material beginning on line 6 through
Page 22, line 16.

line 27: Strike all words beginning with "If" through
Pane 23, line 4.

Strike the word "bank™ and insert the words "bond
bank authority."
After the word "would"™ insert the word "not."

Strike paragraphs (3) and (4) entirely. Insert

new paragraph (3) to read:

"(3) "municipal bond" means a bond or note or
evidence of debt which constitutes a direct and
general obligation of a political subdivision of

the state all the taxable property within which is
subject to taxation to pay the bond, note or evidence
of debt and the interest without limitation as to
rate or amount."

Strike "(5)" and insert "(4)."

Strike "(6)" and insert "(5)."
Strike "(7)" and insert "(6)."
Strike the word "i}s.". .
Strike the words "or notes."
Strike "(8)" and insert "(7)."
Strike "(9)" and insert”(8)."

Very truly yours,

Eric E. Wohlforth, Commissioner



(A laska legislature

JHousc of Ju'presi'ntatiucs

April 14, 1971

George - as you are aware, the House Local Government
Committee has considered House Bill *102 relative to estab-
lishing a State Bond Bank authority. This bill was passed
out of the House Local Government Committee with a majority
Do Pass"™ recommendation. -

I would like to note one 'goof'" on my part, however. The
attached amendment relative to per diem expenses was passed
unanimously by the Committee and iIn my haste to pass the
bill out, 1 neglected to note this fact in my report. To
clear up this oversight, 1 would appreciate it if your Com-
mittee would consider including the amendment in your final
report and recommendation.

REPRESENTATIVE MIKE MILLER

COMMITTEES
CHAIRMAN. LOCAL GOVERNMENT COMMITTEE
MCMDCR, RULES AND STATE AFFAIRS COMMITTEE
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Small Communities and the Tax-Exempt Market:

The Case for Consolidation in Illinois

A continuing problem for the tax-exempt market lis3 been the financing of

the small community. By very reason of its small size, this governmental unit
*

has faced chronic difficulties in obtaining an adequate supply of credit at
reasonable rates of interest. Our analysis will indicate that small credits
in the State of Illinois are no exception. In this light, 1t my be useful

to review some of the specific problems faced by small communities.

Small Credits in the Tax-Exempt Market: An Analysis of the Problem
Many of the financing difficulties faced by email borrowers are intrinsic

they relate to the inefficiencies of small size. As noted In a study prepared

>

for the Joint Economic Committee of the U. S. Congress:

First, small municipalities market bone. ".ssues at infre-
""quent intervals, and these issues usually involve only a
limited number of bonds of relatively small total dollar
amounts. However, overhead costs incurred in marketing
an issue of small dollar amount is not proportionally less
than the cost incurred in marketing a sizable issue. As
a consequence, market costs per bond are higher for small
issues, becasuc the ''spread™ is greater for a small issue
\ than it is for a large issue. Major bond buyers, such as
~insurance companies and commercial banks, usually prefer
to purchase bond issues that are large in total dollar
amounts bpcasue larger issues are generally easier to
trade,. Thus.) bond issues of small municipalities arc
"relatively more costly to market, and less attractive to
investors, than are the issu~s of large mrnicipalitics.
Second, large municipalities generally can provide quickly
and "accurately the detailed financial information needed
by bond dealers and buyers for an analysis of investment
possibilities. (Third,” small municipalities usually cannot
afford to employ the”experienced legal and financial ad-
visors necessary to guide the bond issue through the intri-
cacies of the bond market smoothly and effectively.



. Finally, the influential 'tod, rating services, that cvalu-—
ate the municipal fiscal responsibility, usually will not
rate bonds of political subdivisions unless such units
.-ae at least a specified minimum debt outstanding. This
policy probably reflects the general lack of interest in
the bond issues of small municipalities, and the diffi-
culty of securing detailed financial data from Guch units.
The absence of rating tends to decrease still further bond

buying interest. -

Statistics compiled by Berman and Williams for the period 1961-65 indicate
an average difference of about 10 basis points between the net interest cost of
unrated bond issues of small communities with less than 10,000 population and
the net interest cost of medium sized communities with a rating of "A" or
better. About half of this difference can be attributed to the size of the
community and the remainder to a superior credit rating. t

Moreover, the inefficiencies of small size become exacerbated in a market
increasingly dominated by large institutional investors who deal in sizeable
blocks of securities, A bond issue of $500,000, with equal annual maturities
out to twenty years, would imply only 5 bonds, with a standard denomination of
$5000, for any one maturity. Because of high administrative and resale costs,
many institutional investors refuse to consider blocks of less than fifty
bonds of the same maturity.

Added to the relative lack of interest on the part of large institutions

is the high cost.of providing information to attract a national market. This

David R. Benran and Lawrence A. Williams, "Credit Problems of Small Municipali-
ties,” State and Local Public Facility Needs and Financing, a study prepared
for the Joint Economic Committee of the U. S. Congress, December, 1$56, Vol. 2,

pp. 21*9-250.



tends to limit small credits to local or at beat regional markets. Perhaps the
moat cerioua problem faced by thenc communitiea la the virtual abaencc of
demand for longer maturities. Ao a result, omall borrowers arc cither forced
to pay very high premium to sell longer maturitiea or to restrict a major
share of their offerings to the ohort and intermediate maturitiea.

The juxtaposition of those factors uith periodic cycles of tight credit
has particularly severe effects on small issuers. The relatively higher costs
of borrowing paid by small borrowers means that these issues are the First
to be rationed out of the market by high interest rates and interest ceilings.
Their lack of financial flexibility lead3 to a greater volume of displacements
and to a marked reduction in outlays for needed capital facilities. .

To i1llustrate,a recent Federal Reserve study of the restrictive impacts
of the 1969 credit crunch has estimated that the local governments carried
out only 53 percent of their planned borrowing In that year; that school
districts carried out only 50 percent of their anticipated borro;dngs; vhile
states realised 63 percent of their planned financing. In commenting on the
1969 tax-exempt market, it was noted that:

" Among the types of units, capital spending delays and
reductions induced by high interest rates were by far
most severe for school districts.

They (smaller units of government) generally lack
temporising alternative means of finance,”

\ -

~John E, Petersen, '"'Response of State and Local Governments to Vh.ryj.ng Credit
Conditions," Federal Reserve P.ullctin, March, 1971» PP« 219> 22/



Many of these points can be illustrated for small communities in lllinois.
Wc have compiled, in Table 1, some information from 1965 to 1970 relating to
new bond issues for local borrowing units with populations of less tlian 25 000
persons. In the first instance, it uecmd noteworthy that the amount of financing
by these units declined nr.ch year. This decline occurred during a period when
interest ratc3 were relatively high. The extent to which these communities
may have been rationed out of the market by the combination of iInterest ceil-
ings and high market rates is GuggCGted by the comparicon of new issue volume
with total state and local borrowing for 1llinois. The proportion of Ffinancing
accounted for by small communities (noted in Column 3) declined from 11.3 per-
cent in 1965 to 5.7 percent in 1959 and to U.9 percent in the first half of
1970. As a crude measure of the rationed borrowings, an application of the 1905

f>v /1]

ratio to 1979 would imply that email communities Yfould have cold $237billions
in new bond issues during 1909. This is [Fiiig?}{?gﬁésor 7 percent more than
was actually issued during that year.

Small Illinois communities may face a limited market for long maturities, and
this may be particularly true when interest rates arc at the legal ceiling.
Columns IFand 5 of Table 1 indicate that the average maturity on all tax-
exempt issues is approximately three years longer than for small I11linois
issues. This widens to more than five years during periods of particularly
high, interest rates, such qe 1906 and 1979- early 1970.

Finally, wc note in Columns 6 and 7> that small borrowers in Illinois are
very rarely, if ever, rated in the top two rating c&as;c;. fty contrast,

between 8 percent and 29 percent of total Illinois iocucs have ratings of

"doublc-A" or better.



Tabic 1

Selected Data on New Bond
Issues of Small Communities™
in Hlijiois, 1965 - Jxuie 1970

Number Total Percent Weighted Average
of  Small of Average Maturity - Percent of Issues
Small Issues State & Local Maturity /11 U.S.. . Rated AA as abeve
Issues ($ millions) Issues in (Years) Tnx-1"pcnse
Illinois Issues Small aii NN
(Years) Issues Issues
2
o R ey . 8RS R
1966 58 37.3 8.9 9.0 Ih.3 0.0 16.2
1967 58 .3 5.8 125 13.0 12.2 8.1
1968 19 k1.3 5.8 10.5  11.6 - 2.9 28.7
1969 2k 21.5 5.7 11.5 12.1 0.0 25.6
Jan. June
u.2-
1970 18 13.7 JF9 6.0 fes 0.0 19. If

N*Comunities with less than 25,C00 population

Source: Compiled from data supplied by the Investment Bankers
A ssociation, wui.u lucllmv. econ gonoiul ouiigatxoii uiu
revenue bonds.



I'Any of these points can be illustrated for snail communities in Illinois.
We have compiled, in Table 1, some information from 1965 to 1970 relating to
new bond issues for local borrowing units with populations of less Ilian 25,000
persons. In the first instance, it seems noteworthy that the amount of financing
by these units declined each year. This decline occurred during a period when
interest rates were relatively high. The extent to which these communities
may have been rationed out of 1lnc market by the combination of interest ceil-
ings and high market rates i3 suggested by ohe comparison of new issue volume
with total state and local borrowing for Illinois. The proportion of financing
accounted for by small communities (noted in Column 3) declined from 11,3 per-
cent in 1905 to 5.7 percent in 1969 and to h.9 percent in the first half of
1970. As crude measure of the rationed borrowings, an application of the 19&5
ratio io 1$&9 vould imply that small communities would have sold éZS'%?Qiio%s
in new bond issues during 1909. This is $1.5 bii?{ghg or 7 percent more than
was actually issued during that year.

Small Illinois communities may face a limited market for long maturities, and
this may be particularly true when interest rates arc at the legal ceiling.
Columns I; and 5 of Table 1 indicate that the average maturity on all tax-
exempt issues is approximately three years longer than for small 11linois
issues. This widens to mere than five years during periods of particularly
high interest rates, such ?s 1966 and 1979— early 1970.

Finally, wc note in Columns 6 and 7, that small borrowers in Illinois are
very rarely, if ever, rated in the top two rating classes, by contrast,

between O percent and 29 percent of total Il1JLinois issues have ratings of

"doublc-A'l or better.



State Financing Conduits and the Consolidation of Small Issues: A Viable
Alternative

There can be little doubt that there exist ccrioun problem for the small
community in raising capital via the bond market. However, there in a growing
awareness that state and local governments have the means at hand to resolve
these problems. The inefficiencies of small 3ize can be largely overcome by
pooling a number of small issues Into a single state-sponsored issue which is
backed by the revenues of local taxing units and by the moral obligation of
the State. The use of thiG conduit can substantially improve the flow of
funds to small communities with dramatic savings in debt service requirements.

The efficacy of consolidating small iscucs has already been demonstrated
in the market by the recent Vermont Municipal Bond Bank. Moreover, there is
pending legislation in Congress to institute a Rural Development Bank for the
purpose of providing financial assistance to small communities. This develop-
ment bank would consolidate local issues and cell taxable obligations topro-
vide funds to communities of less than 35>000 population. Clearly, this alter-
native represents an inroad on the tax-exempt market. One way for st»tc and
local governments to respond in a positive fashion to this legislatic i is to
take some iInitiative iIn developing state financing agencies.

The financial gain to local government can be demonstrated by an examina-
tion of comparative borrowing costs. Following the example of the Vermont
Bond Ban!;, which was "‘double-A" rated by both Moody"s and Standard & Poor-"s,
we can assume that a comparable statewide financing)agency i? I11inois would

also carry a "‘double-A" rating. - -



From The Pally Bond Buyer, we Invo compiled a list of sixty-one general
obligation bonda icaued by local unita in Illinoio during t'ro period September
1970 through July 1971. Each of theqgo iceuca imo Icoa than one million

4
0
dollars.J -

We have compargd the net interest contn on thcac iacuef vdth reoffcring
yicldc on double-A rated general obligations for comparable maturities iaaucd
on comparable dates. The technical appendix dcacribca thin methodology in
more detail. In our initial comparison, vc took the difference between the
net intereat cost on each Illinois issue and the comparable reoffcring yield
on doublc-A bonds. This differential ranged from 3 basis points]I to 171
basis points, and the average differential for all nixty-one Issues vas 66
basis points. Table 2 summarizes this comparison. It iIs noteworthy that
more than sixty percent of all issues had a differential of more than 50
basis points.

It will also be noted that a higher proportion, over seventy percent,
of the 1issues with average maturities of less than ten years paid premiums
of more than 50 basis points.

This is particularly surprising since short-term rates arc generally
lower than long-tcm rate3 and basis point differentials tend to vary directly

with the level of yields. We expected, therefore, that shorter-term issues

3Sclected data describing these issues are presented in the technical appendix.

| j -
A basis point represents one“hundredth of a percentage point. Thus, 50 basis
points ar equivalent to one-half of one percent.



Tabic 2
A Tabular Study of the Differential in
Net Interest Costa on Small Illinoio
Issues vo. Reoffcring Yicldo on
AA-ratcd Tax-Exempts

Issues Less Number of Issues with .Basis Point
than $500,000 Differential of
0-24 25-49 50-74 75-99 100 and
B .P. B .P. B.P,. over

Average maturity
Less than 10 years 4 5

10-15 years 1

)
w w
o

Issues Between
$500,000 and
$1,000,000

Average maturity
Less than 10 years 2 5 10 2
10-15 years 1 3 | 1 3

Total 8 15 17 10 11



would have lower diffex-cnlinlu thxan long-term issues. Tlierc nay, however, an
extremely uidc range of interest rates between September 1970 and July 1971*
The Bond Buyer Index of tax-exempt yields varied from 6. in October, to
5% in March and 6.2% in June. Since differences in the timing of these sixty-
one issues over this period could account for the range of 9ifferentials noucd
in Table 2, we have compared basis point differentials with the level of
rates. These results arc summarized in Taole 3.

At fTirst glance, there appears to be little relationship: the largest
average basis point differential is noted in the relatively low-yield range
of 3.58 — 3.%$% for average maturities of less than ten years. This, however,
my be misleading. OF the twenty bonds in that cell of the table, twelve were
issued In November and December, and the average differential for those twelve
bonds vns 99 basis points. Our interpretation is that during November and
December, a large number of previously displaced issues were finally able to
come to the market. The high differentials, the short average maturities,
and the large number of issues coning to the market arc measures of the amount
of rationing that took place in 1969 and early 1970. Once we remove these
twelve bonds from the sample, \;e notice a somewhat more consistent pattern—
basis point differentials tend to increase with the level of yields and with
maturity. The differential amounts, on average, to lIh percent of the double-A
tax-exempt yield.

\

From these data, we can estimate the interest savings that could be forth-

coming from a state financing agency. Consider, Tivst, the sixty-one issues,

amounting to nearly (3 million, that were cold during the recent period. These

issues had an average maturity of approximately nine years. The tool savings
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Yield on
AA-Rated BondG

3.00-3.~°
3*5- 3.9/}
U.o—

14.50—~.99/}

5.0-5.59/}

5.5<y and over

Table 3

Bunin Point Differential!) Related to
Level of Yioldu on AA-Rated Cocuritien

61-Bond Cample

=Average Maturity---- - —

La.n 1lvm 10 Yearn Ten--Fifteen Yearn
Average Differential // of
(Banin Point?;) Bondo Average Differential
19) 6
79 20 53
37 7 60
57 6 76

// of
Bonds

10



in interest payments, Al> over the life of these issues can be approximated
by the product of the amount of the issues, P; the average maturity, M; and
the savings in net interest cost (as ijperggnt), AulcC:®

Al=P x M x ANIC

If wc assume that a reasonable range of estimates of the interest savings
is between 35 and 75 basis points, then the interest sa”ngs over the life of
these 1issues would range between $1 million and $2.2 million. Since the average
size of these issues was approximately $500,000, -the ic savings could have pro—
vided two and as many as four additional communities with funds at a zero
cost. But, a3 Table I indicates, the real advantage of a consolidation of
issues is the fact that these interest savings increase each year. This occurs
because the "first year™ interest savings on the new issues of succeeding
years far exceed the reduction in savings that follows from the retirement of
outstanding securities. Assuming o constant savings in interest cost of 35
basis points and assuming that $3” million of securities arc sold each year,
then the annual savings a,ftcr ten years- of operation could approximate over
$S00,000t Accumulated interest savings will have amounted to over $5 million.

It should be pointed out that these estimates arc probably conservative.
For example, we have assumed a reduction in net interest costs of 35 basis
points, and this understates the savings on longer maturities. It wc.ld also

imply an average net interest cost over the ten years of 2 .50, which is

AThis 1is derived from a well-known formula for calculating net interest cost.
See.,for example, David Ott and Allan Moltzcr, Federal Tax Treatment of State
and Local Securities (Washington, DC: The Brookings Institution, 1503) pp.
55-57¢ T arc assuming that the savings applies equally to all maturities.
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Table U

Potential Interest Savings Over Tine—
Assuming a Reduction in Net Interest Cost of 35 Eadis Points

————————— Rond 771-——- - Pond #2---- --Bond B" Total-
Amount ($oill) Interest Amount Amount
Outstanding, Savings Outstanding, Outstanding,
(Sthouc) Amount Interest
Year Year Year Savings Year Savings Outstanding  Saving;
$3N. $119 . - --- .- - - 4. $115-
8 1
32. 112. AL $119 . - - anam -.68. 131.
M 2
i 3 " 30. 105. 32. 112. $3N.0 $119.0 56. 336.
Total Accumulated Savings: Three years  $586.
Tea years $5,250.
Assumptions: We assume bond sales of $3* million each year. Each issue has equal annual maturities, vith a 9 year

average maturity and a Ffinal maturity of 17 years. We assume also that interest savings are equal
to 35 basis points on each maturity and we assume annual coupons. Annual interst savings on each

issue can be approximated by: .

ANIC*?E€ where If. dollar amount of interest savings;
t Principal outstanding at the beginning of year,
4NIE Differential iIn interest rates, (percent)



quite low relative to the experience of the past tvo decades. Recall that
many Graall communities were unable to icauc longer mturiticc.

A consolidation bond will allow these communities much more flexibility
in tailoring the maturity of their debt to the economic life of their capital,
and eomc projects that would not be undertaken will now bedomc feasible.

There are other Gavingc, in reduced issue coulg guch aa printing,, advertise-
mcnt, etc.; thcce cuvingn are difficult to quantity, but the reduction of bond
onlcs from cixty-onc to one clearly indieaten the potential.

In the final analysis, it is difficult to find percué&nive arguments against
state asaictauce through the consolidation of email bond incucs. In miucuring

the benefits, and in comparing the altcrnativeo, thiu in an idea whose time



Technical . Appendix

A. Data on Small Bond leeueo

Wc have compiled a lict of eixty-one boride, of lecc than $1 million,
itcucd by local governmenta in lllinoie bctveen September 1970 and July 1971*
Dlic Biel, vac reetricted to general obligation issues, on which net interest
coats were reported in The Daily Bond Boyer. A complete dieting in attached.

B. Yield Comparieona *

Our original intention vac to cbropare the net intereot coet on email
Il1linois ieeuca with net intercnt coet of double-A rated bonds iccucd at the
Cijre time and with aimilar avercge maturities. Hovever, it bocame readily
apparent tliat the average maturity of many of the sixty-one email lecuea vac
far lcco than the average maturity of r.oct AA-rated securities.. Ac an alter-
native, ve uced data from Die Pally fond Buyer, on average Feoffering yields
of AA-rated cecutitics. There dui.a cover maturities of 9, 10, and 19 yearn.

To derive estimates of the yield differential for bondo with average maturities
between thcee yetib, we derived a cimplo c.verrge yield for AA-rated issues.
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Table 5

Selected Data on 6I Local General Obligation Bond Issues
September 1970 - July 1971

Date Issuer Amount Purpose ! Average Let
(Thousand), Maturity Interest
Coat
9/8/70 Stephenson County 800 NH * 9 U.997
9/9 Central Areu Park District 135 P 6 626/
9/2]. Lincolncliir s-Prairic View 950 S 8 5_20n
Common S. D. #103
9/22 Skokie Community S. D, 768 275 S 0 5.227
9/29 Virginia C. U. S. D. #6U 70 s 8 5.237
10/13 Lincolnshire uos w&s - 11 1/3 5887
11/6 Onion C. U. S. D. #223 119 - s 9 5.027
].]./].2 Cool Valley Fire Prot, Dint. 80 B 8 5.1155
11/16 Collinsville C. U. 5. D. #10 (80 s & U.7IE
11/16 Villa Park C* U. S. D. #' 50 we 3 5/6 U357
11/17 Wilmington PO W&s 9 5.267,
11/30 Iltasca Park District Ink) p 8 U.697
11/30 Prospect Heights 1. S. D. #23 775 s 8 5.017
11/30 Skokie Elem. S. D. #73# 700 we 7 4 cOj
12/2 Sherrard C. U. S. D. #200 390 s g+ U311
]_2/7 Chicago Heights 960 L 15 5.69,0
1217 Lombard \ 350 SI 115 K55,
].2/8 Freeport Park Dist. 10 > 4‘|: 6 2/3 3.717
12/9 Taraaroa C. 11 S. D, #102 80 S 7 2 5.297
12/].0 Glenvicu Park Dist, » 21U P... 5 1.057
12/10 West Chicago C. S. D. #33 850 S 7 # 1.127
12/it Moricnce C. S. D, #1 085 S 9 #: 1.27-7
12/15 Highland Park S. D. #102 860 S 15 o/



Date lcr.u Amount PurA «o Average Hot

(Thoucnnd) Maturity Interact
Coet
1
IP/15 Lirlo ~ 600 G 15 5.8%
12/15 LIPic p. D). //10 770 =3 15 5.79/
12/23 Atkinrmi C. U. P. D, #233 *i5 G 15 5,655S
12/29 Tinley Parlt 500 B 12 | - 5."%2>>
111/ 71 Mano-FArryth C. U. S, D, #2 970 G ) 9 1/3 y*.52/
1712 F*x Lake S. D. #llh 675 - S 9 *4_8156
al18 Byrm C. U. S. D. #226 ud0 s 10 1/3 4,35/
1/20 East Peoria S. D. #86 295 * 3 9 14.57/
]_/25 Arlington llcightr S, D. #25 275 S 3.65/
1/26 Churchville S. D. #3 75 s 4 1/3 3.62/
]./26 Ford County Nursing Home 750 ..... - -——-nh 11 3A ' u.sr
1127 OcwegD C. U. S. D. #308 1000 s 81/6 391/
2/3 Thornton College Dipt, 850 wc 3 1/6 3.57/
10
2125 cryctnl Lake C. C. s. 0. #7280 s 7 1/6 3.8656
3/8 Waucondo C. U. S. I). #118 110 s U 5/6 3.50;;
32 Zion C. S. 1). #6 850 s 8 5/6 U.02/
3/3]. Prorpcct Heights Public Litrery "mh
District *100 L v _ 5.27/
3/31 Grant Tark USD 6 900 s 11 - U758
ul12 Churchville C. S. D. #3 175 s 13 i 5.16/
ul13 Johnrburg C. P. P. #12 560 s 121/6 5.20/
A2, Sandwich C. U, S. D. #U30 50 s 11 5/6 4 6155
K/19 Plearant Valley S. D. #62 225 b 11 5/6 5.3»#
/26 La Tolle . 4 650 W&S 6 *4.12/

/27 Fairberry- Craprey C. U. S. D_#3 1007 s 8 1/6 14.227/



51.

Pate

D/?73
1»/29

1.

5/10
5/20
5/2b
5/0

6/9
6/27?.

7/8

7/1?
7/19
7/?6

7/?0

Irr.uer

Westmont S. D, I1

Brcecc Blum. G. D. //I?

Beardctown Sanitation Diet,

Golem C, H.

S. D. J600

Zion-Benton T, S, D, yl?6

Hinsdale T.
Grant C, C.
Decatur

Prairie

#515
Glen Ellyn

. G, D. #86

S. D. #110

State Jr. Coll, Diet,

C. C. S. D. #89

Downers Croye G, D, #58

Flosmoor

Buffalo Grove Park

H*mewood-Flosaraoor C,, H,

#233
a
p n
S X
L

Nursing Home
Park

School Building
Library

W&S n eWater

Sr 3
B a

Street Improvement

Building,

S, D.

Amount
(Thousand)

300
780
K5
250

900
750

360

795

500

D&
178

1000

1000

500

*)
Purpose1 Average
Maturity
S 7 1/6
S 12
W&S 10
S m Uiss
S 9 2
S 5\
S 8 1/3
L 6
we 3 3A
s 8 5/6
S _ 31/6
W&s 8 |
P- 12
S 9 1/6

Hot
Interest
Cost

u*s5/
5.6~

I». 7N

H.26/
5.25/

U.55/
562/

h.PY/
.3/

5.09/0
** 256

5.12/
6.07/

5.2/

* Average maturities on iccucc go marked are not given in the Doily Bond Puyer.

We have purposely tried to over-estimate the average maturity on these issues.



920 HOUSE JOURNAL April 27, 1972

REPORTS OP STANDING COMMITTEES

HB The Finance Committee h.13 had HOUSE BILL NO. h02 (relating

1)02 to a municipal bond bank authority; and providing for an
effective date) under consideration and a majority of the
members of the Committee .econmends It be replaced with
COMMITTEE SUBSTITUTE FCR HOUSE BILL NO. 402 (name title)
and that COMMITTEE SUBSTITUTE FOR .HOUSE BILL NO. 402 do
pass. The report was signed by Mr. Hohirin, Chairman, and
concurred In by Hohr.an, Warwick, DItman, Wright and Degnan.
Not concurring were Haugen and Fink who have no recommenda-
tions.

HOUSE BILL NO. 402 was referred to the Rules Comnlttre for
placement on the calendar.

The Speaker stated that without objection, the reading of
the Finance Committee Chairman's report on HOUSE BILL NO.
402 and subsequent reports would not bo read and they would
be printed In the Journal. There being no objection, It

was so ordered. The reports appear following the bill to
which each pertains.

"FINANCE COMMITTEE REPORT
ON

COMMITTEE SUBSTITUTE FOR HOUSE BILL 402

The Committee Substitute Incorporates amendments prepared

by the Department of Revenue to the b ill as originally
introduced. The amendments were mainly "clear, up" in
nature. The main purpose of the bill Is to assist

political subdivisions In marketing bonds at favorable
rate3 of Interest and to provide a vehicle for financing
public Improvements during periods of "tight" or otherwise
unfavorable money supply.

Enclosed with this brief report Is a section be section
analysis of the b ill prepared by the Department of Revenue.

JEORGE/riCui.lAN
Chairman

Enc.”

MEMORANDUM State of Alaska

ToLr The Honorable Ceotse II. Hohnan
Chalrsan, House Finance Comltcee
Alaska State Ieglslature
) i . DATE i *Pri1 ,Jt 1991
-1
PIOU Eric E. Wchlforth, Ccmlssidncr  SLBECT* scctjon by Section Analysis of
Department of Revenue Howse Bill No 402 - "An Ad Relating
to a Municipal Bond Authori
Providing for an Effective Date."

B3 403 -515 Million Appropriation
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Sections 44.5fl.010. lcgj<I«tivr PM'cv. This section ?ets forth the
policy of the State underlying c-.tabl c: the authority which is essentially
to.assfjt political sub .ViMen* of the St“tc in rarketirn lends and notes at
favorable rates of inters -t -nd provide fcr the orderly financing of p-blic
improvements during pernos cf restricted creiit cr ra-.cy supply ard to assist
wmlclpalitles not otherwise able to borrow for capital needs daring those
periods.

Sec. 44.58.020. >h:nfcltral Bend Bt V Authority. This section establishes
the authority as an instrumentality ot the State vitiun the repartncnt of Revenue.

Sec. 44.58.030. I*c*bc-rrhio and Vic»-rics. This stcticn provides for a
flve-ran board of directors to to appo:: trc «y tr.e Governor and serving at his
pleasure, in addition to the Commissioner of Revenue serving im.pfiicto.

Sec. 44.58.040. Officers and This section sets forth customary
powers to elect a secretary and treasurer, as well ss a chairman.

Sac. 44.58.050. Bending of Ve-”ers. Sec. 44.58.060. Cc-nens.itinn -nd
Expenses, and Sec. 44.58.070 are oust.:ary provision providing fcr surety ccr.Mi,
expenses of directors of the Authority, and permission to employ apen‘j and
employees. Sec. 44.58.CSO prohibits officers, employees or agents of the Authority
tzon having any interest in the contract for services cn materials furniihed or
used by the Authority.

Sec. 44.58.090. Pavers of the Authority. This section cites the powers
of the Authority in the effectuation c: its crrporacc purposes ;rd includes the
power In paragraph 15 to render services to a political subdivision in connection
with sale of bonds and the power to charge fees fcr services rendered. s

Sec. 44.53.100.l.leitarlens. This section prohibits the Authority frca
lending money to other than a political corporation and expressly negatives any
Implication that the Authcrlty is permitted to operate as a private bank or dealer
in eccurltles.

' Sec. 44.58.110. Annual kopcrt ar.i Audit, An annual report cf the
Authority's activities to the Governor arc the legislature is required prior to
September 1 of each year to cover the precedingfiscal year.

Sec. 44.58.120. Annual Pudc*t. The Authority is required to adopt an
annual budget not later than January | of each year ard to file the same with
various State officials. This tice is designed to coincide with the budget
submission annually required by tne executive Department for the Legislature.

Sec. 44/58.130. Carr jnJ Cuttcdv of PcnJs. The Authority under this
section is permitted to enter into «ontracts ar.o 'r.reecents with banking insti-
tutions for the safekeeping of its Vivcstnents and fcr services in connecticn
vith payments of principal and interest.

See. 44.58.140. effect of fhlinticns. This section expressly negatives
ahy implication that the bonds ol the Authority are obllratlons of the State or
constitute a pledge cf the faith and creuit of the State. Subdivision (bj is an
express pledge that the State will net restrict the rights vested in the Authority
to purchase municipal bonds or to fulfill any of its contractual obligations.

Sec. 44.58.150. Hcrotliblllty of Bonds or Notes. This section provides
that bonds end notes of the Authority are fully negotiable within the meaning of
the Uniform Cccrcrcial Code of the State.

Sec. 44.58.160. Bonds or *Jcter as Legal Tnvestmgrc. This section makes
bonds end notes of the Authority eligible as legal investments in the State of
Alaska.

Sec. 44.58.170. Tax FVcmtlon. This section provides that bonds issued
by the Authority are exempt from Alaska income taxation and exempts all Authority
property from State taxation or local government taxation.

Sec. 44.58.160. loms ro Polirle.il r'~divlsie-.s. This section contains
the general authority of the Authority to lend its -ioncy to political subdivisions
to purchase municipal bends of political subdivisions. It empowers the Authority

' to Tcsue bonds and notes payable from the revenues of the Authority.
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Sec. 44.58.190. Inmr.ce of ard Sctes. This section enables the
Authority to Issue bonds to provide rends :0 rj/.e municipal loans, to piy bonds or
notes Issued by It or to establish reserves necessary to secure or pay bends or
cotes Issued. Subdivision (b) of this section provide*: that the bor.Js of the
Authority are general obligations which ray be additionally secured by pledges of
income or revenues frcrn other sources. Subdivision (c) llrlts the total amount of
lend Bank Authority bonds and notes which -jy be outstanding in any me time except,
refunding bonds and notes, to the total amount of $100 ollllon.

Sec. 44.SB.200. Forr- of Issuance. This scctlcr. provides the rechanlcs
for authorization of bonds of the Authority which ney be Issued without interest
Hesitation set by statute or maturity limitation.

Sec. 44.58.210. Sale Price. This section provides that bonds of the
Bond Bank nmey be sold at public or private sale at such price as the Authority
determines.

Sec. 44.58.220. Approval of Ovcrncr. This section reqiires approval
by tha Covernor of any resolution providing (or the issuance of hotds of the
Authority and also provides,except for such aoproval/that the Authtrity to issue
bonds not be subject to the consent of other departments, division*!, commissions,
or agencies of the State.

1 Sec. 44.58.210. Payment cr P*furdinr of Notes. Thi* Sv  onpermits the
issuance of short term note obligations of the Authority for its corporate purposes.

Sec. 44.58.240. Terrs of Arrce-ent cf the cr Mete hold r. Thts
section details the permitted contents o: author', or the bond resolutions and tha

necessary pledges ar.d covenants which such e resolution naycontainin order to

secure payment of the bonds or ne'es.

Sec. 44.58.250. Purchase and Dlsrosltlcn of All Obligations. This sectioo
permits the Authority to purchase its own bonds ar.d ncies at its discretion.

Sec. 44.58.260. 3ond Anticlratlon Votes. This section permits the
poTchaaa by the Authority and the salt by political subdivision of bond anticipation
notes which nay nature, including renewals, within five years from the date of
criglnal Issuance.

Sec. 44.58.270. I?7am etsbl 1lltv ardCertification. This se' N requires
that all municipal bonds purchased by the Bond Sank Auinority must m . fully
Marketable fora and accocpanled by all certification necessary in .1 municipal
bond market.

Sec. 44.58.280. Presumption of Validity. This Is an estopple provision
which provides that no person may question bonas of the Authority after issuance.

Sec. 44.58.290. Reserve Fund. Thereserve fund established jnder this
aaction la held solely for the payment of the bunds cf the Authority. Monies in
tha fund cay net be withdrawn except to pay the bonds if such wlthd.awal would
reduce the fund to belcw the "required debt service reserve.” Thf <reserve is
defined to be the greater of the amounts required to be or. dcpos'.t by resolution of
the Bond Bank Authority or the amount appropriated by the State for the purposes
of the fund. House Bill "Cl appropriates S15.CJ0.0CO for this purpose. Subsequent
eubsectlons provide that monies cay be withdrawn frecn the fund when they exceed the
mrequired debt service reserve,” that monies in the reserve fund nmay be invested
as with general fund monies of the State, for valuation of its Investments In the
fund at the lover of par value, cost, cr market value of the Instruments. Sub-

division (f) provides thatr.o bonds be issued by the Authority unless therequired

debt aervice reserve la cn deposit in the fund.

Subdivision (g) anticipates the possible reduction of the reserve by
reason of the necessary payments to rcet principal or Interest of Authority bonds.
This section states the Intention of the legislature to appropriate the sum
necessary to meet the required drht service reserve which shall be appropriated
and paid to the Authority during the fiscal year the request is made. The request
la made cnnually by the chairman on or before January 1 of each year. This Is
tha "so-called make-up clause" which scom’irlv but dc.rs rot In f.ic; require an
annual appropriation by the State. Since no legislature can bind another to make
an appropriation the section or subdivision Is basically a statement of legislative
Intent. Such statements of legislative intent have been held valid and not to
create State debts.elsewhere. (They have, however, accounted for the successful
narko:Ing of bonds of similar agencies in other states.)
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S*c. 44.58.300. CfPfnl Fund. Thli section provides for the deposit In

933
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ths general fund of aonles ol the Authority not required to be held In the reserve 40p

fund and of all ronies received in payment of principal or interest rn bends pur-
chased by the Authority. The general fund would also be the fund from which
operating expenses ot the Authority would annually be paid.

See. 44.58.310. Additional Funds and Accounts. This section provides
that nonles paid into an account estaolisr.cd cr held (or fcends shall be applied
In accordance with the tcrrss of the creation of the fund or account and expended
only for the purposes for which the account was established.

Sec. 44.56.330. Rights of Holders Parareunt. This section requires the
Authority to schedule marketing oi Its bends and the lending of Its coney to
political subdlvlisii’ L so that it does not Jeopardise the rights of holders of
any existing bonds.

1

Sec. 44.58.340. Pcfault In Payment. This section provides that upon the
default In paycent of thebonds on application 25* of the holders a trustee cay be
appointed by Judicial proceeding to represent such uolders.

Sec. 44.58.350. Powers and Duties of Trustee cn Default. This section
delineates the powers of the trustee to act on behalf ol the bend holders on
default of Authority.

Sec. 44.5c.360. Persons! Liability. This section exculpates seshers of
tha Authority or persons executing the bonds free personal liability.

Sec. 44.58.370. Drrr-jticn frcn Execution and Sale. This section exenpta
fxoi levy and sale the piopcrty ol the Authority.

Sec. 44.58.380. Men of Plodce. This section creates a pledge of
revenues of the Authority which u binding froci the ticie when cade regardless of
physical delivery of the funds pledged.

Sec. 44.58,390. Federal Insurance of Cuar.mtv. This section oerr.Its the
Authority to obtain frca .ircncxcs o: the United States any guaranty Insurance for
the paysent of the bonds, In the event such Insurance hereafter bccosses available.

Sec. 44.58.400. Surety for Pcnoslt bv Rank. This scctlcn authorises
trodertakings of sureties to safeguard deposits ct the Authority funds In the bank.

Sec. 44.59.410. Exrcnces of Ad-Inlstrarlcn. This section provides that
all expenses incurred to carry out the chapter arc payable only fron revenues of
Che Authority and prohibits the Authority frca Incurring Indebtedness on behalf of
the SCate.

Sec. 44.58.420. Cooperation hy Covrmrent Agencies. This section directs

other agencies of the State to assist the Authority in the -chievcaent of its
purposes.

Sec. 44.53.430. Definitions. This section sets forth the definitions
of-ccrteln tints used elsewhere In the Act.

ny:ge

The Finance Committee has had HOUSE BILL NO—510 (making a
supplemental appropriation to the State-Operated School
System; and providing for an effective date) under consid-
eration and a majority of the members of the Committee
recommends it be reclaced with COMMITTEE SUBSTITUTE FOR
HOUSE BILL NO. 510 (same title) andthat COMMITTEE SUBSTI-
TUTE FOR HOUSE BILL NO. 510 do pass; The'report was sighed
by Mr. h'ohman, Chairman, and concurred in by Wright, DItman,
Fink, Haugen and Warwick. Not concurring were Hohman and
Degnan who have no recommendations. -

HOUSE BILL NO. 510 was referred to the Rules Committee for
placement on the calendar.

HB
=10
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HB Finance committee report
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COMMITTEE SUBSTITUTE FOR HOUSE BILL 510

The Committee Substitute makes two changes In the bill as
originally Introduced. Leieted 13 funding requested fcr

payment of teacher transportation cc3ts. The only funding
now contained Is 1473,400 to cover the full cost of non-

resident tuition payments to district schools.

Chairman"

cs The Finance Committee ha3 had COMMITTEE SUBSTITUTE FOR

SB SENATE BILL NO. 264 (Finance) amended (relating to retire-

261) ment ben.flts and providing for an effective date) under

(Fin) consideration and a majority cf the .-.enters cf the Ccmmlt-

am tee recommends It be renlaced with HOUSE COMMITTEE SUBSTI-
TUTE FOR COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 26))
(Finance) (same title) and that HOUSE COMMITTEE SUBSTITUTE
FOR COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 2  (Finance)
do pass. The report was signed by Mr. Hohran, Chairman,
and concurred In by Honnan, Warwick, Fink, Ditnar., Wright
and Degnan. Not concurring was Haugen who has no recom-
mendation.

COMMITTEE SUBSTITUTE FOR SENATE BILL NO. 261) (Finance) a-
mended was reierred to the Rule3 Committee for placement
. on the calendar.

"FINANCE COMMITTEE REPORT
H
HOUSE COMMITTEE SUBSTITUTE FOR

COMMITTEE SUBSTITUTE FOR SENATE BILL 264 (Fin)

The Financt_s Committee substitute essentially Incorporates
the following changes to the State Affairs Committee
substitute:

1. Provision Is made for persons covered under the
judlplal retirement system as well as public employees to
obtain major medical and life Insurance under the state

policy.

2. Provision Is added for elected o fficials to be
Included retroactively In the retirement system and make
retroactive contributions.

3. State employee contributions are set at 4 1/4 percent
of employee compensation, as recommended by the Governor.
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In the opinion oj Bond Counsel, interest on the 1970 Series A Bonds is exempt under the existing statute and court
decisions from Federal income taxes and under the provisions of the Act, the 1970 Series A Bonds and
the interest thereon and the income therefrom are exempt from taxation by the State of

Vermont, except for transfer, inheritance and estate taxes.

$46 ,000,000

VERMONT MUNITCIPAL BOND B ANK

1970 Series A Bonds

Dated: December 1, 1970 Due: December 1, as shown below

Coupor bonds in the denomination of $5,000, registrable as to principal only, and fully registered bonds in denominations of
$5,000 or any authorized multiple thereof. Coupon and registered bonds are interchangeable. Principal and semi-
annual interest (June 1 and December 1) payable at the corporate trist offices of the Trustee, Bankers
Trust Company, New York, New York, or at the option of the holder at The First National Bank
of Boston, Boston, Massachusetts or Chittenden Trust Compaty, Burlington, Vermont.

MATURITIES. PRINCIPAL AMOUNTS. INTEREST RATES. YIELDS OR PRICES

. Principal Interest . Principal Interest  Yield or
Maturity Amount Kate Xiii Maturity Amount Kate Price
1971 $1,755,000 43/ 4% 3.00% 1981 $2,350,000 5% 4.70%
1972 2,480,000 434 3.15 1982 2,335,000 5 4.85
1973 2,470,000 434 3.30 1983 2,335,000 5 100
1974 2,440,000 434 3.50 1984 2,335,000 5.10 100
1975 2,390,000 494 3.70 1985 2,350,000 5.20 100
1976 2,395,000 494 3.90 1986 2,400,000 5.30 100
1977 2,400,000 5 4.10 1987 2,695,000 5.40 100
1978 2,385,000 5 4.25 1988 2,145,000 Sys 100
1979 2,380,000 5 4.40 1989 1,980,000 sk 100
1980 2,390,000 5 4.55 1990 1,590,000 S*A 100

(Accrued interest from December 1, 1970 to be added.)

The 1970 Series A Bonds maturing on and after December I, 1981, shall he redeemable, as a whole or in part, beginning
on December 1, 1980 as more fully described in the Official Statement.

These 1970 Series A Bonds are offered when, as and if issued and received by the Underwriters, sibject to friar sle, to withdraval
or modification of the offer without rotice, and t© the approval of legplity by Messrs. Hawkins, Dclaficld & Wood, New York,
New York, Bond Counsel to the Bank. Certain legal matters will be passed on for the Underwriters by their Counsel, Messrs.
Mudge Rose Guthrie & Alexander, New York, New York. It isexpected that eli Bonds in definitive form will be available jor
delivery inNew York, New York on or about January 8, 1971.

| HT
A

Goldman, Sachs & Co. JAM Nij 1371

CEPARIVENT O Rr\VEM

s XA'iiio;. alauiia"
J U

December 21,1970

Statenents herein, whiie not guaranteed, are besed upon information which we believe to ke reliable.



No dealer, broker, salesman or other person lias been authorized by the Bank or the Underwriters to give any
information or to make any representations, other than those contained in the Official Statement, and, if given or
made, such other information or representations must not be relied upon as having been authorized by either of the
foregoing. The Official Statement does not constitute an offer to sell or the solicitation of an offer to ' ay nor shall
there be any sale of the 1970 Series A Bonds by any person in any jurisdiction in which it is unlawful lor such person
to make such offer, solicitation or sale. The information set forth herein has been obtained from the Bank and from other
sources which arc believed to be reliable but it is not guaranteed as to accuracy or completeness, and is not to be
construed as a representation, by the Underwriters. The information and expressions of opinion herein are subject to
change without notice and neither the delivery of the Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the Bank since the date hereof.
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VERMONT MUNICIPAL BOND BANK

Montpelier, Vermont

O FFICIAL STATEMENT

Relating to

$46,000,000

VERMONT MUNITCIPAL BOND B ANK

1970 Series A Bonds

This Official Statement of the Vermont Municipal Bond Bank (the “Bank”) is provided for the purpose
of setting forth information concerning the Bank; its Bonds (the “Bonds”), more particularly its $-16,000,000
1970 Series A Bonds (the “1970 Series A Bonds”) ; its General Bond Resolution adopted December 21, 1970,
authorizing the Bonds (the “Resolution"); and its Series Resolution adopted December 21, 1970, authorizing
the 1970 Series A Bonds (the "Series Resolution”). The Resolution and the Series Resolution are sometimes
collectively referred to herein as the “Resolutions”.

The 1970 Series A Bonds shall he secured under the provisions of the Resolutions and shall he issued in
accordance with the provisions of the Resolutions and the Vermont Municipal Bond Bank Law, being Public
Act No. 216 of the Laws of Vermont enacted by the General Assembly of the State of Vermont at the 1969
Adjourned Session known as and-cited as the Vermont Municipal Bond Bank Law (the “Act”). Additional
series of bonds may he issued by the Bank, provided that each additional series will be authorized and secured
by a series resolution adopted in accordance with and under the provisions of the Resolution and the Act.

The Act provides that the Bank is constituted as an instrumentality of the State exercising public and
essential governmental functions, and the exercise by the Bank of the powers conferred by the Act arc deemed
to be an essential governmental function of the State.

Pursuant to the provisions of the Act and the Resolutions the Bank has authorized issuance of the Bonds
for the purpose, among other things, of providing funds to enable the Bank to lend money to counties, munici-
palities or public bodies within the State of Vermont (“Governmental Units”) by the direct purchase from
such Governmental Units of their bonds, notes or evidences of debt payable from ad valorem taxation (the
“Municipal Bonds™). The 1970 Series A Bonds are being issued to provide moneys with which to: (i) purchase
the $41,230,000 of Municipal Bonds which arc indicated in Appendix E annexed hereto; (ii) deposit
$4,770,000 in the Reserve Fund established with the Trustee; and (iii) to make certain deposits to other
accounts established by the Resolution.

The 1970 Scries A Bonds will constitute, in the opinion of Bond Counsel to the Bank, general obligations
of the Bank and the full faith and credit of the Bank is pledged for the payment of principal, redemption
premium, if any, and interest thereon and such Bonds will he further secured by the pledge of the Municipal
Bonds and the amounts paid or required to be paid for principal and interest to the Bank on Municipal Bonds
(“Municipal Bonds Payments") and the investments thereof and the proceeds of such investments, if any,
and all funds and accounts established by the Resolution. As stated in such Bonds pursuant to the Act, the
Bank is obligated to pay the principal and interest of the Bonds only from revenues or funds of the Bank
and the State of Vermont is not obligated to pay the principal or interest thereon and neither the faith and
credit nor the taxing power of the State is pledged to the payment of the principal of or the interest on the

Bonds.

The Act provides that in order to assure the maintenance of the Required Debt Service Reserve (as
defined specifically in the Resolution—see definition on page 22 hereof) in the Reserve Fund, there shall be
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appropriated annually and paid to the Bank for deposit in the Fund, such sum as shall be certified by the
Chairman of the Bank to the Governor or to the Governor-elect, as is necessary to restore the Fund to an
amount equal to the Required Debt Service Reserve. The Chairman shall annually, on or before February 1,
make and deliver to the Governor or to the Governor-eicct, his certificate stating the sum required to restore
the Fund to the amount aforesaid, and the sum so certified shall be appropriated and paid to the Bank during
the then current State fiscal year.

W hile the 1970 Series A Bonds and the aforesaid provisions of the Act do not constitute a legally
enforceable obligation upon the State of Vermont nor create a debt on behalf of the State, Bond Counsel is
of the opinion that the State of Vermont, by its General Assembly, is legally authorized, but not legally
obligated, to appropriate annually such sum as shall have been certified by the Chairman of the Bank to the
Governor or the Governor-elect as is necessary to restore the Reserve Fund to an amount equal to the
Required Debt Service Reserve, and upon the making of such appropriations in accordance with the Act
there shall be paid to the Bank for deposit in the Reserve Fund the amounts appropriated.

TIHE VERMONT MUNICIPAL BOND BANK

The Vermont Municipal Bond Bank was created by the Act as a body corporate and politic with corporate
succession and is constituted as an instrumentality exercising public and essential governmental functions of
the State.

O rganization and Membership of the Bank

The membership of the Bank consists of five directors: the State Treasurer, who shall be a director
ex officio, and four directors appointed by the Governor with the advice and consent of the State Senate for
terms of two years. The four directors appointed by the Governor must be residents of the State and must be
qualified voters therein for at least one year next preceding the time of appointment. Two directors were
appointed to serve until February 1, 1971 and two directors were appointed to serve until February 1, 1972.
Each director shall hold office for the term of his appointment and until his successor shall have been appointed
and qualified. A director shall be eligible for reappointment. Any vacancy in a directorship occurring other
than by expiration of term shall be filled in the same manner as the original appointment, except that the advice
and consent of the Senate shall not be required if it is not in session, but for the unexpircd term only.

The directors shall elect one of their number as Chairman. The directors shall-elect a Secretary and a
Treasurer who need not be directors, and the same person may be elected to serve both as Secretary and
Treasurer. The powers of the Bank arc vested in the directors thereof and three directors of the Bank shall
constitute a quorum. Action may be taken and motions and resolutions adopted by the Bank at any meeting
thereof by the affirmative vote of at least three directors of the Bank, including the director ex-officio.
A vacancy in the directorship of the Bank shall not impair the right of a quorum to exercise all the powers and
perform all the duties of the Bank.

Directors

The Bank’s membership is as follows:

James C. Davis, chairman; term expires January 31, 1971.

Mr. Davis, a resident of St. Albans, is Chairman of the Board of Directors of the Franklin Bank,
St. Albans. lie has also served as vice president, director and member of the Executive Committee
of the Mutual Insurance Company of Burlington since 1946. Mr. Davis was formerly a director and
treasurer of the Vermont Development Credit Corporation for the period 1958-1968.

Frank W.Black, vice chairman; term expires January 31, 1971.

Mr. Black, a resident of Barrc Town, is Executive Vice President, chief executive officer and a
director of The Peoples National Bank of Barrc. Me is past president of the Vermont Bankers
Association and a former director of the Vermont Development Credit Corporation.



Frank H. Davis, Director cx-officio as Treasurer of the State of Vermont.

Air, Davis, a resident oi Burlington, is Chairman oi the Northeast Regional State Treasurers, Tr ustee
of the State Teachers’ Retirement System, the Vermont State Employees’ Retirement System and
the Vermont State Police and Motor Vehicle Inspectors' Retirement System Funds. lie is former
Representative in the State Legislature and former Chairman of the Burlington Housing A itliority.

Dr.Joiin T. Fey; term expires January 31, 1972.

Dr. Fey is President of National Life Insurance Company, Montpelier. He formerly served as the
dean of the law school at George Washington University, President of both the University of
Vermont and the University of Wyoming and as a director of the Federal Reserve Bank of Boston.
Dr. Fey currently serves as a director, governor or trustee of several educational and charitable
organizations, hospitals, professional groups, and corporations.

Robert T. Gannett; term expires January 31, 1972.

Mr. Gannett, a resident of Brattleboro, is an attorney-at-law. He is a former member of the Vermont
General Assembly (1953-1960) and has served on a number of special legislative and Governor’s
commissions. He is a director of National Life Insurance Company and of Central Vermont Public
Service Corporation, trustee of the Brattleboro Retreat, and a past President and Corporator of

Brattleboro Memorial Hospital.

Leo K. Hickey, the Deputy State Treasurer, was appointed by the directors and is serving as Secretary
and Treasurer of the Bank. He is a former payroll supervisor oi the State of Vermont, a former director of
Vermont Employees Credit Union, and has served as a member of various financial committees for the State.

General Powers of the Bank

Under the Act the Bank has the following powers for carrying out the purposes of the Act:

(1) To Sue and be Sued;

(2) To adopt an official seal and alter it at pleasure;

() To make and enforce rules for the conduct of its business and for use of its services and facilities;

(4) To maintain an office at any place within the State;

(5) To acquire, hold, use and dispose of its income, revenues, fundsand moneys;

(6) To acquire, rent, lease, hold, use and dispose of other personal property for its purposes;

(7) To borrow money and to issue its negotiable bonds or notes and to provide for and secure the
payment thereof and to provide for the rights of the holders thereof, and to purchase, hold and dispose of any
of its bonds or notes;

(8) To fix and revise from time to time and charge and collect fees and charges for the use of its services
or facilities;

(9) To accept gifts or grants of property, funds, money, materials, labor, supplies or services from the
United States of America or from any Governmental Unit or any person, firm or corporation, and to carry
out the terms or provisions or make agreements with respect to any gifts or grants, and to do any and all
things necessary, useful, desirable or convenient in connection with procuring, acceptance or disposition of
gifts or grants;

(10) To do anything authorized by the Act, through its officers, agents or employees or by contracts with
any person, firm or corporation;

(11) To enter into and enforce all contracts necessary, convenient or desirable for the purposes of the
Bank or pertaining to any loan to a Governmental Unit or any purchase or sale of Municipal Bonds or other
investments or to the performance of its duties and execution or carrying out of any of its powers under the Act;



(12) To purchase or hold Municipal Bonds at such prices and in such manner as the Bark deems advisable,
and to sell Municipal Bonds acquired or held by it at such prices without relation to cost and in such manner
as the Bank deems advisable, all consistent with the policy oi the State as declared in the legislative findings of

the Act;

(13) To invest any funds or moneys of the Bank not then required for loan to Governmental Units and
lor the purchase of Municipal Bonds, in the same manner as permitted for investment of funds belonging to
the State or held in the treasury, except as otherwise provided by the Act (however, the Resolution limits
investments to certain fixed-income securities as hereinafter set forth) ;

(14) To prescribe any form of application or procedure required of a Governmental Unit for the loan or
purchase of its Municipal Bonds, and to fix the terms and conditions of that loan or purchase and to enter
into agreements with Governmental Units with respect to any loan or purchase; and

(15) To do all things necessary, convenient or desirable to carry out the powers expressly granted or

necessarily implied in the Act.

Supplementary Powers of the Bank
Under the Act the Bank in addition to any other powers granted in the Act has the following powers:

(1) In connection with any loan to a Governmental Unit, to consider the need, desirability or eligibility
of the loan, the ability of the Governmental Unit to secure borrowed money from other sources and the costs
thereof, and the particular public improvement or purpose to be financed by the Municipal Bonds to be pur-
chased by the Bank;

(2) To charge for its costs and services in review or consideration of any proposed loan to a Govern-
mental Unit or purchase of Municipal Bonds of a Governmental Unit, and to charge therefor whether or not

the loan is made or the Municipal Bonds are purchased;
(3) To establish any terms and provisions with respect to any purchase of Municipal Bonds by the Bank,

including date and maturities oi the Municipal Bonds, provisions as to redemption or payment prior to maturity,
and any other matters which are necessary, desirable or advisable in the judgment of the Bank;

(4) To conductexaminations and hearings and to hear testimony and take proof, under oath or affirmation,
at public or private hearings, on any matter material for its information and necessary to carry out the Act;

(5) To issue subpoenas requiring the attendance of witnesses and the production of books and papers
pertinent to any hearing before the Bank, or before one or more of the directors of the Bank appointed by it
to conduct the hearing;

(6) To apply to any court, having territorial jurisdiction of the offense, to have punished or contempt any
witness who refuses to obey a tubpoena, or who refuses to be sworn or affirmed to testify, or who is guilty

of any contempt after summons to appear;

(7) To procure insurance against any losses in connection with its property, operations or assets in such
amounts and from such insurers as it deems desirable; and

(8) To the extent permitted under its contracts with the holders of bonds or notes of the Bank, to

consent to any modification of the rate of interest, time and payment of any installment of principal or interest,
security or any other term of bond or note, contract or agreement of any kind to which the Bank is a party.

Prohibited Acts of the Bank

Under the Act the Bank may not:

(1) Make loans of money to any person, firm or corporation other than a government or a governmental
agency or subdivision, or purchase securities issued by any person, firm or corporation other than a Govern-
mental Unit or for investment except as provided in the Act, or

(2) Emit bills of credit, or accept deposits of money for time or demand deposit, or administer trust, or
engage in any form or manner in, or in the conduct of, any private or commercial banking business, or act

as a savings bank or savings and loan association, or



(3) Be or constitute a bank or trust company within the jurisdiction or under the control of the Depart-
ment of Banking and Insurance of the State, or the Commissioner thereof, or the Comptroller of the Currency
of the United States of America or the Department of the Treasury, or

(4) Be or constitute a bank, banker or dealer in securities within the meaning of or subject to the
provisions of any securities, securities exchange, or securities dealers law, of the United States of America
or of the State or of any other state.

Tin: 1970 SERIES A ROADS
Description
The .946,000,000 1970 Scries A Bonds are dated December I, 1970 (except as otherwise provided in the
Resolutions in the case of certain registered 1970 Series A Bonds) and shall mature on December 1 inthe
years and principal amounts, and bear interest at the rates per annum as follows:

. Lrir.cipa! luterctt . Principal Interest
Maturity Amount ate Maturity Amount Rate
1971 $1,755,000 447 1981 $2,350,000 5 %
1972 2,430,000 4y 1982 2,335,000 5
1973 2,470,000 434 1983 2,335,000 5
1974 2,440,000 4 H 1984 2,335,000 5.10
1975 2,390,000 4y1 19S5 2,350,000 520
1976 2,395,000 424 1986 2,400,000 5.30
1977 2,400,000 5 1987 2,695,000 5.40
197S 2,385,000 5 19SS 2,145,000 5)4
1979 2,380,000 5 1989 1,950,000 5)4
19S0 2,390,000 5 1990 1,590,000 5)4

The coupon 1970 Series A Bonds shall bear interest from December 1, 1970, payable semi-annually
on fune 1 and December 1 of each year. Registered 1970 Series A Bonds shall bear interest from their date,
j .vable semi-annuallv on June 1 and December 1. The 1970 Series A Bonds shall be issued in denominations
of $5,000 in the case of coupon Bonds, and denominations of $5,000 or any integral multiple thereof, not exceed-
ing the aggregate principal amount of 1970 Series A Bonds maturing in the year of maturity of the Bonds for
which the denomination is to be specified, in the case of registered Bonds. The principal or Redemption Price
of, and interest on, the coupon 1970 Scries A Bonds arc payable at the corporate trust offices of the Trustee,
Bankers Trust Company, New York. New York or at the option of the holder at The First National Bank
of Boston. Boston. Massachusetts or Chittenden Trust Company, Burlington, Vermont, the additional Paying
Agents. The interest on all registered 1970 Series A Bonds and the principal or Redemption Price of all
registered 1970 Series A Bonds and of all coupon 1970 Series A Bonds registered as to principal shall be
payable at the corporate trust office of the Trustee.

Redemption

The 1970 Scries A Bonds maturing on or prior to December 1, 1980 shall not be subject to redemption.
The 1970 Series A Bonds maturing on and after December 1. 1951 shall be subject to redemption on and after
December 1, 19S50, at the option of the Bank, in whole on any date, or in part in inverse order of maturity
and by lot within a maturity on any interest payment date upon not less than thirty (30) nor more than
sixty (60) days’ published notice at a Redemption Price (expressed as a percentage of the principal amount
of the 1970 Series A Bond or portion thereof to be redeemed) of 100)4/0 phis 14 of 1s- for each year or
fraction thereof from the date of redemption to the respective maturity date for such 1970 Series A Bond,
plus in each case interest accrued to the redemption date.

Transfer and Registration

The Resolution provides all coupon Bonds shall pass by delivery, unless registered as to principal other
than to hearer. Any coupon Bond may be registered as to principal 011 the books of the Bank at the corporate
trust office of the Trustee, upon presentation thereof at said office. After said registration no transfer thereof
shall be valid unless made on such books by the registered owner in person or by his attorney duly authorized
in writing, and similarly noted on such Bond; but such Bond may be discharged from registration by being in



like manner transferred to bearer, after which it shall again become transferable by delivery. Thereafter, such
Bond may again, from time to time, be registered or discharged from registration in the same manner. Regis-
tration of any coupon Bond as to principal, however, shall not affect the negotiability by delivery of the coupons
appertaining to such Bond, but every such coupon shall continue to pass by delivery and shall remain payable

to bearer.

In all cases in which the privilege of exchanging Bonds or transferring registered Bonds is exercised, the
Bank shall execute and the Trustee shall deliver Bonds in accordance with the provisions of the Resolu-
tion. I'or every such exchange or transfer of Bonds, the Bank or the Trustee may make a charge sufficient to
reimburse it for any tax, fee or other governmental charge required to be paid with respect to such exchange
or transfer, which sum or sums shall be paid by the person requesting such exchange or transfer as a condition
precedent to the exercise of the privilege of making such exchange or transfer. The cost of preparing each
new coupon Bond or registered Bond upon each exchange or transfer, and any other expenses of the Bank
or the Trustee incurred in connection therewith (except any applicable tax, fee or other governmental charge)
shall be paid by the Bank as ai: Administrative Expense.

SECURITY FOR TIIE HOINDS

The Bank is obligated to p-y the principal thereof and the interest on the Bonds only from revenues or
funds of the Bank and the State is not obligated to pay the principal or interest and neither the faith and
credit nor the taxing power of the State is pledged to the payment of the principal of or the interest on the

Bonds. The Bonds are general obligations of the Bank and the full faith and credit of the Bank is pledged

for the payment of the principal or Redemption I’rice of and interest o’- the Bonds. The Resolution creates
a continuing pledge and lien to secure the full and final payment of the >rincipal or Redemption Price of and

interest on all 01 the Bonds issued pursuant to the Resolution.

To secure the payment of the principal or Redemption Price of and interest on the Bonds,the Bank
pledges and assigns for the benefit of the Holders of the Bonds and coupons all Municipal Bonds and
Municipal Bonds Payments. The Municipal Bonds and the Municipal Bonds Payments, the investments
thereof and the proceeds of such investments, if any, and all funds and accounts established by the Resolution
are pledged ior the payment of the principal or Redemption Price of and interest on the Bonds in accordance
with the terms and provisions of the Resolution. Pursuant to the Resolution the Municipal Bonds and the
Municipal Bonds Payments and all othci monies and securities in the funds and accounts established by and
pledged under the Resolution shall be subject to the lien of such pledge.

The Act provides that the Bank shall establish and maintain a special fund called the Vermont Municipal
Bond Bank Reserve Fund (the “Reserve Fund”) in which there shall be deposited:

(i) All moneys ropriated by the State for the purpose of the Fund;

(H) AIl proceeds of Bonds required to be deposited therein by terms of any contract between the
Bank and its Bondholders or any resolution of the Bank with respect to the proceeds of Bonds; and

(iii) Any other moneys or funds of the Bank which it determines to deposit therein.

Moneys in the Reserve Fund shall be held and applied solely to the payment of theintereston and
principal of Bonds of the Bank as they become due and payable and for the retirement of Bonds. Money
may not be withdrawn if it reduces the amount in the Reserve Fund to an amount less than the Required
Debt Service Reserve, as defined in the Resolution, except for payment of interest then due and payable 011
Bonds and the principal of Bonds then maturing and payable and for the retirement of Bonds in accordance
with the terms of any contract between the Bank and its Bondholders and for which payments other moneys

of the Bank are not then available.

Section 46/5 of the Act further provides that in order to assure the maintenance of the Required Debt
Service Reserve in the Reserve Fund, there shall be appropriated annually and paid to the Bank for deposit
in the Fund, such sum as shall he certified by the Chairman of the Bank to the Governor or to the Governor-
elect, as is necessary to restore the Fund to an amount equal to the Required Debt Service Reserve. The
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Chairman shall annually, on or bcv. = bruary 1, make and deliver to the Governor or to the Governor-elect,
his certificate stating the sum required to restore the Fund to the amount aforesaid, and the sum so certified
shall be appropriated and paid to the Bank during the then current State fiscal year.

W hile the 1970 Series A Bonds and the aforesaid provisions of the Act do not constitute a legally
enforceable obligation upon the State of Vermont nor create a debt on behalf of the State, Bond Counsel is
of the opinion that the State of Vermont, by its General Assembly, is legally authorized, but not legally
obligated, to appropriate annually such sum as shall have been certified by the Chairman of the Bank to the
Governor or the Governor-elect as is necessary to restore the Reserve Fund to an amount equal to the-
Required Debt Service Reserve, and upon the making of such appropriations in accordance with the Act
there shall be paid to the Bank for deposit in the Reserve Fund the amounts appropriated.

LOAN AGREEMENTS ANI) MUNICIPAL BONDS PAYMENTS

The Loan Agreement under which a Loan is to be made to a Municipality shall comply with certain
terms and conditions, including the following:
(a) The Municipality which is a party to such Loan Agreement must be a Governmental Unit as
defined by the Act and the Loan Agreement must be executed in accordance with existing laws;

(b) The Municipality, prior to or simultaneously with the issuance of Bonds of the Bank issued to
make a Loan to the Municipality, shall issue Municipal Bonds which are valid general obligations of the
Municipality;

(c) The Municipal Bonds Interest Payments to be made by the Municipality under such Loan Agree-
ment shall be not less than the rate or rates the Eanlc is required to pay cn the Bonds issued by the Bank
to obtain the funds from w!ich such Loan is made and shall be scheduled by the Bank in such manner and
at such times (notwithsta iding the dates of payment as stated in the Municipal Bonds) as to provide"
funds sufficient to pay inte.est on the Municipality’s Loan Obligations as the same become due;

(d) The Municipal Be.ids Principal Payments to be made by the Municipality under such Loan
Agreement shall be schedulec bv the Bank in such manner and at such times (notwithstanding the dates
of payment as stated in the Municipal Bonds) as to provide funds sufficient to pay the principal of the
Municipality’s Loan Obligations as the same mature;

(e) The Municipality shall be obligated to pay Fees and Charges to the Bank at the times and in the
amounts which will enable the Bank to pay the “Fees and Charges” specified below;

(f) The Municipality shall be obligated to make the Municipal Bonds Principal Payments scheduled
hv the Bank on an annual basis and shall be obligated to make the Municipal Bonds Interest Payments
scheduled by the Bank and to pay the Fees and Charges imposed by the Bank on a semi-annual basis; and

(g) The Loan Agreement prohibits the sale or redemption of Municipal Bonds except under certain

conditions (summarized hereinafter under the heading “Sale of Municipal Bonds by Bank”) and states
tha; 110 sale or redemption of Municipal Bonds shall be effected without the prior written agreement and

consent of the parties to the Loan Agreement.

FEES AND CHARGES

The Bank is authorized in connection with the making of Loans, to establish, make, maintain and charge
such Fees and Charges to each Municipality to which a Loan is made, and shall from time to time revise
such Fees and Charges whenever necessary, so that such Fees and Charges actually collected from each such
Municipality will at all times produce monies which, together with such Municipality's Allocable Proportion of
other monies available under the provisions of the Resolution and other monies available therefor, including
any grants made by the United States of America or any agency or instrumentality thereof or by the State or
any agency or instrumentality thereof, will be at least sufficient:

(a) To pay, as the same become due, the Municipality’s Allocable Proportion of the Administrative
Expenses of the Bank; and

(b) To pay, as the same become due, the Municipality’s Allocable Proportion of the fees and
expenses of the Trustee and Paying Agents.



APPLICATION OF 1970 SERIES A BOND PROCEEDS

Each Series Resolution authorizing the issuance of a Series of Bonds is required to specify the purposes
for which such Series of Bonds are being issued and to provide for the disposition of the proceeds thereof.
Purposes for which Bonds may be issued are (i) the establishment of or the crediting of monies to Loan
Accounts, (ii) payments into the Interest Account and the Operating Account or either of such accounts, (iii)
payments into the Reserve Fund of any amounts required to be paid thereto in order to establish the Reserve
Fund in an amount at least equal to the Required Debt Service Reserve or such larger amount as the Bank
shall determine, (iv) the funding of Notes theretofore issued bv the Bank to provide funds to make Loans, and
(v) the redemption of Bonds and related purposes.

The proceeds of sale of the 1970 Series A Bonds, including the premium to be received thereon (but
exclusive of accrued interest which shall be deposited in the Interest Account), shall be used and applied as
follows:

For crediting Loan Accounts, an amount equal to Loan O bligations ..., $41,230,000
For deposit in the Reserve Fund, an amount equal to ReserveFund O bligations........... 4,770,000
Principal amount of the 1970 SCriesS A B O N0 S s ssssesssessens $46,000,000

For deposit in the Operating Account to provide for the payment of financing and miscella-
neous costs, the total amount of the premium received on the 1970 Series A Bonds 151,500
Total proceeds exclusive 0Of accrued INTEIESt . $46,151,500

The deposit in the Reserve Fund is approximately 110% of the maximum amount of principal and interest
maturing and becoming due in any succeeding calendar year rounded to the next highest integral multiple of
$5,000 on all Loan Obligations.

A list of those M unicipalities which have executed Loan Agreements relating to the 1970 Series A Bonds,
and the Municipal Bonds of each sold to the Bank is included as Appendix B to this Official Statement. That
portion of the total principal amount of 1970 Series A Bonds representing Loan Obligations (such portion
equals the aggregate of the Municipal Bond. ) and that portion representing 1970 Series A Bonds issued to
provide funds for the Reserve Fund are separately detailed as Appendix C hereto.

FUNDS AND ACCOUNTS

Loan Accounts are established with and held by the Trustee. Upon the issuance of each Series of Bonds,
the Bank is required to credit to each Loan Account the amount of the proceeds derived from the sale of such
Series of Bonds as shall be allocated in the Series Resolution to such Loan Account. Monies credited to a Loan
Account shall be used by the Bank only for the purpose of making a Loan to the Municipality to which the
Loan Account relates. Payments from Loan Accounts to Municipalities are made by the Trustee upon requisition
of the Bank. The monies credited to each Loan Account, including all obligations held as investments thereof
and the proceeds of such investments, shall be held in trust and applied only to the making ol'a Loan to the
Municipality to which such Loan Account relates, and are assigned to and pledged to the Trustee, pending such
application, for the benefit of the Holders of the Bonds of the Series from which such monies were derived and
for the security of the payment of the principal or Redemption Price of and interest on such Bonds, and shall
at all times be subject to the lien of such assignment and pledge until paid out and transferred as provided in

the Resolution. *

In addition to the Loan Accounts hereinabove described, the Resolution establishes the following special
Funds and Accounts:
(1) General Fund—held by the Trustee and comprised of the:
(a) General Account
) Operating Account
) Interest Account
) Principal Account

b
o
d
e) Redemption Account

(
(
(
(
(2) Reserve Fund—held by the Trustee



GENERAL FUND

General Account

The Resolution provides for the deposit to the General Account of: (i) any income or interest earned by
the Reserve Fund due to the investment thereof (provided a transfer will not reduce the amount of the Reserve
Fund below 110% of the Required Debt Service Reserve); (ii) the balance of monies remaining in the
Redemption Account when the Trustee is able to purchase principal amounts of Bonds at a purchase price less
than the sum of an amount equal to the proceeds from the sale or redemption of Municipal Bonds; and (iii)
the excess of proceeds resulting from a Municipality’s redemption oi its Municipal Bonds.

The Resolution provides for the following withdrawals to be made from the General Account, for the
following purposes:

1. On or before each interest payment date of the Bonds, the Trustee shall withdraw from the
General Account and deposit in the Interest Account an amount which, when added to the amount then
on deposit in the Interest Account and derived from sources other than Municipal Bonds Interest Pay-
ments, will on such interest payment date, be equal to the installment of interest then becoming due on the
Bonds representing the Reserve Fund Obligations.

2. After providing for the payment to the Interest Account and on or before each interest payment
date, the Trustee shall withdraw from the General Account and deposit in the Operating Account the
aggregate of the amounts requisitioned by the Bank as of such interest payment date for the six month
period to and including the next succeeding interest payment date, for the purposes of paying the estimated
Administrative Expenses of the Bank due and to become due during such six month period, and to pay
the fees and expenses of the Trustee and Paying Agents then due and to become due during such six month
period.

3. After providing for the aforementioned withdrawals and as of the last day of each Fiscal Year, the
Trustee shall withdraw from the balance of the monies so remaining in the General Account and deposit
to the credit of the Reserve Fund such amount (or the balance of the monies so remaining in the General
Account if less than the required amount) as shall be required to bring the Reserve Fund up to the
Required Debt Service Reserve.

4. After providing for all aforementioned payments required to have been made during each Fiscal
Year and as of the last day of each Fiscal Year the Trustee shall withdraw from the General Account and
pay to the Bank for any of its lawfully authorized purposes the balance of the monies remaining in the
General Account, provided, however, that the Bank, in its absolute discretion may direct the Trustee to
deposit any or all of such balance to be withdrawn from the General Account to the credit of the Redemp-
tion Account and the payment to the Bank of such balance shall be reduced accordingly.

O perating Account

The Resolution provides that all Fees and Charges received by the Trustee shall be deposited upon
receipt in the Operating Account. Such Fees and Charges collected from Municipalities shall be used, together
with: (i) the deposits made to the Operating Account from the General Account as described hereinbefore; and
(ii) any other monies which may be made available to the Bank for the purposes of the Operating Account
from any source or sources, including the amount received as a premium over the principal amount of a Series
of Bonds, to pay: (i) Administrative Expenses of the Bank and the fees and expenses of the Trustee and
Paying Agents, and (ii) financing costs with respect to a Series of Bonds. Monies at any time held for the
credit of the Operating Account shall be used for and applied solely to such purposes. The Resolution further
provides that payments from the Operating Account shall be made by the Trustee upon receipt of a requisition,
signed by an Authorized Officer, describing each payment and specifying that each itern is a proper charge
against the monies in the Operating Account.

Interest Account and Principal Account

The Resolution provides die T rr’r shall credit to the Interest Account such portion of the
Municipal Bonds Payments as shall represent Municipal Bonds Interest Payments, and to the Principal
Account such portion of the Municipal Bonds Payments as shall represent Municipal Bonds Principal Payments.



In addition, there shall be transferred as above provided from the General Account and deposited to the
Interest Account an amount equal to the installment of interest on the Bonds representing the Reserve
Fund Obligations then falling due; and as provided hereafter, the Trustee shall transfer from the Reserve
Fund to the Principal Account, on or before the principal payment date of the Bonds, an amount equal
to the principal amount of the Bonds representing Reserve Fund Obligations falling due on the applicable
principal payment date. In addition to the preceding, accrued interest received from the proceeds of the sale
of Bonds shall be deposited to the Interest Account; and the proportionate share of interest amount and
principal amount from Refunding Bond proceeds of a Refunding Issue shall be deposited to the appropriate
Account. The monies in the Interest Account and the Principal Account shall be used solely for the purposes

of paying the principal of and interest on the Bonds.

The Resolution further provides that in the event there shall be, on any interest payment date, a deficiency
in the Interest Account, or, in the event there shall be, on any principal payment date, a deficiency in the Prin-
cipal Account, the Trustee shall make up such deficiencies from the Reserve Fund by the withdrawal of monies

therefrom for that purpose.

Redemption Account

The Resolution provides that the Tnistee shall establish in the Redemption Account a separate sub-account
for the Bonds of each Series outstanding. Monies held in each such separate sub-account by the Trustee shall
be applied to the purchase or retirement of the Bonds of the Series in respect of which such sub-account
was created. Monies for the redemption of Bonds may be deposited in the Redemption Account from the
General Account at the direction of the Bank as provided above in paragraph 4, under the caption “General
Account”, and if, at any time upon the payment or retirement of Bonds at maturity or upon the purchase
or redemption of Bonds, the monies and securities in the Reserve Fund are in excess of 110% of the Required
Debt Service Reserve and the use or transfer of such excess is not otherwise provided for in the Resolution,
the Trustee, upon the request of the Bank, shall transfer such excess to the applicable sub-account in the
Redemption Account. In the event Municipal Bonds or other obligations securing a Loan shall be sold by the
Bank in accordance with the terms of the applicable Loan Agreement, or redeemed by the Municipality, the
Bank shall deposit the proceeds from such sale or redemption, except an amount thereof equal to the cost and
expenses of the Bank in effectuating the redemption of the Bonds to be redeemed upon such sale bv the Bank
or redemption by the Municipality, into the applicable sub-account in the Redemption Account; and the Trustee
further shall, in connection with each such event, withdraw from the Reserve Fund and deposit in the applicable
sub-account in the Redemption Account an amount of monies equal to the amount of the reduction of the
Required Debt Service Reserve which would result upon the redemption of such Bonds upon the next succeed-
ing redemption date.

If at any time the monies on deposit to the credit of the Reserve Fund, or the investments thereof, are
less than the Required Debt Service Reserve, and there are then monies on deposit in any sub-account in the
Redemption Account resulting from monies credited thereto from the General Account at the direction of
the Bank or from excess moneys which have been previously transferred from the Reserve Fund to the
Redemption Account resulting from the retirement of Bonds, there shall be deposited to the credit of the
Reserve Fund an amount sufficient (or all of the monies in said sub-accounts if less than the amounts sufficient)

to make up such deficiency.
RESERVE FUND

The Reserve Fund shall be held by the Trustee. The Bank shall pay into the Reserve Fund: (i) such por-
tion of the monies appropriated and made available by the State and paid to the Bank for the purposes of the
Reserve Fund (ii) all monies paid to the Bank pursuant to Section 4675 of the Act for the purpose of restoring
the Reserve Fund to the amount of the Required Debt Service Reserve; (iii) such portion of the proceeds of
the sale of Bonds, if any, as shall be provided by the Series Resolution authorizing the issuance thereof; (iv)
such portion of the proceeds of the sale of Notes, if any, as shall be provided by the resolution of the Bank
authorizing the issuance thereof; and (v) any other monies which may be made available to the Bank for the
purposes of the Reserve Fund from any other source or sources. The Trustee shall deposit in and credit to
the Reserve Fund all monies transferred from the General Account and all monies transferred from the

Redemption Account as above provided. D



Monies and securities held for the credit of the Reserve Fund shall be transferred by the Trustee to the
Interest Account and Principal Account at the times and in the amounts required in the event there shall be,
on any interest payment date, a deficiency in the Interest Account, or, in the event there shall be, on any
principal payment date, a deficiency in the Principal Account.

On or before the principal payment date of the Bonds, the Trustee shall transfer from the Reserve Fund
to the Principal Account an amount equal to the principal amount of the Bonds representing Reserve Fund
Obligations falling due on such principal payment date. Any income or interest earned by the Reserve
Fund due to the investment thereof shall be transferred by the Trustee promptly to the General Account, but
only to the extent that any such transfer will not reduce the amount of the Reserve Fund below 110% of the
Required Debt Service Reserve. If, at any time upon the payment or retirement of Bonds at maturity or upon
purchase or redemptions, the monies and securities in the Reserve Fund are in excess of 110% of the Required
Debt Service Reserve, and the use or transfer of such excess is not otherwise provided for in the Resolution,
the Trustee, upon the written request of the Bank signed by an Authorized Officer, shall transfer such excess
to and deposit the same in the Redemption Account. Whenever the Bank shall sell, or whenever a Municipality
shall redeem, Municipal Bonds requiring the purchase or redemption of Bonds which would result in the
reduction of the Required Debt Service Reserve upon the purchase or redemption of such Bonds, the Trustee
shall, in connection with each such event, withdraw from the Reserve Fund and deposit in the applicable
sub-account in the Redemption Account an amount of monies equal to die amount of the reduction of the
Required Debt Service Reserve which would result upon the redemption of such Bonds upon the next

succeeding redemption date.

INVESTMENT OF FUNDS

The Resolution provides that all monies held by the Trustee shall be continuously and fully secured, for the
benefit of the Bank and the Holders of die Bonds. The Trustee shall invest the Funds and Accounts upon the
direction of the Bank as follows:

(1) Monies in the General Account shall be invested in direct obligations of the State or obligations
of the United States of America or obligations the principal and interest of which arc guaranteed by die
State or the United States of America, the maturity or redemption date at the option of the holder of
which shall rot be later than twelve (12) months from die date of investment.

(2) Monies in any Loan Account, the Interest Account, the Principal Account, the Redemption
Account and the O perating Account shall be invested in direct obligations of the State or of the United
States of America or obligations the principal and interest of which are guaranteed by the State or die
United States of America, the maturity or redemption date at the option of the holder of which shall coin-
cide as nearly as practicable with the times at which monies in said accounts will be required for the pur-

poses provided in the Resolution.

(3) Monies in the Reserve Fund shall be invested in obligations the maturity’ or redemption date
at the option of the holder of which shall coincide as nearly as practicable with the times at which monies
in the Reserve Fund will be required for the purposes provided in the Resolution as follows: (a) direct
obligations of the United States of America or obligations the principal and interest of which are guaran-
teed by the United States of America, (b) any bond, debenture, note, participation or other similar obliga-
tion issued by any of the following Federal agencies: Government National Mortgage Association, Federal
Land Banks, Federal Home Loan Banks, Federal Intermediate Credit Banks, Banks for Cooperatives,
Tennessee Valley Authority, Farmers’ Home Administration and Export-Import Bank, (c) if permitted
by law, any bond, debenture, note, participation or other similar obligation issued by the Federal National
Mortgage Association to the extent such obligations are guaranteed by the Government National Mortgage
Association, and (d) any other obligation of the United States of America or any Federal agencies which
may then be purchased with funds belonging to the State or held in the State Treasury.

In lieu of the investments of monies above authorized, the Trustee shall upon direction of the Bank in
writing signed by an Authorized Officer deposit monies from any fund or account held by the Trustee under



the terms of the Resolution, in interest-bearing time deposits, or shall make other similar banking arrangements,
with itself or a member bank or banks of the Federal Reserve System or banks the deposits of which arc
insured by the Federal Deposit Insurance Corporation; provided, that no monies in such funds or accounts
shall he so deposited unless the recipient of such deposit shall certify in writing to the Bank and the
Trustee, upon the making of each such deposit or arrangement, that the interest to be earned thereon will be in
excess of the interest, income or increment that would be earned by the investment of such monies in accordance
v th the requirements of paragraphs (1), (2) and (3) above in direct obligations of the United States of

erica or of the State or obligations the principal and interest of which are guaranteed by the State or
the United States of America at the then current market prices; provided further, that each such interest-
bearing time deposit or other similar banking arrangement shall permit the monies so placed to be available
for use at the times provided with respect to the investment or reinvestment of such monies; and provided
further, that all monies in each such interest-bearing time deposit or other similar banking arrangement shall
be continuously and fully secured by direct obligations of the United States of America or of the State or
obligations the principal and interest of which are guaranteed by the State or the United States of America,
of a market value equal at all times to the amount of the deposit or of the other similar banking arrangement.

ISSUANCE OF ADDITIONAL BONDS

The Resolution provides that the Bank shall not hereafter create or permit the creation of or issue any
obligations or create any additional indebtedness which will be secured by a charge and lien on the Municipal
Bonds and the Municipal Bonds Payments or which will be payable from the General Fund or Reserve Fund,
except that additional Series of Bonds may be issued from time to time pursuant to a Series Resolution subse-
quent to the issuance of the initial Series of Bonds under the Resolution on a parity with the Bonds of such
initial Series of Bonds and secured by an equal charge and lien on the Municipal Bonds and the Municipal
Bonds Payments, and payable equally and ratably from the General Fund and Reserve Fund for the purposes
of (i) the establishment of or the crediting of money to Loan Accounts, (ii) payments into the Interest Account,
the Operating Account or the Reserve Fund, (iii) the funding of Notes theretofore issued by the Bank to
provide funds to make Loans, and (iv) subject to the provisions and limitations on refunding, the refunding
of any Bonds then Outstanding, under the conditions and subject to the limitations stated below.

No additional Series of Bonds shall be issued subsequent to the issuance of the initial Series of Bonds under

the Resolution unless:

(a) the principal amount of the additional Bonds then to be issued, together with the principal amount
of the Bonds and Notes of the Bank theretofore issued, will not exceed in aggregate principal amount any
limitation thereon imposed by law;

(b) there is at the time of the issuance of such additional Bonds no deficiency in the amounts required
by the Resolution or any Series Resolution to be paid into the General Fund and into the Reserve Fund;

(c) the amount of the Reserve Fund, upon the issuance and delivery of such additional Bonds and
the deposit in the Reserve Fund of any amount provided therefor in the Series Resolution authorizing the
issuance of such additional Bonds, shall not be less than the Required Debt Service Reserve;

(d) the provisions of Section 4675 of the Act providing for the maintenance of the Reserve Fund in
an amount equal to the Required Debt Service Reserve by the appropriation and payment of monies by the
State for such purpose shall not have been repealed or amended to the detriment of Bondholders; and

(c) the maturities of the additional Bonds then being issued representing Loan Obligations, unless
such additional Bonds are being issued to refund Outstanding Bonds, shall be proportionate to the
scheduled Municipal Bonds Principal Payments to be made in respect of the Loans with respect to which
such additional Bonds are to be issued.

The Bank expressly reserves the right to adopt one or more other general bond resolutions and reserves the
right to issue Notes and any other obligations so long as the same are not a charge or lien on the Municipal
Bonds, the Municipal Bonds Payments and the Fees and Charges, or payable from the General Fund or Reserve
Fund created pursuant to the Resolution.
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ISSUANCE OF REFUNDING RONDS

The Resolution provides that: (1) One or more Series of Refunding Bonds may be authenticated and
delivered upon original issuance to refund all but not iess than all Outstanding Bonds of one or more Series.
Refunding Bonds shall be issued in a principal amount sufficient, together with other moneys available
therefor, to accomplish such refunding and to make such deposits required by the provisions of the Act,
the Resolution and of the Series Resolution authorizing said Refunding Bonds.

(2) The Bonds of the Series of a Refunding Issue may be authenticated and delivered only
receipt by the Trustee (in addition to the receipt by it of the documents required by the Resolution for the
delivery of a Series of Bonds) of:

(a) A certificate of an Authorized Officer setting forth (1) the Aggregate Debt Service for the
then current and each future calendar year (i) with respect to all Series of Bonds Outstanding immediately
prior to such authentication and delivery and (ii) with respect to all Series of Bonds to be Outstanding
immediately thereafter, and (2) that the Aggregate Debt Service for each such year set forth pursuant
to (1) (ii) of this paragraph (a) is no greater than the Aggregate Debt Service set forth pursuant to
(1) (i) of this paragraph (a) ;

(b) Irrevocable instructions to the Trustee, satisfactory to it, to give due notice of redemption of
all the Bonds to be refunded on the redemption date specified in such instructions;

(c) Irrevocable instructions to the Trustee, satisfactory to it, to make the required publication of
notice to the Holders of the Bonds and coupons being refunded:

(d) Either (i) moneys in an amount sufficient to effect payment at the applicable Redemption
Price of the Bonds to be refunded, together with accrued interest on such Bonds to the redemption date,
which moneys shall be held by the Trustee or any one or more of the Paying Agents in a separate account
irrevocably in trust for and assigned to the respective Holders of the Bonds to be refunded, or (ii) direct
obligations of the United States of America in such principal amounts, of such maturities, bearing such
interest, and otherwise having such terms and qualifications, as shall be necessary to comply with the
provisions of the Resolution relative to defeasance of Bonds and any moneys required pursuant thereto,
which direct obligations of the United States of America and moneys shall be held in trust and used
only as provided by such provisions;and

(e) A certificate of an Authorized Officer containing such additional statements as may be reason-
ably necessary to show compliance with the requirements of the Resolution which provide for Bonds of a

Refunding Issue.

(3)If the principal amount of the Bonds of a Refunding Issue shall exceed the principal amount of the
Outstanding Bonds refunded thereby, from and after the delivery of such Series of a Refunding Issue, the
Trustee shall make appropriate adjustment between the Interest Account and Principal Account when dis-
bursing and applying Municipal Bonds Payments deposited in the General Fund pursuant to the provisions
of the Resolution to the end that such portion of the Municipal Bonds Payments as shall represent Municipal
Bonds Interest Payments no', required for deposit in the Interest Account for the purpose of paying interest
accruing upon the Bonds shall be deposited in the Principal Account. Any surplus which might result upon and
after such deposit shall be disposed of in the manner specified in the Series Resolution authorizing such

Scries of Bonds of the Refunding Issue.

MISCELLANEOUS RESOLUTION AND LOAN AGREEMENT PROVISIONS

M odification of Loan Agreement Terms

The Bank shall not consent to the modification of, or modify, the rate or rates of interest of, or the amount
or time of payment of any installment of principal or interest of any Municipal Bonds evidencing a Loan, or
the amc or time of payment of any Fees and Charges payable with respect to such Loan, or the security for
or any .erms or provisions of such Loan or the Municipal Bonds evidencing the same, in a manner which
adversely affects or diminishes the rights of the Bondholders; provided, however, that, in the event the Bonds
issued to provide the funds with which the Bank has made a Loan are being or have been refunded and the
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Bonds of the Refunding Issue issued or to be issued for the purpose of refunding such original Bonds are in a
principal amount in excess of the principal amount of the Bonds refunded, the Bank may consent to the
modification of and modify the Loan Agreement relating to such Loan and the Municipal Bonds evidencing
the same, and the Municipal Bonds Payment to lie made thereunder so long as such Municipal Bonds Pay-
ments arc sufficient in amount and payable at the times required for the payment of the principal of and interest
on such Bonds of the Refunding Issue.

Sale of Municipal Bonds by Bank

The Bank shall not sell any Municipal Bonds or other obligations issued as evidence of a Loan made
by the Bank prior to the date on which all Outstanding Bonds issued with respect to such Loan are re-
deemable, and shall not after such date sell any such Municipal Bonds or other obligation issued as evidence
of a Loan made by the Bank unless the sales price thereof received by the Bank shall not be less than the
aggregate of: (i) the principal amount of the Municipality’s Loan Obligations remaining unpaid, (ii) the
Municipality’s Reserve Fund Obligations remaining unpaid, (iii) the interest to accrue on all Bonds to be
redeemed by the Bank upon the sale of such Municipal Bonds to the next redemption date thereof not previously
paid by the Municipality, (iv) the applicable premium, if any, payable on the Bonds so to be redeemed, and (v)
the costs and expenses of the Bank in effecting the redemption of the Bonds so to be redeemed, less the amount
of monies or securities available in the applicable sub-account or sub-accounts in the Redemption Account and
for withdrawal from the Reserve Fund and application to the redemption of such Bonds in accordance with the
terms and provisions of the Resolution, as determined by the Bank; provided, however, that, in the event the
Bonds issued to provide the funds with which the Bank made the Loan evidenced by the Municipal Bonds to be
sold by the Bank have been refunded and the Bonds of the Refunding Issue issued for the purpose of refunding
such original Bonds were issued in a principal amount in excess of the Municipality’s Loan Obligations
remaining unpaid at the date of such Refunding Issue, the required amount to be included in such sales price
under item (i) above shall be the principal amount of such Bonds of the Refunding Issue Outstanding.

Enforcement of Municipal Bonds

The Bank shall diligently enforce, and take all reasonable steps, actions and proceedings necessary
for the enforcement of, all terms, covenants and conditions of all Loan Agreements and the Municipal Bonds
evidencing Loans made by the Bank, including the prompt collection of Municipal Bonds and Fees and
Giarges.

The Act provides that on the sale and issuance of any Municipal Bonds to the Bank by any Governmental
Unit, that Governmental Unit is deemed to agree that on the failure of that Governmental Unit to pay interest
or principal on any of the Municipal Bonds owned or held by the Bank when payable, all defenses to non-
payment are waived, and upon nonpayment and demand on that Governmental Unit for payment, if funds
are not available in its treasury to make payment, the governing body of that Governmental Unit shall
forthwith assess a tax on the grand list of the Governmental Unit, sufficient to make payment with twelve
percent interest thereon, and cause the tax to be collected within sixty days, and further, notwithstanding
any other law, including any law under which the Municipal Bonds were issued by that Governmental U ..it,
the Bank upon nonpayment is constituted a holder or owner of the Municipal Bonds as being in default.

Pledge of Municipal Bonds and Municipal Bonds Payments

To secure the payment of the principal or Redemption Price of and interest on the Bonds, the Bank
pledges and assigns for the benefit of the Holders of the Bonds and coupons all Municipal Bonds and
Municipal Bonds Fayments. The pledge of such Municipal Bonds and Municipal Bonds Payments for
the benefit of the Holders of the Bonds and coupons shall be valid and binding from and after the date
of adoption of the Resolution, and such Municipal Bonds and Municipal Bonds Payments shall immediately
be subject to the lien of such pledge without any physical delivery thereof or further act, and the lien of
such pledge shall be valid and binding as against all parties having claims of any kind in tort, contract or
otherwise against he Bank, irrespective of whether such parties have notice thereof.



CERTAIN OTHER COVENANTS

Among other covenants made by the Bank in the Resolution are those related to the following matters:

Accounts and Reports

(1) The Bank shall keep, or cause to be kept, proper books of record and account in which complete and
correct entries shall be made of its transactions relating to all Municipal Bonds Payments, Municipal Bonds,
the Fees and Charges and all Funds and Accounts established by the Resolution, which shall at all reasonable
times be subject to the inspection of the Trustee, and the Holders of an aggregate of not less than five per
centum (5/to) in principal amount of Bonds then Outstanding or their representatives duly authorized in
writing.

(2) The Bank shall annually, within sixty (60) days after the. close of euch Fiscal Year, file with the
Trustee a copy of an annual report for such Fiscal Year, accompanied by an Accountant’s Certificate, setting
forth in complete and reasonable detail: (a) its operations and accomplishments; (b) its receipts and expendi-
tures during such Fiscal Year in accordance with the categories or classifications established by the Bank
for its operating and capital outlay purposes; (c) its assets and liabilities at the end of such Fiscal Year,
including a schedule of its Municipal Bonds Payments, Municipal Bonds, Fees and Charges and the status
of reserve, special or other funds and the bunds and Accounts established by the Resolution; and (d) a
schedule of its Outstanding Bonds and other obligations outstanding at the end of such Fiscal Year, together
with a statement of the amounts paid, redeemed and issued during such Fiscal Year. A copy of each such
annual report and Accountant's Certificate shall be mailed promptly thereafter by the Bank to each Bond-
holder who shall have filed his name and address with the Bank for such purpose.

Budgets

(1) The Bank shall, at least sixty (60) days prior to the beginning of each calendar year, prepare and
file in the office of the Trustee a preliminary budget covering its fiscal operations for the succeeding calendar
year which shall be open to inspection by any Bondholder. The Bank shall also prepare a summary of such
preliminary budget and on or before forty-five (45) days prior to the beginning of each calendar year mail
a copy thereof to any Bondholder who shall have filed his name and address with the Bank for such purpose.

(2) In the event the Holders of ten per centum (IO”"0) or more in principal amount of the Outstanding
Bonds shall file with the Bank thirty (30) days or more prior to the beginning of a calendar year a written
request for a public hearing on such preliminary budget, the Bank shall call and hold such public hearing
in the City of Montpelier, in the State of Vermont, such hearing to be held not later than fifteen (15) days
prior to the beginning of such calendar year. Notice of such public hearing shall be published once in an
Authorized Newspaper, not less than ten (10) days prior to the date of such hearing, and shall contain a
statement of the purpose of the hearing and the place and hour at which the same will be held. At such
hearing any Bondholder, or his duly authorized attorney or representative, shall be entitled to be heard ott
any of the provisions contained in such preliminary budget.

(3) The Bank shall adopt an annual budget covering its fiscal operations for the succeeding calendar
year not later than December 1 of each year, commencing as of December 1, 1970 and file the same with the
Trustee and v.-ith such officials of the State as required by the Act, as then amended, which budget shall be
open to inspection by any Bondholder. In the event the Bank shall not adopt an annual budget for the
succeeding calendar year on or before December 1, the budget for the preceding calendar year shall be deemed
to have been adopted and be in effect for such calendar year until the annual budget for such calendar year
shall have been adopted a. .bove provided. The Bank may at any time adopt an amended annual budget in
the manner provided in the Act as then amended.

Personnel and Servicing of Programs

(1) The Bank shall at all times appoint, retain and employ competent personnel for the purpose of
carrying out its respective programs and shall establish and enforce reasonable rules, regulations, tests and
standards governing the employment of such personnel at reasonable compensation, salaries, fees and charges
and all persons employed by the Bank shall be qualified for their respective positions.
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(2) The Bank may pay to the respective State agency, municipality or political subdivision of the State
front the Operating Account such amounts as are necessary to reimburse the respective State agency, munici-
pality or political subdivision of the State for the reasonable costs of any services performed for the Bank.

W aiver of Laws

The Bank shall not at any time insist upon or plead in any manner whatsoever, or claim or take the
benefit or advantage of any stay or extension law now or at any time hereafter in force which may affect the
covenants and agreements contained in the Resolution or in any Series Resolution or in the Bonds, and all
benefit or advantage of any such law or laws is hereby expressly waived by the Bank.

DEFAULTS AND REMEDIES

The Trustee shall be and by the Resolution is vested with all of the rights, powers and duties of a
trustee appointed by Bondholders pursuant to Section 4/02 of the Act and the right of Bondholders to appoint
a trustee pursuant to Section 4702 of the Act is abrogated in accordance with the provision of subdivision IS

of Section 464S of the Act.
The Resolution declares each of the following events an “event of default”:

(a) If the Bank shall default in the payment of the principal or Redemption Price oi or interest on any
Bond when and as the same shall become due, whether at maturity or upon call for redemption, and such

default shall continue for a period of thirty (30) days; or

(b) if the Bank shall fail or refuse to comply with the provisions of Section 4075 of the Act, or the
State shall fail to appropriate and pay to the Bank, as and when required by such Section, for deposit
in the Reserve Fund any amount or amounts as shall be certified by the Chairman of the Bank pursuant
to such provisions of the Act;or

(c) if the Bank shall fail or refuse to comply with the provisions of the Act, other than as provided in
(b) above, or shall default in the performance or observance of any other of the covenants, agreements or
conditions on its part in the Resolution, any Series Resolution, any Supplemental Resolution, or in the
Bonds contained, and such failure, refusal or default shall continue for a period of ninety (90) days after
written notice thereof by the Holders of not less than five per centum (5% ) in principal amount of the

Outstanding Bonds;

provided, however, that an event of default shall not be deemed to exist under the provisions of clause (c)
above upon the failure of the Bank to make and collect Fees and Charges required to be made and collected
by the provisions of the Resolution or upon the failure of the Bank to enforce any obligation undertaken by a
Municipality pursuant to a Loan Agreement including the making of the stipulated Municipal Bonds Payments
so long as the Bank may be otherwise directed by law and so long as the Bank shall be provided with monies
from the State or otherwise, other than withdrawals from or reimbursements of the Reserve Fund, sufficient
in amount to pay the principal of and interest on all Bonds as the same shall become due during the period for
which the Bank shall be directed by law' to abstain from making and collecting such Fees and Charges and from
enforcing the obligations of Municipalities under the applicable Loan Agreement.

Remedies

(1) Upon the happening and continuance of any event of default specified in paragraph (a) above, the
Trustee shall proceed, or upon the happening and continuance of any event of default specified in paragraphs
(b) and (c) above, the Trustee may proceed, and upon the written request of the Holders of not less than
twenty-five per centum (25% ) in principal amount of the Outstanding Bonds shall proceed, in its own name,
to protect and enforce its rights and the rights of the Bondholders by such of the following remedies, as the
Trustee, being advised by counsel, shall deem most effectual to protect and enforce such rights:

(a) by mandamus or other suit, action or proceeding at law or in equity, enforce all rights of the
Bondholders, including the right to require the Bank to make and collect Fees and Charges and Municipal
Bonds Payments adequate to carry out the covenants and agreements as to, and pledge of, such Fees
and Charges and Municipal Bonds Payments, and other properties and to require the Bank to carry out
any other covenant or agreement with Bondholders and to perform its duties under the Act;

16



(b) by bringing suit upon the Bonds;

(c) by action or suit in equity, to require the Bank to account asif it were the trustee of an express
trust for the Holders of the Bonds;

(d) by action or suit in equity, enjoin any acts or things which may be unlawful or in violation of the
rights of the Holders of the Bonds;

(e) in accordance with the provisions of the Act, declare all Bonds due and payable, and if all
defaults shall be made good, then, with the written consent of the Holders of not less than twenty-five

per centum (25% ) in principal amount of the Outstanding Bonds,to annul such declarationand its
consequences.
(2) In the enforcement of any remedy under the Resolution, the Trustee shall be entitled to sue for,

payment on and receive any and all amounts then or during any default becoming, and any time remaining,
due from the Bank for principal, Redemption Price, interest or otherwise, under any provision of this
Resolution or a Series Resolution or cf the Bonds, and unpaid, with interest on overdue payments at the
rate or rates of interest specified in such Bonds, together with any and all costs and expenses of collection and
of all proceedings hereunder and under such Bonds, without prejudice to any other right or remedy of the
Trustee or of the Bondholders, and to recover and enforce a judgment or decree against the Bank for any
portion of such amounts remaining unpaid, with interest, costs and expenses, and to collect from any monies
available for such purpose, in any manner provided by law, the monies adjudged or decreed to be payable.

Priority of Payments After Default

In the event that the funds held by the Trustee and Paying Agent shall be insufficient for the payment of
interest and principal or Redemption Price then due on the Bonds, such funds (other than funds held for
the payment or redemption of particular Bonds or coupons which have theretofore become due at maturity or
by call for redemption) and any other monies received or collected by the Trustee acting pursuant to the Act,
after making provision for the payment of any expenses necessary in the opinion of the Trustee to protect
the interests of the Holders of the Bonds, and for the payment of the charges and expenses and liabilities
incurred and advances made by the Trustee or any Paying Agent in tiie performance of their respective duties
under the Resolution, shall be applied as follows:

(a) Unless the principal of all of the Bonds shall have become or have been declared due and payable,

First: To the payment to the persons entitled thereto of all installments of interest then due in
the order of the maturity of such installments, and, if the amount available shall not be sufficient to
pay in full any installment, then to the payment thereof ratably, according to the amounts due on
such installment, to the persons entitled thereto, without any discrimination or preference; and

Second: To the payment to the persons entitled thereto of the unpaid principal or Redemption

Price of any Bonds which shall have become due, whether at maturity or by call for redemption, in

the order of their due dates and. if the amounts available shall not be sufficient to pay in full all the

Bonds clue on any date, then to the payment thereof ratably, according to the amounts of principal or

Redemption Price due on such date, to the persons entitled thereto, without any discrimination or

preference.

(b) If the principal of all of the Bonds shall have become or have been declared due and payable,
to the payment of the principal and interest then clue and unpaid upon the Bonds without preference or
priority of principal over interest or of interest over principal, or of any installment of interest over any
other installment of interest, or of any Bond over any other Bond, ratably, according to the amounts due
respectively for principal and interest, to the persons entitled thereto without any discrimination or pref-
erence except as to any difference in the respective rates of interest specified in the Bonds a ,d coupons.

These provisions are in all respects subject to provisions in the Resolution as to the extension of payment

of principal and interest on the Bonds.

W henever monies are to be applied bv the Trustee pursuant to the provisions of this Section, such monies
shall be applied by the Trustee at such times, and from time to time, as the Trustee in its sole discretion shall
deten > *, having due regard to the amount oi such monies available for application and the likelihood of
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additional money becoming available lor such application in the futuic; the deposit of such monies with the
Paying Agents, or otherwise setting aside such monies in trust for the proper purpose, shall constitute proper
application by the Trustee; and the Trustee shall incur no liability whatsoever to the Bank, to any Bondholder
or to any other person for any delay in applying any such monies, so long as the Trustee acts with reasonable
diligence, having due regard for the circumstances, and ultimately applies the same in accordance with such
provisions of the Resolution as may be applicable at the time of application by the Trustee. Whenever the
Trustee shall exercise such discretion in applying such monies, it shall fix the date (which shall be an interest
payment date unless the Trustee shall deem another date more suitable) upon which such application is to be
made and upon such date interest on the amounts of principal to be paid on such date shall cease to accrue.
The Trustee shall give such notice as it may deem appropriate for the fixing of any such date. The Trustee
shall not be required to make payment to the Holder of any unpaid coupon or any Bond unless such coupon or
such Bond shall be presented to the Trustee for appropriate endorsement or for cancellation if fully paid.

Termination of Proceedings

In case any proceeding taken by the Trustee on account of any event of default shall have been discontinued
or abandoned for any reason, then in every’ such case the Bank, the Trustee and the Bondholders shall be
restored to their former positions and rights hereunder, respectively, and all rights, remedies, powers and
duties of the Trustee shall continue as though no such, proceeding had beer, taken.

Limitation 011 Rights of Bondholders

No Holder of any Bond shall have any right to institute any suit, actions, mandamus or other proceeding
in equity or at law hereunder, or for the protection or enforcement of any right under the Resolution or any
right under law unless such Holder shall have given to the Trustee written notice of the event of default or
breach of duty on account of which such suit, action or proceeding is to be taken, and unless the Holders
of not less than twenty-five pc; centum (25% ) in principal amount of the Bonds then Outstanding shall have
made written request of the Trustee after the right to exercise such powers or right of action, as the case
may be, shall have occurred, and shall have afforded the Trustee a reasonable opportunity cither to proceed
to exercise the powers herein granted or granted under the law or to institute such action, suit or proceeding
in its name and unless, also, there shall have been offered to the Trustee reasonable security and indemnity
against the costs, expenses and liabilities to be incurred therein or thereby, and the Trustee shall have refused
or neglected to comply with such request within a reasonable time; and such notification, request and offer
of indemnity’ arc hereby declared in every such case, at the option of the Trustee, to be conditions precedent
to the execution of the powers under this Resolution or for any other remedy hereunder or under law. It is
understood and intended that 110 one or more Holders of the Bonds hereby secured shall have any right in
any manner whatever by' his or their action to affect, disturb or prejudice the security' of the Resolution, or
to enforce any right hereunder or under law with respect to the Bonds or this Resolution, except in the
manner herein provided, and that all proceedings at law or in equity shall be instituted, had and maintained
in the manner herein provided and for the benefit of all Holders of the Outstanding Bonds and coupons.
Notwithstanding the foregoing provisions, the obligation of the Bank shall be absolute and unconditiond to
pay the principal and Redemption Price of and interest on the Bonds to the respective Holders thereof and
the coupons pertaining thereto at the respective due dates thereof, and not'mg herein shall affect or impair
the right of action, which is absolute and unconditional, of such Holders to enforce such payment.

Anything to the contrary notwithstanding, each Holder of any Bond by his acceptance thereof shall be
deemed to have agreed that any court in its discretion may require, in any suk fcr the enforcement of any
right or remedy under the Resolution or any Series Resolution, or in any suit against the Trustee for any
action taken or omitted by it as Trustee, the filing by any party litigant in such suit of an undertaking to pay
the reasonable costs of such suit, and that such court may in its discretion assess reasonable costs, including
reasonable attorneys’ fees, against any party litigant in any suit, having due regard to the merits and
good faith of the claims or defenses made by such party litigant; but the provisions of this paragraph shall
not apply to any suit instituted by the Trustee, to any suit instituted by any Bondholder, or group of Bond-
holders, holding at least twenty-five per centum (25% ) in principal amount of the Bonds outstanding, or
to any suit instituted by any Bondholder for the enforcement of the payment of the principal or Redemption
Price of or interest on any Bond on or after the respective due date thereof expressed in such Bond.
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Remedies Not Exclusive

No remedy conferred upon or reserved to the Trustee or to the Holders of the Bonds under the Resolution
is intended to be exclusive of any other remedy or remedies, and each and every such remedy shall be cumulative
and shall be in addition to any other remedy given thereunder or now or hereafter existing at law or in equity

or by statute.

No W aiver of Default

No delay or omission of the Trustee or of any Holder of the Bonds to exercise any right or power
accruing upon any default shall impair any such right or power or shall be construed to be a waiver of any
such default or an acquiescence therein; and every power and remedy given by the Resolution to the Trustee
and the Holders of the Bonds, respectively, may be exercised from time to time and as often as may be

deemed expedient.

Notice of Event of Defnult

The Trustee shall give to the Bondholders notice of each event of default under the Resolution known to the
Trustee within ninety (90) days after knowledge of the occurrence thereof, unless such event of default shall
have been remedied or cured before the giving of such notice; provided that, except in the case of default
in the payment of the principal or Redemption Price of or interest on any of the Bonds, or in the making
of any payment required to be made into the General Fund or the Reserve Fund, the Trustee shall be
protected in withholding such notice if and so long as the board of directors, the executive committee, or a
trust committee of directors or responsible officers of the Tnistee in good faith determines that the with-
holding of such notice is in the interests of the Bondholders. Each such notice of event of default shall be
given bv the Trustee by mailing written notice thereof: (1) to all registered Holders of Bonds, as the names
and addresses of such Holders appear upon the books for registration and transfer of Bonds as kept ly the
Trustee; (2) to such Bondholders as have filed their names and addresses with the Trustee for that purpose;
and (3) tosuch other personsas is required by law.

.MODIFICATIONS OF RESOLUTIONS AND OUTSTANDING BONDS

The Resolution provides procedures whereby the Bank- may amend the Resolution or a Series Resolution
by adoption of a supplemental resolution. Amendments that may be made without the consent of Bondholders
must be for purposes of further securing the Bonds, imposing further limitations on or surrendering rights
of the Bank or curing ambiguities.

Amendments of the respective rights and obligations cf the Bank and the Bondholders may be made with
the written consent of the Holders of not less than sixty-six and two-thirds per centum ( 6 in principal
amount of the outstanding Bonds to which the amendment appliw; but no such amendment shall permit a
change in the terms of redemption or maturity of the principal of any Bond or of any installment of interest
thereon or a reduction in the principal amount or Redemption Price thereof, or the rate of interest thereon or
reduce the percentages or otherwise affect the classes of Bonds the consent of the Holders of which is required
to effect such amendment.

Amendments may be made in any respect with the written consent of the Holders of all of the Bonds then

outstanding.
DEFEASANCE

1. If the Bank shall pay or cause to be paid to the Holders of all Bonds and coupons then Outstanding,
the principal and interest and Redemption Price, if anv, to become due thereon, at the times and in the
manner stipulated therein and in the Resolution, then, at the option of the Bank, expressed in an instrument
in writing signed by an Authorized Officer and delivered to the Trustee, the covenants, agreements and
other obligations of the Bank to the Bondholders shall be discharged and satisfied. In such event, the
Trustee shall, upon the request of the Bank, execute and deliver to the Bank all such instruments as may
be desirable to evidence such discharge and satisfaction and the Fiduciaries shall pay over or deliver to the
Bank all money, securities and funds held by them pursuant to the Resolution which .are not required for
the payment or redemption of Bonds or coupons not theretofore surrendered for such payment or redemption.
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2. Bonds or coupons or interest installments for the payment or redemption of which moneys shall
have been set aside and shall he held in trust by the Fiduciaries (through deposit by the Bank of funds for
such payment or redemption or otherwise) at the maturity or redemption date thereof shall be deemed to
have been paid within the meaning and with the effect expressed in paragraph 1 above. All Outstanding Bonds
of any Series and all coupons appertaining to such Bonds shall prior to the maturity or redemption date thereof
be deemed to have been paid within the meaning and with the effect expressed in paragraph 1 above if (a) in
case any of said Bonds are to be redeemed on any date prior to their maturity, the Bank shall have given to
the Trustee in form satisfactory to it. irrevocable instructions to publish as provided in the Resolution notice
of redemption on said date of such Bonds, (b) there shall have been deposited with the Trustee cither moneys
in an amount which shall be sufficient, or direct obligations of the United States of America the principal of
and the interest on which when due will provide moneys which, together with the moneys, if any, deposited
with the Trustee at th» same time, shall be sufficient, to pay when due the principal or Redemption Price, if
applicable, and interest due and to become due on said Bonds on and prior to the redemption date or maturity
date thereof, as the case may be, and (c) in the event said Bonds are not by their terms subject to redemption
within the next succeeding 60 days, the Bank shall have given the Trustee in form satisfactory to it irrevocable
instructions to publish, as soon as practicable, at least twice, at an interval of not less than seven days between
publications, in an Authorized Newspaper a notice to the Holders of such Bonds and coupons that the deposit
required by (b) above has been made with the Trustee and that said Bonds and coupons are deemed to have
been paid in accordance with this Section and stating such maturity or redemption date upon which moneys
are to be available for the payment of the principal or Redemption Price, if applicable, on said Bonds. Neither
direct obligations of the United States of America or moneys deposited with the Trustee pursuant to the pro-
vision in the Resolution providing for defeasance nor principal or interest payments on any such securities
shall be withdrawn or used for any purpose other than, and shall be held in trust for, the payment of the
principal or Redemption Price, if applicable, and interest on said Bonds: provided that any cash received from
such principal or interest payments on such direct obligations of the United States of America deposited with
the Trustee, if not then needed for such purpose, shrill, to the extent practicable, be reinvested in direct obliga-
tions of the United States of America maturing at times and in amounts sufficient to pay when due the principal
or Redemption Price, if applicable, ar.d interest to become due on said Bonds on and prior to such redemption
date at maturity date thereof, as the case may be, and interest earned from such reinvestment shall he paid over
to the Bank, as received by the Trustee, free and clear of any trust. lien or pledge.

3. Anything in the Resolution to the contrary notwithstanding, any moneys held by a Fiduciary in
trust for the payment and discharge of any of the Bonds or coupons which remain unclaimed for six years
after the date when such Bonds have become due and payable, either at their stated maturity dates or by
roll for earlier redemption, if such moneys were held by the Fiduciary atsuch date, or for six years after
the date of deposit of such moneys if deposited with the Fiduciary afterthe said date when such Bonds
became due and payable, shall, at the written request of the Bank, be repaid by the Fiduciary to the Bank,
as its absolute property and free from trust, and the Fiduciary shall thereupon be released and discharged
with respect thereto and the Bondholders shall look only to the Bank for the payment of such Bonds and
coupons: provided, however, that before being required to make any such payment to the Bank, the Fiduciary
shall, at the expense of the Bank, cause to be published at least twice, at an interval of not less than seven
days between publications, in an Authorized Newspaper, a notice that said moneys remain unclaimed and
that, after a date named in said notice, which date shall be not less than 30 days after the date of the fir.,i
publication of such notice, the balance of such moneys then unclaimed will be returned to the Bank.

AGREEMENT OF THE STATE AND THE BANK

Section 4621 of the Act provides that the State does pledge to and agree with theholders of the bonds or
notes of the Bank that it will not limit or restrict the rights vested in the Bank to fulfill the terms of any
agreement made with bondholders or noteholders, or in any way impair the rights or remedies of such holders
until the bonds and notes, together with the interest thereon, with interest on any unpaid installments of
interest, and all costs and expenses in connection with any action or proceedings by or on behalf of such
holders, are fully met and discharged, and, under the Resolution, the Bank covenants that it will not cause the

State to take any such action.
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BONDS AS LEGAL INVESTMENTS

Under the provisions of Section 4623 of the Act. the Bonds, in the State of Vermont, arc made securities
in which all public officers and bodies of the State and all its municipalities and municipal subdivisions, all
insurance companies and associations, and other persons carrying on an insurance business, all banks, bankers,
trust companies, savings banks and savings associations, including savings and loan associations, building and
loan associations, investment companies and other persons carrying on a banking business, all administrators,
guardians, executors, trustees ar.d other fiduciaries, and all other persons whatsoever who are now or may
hereafter be authorized to invest in bonds or other obligations of the State, may properly and legally invest
funds, including capital, in their control or belonging to them.

SECURITY FOR PUBLIC DEPOSITS
Bonds or notes of the Bank are authorized security for any and all public deposits in the State of Vermont.

TAX EXEMPTION .

Interest on the 1970 Series A Bonds is exempt, in the opinion of Hawkins Delafield & Wood, Bond

Counsel to the Rank, under the existing statute and court decisions from Federal income taxes, and under

the provisions of the Act. the 1970 Series A Bonds and the interest thereon and the income therefrom arc
exempt from taxation by the State of Vermont, except for transfer, inheritance and estate taxes.

NO LITIGATION
There is no controversy or litigation of any nature now pending, or to the knowledge of the Bank,
threatened, restraining or enjoining the issuance, sale, execution or delivery of the 1970 Series A Bonds, or
prohibiting the Bank from making the Loans with the proceeds of said Bonds, or in any way contesting
or affecting the validity of the 1970 Series A Bonds or any proceedings of the Bank taken with respect to
the issuance or sale thereof, or the pledge or application of any monies or security provided for the payment
of the 1970 Series A Bonds or the existence or powers of the Bank.

APPROVAL OF LEGALITY

All legal matters incident to the authorization, issuance, sale and delivery of the 1970 Scries A Bonds
arc subject to the approval of Messrs. Hawkins. Delafield & Wood, New York City, Bond Counsel to the
Bank. AIl Loans will be made bv the Bank subject to the approval of the Municipal Bonds securing the
respective Loans and to the validity and enforceability of the respective Loan Agreements entered into by
each of the Municipalities by bond counsel to each of the Municipalities and such bond counsel will, at the time
of the making of each Loan, provide the Bank with an opinion as to the validity and enforceability of the
Municipal Bonds securing the Loan and the Loan Agreement entered into by the Municipality.

All quotations from, and summaries and explanations of, the Act, the Resolution, the Series Resolution
and the Loan Agreements contained herein do not purport to he complete and reference is made to said law
and Resolutions for full and complete statements of their provisions. The Appendices attached hereto are a
part of this Official Statement. Copies, in reasonable quantity, of the Act. the Resolution and the Series
Resolution may be obtained upon request directed to the Bank or to the Underwriters.

Any statements in this Official Statement involving matters of opinion, whether or not expressly so
stand, arc intended as such and not as representations of fact. This Official Statement is not to be construed as
a contract or agreement between the Bank and the purchasers or Holders of any of the 1970 Series A Bonds.

VERMONT MUNICIPAL BOND BANK

Dated: December 21, 1970 By: /s/ James C. Davis

Chairman
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APPENDIX A

DEFIN

ITIO NS

The following are definitions cf certain of the terms that are used in either the Act and/or the Resolution and
used in this Official Statement (but not otherwise defined herein) and have the following meanings unless the con-

text shall clearly indicate some other meaning.
the definitions and usage contained therein.

"Accountant's Certificate” shall mean a certificate signed by
a certified public accountant or a firm oi certified public ac-
countants of recognized standing selected by the Bank ar.d
satisfactory to the Trustee.

"Administrative Expenses” shall tnean the Bank's expenses
of carrying out and administering its powers, duties and func-
tions. as authorized by the Act, and shaif include, without
limiting the generality of the foregoing: administrative ex-
penses. legal, accounting and consultant’s services and expense!,
payments to pension, retirement, health and hospitalization
funds, and any other expenses required or permitted to be paid
by the Bank under the provisions of the Act or the Resolution
or otherwise.

"Aggregate Debt Service” for any period shall mean, as of
any date of calculation with respect to all Bonds, the sum
of the amounts of Debt Service for such period.

"Authorised Officer" shall mean any member of the Bank,
its Chairman and any other officer or employee of the Bank
authorized by resolution of the Bank to perforin the act or
sign the document in Question.

“Bondholder” or “fielders of Bonds" os "Ho cr" (when
used with reference to Bonds? or any similar ter 1 mean
any person or party who shall be the beaicr of ~.y >.uistand-
ing Bond or Bonds registered to bearer or not registered or the
registered owner of any Outstanding Bond or Bonds which
shall at the time be registered other than to bearer and
"Holder" (when used with reference to coupons) shall mean
any person who shall be the bearer of such coupons.

"Debt Service" for any period shall mean, as of any date of
calculation and with respect to any Scries, an amount equal to
the sum of (i) interest accruing during such period on Bonds
of such Series, and (ii) that portion of principal for such
Series which would accrue during such period if such principal
were deemed to accrue daily in equal amounts from the next
preceding principal payment date for such Series (or, if there
shall be no such preceding principal payment date, from a date
one year preceding die due date of such principal payment or
from the date of delivery of such Series of Bonds if such date
occurred less than one vcrr prior to the date of such principal
payment). Such interest and principal payments for such
Scries shall be calculated on the assumption that no Bonds of
such Series Outstanding at the date of calculation will cease
to be Outstanding except by reason of the payment of the prin-
cipal payment on the due date thereof.

"Fees and Charges" shall mean all fees and charges au-
thorized to be charged by the Bank pursuant to subsection
(8) of section 4591 of the Act and charged by the Bank to
Municipalities pursuant to the terms and provisions of Loan
Agreements.

_ "Fiduciary" or "Fiduciaries" shall mean the Trustee, any Pay-
ing Agent, or any or all of them, as may be appropriate.

"Fiscal Year" shall mean any twelve (12) consecutive calen-
dar months commencing with the first day of December and
ending on the last day of the following November.

"Loan" shall mean a loan made by the Bank to the Munici-
pality pursuant to the Act.

~"Loan Accounts” shall mean the accounts by that name estab-
lished by the Resolutions.
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In all instances, reference is made to the original documents, and

"Loan Agreement"” shall mean an agreement between the Bank
and a Municipality setting forth the terms and conditions of a
Loan and more particularly described in the applicable Series
Resolution.

"Loan Obligations" shall mean the proportionate amount ol
Bonds issued by the Bank to obtain funds with which to make
Loans as certified to the Trustee by the Bank pursuant to the
Resolution.

“Municipal Bonds Interest Payment” shall mean that portion
of a Municipal Bonds Payment made or required to be made
by a Municipality to the Bank which represents the interest due
or to become due on the Municipality's Municipal Bonds.

“Municipal Bonds Principal Payment” shall mean that portion
of a Municipal Bonds Payment made or required to be made
by a Municipality to the Bank which represents the principal
due or to become due on the Municipality's Municipal Bonds.

"Municipality" shall mean any Governmental Unit as defined
by tl’c Act.

_“Municipality’s Allocable Proportion” shall mean the propor-
tionate amount oi the total requirement in respect oi which the
term is used determined by the ratio that the total oi the
MuniciPaIity’s Loan Obligation then Outstanding bears to the
total of all' Loan Obligations then Outstanding.

"Municipality's Loan Obligation" shall mean the proportion-
ate amount of Bonds issued by the Bank for the purpose oi
obtaining funds to make a Loan to a Municipality as certified
to the Trustee by the Bank.

"Notes” shall mean any obligations issued by the Bank other
than Bonds or bonds or other obligations.

"Redemption Price” shall mean, with respect to any Bond,
the principal amount thereof, plus the applicable premium, if
any, payable upon redemption thereof pursuant to the Resolution
and éhe Scries Resoluticn pursuant to which the same was
issued.

_ "Refunding Issue” shall mean all Bonds delivered on original
issuance pursuant to the icfunding provisions of the Resolution.

"Reserve Fund Obligations" shall mean the proportionate
amount of Bonds issued by the Bank to obtain funds with which
to establish the Reserve Fund.

"Required Debt Service Reserve" shall mean, as of any date of
calculation, the amount required to be on deposit in the Reserve
Fund which amount shall be enual to the maximum amount of
principal and interest maturing and becoming due in any suc-
ceeding calendar year rounded to the next highest integral
multiple of $5,000 on all Loan Obligations then Outstanding as
of such date of calculation and shall include the amount of
interest then earned or accrued to such date of calculation pro-
vided, however, that such amount shall not exceed “maximum
debt service reserve” as defined in the Act.

"Series of Bonds" or "Bonds of a Series” or words of similar
meaning shall mean the Series of Bonds authorized by a Series
Resolution.

“Series Resolution” shall mean a resolution of the Bank au-
thorizing the issuance oi a Scries of Bonds in accordance with
the provisions of the Resolution.

"Supplemental Resolution” shall mea,. a resolution supple-
mental to or amendatory of the Resolution, adopted by the
Bank in accordance with™ the Resolution.



APPENDIX B
MUNICIPALITIES AND TIIEIK MUNICIPAL BONDS

AH of the following named Municipalities have executed Loan Agreements, which Loan Agreements guall
be executed by the Bank prior to the sale of the 1970 Series A Bonds. Each Loan Agreement provides that
simultaneously with the delivery of the Municipality’s Bond or Bonds to the Bank, the Municipality dwall
fumish to the Bank an opinion of bond counsel satisfactory to the Bank which gall set forth among other things
the ucjualified approval of said Municipality™s Bond or Bonds then being delivered to the Bank and that said
Municipalitys Bond or Bonds will constitute valid general obligations of the Municipality.
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Deoelegerl

1971
1972
1971
1974
1975
1976
1977
1978
1979
1980
1981
1982
19S3
1984
1985
1986
1987
1988
1989
1990

LOAN OBLIGATIONS AND RESERVE FUND OBLIGATIONS

Qe i B DI FRere R il Chlicaticns)
Arircicel Interest Debit Sarvice

$ 1,755,000 $ 2,318,765.00 $ 4,073,765.00

2,480,000
2,470,000
2,440,000
2,390,000
2,395,000
2,400,000
2,385,000
2,380,000
2,390,000
2,350,000
2,335,000
2,335,000
2,335,000
2,350,000
2,400,000
2,695,000
2,145,000
1,980,000
1,590,000

2,235,402.50
2,117,602.50
2,000,277.50
1,884,337.50
1,770,852.50
1,657,090.00
1,537,090.00
1,417,840.00
1,298,840.00
1,179,310.00
1,061,840.00
945,090.00
825,340.00
709.255.00
557,055.00
459,855.00
314,325.00
196,350.00
87,450.00

4,715,402.50
4,587,602.50
4,440,277.50
4,274,377.50
4,165,852.50
4,057,090.00
3,922,090.00
3,797,840.00
3,688,840.00
3,529,340.00
3,396,840.00
3,280,090.00
3,163,340.00
3059,255.00
2,987,055.00
3,154,855.00
2,459,325.00
2,176,350.00
1,677,450.00

$46,000,000 $24,607,037.50 $70,607,037.50

N OBLI GAE‘IE

o i pis i

Prirciel

2,340,000
2,315,000
2,295,000
2,270,000
2,270,000
2,265,000
2,255,000
2,250,000
2,240,000
2,220,000
2.210,000
2.210,000
2,205,000
2,200,000
2,175,000
2,090,000
1,650,000
1,290,000

735,000

Interest

1,985,390.00
1,874,240.00
1,764,277.50
1,655,265.00
1,547,440.00
1,439,615.00
1,326,365.00
1,213,615.00
1,101,115.00
989,115.00
878.115.00
767,615.00
657,115.00
544,660.00
430,260.00
314,985.00
202,125.00
111,375.00
40,425.00

Debot Service

$ 1,745,000 $ 2,068,277.50 $ 3,813,277.50

4,325,390.00
4,189,240.00
4,059,277.50
3,925,265.00
3,817,44000
3,704,615.00
3,581,365.00
3,463,615.00
3,341,115.00
3,209,115.00
3,088,115.00
2,977,615.00
2,862,115.00
2,744,660.00
2,605,260.00
2,404,985.00
1,852,125.00
1,401,375.00

775,425.00

$41,230,000 $20,911,390.00 $62,141,390.00

R@EEUND géBLIGATIOgS
J
n
Prircial Interest Debot Serviice

$ 10,000 $ 250.4S7.50 $ 260,487.50

140,000
155,000
145,000
120,000
125,000
135,000
130,000
130,000
150,000
130,000
125,000
125,000
130.000
150,000
225,000
605,000
495,000
690,000
855,000

250,012.50
243,362.50
236,000.00
229,112.50
223,412.50
217,475.00
210,725.00
204,225.00
197.725.00
190,225.00
183,725.00
177,475.00
171,225.00
164,595.00
156,795.00
144,870.00
112,200.00

84,975.00

47,025.00

390,012.50
398,362.50
381,000.00
319,112.50
348,412.50
352,475.00
340,725.00
334,225.00
347,725.00
320,225.00
308,725.00
302,475.00
301,225.00
314,595.00
381,795.00
749.570.00
607,200.00
774,975.00
902,025.00

$4,770,000 $3,695,647.50 $8,465,647.50

X1dN3IddVY
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APPENDIX D

Upon the delivery of the 1970 Series A Bonds, Bond Counsel to the Bank proposes to
issue itsapproving opinion in substantially the following form:

11AWKINS, DELAFIELD & WOOD
67 Wall Street
New York, New York i.0905

Vermont Municipal Bond Bank
Montpelier, Vermont

Sirs:
We have examined certified copies of the proceedings of the Vermont Municipal Bond Bank
(herein called “Bank’™), a body politic and corporate and instrurentality exercising public and essential

governmental functions of the State of Vermont, organized and existing under the laws of the State
of Vermont and other proofs submitted to us relative to the issuance and sale of

$46,000,000
VERMONT MUNICIPAL BOND BANK
1970 Series A Bonds

The 1970 Scries A Bonds will mature on the dates and in the principal amounts, and will bear
interest at the respective rates per annum, as folloas:

Decertber ! o et Decerber 1 i gt
1971 $1,755,000 4)4% 1951 $2,350,000 5 %
1972 2,480,000 24 1982 2,335.000 5
1973 2.470.000 a4 1953 2,335,000 5
1974 2.440,000 D4 194 2,335,000 5.10
1975 2,390,000 DA 19S5 2,350,000 5.20
1976 2,395,000 24 1.9% 2,400,000 5.30
1977 2,400,000 5 1987 2,695,000 5.40
197S 2,355,000 5 1988 2,145,000 5/z
1979 2,350,000 5 1989 1,980,000 5K
19S0 2,390,000 5 1990 1,590,000 5y2

The 1970 Series A Bonds are dated December 1, 1970, except as provided in the Resolutions with respect
o registered 1970 Series A Bonds. Interest on the 1970 Series A Bonds is payable semi-annually on
June 1 and December 1 in each year. The 1970 Series A Bonds are subject to redemption prior to
maturity and coupon and registered 1970 Scries A Bonds arc interchangeable upon the terms and condi-
tions set forth in the Resolutions. The 1970 Scries A Bonds are in the form of coupon bonds, in the
denomination of $5,000 or in registered form without interest coupons in the denomination of $5,000 or
a multiple thereof. The 1970 Scries A Bonds are lettered and numbered as follows: coupon 1970 Scries
A Bonds are lettered A and registered 1970 Series A Bonds are lettered AR ; the coupon and registered
bonds are numbered separately from one consecutively upwards.

We have also examined one of said 1970 Series A Bonds as executed (Bond No )-
We have also examined certain opinions of bond counsel to the Municipalities relative to the

validity and enforcesbility of the Municipal Bonds securing the Loans financed by the Bank from the
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proceeds of the 19/0 Series A Bonds and to the validity and ernforoeebility of the respective Loan
Agreements entered into by each of the Mnicipalities.

We are of the opinion that such proceedings and proofs show lawful authority for the issuance
and sale of the 1970 Series A Bonds pursuant to Public Act Xo. 216 of the Laws of Vermont enacted by
the General Assembly of the State of Vermont at the 1969 Adjourned Session known as and cited as the
Vermont Municipal Bond Bank Law (herein called “Act’), a General Bond Resolution duly adopted
by the Bank and entitled: A Resolution Cheating and Establishing an Issue ok Bonds ok tiie
Vermont M unicipal Bond Bank ; Providing kor tiie Issuance krom Time to Time ok Said
Bonds; Providing for tiie Payment of Principal and Interest of Said Bonds, and Provid-
ing for tiie Rights ok the Holders Thereof."”, and a Series Resolution duly adopted by the Bank
and entitled: “A Series Resolution A uthorizing the Issuance of $16,000,000 1970 Series A Bonds,
of the Vermont Municipal Bond Bank,” said resolutions being herein oollectively called the
“Resolutions” and that the 1970 Series A Bonds are valid and legally binding general obligations of the
Bank for the payment of which, in accordance with their terms, the full faith and credit of the Bank have
been legally and validly pledged. The 1970 Series A Bonds, together with all other Bonds hereafter issued
by the Bank within the terms, provisions and limitations ot the General Bond Resolution, are additionally
secured by a pledge and assignment of all Municipal Bonds securing Loans made by the Bank, by a
pledge of and lien on the Municipal Bonds Payments, and by a pledge of and lien on the monies and
seaurities in certain funds and accounts, including the General Fund and Reserve Fund, established under
said General Bond Resolution, all as provided in said Resolutions.

We are further of the opinion that the Bank in the General Bond Resolution liss validly covenanted
and will be legally obligated to diligently enforce, and take all reasonable steps, actions and proceedings
necessary for the enforcement of, all terms, covenants and conditions of the Municipal Bonds securing
the Loans made by the Bank, including the prompt ocollection of Municipal Bonds Payments and Fees
and Charges, and to make and deliver to the Governor or the Governor-elect of the State of Vermont,
in compliance with the provisions of the Act, the certificate stating the amount, if any, required to
restore the Reserve Fund to the Required Debt Service Reserve. We are further of the opinion that
the State of Vermont, by its General Assembly, is legally authorized, but not legally abligated, to appro-
priate annual ly such sum as gall have been certified by the Chairman of the Bank to the Governor or the
Govermor-elect as iIs necessary 1o restore the Reserve Fund to an amount equal to the Required Debt
Service Reserve, and upon the making of such appropriations in accordance with the Act there dall be
paid to the Bank for deposit in the Reserve Fund the amounts appropriated. The Bank has entered into
certain further covenants with the holders of the 1970 Series A Bonds for the terms of which reference s
made to the General Bond Resolution.

We are further of the opinion that, under the terms, restrictions and conditions contained iIn the
General Eond Resolution, the Bank may hereafter issue additional series oi Bonds on a parity with
the 1970 Series A Bonds secured by an equal charge and lien on the Municipal Bonds and Municipal
Bonds Payments and payable equally from the General Fund and Reserve Fund.

We are further of the opinion that the interest on the 1970 Scries A Bonds iIs exempt under the
existing statute and court decisions from Federal income taxes, and ur.der the provisions of &\ Act, the
1970 Series A Bonds and the interest thereon and the income therefrom are exempt from taxation by
the State of Vermont, except for transfer, inheritance and estate taxes.

Respectfully yours,
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t IN THE HOUSE BY THE FINANCE COMMITTEE
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CS FOR HOUSE BILL NO. 1*02
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating tc a municipal bond bank authority;
and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS M is amended by adding a new chapter to read:

BE5S © co g oo o~ w

CHAPTER 58. ALASKA MUNICIPAL BOND BANK AUTHORITY.

Sec. til.58.010. LEGISLATIVE POLICY, (a) It is the policy of the

= =

state

&3

(&) to foster and promote by all reasonable means the pro—
vision of adequate capital markets and facilities for borrowing money
by political subdivisions of the state to finance public improvements
or purposes, to assist political subdivisions in fulfilling their
capital needs and requirements by use of borrowed money within
statutory Interest rate or cost of borrowing limitations, to the
greatest extent possible to reduce costs of borrowed money to taxpayers i
and residents of the state, and equally to encourage continued investor |
interest in the purchase of bonds cr notes of political subdivisions as
sound and preferred securities for capital investment;

(2) to encourage political subdivisions to continue their
independent undertakings and financing of public Improvements and
purposes and assist them by making capital funds available at reduced
interest costs for orderly financing of public Improvements and purposes

during periods of restricted credit or money supply, particularly for

those political subdivisions not otherwise able to borrow for capital

BN RBEBRERRESEBE =B aB B e

needs during those periods.
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(b) It is further declared by the legislature that current credit
and municipal bond market conditions require the exercise of rhe powers
of the state in the interest of its political subdivisions to further
and implement the policies declared in (a) of this section by authoris—
ing a state bond bank authority to be created as a Dody corporate and
politic to have full powers to borrow money and tc 1issue its bonds and
notes to make capital funds available for borrowing by political sub-—
divisions and by granting broad powers to the bond bank authority to
carry out the declared policies which are in the public interest of
the state and its taxpayers and residents.

(c) It is further declared by the legislature that state funds
should be applied or authorized to be paid to a state bond bank
authority only to provide adequate assurance and security to tne holders
of the bonds or notes of the bond bank autnority; and further that the
bond bank authority should conduct 1its operations to provide the lowest
rates in terms of borrowing to political subdivisions as 1is consistent
with a self-supporting operation with no expectation of subsidization
with state funds.

Sec. M . 58.020. MUNICIPAL BOND BANK AUTHORITY. There 1is created
the Alaska Municipal Bond Bank Authority. The authority 1is a public
corporation of the state. The corporation 1is an instrumentality of
the state within the Department of Revenue but has a legal existence
Independent of and separate from the state and has continuing
succession until its existence 1is terminated by law. The exercise by
the authority of the powers conferred by this chapter 1is considered an

essential governmental function of the state.
Sec. M. 58.030. MEMBERSHIP AND VACANCIES. The bond bank authority
consists of the following five directors; the commissioner of revenue,

who shall be a director ex officio, and four directors appointed by



the governor. The appointment of each director other than the
commissioner of revenue is subject to confirmation by the legislature.
The four directors appointed by the governor serve for four year terms.
They must be residents of the state and qualified voters at the time

of appointment. The directors first appointed shall have terms of one,
two, three and four years respectively. Each director shall hold
office for the term of his appointment and until his successor has been
appointed and qualified. The four directors appointed by the governor
serve at the pleasure of the governor. A director is eligible for
reappointment. A vacancy in the directorshlD occurring other than by
expiration of term shall be filled in the same manner as the original
appointment but for the unexpired term only. Each director before
entering upon his duties shall take and subscribe to an oath to perform
the duties of his office faithfully, impartially and justly to the best
of nis ability. A record of the oath shall be filed in the office of
the governor.

Sec. 44.58.040. OFFICERS AND QUORUM. The directors shall elect
one of their number as chairman. The directors shall elect a secretary
and a treasurer who need not be directors, and the same person may be
elected to serve both as secretary and treasurer. The powers of the

bond bank authority are vested in the directors and three directors of

the bond bank authority shall constitute a quorum. A quorum must always

include the commissioner of revenue. Action may be taken and motions
and resolutions adopted by the bond bank authorityat any meeting by

the affirmative vote of at least three directors. No vacancy in the

directorship of the bond bank authority may Impair the right of a quorunl

to exercise all the powers and perform all the dutiesof the bond bank

authority.
Sec. 44.58.050. BONDING OF MEMBERS. Before the issuance of any
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bonds or notes under this chapter, each director shall execute a surety
bond in the penal sum of $25,000 and the treasurer shall execute a
surety bond in the penal sum of $50,000. Each surety bond shall be
conditioned upon the faithful performance of the duties of the office
of the director or treasurer, to be executed by a surety company
authorized to transact business in the State of Alaska as surety and
filed in the office of the lieutenant governor. After issuance of any
bonds or notes by the bond bank authority each director shall maint.

his surety bond in force. All costs of the surety bonds shall be

borne by the bond bank authority.

Sec. 44.58.060. COMPENSATION AND EXPENSES. The directors of the
bond bank authority shall serve without compensation, but the bond
bank authority shall reimburse its directors for actual expenses neces—
sarily incurred in the discharge of their duties. Notwithstanding any
other law, an officer or employee of the state shall not be considered
to forfeit his office or employment or any benefits by reason of his
acceptance of the office of director of the bond bank authority.

Sec. 44.58.070. STAFF. The bond bank authority may employ such
officers, agents and employees as it may require and determine their
qualifications, terms of office, duties and compensation.

Sec. 44.58.080. CONFLICT OF INTEREST. No officer, employee or
agent of the bond bank authority may have any interest, direct or
indirect, in any contract or proposed contract for services or materials
to be furnished to or used by the bond bank authority, other than for
his contract of appointment or employment. Neither the holding of an
office or employment 1in the government of the state or of a political

subdivision nor employment or interest in a private banking or financial

business or enterprise is a disqualifying interest per se. No director

appointed may be considered by reason of his employment or interest 1in a



private banking or financial business or enterprise to have a dis—
qualifying interest per se. This section is not applicable to
personnel whose services are purchased by the bond bank authority on
an independent contract basis.

Sec. "41J.58.090. POWERS OP BOND BANK AUTHORITY. The bond bank
authority may

(1) sue and be suea;

(2) adopt an official seal and alter the seal at pleasure;

(3) make and enforce bylaws and rules for the conduct of
its business and for the use of its services and facilities;

(i)) maintain an office at any place within the state;

(5) acquire, hold, use and dispose of its income, revenues,
funds and money;

(6) acquire, rent, lease, hold, U3e and dispose of other
personal property for its purposes;

(7) borrow money ar.d issue its negotiable bonds or notes
and provide for and secure their payment, provide for the rights of
their holders and purchase, hold and dispose of any of its bonds or
notes;

(8) fix and revise from time to time and charge and collect
fees and charges for the use of its services or facilities;

(9) accept gifts or grants from the United States, or from
any governmental unit or any person, firm or corporation, carry out the
terms or provisions or make agreements with respect to the gifts or
grants, and do any and all things necessary, useful, desirable or
convenient 1in connection with procuring, accepting or disposing of
the gifts or grants;

(10) do anything authorized by this chapter, tnrough 1its

officers, agents or employees or by contracts with a person;
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(11) make, enter into and enforce all contract.*! necessary,
convenient or desirable for the purposes of the bond bank authority or
pertaining to any loan to a political subdivision, a purchase or sale
of municipal bonds or other investments, or the performance of its
duties and execution Ol’any of its powers under this chapter;

(12) purchase or hold municipal bonds at prices and in a
manner the bond bank authority deems advisable, and se”i municipal
bonds acquired or held by it at prices without relation to cost and in
a manner the bond bank authority deems advisable;

(13) invest funds or money of the bond banx authority not
required at the time of investment for loan to political subdivisions
for the purchase of municipal bonds, in the same manner as permitted
for investment of funds belonging tothe state, except as otherwise
provided in this chapter;

(1) prescribe the form of application or procedure
of a political subdivision for a loan or purchase of 1its municipal
bonds, fix the terms and conditions of the loan or purchase, and enter
into agreements with political subdivisions with respect tc loans or
purchases;

(15) render services to a political subdivision in
connection with a public or private sale of its municipal bonds, in—
cluding advisory and other services, and charge for services rendered;

(16) charge for 1its costs and services 1in review or con-—
sideration of a proposed loan to a political subdivision or purchase
by the bond bank authority of municipal bonds of the political sub-—

division, whether or not the loan is made or the municipal bonds

purchased;
(17) fix and establish terms and provisions with respect to

a purchase of municipal bonds by the bond bank authority, including

required
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date and maturities of such bonds, provisions as to redemption or
payment before maturity, and any other matters which 1in connection with
the purchase are necessary, desirable or advisable in the judgment of
the bond bank authority;

(18) procure insurance against any losses in connection
with its property, operations or assets in amounts and from insurers
as it deems desirable;

(19) to the extent permitted under its contracts with the
holders of bonds or notes of the bond bank authority, consent to any
modification of the rate of interest, time and payment of any install—
ment of principal or interest, security or any other term of any bond
or note, contract or agreem®" it of any kind to which the bond bank
authority 1is a party; and

(20) do all acts and things necessary, convenient or
desirable to carry out the powers expressly granted or necessarily
implied in this chapter.

Sec. *111.58.100. LIMITATIONS. Under this chapter the bond bank
authority may not

(1) make 1loans of money to any person, firm or corporation
other than a political subdivision, or purchase securities issued by a
person, other than a political subdivision except for investment
as provided in this chapter, or

(2) emit bills of credit, accept deposits of money for
time or demand deposit, administer trusts, or engage 1in any form or
manner in, or in the conduct of, a private or commercial banking
business, or act as a savings bank or savings and loan association, or

(3) be or constitute a bank or trust company within the

jurisdiction or under the control of a regulatory or supervisory board

or department of the state or the Comptroller of theCurrency cf the

7 CSHB *102



~

©

E BB B o

26

27

28

29

United States or the Department of the Treasury,

Board of the United States, or

4 be or constitute a bank,

or Federal Reserve

banker or dealer in securities

within the meaning of or subject to the provisions of any securities,

securities exchange, or securities dealers lav;, of the United States

or of this state or of any other state.

Sec. U4.58.110. ANNUAL REPORT AND AUDIT.

On or before the last

day of September of each year the bond bank authority shall make a

report of its activities for the preceding fiscal
and to the legislature. The

operating and financial statement covering

report shall

year. The bond bank authority slk._ 1 cause an audit of

accounts to be made at least once
accountants and the cost of the audit shall

of the bond bank authority and a copy of the audit shall

the commissioner of revenue.

year to the governor
set forth a complete

its operations during the

its books and

in each year by certified public

be considered an expense

be filed with

Sec. 44.58.120. ANNUAL BUDGET. (a) Not later than January 1

of each year the bond bank authority shall

the succeeding fiscal year.

The budget shall

adopt an annual budget for

set forth the general

categories of expected expenditures and the amount on account of each

and shall include a provision or reserve for contingencies and over —

expenditures as well as any additional material as the bond bank

authority may determine.

chairman of the bond bank authority shall

Copies of the annual

budget certified by the

be promptly fileu with the

commissioner of revenue®and tne director of budget and management,

Department of Administration,

effective until Tfiled.

and the annual

budget shall not be

(b) The bond bank authority may at any time adopt an amended annual bud—

get for the current fiscal

3SHB 402

year,

but the amended annual
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supersede any prior budget until the amended budget 1is approved by the
commissioner of revenue as reasonable and necessary, and filed as
required in the case of the annual budget.

Sec. 44.58.130. CARE AND CUSTODY OF BONDS. The bond bank authority
may enter into agreements or contracts v/ith any bank, trust company,
banking or financial institution within or without the state as may
be necessary, desirable or convenient in the opinion of the bond bank
authority for rendering services in connection v/ith the care, custody
or safekeeping of municipal bonds or other investments held or owned
by the bond bank authority an( services in connection with the payment
or collection of amounts payable as to prin;lpal or interest, and for
services in connection v/ith the delivery to the bond bank authority of
municipal bonds or other investments purchased by it or sold by it,
and to pay the cost of those services. The bond bank authority may
also, in connection v/ith any of the services to be rendered by any
banks, trust companies or banking or financial institutions as to the
custody and safekeeping of any of its municipal bonds or investments,
require security in the form of collateral bonds, surety agreements
or security agreements in such form and amount as, in the opinion of
the bond bank authority, is necessary or desirable.

Sec. 44.58.140. EFFECT OF OBLIGATIONS, (a) Forn3X and notes 1issued
under this chapter are not a debt or liability of the state and do not
create or constitute an indebtedness, liability or obligation of the
state nor are they or do they constitute a pledge of the faith and
credit of the state. All bonds and notes, issued under this chapter,
unless funded or refunded by bonds or notes or the bond bank authority,

are general obligations of the authority to which the full faith and
credit of the authority are pledged to the payments thereof, except to

the extent provided by the resolution authorizing the issuance thereof.
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Each bond and note must contain on its face a statement to the effect

that the bond bank authority 13 obligated to pay the principal and
interest on the instrument only from revenues or funds of the bondbank
authority and that the st~te 1isnot obligated to pay the principalor

interest and that neither the faith and credit nor the taxing power of
the state is pledged to the payment of the principal of or the interest
on the bond or note.

(b) The state pledges to and agrees with the holders of the bonds
or notes issued under this chapter, that the state will not limit or re—
strict the rights vested in the bond bank authority to purchase, acquire
hold, sell or dispose of municipal bonds or other investments or to make
loans to political subdivisions or to establish and collect fees or othe
charges convenient or necessary to produce sufficient revenues to meet
the expenses of operation of the bond bank authority and to fulfill the
terms of any agreement made with the holders of its bonds or notes or 1in
any way impair the rights or remedies of the holders . ohe bonds or
notes until the bonds and notes, together with the interest on the bonds
and notes, and interest on any unpaid installments of interest, and all
costs and expenses in connection with any action or proceeding by or on
behalf of the holders, are fully met, paid and discharged.

Sec. 1JiJ.58.150. NEGOTIABILITY OF BONDS OR NOTES. Notwithstanding
the provisions of other law, a bond or note issued under this chapter
Is fully negotiable for all purposesof the Uniform Commercial Code,
CAS i35.05>. and a holder or owner ofa bond or note., or of any
cCoupon appurtenant to it. by accepting the bond. note or coupon shall

be conclusively deemed to have agreed that the bond. note or coupon

is fully negotiable for all purposesof the Uniform Commercial Code.
Sec. ssss.ss.ueo. BONDS OR NOTESAS LEGAL INVESTMENTS. Notwith—

standing the restrictions of any ether law, all banks, trust companies,
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savings banks and Institutions, building and loan associations, savings
and loan associations, investment companies, and other persons carrying
on a banking business, all Insurance companies, 1insurance associations
and other persons carrying on an insurance business, and all executors,
administrators, guardians, trustees and other fiduciaries, may legally
invest any sinking funds, money or other funds belonging to them or
within their control in any bends or notes 1issued under this chapter.

Sec. ~.58.170. TAX EXEMPTION. All property of the bond bank
authority 1is public property devoted to an essential public and
governmental function and purpose and is exempt from all taxes and
special assessments of the state or any political subdivision of the
state. All bonds or notes issued under this chapter are issued by
a body corporate and public of this state and for an essential public
and governmental purpose and the bonds and notes, and the interest
and income on and from the bonds and notes, and all fees, charges,
funds, revenues, 1income and other money pledged or available to pay
or secure the payment of the bonds or notes, or interest on the bonds
or notes, are exempt from taxation except for transfer, inheritance
and estate taxes.

Sec. Hi*.58.180. LOANS TO POLITICAL SUBDIVISIONS. The bond bank
authorityj to carry out the purposes and policies of this chapter, is
authorised to lend money to political subdivisions through the purchase
by the bond bank authority of municipal bonds of political subdivisions
in fully marketable form. The bond bank autnority, for this purpose,
may 1issue its bonds and®"notes payable solely from the revenues or
funds available to the bond bank authority for such payment, and may
otherwise assist political subdivisions as provided 1in this chapter.

Sec. M . 58.190. ISSUANCE OP BONDS AND NOTES. (a) The bond bank
authority may issue its bonds or notes in such principal amounts as it
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shall consider necessary to provide funds for any purposes under this
chapter, including
(1) the purchase of municipal bonds;

(2) the making of loans;

3) the payment, funding orrefunding of the principal of,
or interest or redemption premiums on, bonds or notes issued by it

whether the bonds or notes or interest to be funded or refunded have

or have not become due;

(*J) the establishment or increase of reserves to secure or
to pay bonds or notes or interest on bonds or notes and all other costs
or expenses of the bond bank authority incident to and necessary or

convenient to carry out its corporate purposes and powers.

(b) Except as otherwise provided in this chapter or by the bond

bank authority, every issue of bonds or notes shall be general obliga—
tions payable out of any revenues or funds of the bond banx authority,
subject only to any agreements with the holders of particular bonds or
notes pledging any particular revenues o- funds. Any bonds or notes
may beadditionally secured by a pledge of any grantor contributions
from the UnitedStates or the state or any political subdivision or
any person, firm or corporation or a pledge of any income or revenues,
funds or money of the bond bank authority from any source whatsoever.
(c® Notwithstanding the provisions of (a) and (b) of this section,
the total amount of bond bank authority bo..lIs and notes outstanding at
any one time, except bonds or notes issued to fund or refund bonds or

notes, shall not exceed $100,000,000. ;

Sec. M . 58.200. FORM OF ISSUANCE. Bonds or/notes of the bond bank
]
authority shall be authorized by resolution of the bond bank authority

and may be Issued in one or more series ai.d slyY! bear the date or dates

mature at the time or times, bear interest ay the rate or rates of
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interest per annum or within such maximum rate, be in the denomination
or denominations, be in the form, either coupon or registered, carry the
conversion or registration privileges, have the rank or priority, be
executed in the manner, be payable from the sources in the medium of
payment at the place or places within or without the state, and be sub-—
ject to the terms of redemption, with or without premium, as the resolu—
tion of the bond bank authority provides.

Sec. 44.58.210. SALE PRICE. Bonds or notes of the bond bank
authority may be sold at public cr private sale at such price as the
bond bank authority determines.

sec. M.58.220. APPROVAL OF GOVERNOR. No resolution or other action
of the bond bank authority providing for the issuance of bonds may be
adopted or otherwise made effective without the prior approval in urlting
of the governor. The powers conferred by this section on the governor
shall be exercised with due regard for the rights of the holders of bonds
of the bond bank authority at any time outstanding, and nothing in, or
done pursuant to, this section shall in any way limit, restrict or alter
the obligation or powers of the bond bank authority or any director,
officer or representative of the bond bank authority to carry out and
perform in every detail each and every covenant, agreement or contract
at any time made or entered into by or on behalf of the bond bank author-—
ity with respect to its bonds or for the benefit, protection, or security
of the holders of the bonds. Except as provided ir. this section, bonds
ar.d notes may be issued pursuant to this chapter without the consent of
any department, division, commission or agency of the state, and without
any other proceeding or the happening of any other conditions or things

than those specifically required by this chapter.
Sec. 44.58.230. PAYMENT OR REFUNDING OF NOTES. The bond bank

authority may from time to time issue its notes under this chapter and
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pay and retire or fund or refund the notes from proceeds of bonds or
of other notes, or from any other funds or money of the bona bank
authority available for that purpose 1in accordance with a contract
between the bond bank authority and the holders of the notes.
Sec. 44.58.240. TERMS OF AGREEMENT WITH THE BOND OR NOTEHOLDER.

In any resolution of the bond bank authority authorizing, or relating
to the issuance of any bonds or notes, the bond bank authority, 1in
order to secure the payment of the bonds or notes and in addition to
its other powers, may covenant and contract with the holders of the
bonds or notes

(1) to pledge to any payment or purpose all or any part of
its revenues to which its right then exists or may thereafter come
into existence, and the money derived from the revenues, and the
proceeds of any bonds or notes;

(2) to covenant against pledging all or any part of its
revenues, or against permitting or suffering any lien on those revenues

or its property;

(3) to covenant as to the use and disposition of any payments

of principal or Interest received by the bond bank authority on muni—
cipal oonds or other investments held by the bond bank authority;

(4) to covenant as to establishment of reserves or sink®ng
funds, the making of provision for them, and the regulation and dis—
position of the reserves or sinking funds;

(5) to covenant with respect to or against limitations on

any right to sell or otherwise dispose of any property of any kind;

(6) to covenant as to bonds and notes to be 1issued, and their

limitations, terms and conditions, and as to their custody, and as to the

application and disposition of the proceeds of the bonds and notes;

(7) to covenant as to the issuance of additional bonds or
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