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Carol A. Arcarese and Morrill Ring

Where other arguments failed in
promoting consolidation, there ye* re-
mained to loea) advocates the spur uf
excessive harrowing costs to individ-
ual units having size, management or
resource delieionrios. That remaining
spur would he dulled, of course, by the
creation of a bond bank which enables
such units to obtain financing at toler-
able interest rates. By contributing to
the durability of governmental frag-
mentation, bond hanks deny to tax-
payers the full-dollar benefits of full-
service government under the single
pretext of interest “savings” on occa-
sional borrowing.

INFLATING PUQGRAKS

Bond banks, by design, serve as a
financing conduit for local agencies.
.Since the bond bank virtually guar-
antees the marketability of their debt,
local governments arc assured of a
funding source regardless of the need
for and feasibility of the programs
or projects being financed. Moreover,
bond banks shield local participants
from such essential credit tests as
debt capacity, repayment ability,
operating performance, lax burden,
income trends, potential additional
debt and economic outlook. Many
projects have hee.i strengthened, mod-
ified, postponed or canceled by having
to qualify under these tests for mar-
ket ncceplanee.

By providing a buffer between llie
marketplace and the local entity, bond
banks allow local governments to be
spared this discipline of crpdil-worthi-
ncss. Without such restraining inllu-
enre, the result could very well be the
inflating or increasing of local govern-
ment programs by loosing a spate of
ill-conccive.d projects that may other-
wise have been scaled down or aban-
doned.



WEAKENING STRUCTURE mSAPPING OF RESOUHCLJ
i

Uy their very nature, bond ho,:. s The morn! od»lir’»tion pledge of
appeal u> weaker units of governments .states to bai . debt issuance" was first
In states having hond banks, tkc utilized in Iflittl as a marketing tool
stronger credits or marneting units for problematic projects incapable on
would tend to maintain tncir borrow- their own merits of obtaining an iit-
ing independence while weaker units vosiment-gradc credit rating and a
would likely opt for inclusion to re- reasonable tiiiaiieing rate. Initially,
dure interest costs. What s fre- the rating agencies considered soenri-
(p.clitly overlooked in evaluating <hc ties backed by a moral obligation
bond bank process is thrt the bank, jdedge as being second only in credit-
mn:ig other things, may create a dis- wn.thincss to the stale's general obli-
incentive for participants* to develop pation bonds, and deserving: <r a credit
er enhance lher M om e nt, nudget- rating one grade below that 01 the

»> anti planning skilis. slaici it-sel;.

-J-oeéil Kovcrmncnts which lack such . Since .Jfn>0. New ~ ork Stale a c%ne
cxperO*e . will have no urjrency to lias used the morat n i;:i|ion ne»le
A W { a/ || . hl e i
sars il orse yet, those medial ruv- lo cover bonds issued for almost

trnmenls which have already achieved )no*rams * JO independent at?oneies

certain degree of expertise in these and authorities of the State, To dale,
ureas, may allow molicicncies to at least nine additional slat,* have
erode, (liven the relative ease of bank adopted the moral pledge device and

bonowirg:, such medial governments several others are conlomplalinjf its
may well be enticed to choose the use. -

bond bank route, lessening in course As moral obligations began to pro-
botli their incentive and need to sus- lifemte, the marketjJacc came to
tain or upgrade basic operating view those securities as a class unto
strengths. itself which Lcndel to sell and trade

Achieving” excellence in municipal at appreciably lower levels than most
flInnnce is more Hitin a laudable goal, comparably-raled gene m1 market

for in it-= achievement lies the proser- name:. More, recently, the rating
vation of local government. The grad- standard for moral obligation bunds
ual encroachment of state and red-has also undergone a change. In its

oral financing techniques upon areas continuing review of all agency credits
previously reserved exclusively for hacked by moral pledges, Moody's
municipniitics portends the ultimate Investors Service is. now planing the
atrojihiealiiiR of local governiv.ivat its critical evaluative etnpliasis on the
ar> indejii-udenl entitycapableof meet-basic
ing or reflecting thedesires of itsgram and project claiming as ulti-
citizens. mate security ‘be temporal and legally

'H'cnforeenble moral *>Pi”.::ion of a
state or city for debt rejiaymeut.

With a substantial rise in the con*
tingent liability of a state under
moral obligations, its future ability
or even willingness io moot much

commitments may become impaired,
Unfettered use of indirect’obligations
suc], ns tlie moral jdedge mnv also
Jjotract from the overall marketability

f,odit quality of direct, debt
obligations of a state. While possibly
mn decisive factor it should be
oi.*vod nonetheless that the bond-

subsequently exycneiKTil a uciwnpnul-
" by i_Vioo?iy(g»o Inr’r reiu‘rgl credit
3mm rﬁﬂf"?f fs)« tqt(ﬁouble- A itaFus.
4 \JVVV * t fe @ <*
£ . f n fm:mknf. lcc ™
' Sr , havcll.c _polcnlnl to
N * £ 1*
A f'Uon iUt i
who'e, for the less certain good of
oL"'If <en, coss 01 t jew,
r, res? term n-rFv/r ri~-r-.-tr-ixr-
A CQI<S'UUCIVE
Viewed over the. long-term, reason
would dictate, that a more construc-
tivc approach to reducing interest
rales lies in strengthening “he finan-
eial administration of local govern-
incuts rather than in the pcrjiettialiiin
of faltering units by subsidizing their
borrowing costs. Stale and local gnv-
ernments, together will) investment
bankers, can develop actionable jiro-

liuancial integrity of cacn j«no- grams to aid municipal governments

in sharpening expertise in financial
administration as well as the market-



ing of debt issues at attractive i.ilcr- yrxc Jif'I:TREINICES 1 the Municipal Council,

PSt raics. hay provided well fur the expanded
While many of these services are Marketability of North Caioiiua bonds
An example id the kind c, ot f.mjlar I() lhosc ,,-ovided by a bond 01 '"™*“n regional and national Wei*,
whirl; ran be mmei.aken on the M.aC Iro s«»st:»in.ictl tJift'eroncos Nf.lncr of these groups could have
e\el is piuuded by the Nuuh Caio- t j . <jjstjnguish the Com- -achieved the desired results without
|- mission from'a bond bank. The intent Hm active support and cooperation of
hstab.ifbe.l in Li.tl to restu.ctun. ths Commission is to help inrlivid- Il|e 1n:nl governments,
debt of defaulted local governments, . .
the Commission operate* within the lallocal ,i;X ;” i™ . .. 6 A REGIONAL SUPPORT VITAL
Department of State Treasurer as a 51 1c ~Uietivo’y m the nn.hetldace,
central marketing service for local rather than m oiler then dut.om flic importance of generating rc-
vci-ments competition and Us discipline. Since gionai support is oileii ignored when

.................................. , . the securities sold through the Com- considering ways to improve borrow-

''ho Commission provides aid to “jssion constitute direct obligations jpg (osis f0J. )oc;] ;nveiiinienls. |’e-
nmnicipal govcriinients tlnotigii tlic local governments and are not giunal support, mustered through the
performance of the following func- secondarily secured by the. pledge of accurate, timely, and complete report-
liens; (1) advice on jdanmr.g urn c-c .Stale or Commission, interesting of municipal debt and ft.narhi.”

issuing local bond? and ,ul(+] j.itcs reflect the relative credit-data, can be essential to securing the
approval of tin: issue of local bonds worthiness and marketability of the lowest possible borrow'r.g costs, par-
and notes; (tl; the sale of local bonds Sssliwt iicularly in periods of rising rates,
and notes; (1) management of Inca rather than offer a haven Small hanks and dealers which would
#governnuMit. acem.nliii® audits, am * )tnl,JU.G (). ]ICSSLr nlted i.siiers, normally bid cnnsisteiuly and aggres-
currcnt cash h a ! =a y , “' the Commission actively encourages sively for inodcralely-sir.cd local debt
ot 12207 e local governments to secive one ua- olicring* may not fv-i the same sense

ginecniig, com ami ioasiuim.v suimcs mm ) - L ) o
are reviewed, !ls well as the Ciim- governments seeking I" upgrade their Catering to large institutions at

inanity ¥ outstanding debt and other Mai.ulng are assisted by Hie the expense of neglecting the. dcvolnp-
faetois, implrurng on its ability to financial management experience of menl of regional-industry support is
finance'the ini; iuvoment. Local' of-"e Commission. tantamount to 'putting nil your egga

fieinls, Commisiion specialists and On-the regionr.l level, the Cominis-in one basket, dust as major cor-
liom! attorneys wori: together to de--ion makes available credit informa- partitions establish liner, of credit
vclop strictly defined projects and tionloathe North Carolina Municipal with more Mum one hank, local gov-
Miuiid fir..wing techniques. Upon rc- Council” a non-profittrade organize.- cniments should seek marketability of
ceiving 1(rmal approval of tho Com-lam sponsored by 1llie investment their debt on both regional and na-
misfiun, tlu local goveriinumt presents 'banking industry in North Carolina, tionn! levels..

the bond issue, to the voters for con- Working as an independent agency, T)|C ultima(c rt.Sponsihilitv for era-

rideration. Ute Council publishes timely reports .I(j))fr ()1 con(ilions llcc(yjsr;rv la
The Commission participates rift-0l! -*. ninn-igcm.n , 'l ™ t"in lower interest rates lies witli tlic
tivelv in every aspect of the issuance «o» " gallon, and relative credit- W ;(, ffovfin,ne..t. , tlic In, L
of the bonds including advertising for >4 alil North Carolina is-;s ,1(It nn Cil(V 0110- BIIt fl)J. thosc
sealed bids, sending financial prns-f'L,* m r Mde-supporte., eredr. U|[ji,. wliich undertake tin- critical cx-
peetnses to the rating agencies and .| ;,"tuca> nav.. been estab- imination and correellvc action noecs-
v.i.teatial buyers, conducting the sale, 9, 1M olla'l stales as wed. S,.yi {|)c benefits to he derived will
receiving the monies, and ti. msferring“Ti'h'i!l -An*y * +* w-ffal' nrAVui-h llie advantages received
them to the local government. If nol'.Dl A . from bond hank finaiicinir. The future
bids are received, the Commission .nay 'ar0 a a |of © M*7 <F ('l A*veTnmont will he shape ay
negotiate private sales. ins.-jon, m concert with .hat stains ils effectiveness in responding to this
3""omiic pii>iiic o»ncs. investment blinking industry as rep- challenge, a



SB 179 - California State Bond Bank

The chief argument made lor a state bond bank is that it will
lower the interest costs of smaller issuers and, in times of restricted
credit, increase the supply of funds for their borrowings. Nationally,
the bonds of smaller issuers usually face investor resistance because
these issuers often have limited economic bases, limited long-term debt
management and debt planning, and/or because their names are not widely
known 1in the market. In addition, these issuers typically have small
offerings. The larger buyers, however, commonly want large amounts
from relatively few issuers, not only because they have large sums to
place at one time but, too, because it reduces their analyzing and handl —
ing costs. In the case of bond ce-.",.ers, the purchase of larger blocks
lowers selling expenses and the borrowing costs of holding a bond in—
ventory. Moreover, many small issuers are ineligible by law for trust
and institutional investment because they lack a sufficiently high credit
rating from a national rating bureau, are not rated, fall below a minimum
population, cannot be used to collateralize public deposits, etc. Further,
some, of the smaller issuers handicap themselves by an inadequate presenta—
tion of their community and its bond proposals or by insisting on unusual
bidding terms. The result is that higher rates and sweetened yields are
necessary to attract investors.

Fortunately, smaller issuers in California have consistently
fared better than comparable issuers in the rest of the nation. Indeed,
their bonds have often sold as well as bonds in other states that enjoyed
higher ratings and greater familiarity in the market. This is explained
by the fact that California is virtually unique in having a well developed

local market for local issuers. By reason of the State"s large population



and high personal income> a sophisticated financial, structure has evolved,
including several major dealer banks and an extensive broker dealer net—
work. These institutions trade heavily in all types of California issues,
partly because the market for large, nationally known issues from other
states has centered in New York City for decades, but also because these
institutions are bound up with the future of California. The construc—
tion of schools, sewer and water systems, and civic centers, for example,
is not only part of the State"s economic growth, but is also crucial to
economic growth in the future. Not surprisingly, nearly all California
issuers of even marginal creditworthiness have been able to market their
bonds at reasonable rates.

The bond bank proposed in SB 179 is not only unnecessary in m
California, but it would bring grave disadvantages to our®smaller 1issuers.
SB 179 is copied after the bill that established a bond bank for the
State of Vermont, except that it lacks even an implicit moral guarantee
of the state that the Vermont bill provides. Without such backing, the
bank"s debt will not be rated by Moody"s as a matter of policy, thus
lowering the appeal of the bank®s offerings. Moreover, the market will
price the bank®"s offerings to compensate for the fact that they will re—
present, as it were, a fixed return mutual fund in the California bonds
with lowest creditworthiness and marketability. Rather than selling at
the average of the bonds securing the bank®"s debt, as might seem to be
the case at first glance, the bank®"s offerings will sell nearer the
level of the weakest links in the chain. For the market exacts a price
for lacking any control over what risks the bank will assume. In our

judgment, this means the bank®s debt will probably trade at the level



of the bonds at the lower end of Moody"s "Baa"™ category. Currently, this
is about 80 basis points above the level of the general obligation bonds
of the- State of California.

On the other hand, moral backing of the bank"s debt by the
State would tend to impair the State"s credit standing and is almost
certain to lead to severe conflicts between State and local bonding
priorities, conflicts from which the State can be expected to emerge
“‘the victor. With state backing, bonds of a California municipal bond
bank would probably be rated "A" by Moody and trade at slightly above
"Baa" levels - or some 50 basis points above state general obligations.

The bond bank proposed in SB 179 will cost the communities
that participate through higher interest rates and could mean substantial
losses for those selling the outstanding bonds of these issuers.

The California bond dealer network would be effectively destroy—
ed by this bank. Large buyers can be expected to win most bids on the
bank®"s offerings, leaving our bond dealers to survive on a limited busi—
ness in nationally known issues and in 1911 and 1915 Act bonds.

Additionally, the bill provides that the bond bank is to ration
its funds on the baais of "need". With the drastic curtailment of the
bond market within California, our smaller issuers will be increasingly
dependent upon the bank --- and local priorities will be increasingly
under State control.

Finally, the bond bank will obviously not atone for any lack of
sound financial and accounting advice. Rather, for the first time, the
communities with the greatest problems- in these areas will drive up the

it m mm . o /! R Y S TR
borrowing costs of others. m = r h SUjd : B I

It must be conceded that the bond bank will spare the communi-



4)

ties involved from such costs as preparing a prosp'ectus, advertising
V="%/:
for sales, printing bonds, etc. Yet the savings would be”by the costs
of documenting need to the bond bank, and in higher borrowing costs.
In summary, the smaller issuers of California will not benefit
from a bond bank; indeed, they will pay a high price for this approach.
The extensive bond dealer network in the State will be lost. Perhaps

the greatest cost is an intangible one, the erosion of local control

=over local capital improvements.

BANK INVESTMENT SECURITIES DIVISION
Portfolio & Research Group
March 14, 1972



The Daily Bond Buyer

July 12, 1974

V/ash. Trsasarc-r Dsishis HsiJ to Create

Jici;6 uj.rj
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Spi‘c'.al I’rporl to Tttt Uono Suvcs

OLYMPIA, Wash.— The market for
municipal bonds in the State of Wash-
inglon is served adequately now by
financial institutions, and there is no
need to establish a State bond bank,
said State Treasurer Robert S.
O'Drien in his "tentative conclusion”
on a study begun late last year.

The bond bank, which would have
been similar to the cue created by
Vermont in 1i/70, was defined by the
Treasurer's office as "a public eorpo-
rale agency established by a state
with the powers to issue its own obli-
gations, which are secured by obli-
gallons of subordinate political enti-,
ties.” i

The purpose is to give smaller
agencies a surer access to markets
and a lower interest cost. In sum-
marizing  Pprliminary conclusions,”
Mr. O'Brien said:

"In weighing the pros and cons of'
a state bond bank, the crucial ques-
tion to be answered is this: Can this
institution better serve the public
welfare than existing ar:;.ngcrnents
at the presently available financial
institutions ?  While the states of
Vermont and Maine must have
answered affirmatively to this ques-
tion, it is our tentative conclusion
that, in Washington, the existing ar-
rangements and the presently avail-
able financial institutions <trc, in fact
providing adequate bond market for
the smaller municipality.

"Let me indicate how we arrived
at this conclusion,” Mr. O'Brien said
in h:s monthly financial report.

"hirst, we solicited relevant ma-
terials from those states with oper-
ating bond banks. Second, because of
an article in "The Daily Bond Buyer,"
we were deluged with information
from other states luat and or were
in the process of considering the bond
ban!;, concept, cr other alternatives,
Third, in 17asnington wo solicited the
commonts from all public treasurers
and their respective associations, and
received comments from local banks
and investment nouses.

Geneially speaking, Mr. 0 Dricn
son. the m-State survey showed

local treasurers m Washington be-
I*ovo that the current financial mar-

ketplace is, in fact, doing the job."
lie cited one unidentified treasurer
who summed up: [ know of no

municipa.ity that has not been able
to soil t.ieir bonds on the open mar-
ket if the ]>roceeds wore to be used

1

for any feasible project. It is possible
to suggest that only the lower credits

would go into the bond bank."
In concluding that, a bond bank
would he of "marginal value,= Mr.

O Brien said that on the basis of out-
siamling debt in Hi72 a bond bank
would assist only those municipalities
that account for between dt and 10=
of ali State and local d * issued.

"Most of tlic bond m in? done
in this State,” he explained, is done
by school districts which arc cither
represented by financial consultants
or have the necessary skill within the
administrative arm of the district to
enable them to attract bids from 2 or
3 local underwriters. In the case of
larger issues over $2 million
bidders are attracted from all
the U.S.

Only Modest Savings

"In the case of municipalities, per
se, it is our conclusion that only the
very largest cities in Washington are
required to turn to the bond market
foi any typo of financing. While it is
true that if those smaller munici-
palities were amalgamated with other
small issuers and the total were
floated wunder the structure of a
municipal bond bank, the interest cost
could be lower, it is also true that
there is not a sufficient quantity of
such financing in the State of Wash-
ington in anv one vear to justin
an oli'ering of $L million.”

Mr. OBrien also noted,
indicate only modest
potential obligation bonds rated
double-"A", bond bank issues would
probably receive a singJc-“A" rating,

over

"Our data
savings in

Beyond this, the State Treasurer
added:
"Major branch banks in Vashing-

ton have policies of bidding on evvrv
local issue in the state. Indeed, un-
IRo Vermont, we have a vcy strong
a:ui well-developed investment batik-
j.», network, and, as | recall, no local
unit of government war denied funds
even during the big credit crunch of
11)70. Our study indicates that, timing
*)10 Jast seven years, there has been
no time when a local municipality has
nftt received at least one bid (in the
C;nu of irMK.s Of $25,000 or less), and
usually two or more bids.”

Mr.'O Brien said that his present
comments “summarize a comprchcn-

sive report which is currently beingf
nnnlise<l and which will be made
<lvitiiab)c upon request/' /



The Daily Bond Buyer

Levitt Asks Better Control of Authorities;
Seeks End to Moral Commitment Bonds

By Alan

Seeing “inherent evil” in whnt he
believes to be “excessive” jsc of the
authority structure to finance capi-
tal construction. State Comptroller
Levitt has called for “closer scrutiny”
and control of Stale authorities and
for an end to financing their projects
by moans of the so-called "moral
commitment”™ board.

In a report on New York State
Public Authorities submitted Friday
to Gov. Hugh Carey and to the Legis-
lature, Mr. Levitt charged that Id of
the State's -11 State-wide or regional
authorities currently owe the State
more than $21a million, most of which,
ip his opinion, may never be repaid.
Mr. Levitt said this figure would be
even .higher except that. $150 million
of additional advances to various au-
thorities by the State have been writ-
ten off as bad debt.

Mr. Levitt points out that the
State's authorities now have more
than $12 billion in outstanding debt,
of which nearly SO billion is of the
"moral obligation!" variety.

"It is quite obvious,” says Mr.
Levitt, "that the State and its publie
authorities have close financial ties.
Many authorities are simply not eco-
nomically viable and cannot exist
without the continuing support of the
State. Their operations must be
\brought under closer scrutiny of the
State itself. At the same time, public
authorities have to provide a vehicle
for highly questionable State fiscal
policies. These policies must be termi-
nated."

The Levitt blast against the pro-
liferation and expansion of author-
ities comes just one day after the
Senate Committee on Housing and
Urban Development conducted a one-
day hearing into the financial status
of one of the largest of the State
authorities— Urban Development Cor]).

‘Must lie Salvaged”

In his report, the Comptroller
singles out UDC for special
mention, saying, "There can he no

doubt that the billion dollar program
of vital public construction now under-
way by UDC must be salvaged.”

Hut, Iso continued, the agency's li-
nsineinl plight demonstrates what he
considers n "basic fault" in the way
UDC has been authorized to fi-
nance its program— a way he feels
cannot he further tolerated.

Repeating a theme appearing again
and again in his reports, Mr. Levitt
charged that the public authorities
have represented an evasion of the

BautzEB

State's constitutional obligation to “go
to the People” when it wants to spend
large funds for public capital projects.

Viewing with alarm the greatly ex-
panded authorizations granted to au-
thorities in recent years, Mr. Levitt
points out that the largest of them,
the Housing Finance Agency, has an
outstanding debt of $4.7 billion— much
larger than the State's own full faith
and credit debt of $3.5 billion as of
Dec. 31, 1974.

Other points he emphasizes a>-e

0 Most public authorities in New
York State are not sclf-sutlvcient.

o Virtually all of the public author-
ities are of financial concern to the
State.

<= The State has granted outright
subsidies to meet operating deficits,
including $100 million in 1974 for
transportation, and $30 million during
the last few years to UDC.

< Tax revenues which would other-
wise be used to meet general munici-
pal expenditures have been diverted
to authorities to overcome their op-
erating deficits. As an example, he
cities the diversion of one-quarter
cent of State taxes on each gallon
of gasoline and diesel fuel to pay
debt service on a special highway im -
provement program for which the
Thruway Authority acts as the State's
financing agent. Nearly $17 million
in these funds have been turned over
to the TA. What gripes Mr. Levitt
is that it represents “the incurrence
of debt to finance a State purpose-
without the approval of the Popple.”

* The State is committed to spe-
cial “loase-purchnse" debt of $2.3 bil-
lion. Talking of yet another similar
financing scheme used to finance spe-
cial health, senior citizen, and com-
munity college facilities, Mr. Levitt
charged that "the long run effect of
this financing approach is an increased
cost to the State in the form of in-
terest cost which would not otherwise
he incurred if the eonstruelion were
financed from current tax revenues.
Also, says Mr, Levitt, the interest
costs are higher than if Stale full
faith and credit debt were used.

Comptroller Levitt oPYred the Gov-
ernor and the Legislature a number
of recommendations, including:

* An end to the “moral commit-
ment" clause in further statutes con-
cerning public authorities, and an end
to any further programs involving
that kind of debt.

<= The State should take a more
"realistic™ attitude toward first in-

January 20,

1975

stance advances to authorities, a pro-
cess Mr. Levitt says has been abused.
Outright grants are recommended in-
stead where no real hope of repay-
ment exists.

* The minutes of the boards of di-
rectors of all state-wide public au-
thorities should be subject to the ap-
proval of the Governor.

e Appropriate State agencies should
be given authority to set up per-
formance guidelines for authorities
which would have to be met as a
prerequisite to State aid.

o Budgets of all State authorities

should be reviewed by the State
Budget Director.
< Increases in user fees, such as

tolls proposed by public authorities,
should be subject to analysis by an
appropriate State hotly.

“Legitimate public authorities have
a proper place in our governmental
structure.” Mr. Levitt concedes in
his covering letter accompanying the
(ili-pngo report, "hut | fear i.;at many
others have been given form with-
out substance— that is why they are
it drain on the public treasury."

The seven largest authorities and
their outstanding debt in thousands
of dollars as of the end of the 1973
fiscal year are:

I'ort Autlin ity, $2,029,807: Housing

Financel Age <y, $4,(199,7(10; State
Power Autliorty, $1,221,318; Urban
Development '‘orp., $709,970; Thru-

wny Authority $833,081, and Domi-
tory Authority, $1,438,1 G4. /"



DEPARTMENT OF REVENUE
GHEC HEAOMWMSIONR /7 ALIGHS — INEAU 90801

March 11, 1975

James B, Rhode, SA
House Finance Committee
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Mr. Rhode:
Enclosed is a memorandum from Jack Chenoweth to Larry Eppenbach
on current bond issues outstanding in various communities of the
State.
These are the communities we would deem in need of assistance.
The smaller cities have the most need such as Sitka, Cordova, Nome,
Petersburg, Seward and Valdez.

Sincerely,

JUu ZLle.

Sterling Gallagher
Commissioner

SG: gd

Enclosure



Larry Eppenback -2-

AUTHORIZED BUT

UNISSUED
Ketchikan $ 1,250,000
Kodiak 1.330.000
Nome 1,000,000
Pelican None
Petersburg None
Seward 600,000
Skagway ; 200,000
Soldotr.a 1.400.000
Wrangell 750,000
" _.--Valdez 7 None.

ANTICIPATED

$

None

None

2,000,000

58,500

5,500,000

50,000

None

.None

350,000

12,500,000

December 13, 1974

PURPOSE
Sewer treatment
facility

Water and sewer/streets

Schools
Port facilities

Sewage treatment facility

School

Water/sewer/sewage

treatment
Dock improvement

Sewer

Water/sewer

Sewer
Pool

School

Other municipalities contacted but indicating no unissued bonds or anticipated

projects are:

Bristol Bay Borough -
Haines Borough

Ketchikan Gateway Borough
Barrow

Craig

Dillingham

Haines

Homer

Hoonah

Hydaburg

Totals of the bonds listed are:

e Authorized but unissued
. Anticipated

Kake
Kena i

King Cove

Klawock

Kotzebue

Nenana

Saint Mary"s
Seldovia
Unalaska
Yakutat

*$ 55,715,000
$ 34,703,500



MEMORANDUM

T0:

from:

State

of Alaska

DEPARTMENT OF COMMUNITY AND REGIONAL AFFAIRS

Larry Eppenback

Deputy Commissioner of Treasury
Department of Revenue

jaCk Chenoweth
Director / A
Local

Questionnaires directed to some 40 Alaska municipalities
obligation bond
The Cities of Anchorage and Fairbanks,

anticipated general
summarised below.

Government Assistance Division

date: December 13,

FILE NO:

TELEPHONE NO:

subject=-Municipal

1974

bond bank: reported

authorized but unissued and

bond

issues. The

anticipated general

obligation
issues.

inquired as to

information returned is

the Greater

Anchorage Area Borough and the Fairbanks North Star Borough are excluded.

Juneau

Sitka

Kenai Peninsula
Borough

Kodiak Island

. Borough

Matarnjska-Susftna-
Borough

North: Slope- Borough

Bethel

Cordova

AUTHORIZED BUT

UNISSUED ANTICIPATED
2,500,000
$ 4,000,000
-0- 1,000,000
-0- 3,500,000
35,000
None
15,500,000
None
20,000,000
£,,900Q,00Q.~
650", 000-
50.000
50.000
2,650,000 -
None
None
250,000
1,000,000

5,500,000

PURPOSE

School
Fire facilities
and equipment

Roads

Schools

Schools

Schools

Schools

Roads--—

Public housing

Water/sewer

Utilities

Other capital
improvements

Dock improvements

Civic center complex
School



Statement on HB 72
Submitted by Mon M. Berry
Executive Director

Alaska Municipal |1l.eague

Mr. Chairman, Members of the Committee:

For the record, I am ion M. Berrv, Executive Director of the
Alaska Municipal League, an organization representing cities and
boroughs throughout Alaska. On behalf of the League members, 1
wigh to express our appreciation for this opportunity to prevent
testimony in support of HB 72 an act establishing the Municipal
Bond Bank Authority.

The League has spent several years reviewing and drafting the
concept of assistnace to local governments by the creation of a
financing agency within the State which could provide a viable means
of aiding these local governments to overcome many of the high cost
problems 1incurred in the capital markets and which could aid com—
munities in the financing of needed capital, improvements. v,k feel
than MB 72 as it appears before this committee adeouatelv meets
these needs.

As you are well aware, many communities in Alaska have ex—
perienced extreme =fifficulty in obtaining necessary funds to con-—
struct civic improvement due to existing bonded indebtedness or
high interest rates. Because of the extreme costs of normal local
government responsibilities, vitally needed capital improvements

such as streets, sewers, water systems, hospitals, parks and



recreation facilities, pollution control, Jlibraries, etc. have
become inferior claimants in the competition for the local ta>: base.
Therefore, the cnlv recourse has been to go to the bond market with
its nearly prohibitive costs. Thile many pl~ns have been advanced
by the . s. Treasury, Congress and others to aid such communities,
one thing that all proposals have in common is the powerful in—
volvement of the federal crovcrnment one way or another, "he League
believes that state involvement is not only more appropriate but
much more beneficial.

"his involvement could take two courses - outright grants to
political subdivisions for caoital improvements or the creation of
a municipal authority such as you now have before you. Since
HP 12. Yoes not deal with outright grants, we will confine our re—
marks to the bond authority.

Unlike most states with their numerous political subdivisions
issuing bonds 1in large volume, Alaska has relatively few issuers,

wi-.h most of the volume in the Citv and norouah of Anchorage, the

City of Fairbanks, the Fai®. anks Uorth Star Borough, and, to a less—

er extant, the Kenai Peninsula Borouah, the Citv and Borough of
Juneau, and the City of Ketchikan and Ketchikan Cateway Borough.
However, with uhe ranid increase of economic activitv over the
next few years, Alaska may anticipate that its smaller cities such
as TAides and Cordova and less oooulous boroughs such as the
"iarannska-Susitna and >orth Slooe will begin to borrow on a
volume comparable to the larger population centers. In addition,
villages or communities mav be expected to incorporate or attain

corporate status permitting bond issuance, and other pockets of



growth will develop. mhese new growth Dockets will have capital
demands, initially for schools and later for other municipal
purposes.

Alaska may expect then over the next few vears a number of
potential bond issuers who have never approached the municipal
bond market. Manv of these will obviously be unrated on their

nitial financings. Thus, some of the Ilocal 1issues will not gain

nearly the investor attention they might deserve because of the
difficulty of analysing the credit of a now municipality or a
municipality which has not heretofore borrowed. Particular economic,
political or social problems might be present in a given situation
which would preclude any reasonable expectation of obtaining funds

by borrowing. Local officials in manv of these budding communities
may find that readying an issue for market is beyond thoir
oapabilities because of inexperience.

A Municipal Bon"-1 Bank .Authority, such as envisioned in HP 72,
could be of immeasurable help to first time borrowers if onlv
vwcc?.use of the advice it could render on the techniques of prer inl7
bonds for market.

I.i addition, the concept of packaging a number of issues
from new or smaller municipalities in effect recffored through the
new uniform security of the Municipal Bond Bank Authority could
be of great help in local dent management, "he primarv analysis
of the local bond security could be undertaken by the Bond Authority
and the burden relieved from outside municipal bond purchasers.

It may be expected that the Municipal Bond Authority operation

could result in interest cost savings to the smaller municipalities



since the uniform security it offers to bond holders would obviate
the difficult issuo-by-issue bond analysis now necessary and because
the State, although not legally obligated to support the bonds

would be considered to be involved, nevertheless, in assuring 1its
successful operation. These obvious advantages would also accrue

to the larger and more experienced municipalities if they chose,
under the harms of F.3 72 to issue their bonds through the Authority
rather than cn the public market.

An additional feature of the Municipal Bond Authority, avail—
able to all Alaskan Communities, 1is the fact that it would help
provide a continuing staff to assist in local finance operations.

It is realistic to assume that, with a specific bond purchase and
marketing function assigned tothe Authority, progress could, be
made for the first time in securing and keeping current a uniform
accounting and information system from municipalities - the lack,
of which has heretofore proved, a problem to our local, go-eminent
operation in Alaska.

mims, it is obvious that the Municipal Bond Bank. Authority as
established by HB 77. offers much more far-roachina assistance to
local governments than just the capability of securing lower
interest rates on local bond 1issues. It nrovid.es the essential tools
which micht eventually enable each community to attract investor
interest on its own. It could assist in developing financial
stability in local governments which in turn would enhance the
credit of the State at all levels.

The League realizes the tremendous responsibility with

which the Committee has been charged. Your decisions here will



have a lastdng effect on Alaska and its citizens for vears to come.
So too will the decisions of local government as they plan vitally
needed capital improvements not onlv for the present but for the
generation of Alaskans who will require and utilize these facilities
in the future. Tl sincerely foci that an investment now in the
schools, hospitals, roads, environmental pollution control
facilities of the future would be a wise and judicious investment
of the State®"s resources to assure its continued growth and the
development of its bright prospects in the decades to come.

In conclusion, | wish to express the thanks and appreciation
of the entire Alaska Municipal League for the opportunity to pj.cowt
this statement of strong support of strong support of HB 72. /e
arc anzious to assist you 1in your important task and stand ready

to he]r you in every way possible.

Thank vou very much.

Respectfully submitted,

Pon fi. Berry
Executive Director

n-TP/jf



SB 179 - California State Bond Bank

The chief argument made for a state bond bank is that it will
lower the interest costs of smaller issuers and, in times of restricted
credit, increase the supply of funds for their borrowings. Nationally,
the bonds of smaller issuers usually face investor resistance because
these issuers often have limited economic bases, limited long-term debt
management and debt planning, and/or because their names are not widely
known in the market. In addition, these issuers typically have small
offerings. The larger buyers, however, commonly want large amounts
from relatively few issuers, not only because they have large sums to
place at one time but, too, because it reduces their analyzing and handl —
ing costs. In the case of bond dealers, the purchase of larger blocks
lowers selling expenses and the borrowing costs of holding a bond in—
ventory. Moreover, many small issuers are ineligible by law for trust
and institutional investment because they lack a sufficiently high credit
rating from a national rating bureau, are not rated, fall below a minimum
population, cannot be used to collateralize public deposits, etc. Further,
some of the smal]er issuers handicap themselves by an inadequate presenta—
tion of their community and its bond proposals or by insisting on unusual
bidding terms. The result is that higher rates and sweetened yields are
necessary to attract investors.

Fortunately, smaller issuers in California have consistently
fared better than comparable issuers in the rest of the nation. Indeed,
their bonds have often sold as well as bonds in other states that enjoyed
higher ratings and greater familiarity in the max*ket. This is explained
by the fact that California is virtually unique in having a well developed

local market for local issuers. By reason of the State®"s large population



and high personal income, a sophisticated financial structure has evolved
including several major dealer banks and an extensive broker dealer net—
work. These institutions trade heavily in all types of California issues
partly because the market for large, nationally known issues from other
states has centered in New York City for decades, but also because these
institutions are bound up with the future of California. The construc—
tion of schools, sewer and water systems, and civic centers, for example,
is not only part of the State®"s economic growth, but is also crucial® to
economic growth in the future. Not surprisingly, nearly all California
issuers of oven marginal creditworthiness have been able to market their
bonds at reasonable rates.
|

The bond bank proposed in SB 179 is not only unnecessary in*
California, but it would bring grave disadvantages to our smaller issuers
SB 179 is copied after the bill that established a bond bank for the
State of Vermont, except that it lacks even an implicit moral guarantee
of the state that the Vermont bill provides. Without such backing, the
bank*s debt will not bo rated by Moody"s as a matter of policy, thus
lowering the apﬁeal of the bank®s offerings. Moreover, the market will
price the bank®"s offerings to compensate for the fact that they will re—
present, as it were, a fixed return mutual fund in the California bonds
with lowest creditworthiness and marketability. Rather than selling at
the average of the bonds securing the bank®s debt, as might seem to be
the case at first glance, the bank®"s offerings will sell nearer the
level of the weakest links in the chain. For the market exacts a price

for lacking any control over what risks the bank will assume. In our

judgment, this means the bank’s debt will probably trade at the level



of the bonds at the lower end of Moody"s "Baa" category. Currently, this
is about 80 basis points above the level of the general obligation bonds
of the State of California.

On the other hand, moral backing of the bank®"s debt by the
State would tend to impair the State®"s credit standing and is almost
eertain to lead to severe conflicts between State and local bonding
priorities, conflicts from which the State can be expected to emerge
“the victor. With state backing, bonds of a California municipal bond
bank would probably be rated "A"™ by Moody and trade at slightly above
"Baa" levels - or some 50 basis points above state general obligations.

The bond bank proposed in SB 179 will cost the communities
that participate through higher interest rates and could mean substantial
losses for those selling the outstanding bonds of these issuers.

The California bond dealer network would be effectively destroy—
ed by this bank. Large buyers can be expected to win most bids on the
bank®s offerings, leaving our bond dealers to survive on a limited busi—
ness in nationally known issues and in 1911 and 1915 Act bonds.

- «

Additionally, the bill provides that the bond bank is to ration
its funds on the basis of "need”. With the drastic curtailment of the
bond market within California, our smaller issuers will be increasingly
dependent upon the bank --- and local priorities will be increasingly
under State control.

Finally, the bond bank will obviously not atone for any lack of
sound financial and accounting advice. Rather, for tée first time, the
communities with the greatest problems* in these areas will drive up the

' f Af RV,
borrowing costs of others. “\ . (< AV r LI Jwtfor 7 i

It must be conceded that the bond bank will spare the communi-



tics involved from such costs as preparing a prospectus, advertising
o*
for sales, printing bonds, etc. Yet the savings would beAb@ the costs
of documenting need to the bond bank, and in higher borrowing costs.
In summary, the smaller issuers of California will not benefit
from a bond bank; 1indeed, they will pay a high price for this approach.
The extensive bond dealer network in the State will be lost. Perhaps

the greatest cost is an intangible one, the erosion of local control

-over local capital improvements.

BANV. INVESTMENT SECURITIES DIVISION
Portfolio & Research Group
March 14, 1972



January 24, 1975

The honorable Mike Dradner
Speaker of the house
Alaska State Legislature
Juneau, Alaska 99311

Dear Mr. Speaker:

Pursuant to the Uniform Rules of the Legislature, | anm
transmitting the attached bill creating a Municipal Bond
BanJc Authority which 1is intended to open a new avenue of
financing to many of our State®"s smaller communities.

At the present time these communities, while economically
capable of issuing creditworthy debt instruments, are not

able to issue marketable bonds or notes. There are a
number of reasons for this situation. Some may never
have issued bonds or notes before. Some may have very
little outstanding debt. Some may not desire to issue
debt in amounts large enough to make it economically
feasible to market the bonds or notes. Others may be
able to use this method of financing but only by paying
very high interest rates. The municipal bond bank we

intend to create would eliminate these problems by selling
its ov" bonds in the major capital markets and in turn
using "c.ie proceeds to purchase the bonds of municipalities
within Alaska.

The State®s financial commitment will be held to a minimum.
The bill would permit the municipal bond bank to issue up
to $150 million 1in bonds. The money required to service
the bonds will be provided by the payments of the munici—
palities whose bonds have been purchased by the Municipal
Bond Bank Authority. In order to insure that the bonds

of the Municipal Bond Bank Authority can be sold at a
reasonable interest rate, the bill will create a reserve
fund which can be used to pay the bond payments in tho
event that defaults on the part of municipalities reduce
the Municipal Bond Bank Authority ™ cash flow below the
level needed to service its own bonds. The State- will not
pledge its own credit to the payment of the bonds of the



Municipal Bond Dank Authority but will instead take up a
moral obligation to keep the reserve fund at a level
sufficient to insure that the Municipal Bond Bank Authority
will be able to service its own bonds.

The financing will be available to all creditworthy
municipalities, but the preferred purposes for which the
bonds will be purchased are: schools, waste and water
treatment facilities, fire protection and public safety
facilities, public health facilities, and public
transportation facilities.

The bond bank authority will have five directors: the
commissioner of revenue, the commissioner of community

and regional affairs and three directors appointed by the
governor. In addition, there will be a permanent executive
secretary and other staff as necessary. The Department of
Law will provide legal advice, except that the bond bank
authority will have the power to hire outside bond counsel
and such other experts or consultants as it finds necessary

The bond bank authority will in all respects have an

independent existence. Its bonds v . notes will be fully
negotiable and will be valid investments for financial
institutions and insurance companies. The property of

the authority will be exempt from taxation.

Sincerely,

Jay S . Hammond
Governor



RECEIVED FEE 2 8 F
/

February 27, 1975

Treasurer

City of Dillingham

P.0O. Box 191

Dillingham, Alaska 99576

Re: Bond Paid Agencies
Gentlemen:

In recent months we in the Trust Department of the National Bank of

Alaska have been forced to reevaluate our bond paying agency accounts.
As a result of our reevaluation the management of the bank has decided
that it would not be feasible for us to accept any more business of this

type.

Let me assure that the decision was reached only after careful consideration.
As you may well imagine, of primary concern to the bank 1is its relationship
with the municipalities throughout the state and the desire on the part

of the bank to see needed services provided locally. What has become
increasingly evident, however, 1is the fact that because of the low volume
and the resulting high unit costs wc cannot continue to bring these services
to you on a competitive basis. Rather than ask you to pay what we

would consider excessive fees, the bank has decided to curtail its activity
in this area.

In the future, we ask that you do not consider the National Bank of Alaska
for paying agent or co-paying agent on any bonds you may issue. We

regret that we have found it necessary to make this request and henceforth
will decline any appointments as bond paying agents, or co-puying agents.

Yours very truly,

Jerry H. Rigler, J.D.
Vice President and Trust Officer

OFFICES STATEWIDE
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February 27, 1975 /

Treasurer

City of Dillingham

P.0. Box 191

Dillingham, Alaska 99576

Re: Bond Paid Agencies
Gentlemen:

In recent months we in the Trust Department of the National Bank of

Alaska iThW been forced to reevaluate our bond paying agency accounts.
As a result of our reevaluation the management of the bank has decided
that it would not be feasible for us to accept any more business of this

type.

Let me assure that the decision was reached only after careful consideration.
As you may well imagine, of primary concern to the bank 1is its relationship
with the municipalities throughout the state and the desire on the part

of the bank to see needed services provided locally. What has become
increasingly evident, however, 1is the fact that because of the low volume
and the resulting high unit costs we cannot continue to bring these services
to you on a competitive basis. Rather than ask you to pay what we

would consider excessive fees, the bank has decided to curtail its activity
in this area.

In the future, we ask that you do not consider the National Bank of Alaska
for paying agent or co-paying agent on any bonds you may issue. We
regret that we have found it necessary to make this request and henceforth

will decline any appointments as bond paying agents, or co-paying agents.

Yours very truly,

Jerry H. Riglcr, J.D.
Vice President and Trust Officer

OFFICES STATEWIDE



DEPARTMENT OF REVENUE
OFFICE OF THE COMMISSIONER | POUCH $ — JUNEAU 99801

March 5, 1975

The Honorable Hugh Malone
Chairman House Finance Committee
Alaska State Legislature

State Capitol

Juneau, AK 99801

Dear Mr. Malone:
In re House Bill No. 72

House Bill No. 72 creating the Alaska Municipal Bond Bank
Authority was referred to the House Finance Committee on
February 26, 1975 with two amendments made by the House
Community and Regional Affairs Committee that appear on
pages 291 and 292 of the House Journal of February 26, 1975.

I am enclosing a copy of a letter dated March 3, 1975 from
Eric E. Wohlforth of Wohlforth S Flint to Commissioner
Sterling Gallagher calling attention to one further amend-—
ment that is necessary from a legal standpoint. Mr. Wohlforth
is employed as the State"s Bond Counsel jointly with the firm
of Orrick, Herrington, Rowley 6 Sutcliffe.

The necessary amendment as indicated in Mr. Wohlforth"s
letter is to delete the word shall that appears as the first
word on line 1 of page 22 of the bill and replace it with
the word may.

Mr. Wohlforth advises by a telephone conversation with the
writer that recent court cases concerning the subject necess—
itate the above described amendment.

Respectfully your

R. D. Stevenson
Special Assistant

RDS:ns

cc Sterling Gallagher
Commissioner
Department of Revenue

Eric E. Wohlforth
Wohlforth S Flint
645 G Street
Anchorage, AK 99501



LAW OFFICES
W ohlforth a Flint

ERIC E.WOHLFORTH 645 G STREET Tetephone
ROSERT D. FLINT anchorage:, alaska 99501 e et

March 3, 1975

Commissioner Sterling Gallagher
Department of Revenue

Pouch S

Juneau, Alaska 99801

Dear Commissioner Gallagher:

Bob Stevenson sent me a copy of House Journal
pages 291 and 292 for February 26, 1975, 1in which the
House Community and Regional Affairs Committee amends HB
72 and 73 in accordance with the draft amendments submitted
to the Committee on February 21, with one minor clerical over —

sight. The Committee failed to amend the word shall appearing
in line one on page 22 to may as was suggested and as 1is
necessary. Hopefully, this amendment can be made by the

House Finance Committee as part of their Committee report
approving the bill.

Very truly yours

EEW/am
cc: R. D. Stevenson, Department of Revenue
Deputy Commissioner - Investments

Lawrence Eppenbach



29

may

[shall} be appropriated and paid to the bond bank authority during the

then current state fiscal year. Nothing in this subsection creates a

debt or liability of the state.

(h) All amounts received on account of money appropriated to the
reserve fund referred to in (a)(3) of this section shall be held and
applied in accordance with (b) of this section; however, at the end of
each fiscal year any amount representing earnings or income received

on account of money appropriated to the reserve fund shall be trans—

ferred to the general fund.

Sec. 44.58.290. ADDITIONAL FUNDS AND ACCOUNTS. The bond bank
authority may establish additional reserves or other funds or accounts
as may be, 1in its discretion, necessary, desirable, or convenient to
further the accomplishment of its purposes or to comply with the
provisions of any of its agreements or resolutions.

Sec. 44.58.300. APPLICATION OF FUNDS. Money or Investments in a
fund or account of the bond bank authority established or held for
bonds, notes, indebtedness or liability to be paid, funded, or refunded
by issuance of bonds or notes, unless the resolution authorizing the
bonds or notes provides otherwise, shall be applied to the payment or
retirement of the bonds, notes, indebtedness or liability, and to no
other purpose.

Sec. 44.58.310. RIGHTS OF HOLDERS PARAMOUNT. In order to carry
out its purpose under this chapter of making loans to municipalities
by purchase of the municipal bonds of those municipalities and by
receipt of its income from service charges and from payments of
on the maturing principal of municipal bonds purchased and held by it,

and in order to produce revenues or income to the bond bank authority

sufficient at all times to meet its costs and expenses of operation

H3 72

-22-

interest
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"REQUEST

Bill Ho.
Title:
Requested by:
Return Date
Agency: Revenue

House Bill 72 1
Creating the Alaska Municipal Bond Bank Authority
Representative Hunh Malone, Hse. Fin.jlate”

" o -

KecmeTrtredT ~ ~ -
Program:TreasuryManagement

EXTTTTICT”

FISCAL DETAIL
Budget Request Unlt(s) Affected:

A. expenditures: (Thousands of dollars)”

j r.v PO
1T A

FY 77 Fy 73
2. 1CL-L_.. Ti-L.
12.5"° 13.8 TUL. 16.7-1. 18.4
71.0 78.1 85.9 94.5 104.0
.5 .6 d. RS

1 py 79
1?2.?2 1

FY 7b
g 2

OBJECT FY 75

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
COMMODITIES
EQUIPMENT j
LAND ft STRUCTURES uh
GRANTS, CLAIMS, ETC. 1

INTER-AGENCY SFRVTT.FS 6.01 - 8.8

2vZ_ ... . 10..7..

TOTAL

102.4 111.4 122.6 134.8 7148.4

B. funding: (Thousands of dollliirs) . -

GENERAL FUND

FEDERAL FUNDS 1 1

OTHER 1 102.4 111.4 122.6 13.4,8 J. ....1.48.4

C. POSITIONS:

PERMANENT/TEMPORARY - 7/
MAN MONTHS (P./T.] /

D T I

3/ . xJ 13/

Note Preparation Instructions, Section 111)

ANALYSIS (See Fiscal.

. See attached analysis

ATTACHMENTS

DATE: April 12, 1975 PREPARED BY:

Legislative

Finance

Original:

cc: Budget and Management

Prime Sponsor (First Legislator
Senator Bill Ray

Nameu}



ANALYSIS

Personnel Services:

Executive Secretary: Range 25: 3 months salary @ 2,518 mo = $7,824
plus 18% benefits for 3 months 1,408
$9,232

Travel:
Bond Bank Authority Travel : 12 trips x 5 directors x 5 days per trip,
$2.6 perdiem + 2.4 travel = 5,000

Executive Director Travel: 5 trips x 5 days per trip,

$1.1 perdiem +1.0 travel = 2,100
Contractual:
Surety Bonding 500
Bond Counsel and Financial Advisors 55,000
Communications (postage, phones, forms, etc.) 5,000
Misc. Contractual 3,000
Annual Audit and Annual Report 7,500

Inter-agency Services:

Central Duplicating and Service for the
Authority by State Agencies 8,000

Commodities 500

Equipment: For new positions: Desks, chairs & calculators 1,200



Fiscal Anaylsis -- HB 72 aim in House Finance

Sec. 44.58.0S0 (page 4, line 16) requires that "all costs of surety bonds shall
be borne by the authority."

Sec. 44.58.060 (page 4, line 27) states that "the authority shall reimburse its
directors for actual expenses.”

Sec. 44.58.070 (page 5, line 5)provides for the mandatory employment of an
"executive secretary”™ who is inthe classified service. Permission is also given
for the authority to engage services of "bond counsel, consultants, experts and
financial advisors."

Sec. 44.58.110 (page 8, line 29) requires the production of an annual report and
audit.

Sec. 44.58.170 (page 9, line 9) requires an annual budget be filed which 1issubject
to the Executive Budget Act (AS37.09).

Sec. 44.58.390 (page 26, line 8) provides that "all expenses incurred in carrying
out this chapter are payable solely from revenue or funds appropriated under this
chapter."

Sec. 44.58.400 (page 26, line 13) allows that "the cost and expense of a service
requested by the authority . . . shall be Daid by the authority."
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DEPAItTMEIVT OF REVENUE

March 11, 1975

James B. Rhode, SA
House Finance Committee
Alaska State Legislature
Pouch V

Juneé&u, Alaska 99811

Dear Mr. Rhode:

Enclosed is a memorandum from Jack Chenoweth to Larry Eppenbach
on current bond issues outstanding in various communities of the
State.

These are the communities we would deem in need of assistance.

The smaller cities have the most need such as Sitka, Cordova, Nome,

Petersburg, Seward and Valdez.

Sincerely,

Sterling Gallagher
Commissioner

SG: gd

Enclosure



'"MEMORANDUM State of Alaska

DEPARTMENT OF COMMUNITY AND REGIONAL AFFAIRS

TO: Larry Eppenback date: December 13, 1974

Deputy Commissioner of Treasury

Department of Revenue RLE NO:

TELEPHONE NO:

Ifrom: Jack Chenov; sudject: Municipal bond bank: reported
Director / /J authorized but unissued and
Local Government Assistance Division anticipated general obligation

bond issues.
Questionnaires directed to some 40 Alaska municipalities inquired as to
anticipated general obligation bond issues. The information returned is
summarized below. The Cities of Anchorage and Fairbanks, the Greater
Anchorage Area Borough and the Fairbanks North Star Borough are excluded.
- -.AUTHORIZED BUT
< UNISSUED ANTICIPATED PURPOSE
Juneau $ 2,500,000 School
$ 4,000,000 Fire facilities
and equipment
Sitka -0- yy . «1,000,000 Roads
Kenai Peninsula
Borough -0- 3,500,000 Schools
Kodiak Island
. Borough . . 35,000 Schools
ffone
"MatarrusRa-Susftna
r= Borough -J 15>500,000 eSchools*~
None
" 4 North Slope- Borough 20,000>000 "Schools <«
27900 >00CL- Roads--- - * .
650,003" - Public housing
50.000 Water/sower
50.000 Utilities
.Z,650,000 - eOther capital
improvements
None
Bethel None
250,000 Dock improvements
Cordova 1,000,000 Civic center complex
5,500,000 School

MmiuDiuB  wpnr.mfaiSviBijtt?  m&tm



Larry Eppenback

Ketchi kan

Kodiak
Nome
Pelican
Petersburg

Seward

Skagway
Soldotr.a
Wrangek;*

y/aldez

Other municipalities contacted but

AUTHORIZED BUT
UNISSUED

"$ 1,250,000
1,380,000
|

1,000,000

- 200,000
" 1,400,000

1750,000%*
ot
. 'S

mee"ey - NOne.

projects are: .o y . *
> ... - = ~ m'ST.:nK
Bristol Day Gorougn *.

Haines Borough
Ketchikan Gatewa,,

Barrow
Craig
Dillingham
Haines
Homer
Hoonah
Hydaburg

Totals of the bonds

Borough

listed are:

*Authorized blit unissued

i Anticipated

ANTICIPATED

None

None

2,000,000

5,500,000

12,500,000 <

Kake
Kenai
King Cove
Klawock

/ .Kotzebue
Nenana

Saint Mary"s

Seldovia
Unalaska
Yakutat

'$

56,715,000
$ 34,708,500

December 13, 1974

PURPOSE

Sewer treatment
facility

Water and sewer/streets

Schools
Port facilities

Sewage .treatment facility

School

Water/sewer/sewage
treatment
Dock improvement

Sewer

Water/sewer

Sewer
Pool

"School

indicating no unissued bonds or anticipated

Te o/ V



MEMORANDUM )
April 9, 1975

Subject: State Eond Bank - House Bill 72

This subject has been before the House Finance
Committee.

The theory 1is that the State would create a
corporation which would operate by purchasing municipal -
bond issues at a time when several municipalities were
in a position to issue bonds. It would buy only general
obligation bonds. When a sufficient number of muni —
cipalities have bonds with approximately an equal rating
and similar characteristics such as the same maturity
dates, the bond bank would put out a prospectus inviting

bids on bonds issued by the bond.bank. These would be
revenue bonds of the bank payable from the revenue derived
from the municipal bonds purchased by the bank. The bank"®s

bonds would be backed by a reserve fund to be appropriated
by tne legislature for this purpose equal to principal and
interest payable in one year on the bonds issued by the
bank. The proponents of this bill anticipate that the
State could sell a revenue bond of this type at a lower
rate of interest than the municipalities can sell their
general obligation bonds because the State®"s larger 1issue
would be more attractive than a number of municipal smaller
issues and the reserve fund would be additional security
for the holders of the bank®s bonds.

The proponents of the bill frankly stated that
the bond bank would be unable to buy bonds of inferior
qguality and it can not be used as a vehicle to sell bonds
to the bank unless they were good quality. They stated
that the purchaser of the bank®"s bonds would consider a
package to have a quality equal to the lowest quality
municipal bonds in the package and this 1is true.

I advised the committee that municipalities who
do not keep proper minutes of their meetings, levy and
collect taxes as they should and keep proper books of
account to reflect their financial standing would not be
able to sell their bonds. I told them that they should
not go home and tell their constituents that this was
the answer to their financial problems because it would
only be beneficial in my opinion to some communities.

The State with an "A"™ rating sold its last

general obligation bonds for 5.99% interest. Since these
are revenue bonds they would sell for a higher rate of
interest. At the present time State revenue bonds are

being sold only at very high interest rates because of a
default of $105,000,000 in bonds by the Urban Development



Corporation of the State of New York. In normal times a
bond bank bond of this type should sell for about 6-1/2

to 7% interest. The bill states that the State would
assume no obligation for the payment of the bonds and that
the bond bank revenues are the only backing for the bonds.
It further states that the State would not subsidize the
bank except to establish a reserve fund. The cost of
operations would have to be paid from the income received
from the municipalities which they would pay in the fornm
of interest on their bonds. Therefore it is my opinion
that the bond bank would have to pay 6.5 to 7% interest

on its bonds and would have to charge the municipalities

somewhat more. The larger municipalities are having no
trouble selling their bonds at rates slightly above 6%.
The last Juneau issue went for 6.2. Therefore they could
not save any money by selling to the bond bank. The bond

bank is of no value to a community unless it can either
sell the municipal bonds with a rate of interest less than
they can sell otherwise or can market a bond which 1is not
marketable otherwise.

The way it is designed at the present time the
communities with good credit rating can sell cheaper on
the open market and the bond bank would be of no help
to them. Municipalities which have large amounts of
bonds outstanding and have used up their credit can not
issue more bonds and sell them to the bank because the
bank would not purchase them and jeopardize the reserve
funds. However, there are municipalities which have
never issued bonds and have no reputation in the market.
There are also new communities springing up which have
no financial history but have good prospects. There are
other communities which because of unsettled economic
conditions may have trouble marketing bonds at a rea-—
sonable rate of interest such as 6.5%. For these communi —
ties who might have to pay 7% or more on a general obli—
gation bond, the bond bank may be able to provide thenm
a market which would otherwise not be available and it
may be able to save them money in the interest rate.

In my opinion any small community in South—
eastern Alaska which has not over-extended itself in
the issuance of bonds and has good financial records
can sell their bonds to Alaska banks at rates of interest
and with 1less delay and expense than is necessary when
dealing with a bond bank established as proposed. There —
fore it is doubtful that the bank would be of any benefit
to such a community but it could have advantages for
municipalities which do not have such a good position
in the market.



»

I advised the committee that the proposed
appropriation of $2,650,000 for the reserve would not
support more than $30,000,000 of bonds outstanding and
if the bank is to operate efficiently, it must have a
larger reserve fund. The administration is now asking
for an appropriation of $4,445,000 to be appropriated
to the reserve fund to support $50,000,000 of bonds.
The prospects of getting such an appropriation are not
good.

"TVn <f~ *--Q-
N. "C. Banfield/

NCB ;np



LAW OFFICES OF

FAULKNER. BANFIELD. DOOGAN S HOLMES

HERBERT L. TAULKNER (1802-19721 SUITE 201. =12 FRANKLIN STREET
norman c.banfielo JUNEAU ALASKA 99601
FRANK M. OOOGAN

MICHAEL M. HOLMES

RANC*ALL J. WEOOLE April 9, 1975
WILLIAV B. ROZELL

JAN VAN OORT
LAWRENCE T. TEENEF
CHARLES N. ORENNAN

Tel.580-2210
Area Code ©07

City of Craig
P. 0. Box 12
Craig, Alaska 99921

Re: Bond Bank
Gentlemen:

You have been contacted by the Alaska
Municipal League to support House Bill No. 72
which would authorize the State to establish a
bond bank.

I have written a Memorandum on the subject
which 1 am sending you for your information and
consideration.

Yours very truly,

NCB:np
Enclosure
cc: Alaska Municipal League



LAW OFFICES OF

FAULKNER. BANFIELD. DOOGAN S HOLMES
HERBERT L. FAULKNER (1802-1972] SUITE 201. 3M FRANKLIN STREET

NORMAN C. QANFIELO JUNEAU, ALASKA 99601
FRANK M. DOOGAN Tel .586-2210

MICHAEL M. HOLMES area Code 907
RANDALL J. WEDOLE April 9, 1975
WILLIAM 6. ROZELL

JAN VAN OORT
LAWRENCE T. FEENEY
CHARLES N. ORENNAN

City of Pelican
P. 0. Box 757
Pelican, Alaska 99832

Re: Bond Bank

Gentlemen:

You have been contacted by the Alaska
Municipal League to support House Bill No. 72
which would authorize the State to establish a

bond bank.

I have written a Memorandum on the subject
which 1 am sending you for your information and
consideration.

Yours very truly,

N. C. Banfie$d

NCB:np
Enclosure
cc: Alaska Municipal League



Statement on HB 72
Submitted by Don M. Berry
Executive Director

Alaska Municipal League

Mr. Chairman, Members of the Committee:

For the record, 1 am Don M. Berry, Executive Director of the
Alaska Municipal League, an organization representing cities and
boroughs throughout Alaska. On behalf of the League members, 1
v/igh to express our appreciation for this opportunity to prevent
testimony 1in support of HB 72 an act establishing the Municipal
Bond Bank Authority.

Che League has spent several years reviewing and drafting the
concept of assistnace to local governments by the creation of a
financing agency within the State which could provide a viable means
of aiding these local governments to overcome many of the high cost
problems 1incurred in the capital markets and which could aid com—
munities in the financing of needed capital improvements. Tk feel
than "B 7.2 as it appears before this committee adequately meets
these needs.

As you are well aware, many communities in Alaska have ex—
perienced extreme difficulty 1in obtaining necessary funds to con—
struct civic improvements due to existing bonded indebtedness or
high interest rates. Because of the extreme costs of normal local
government responsibilities, vitally needed capital improvements

such as streets, sewers, water systems, hosoita.ls, narks and



recreation facilities, pollution control, libraries, etc. have
become inferior claimants in the competition for the local tax base.
Therefore, the cnlv recourse has been to go to the bond market with
its nearly prohibitive costs. Thile many plans have been advanced

»
by the n. S. Treasury, Congress and others to aid such communities,
one thing that all proposals have in common is the powerful in—
volvement of the federal government one way or another. The League
believes that state involvement is not only more appropriate but
much more beneficial.

This involvement could take two courses - outright grants to
political subdivisions for capital improvements or the creation of
a municipal authority such as you now have before you. Since
HB 72 does net deal with outright grants, we will confine our re-—
marks to the bond authority.

Unlike most states with their numerous political subdivisions
issuing bonds in large volume, Alaska has relatively few issuers,
with most of the volume 1in the Citv and Borounh of Anchorage, the
City o:c Fairbanks, the Fairbanks “forth Star Borough, and, to a less—
er extent, the ICenai Peninsula Borouah, the City and Borough of
Juneau, and the City of Ketchikan and Ketchikan Gateway Borough.

However, with the raoid increase of economic activity over the
next few years, Alaska may anticipate that its smaller cities such
as vAides and Cordova and less oooulom boroughs such as the
Matanuska-Susitna and "forth Slope will begin to borrow on a
volume comparable to the larger population centers. In addition,
villages or communities mav be expected to incorporate or attain

corporate status nermitting bond issuance, and other oockets of

9.



growth will develop. These new growth pockets will have capital
demands, initially for schools and later for other municipal
purposes.

Alaska may expect then over the next few vears a number of
potential bond issuers who have never aoproached the municipal
bond market. M .nv of these will obviously be unrated on their
initial financings. Thus, some of the local issues will not gain
nearly the 1investor attention they might deserve because of the
difficulty of analyzing the credit of a new municipalitv or a
municipality which has not heretofore borrowed. Particular economic,
political or social problems might bo present in a given situation
which would preclude any reasonable expectation of obtaining funds
by borrowing. Local officials in many of these budding comnunities
may find that readying an issue for market is beyond their
capabilities because of inexperience.

A Municipal Bon” Bank Authority, such as envisioned in HB 72,
could be of immeasurable help to first time borrowers if onlyv
because c¢f the advice it could render on the tochniaues of preparing
bonds for market.

Il addition, the concept of packaging a number of issues
from new or smaller municipalities in effect reoffored through the
new uniform security of the Municipal Bond Bank Authority could
be of great hole in local debt management. "Tie priinarv analysis
of the local bond security could be undertaken by the Bond Authority
and the burden relieved from outside municioal bond purchasers.

It may bo exnectod that the .Municipal Bond Authority operation

could result in interest cost savings to the smaller municipalities

.3



since the uniform security it offers to bond holders would obviate
the difficult issuc-by-issue bond analysis now necessary and because
the State, althouch not legallv obligated to supoort the bonds

would be considered to be involved, nevertheless, in assuring 1its
successful operation. These obvious advantages would also accrue

to the larger and more experienced municipalities if they chose,
under the terms of HB 72 to issue their bonds through the Authority
rather than on the public market.

An additional feature of the Municipal Bond Authority, avail—
able to all Alaskan Communities, 1is the fact that it would help
piovide a continuing staff to assist in local finance operations.

It is realistic to assume that, with a specific bond purchase and
marketing function assigned tothe Authority, progress could bo
made for the first time in securing and keeping current a unifornm
accounting and information system from municipalities - the lack
of which has heretofore oroved a problem to our local government
operation in Alaska.

Thus, it is obvious that the Municipal Bond Bank Authority as
established by HB 72 offers much more far-reaching assistance to
local governments than just the capability of sccurincr lower
interest rates on local bond issues. It provides the essential tools
which micht eventually enable each community to attract investor
interest on its own. It could assist in developing financial
stability in local governments which in turn would enhance the
credit of the State at all levels.

The League realizes the tremendous responsibility with

which the Committee has been charged. Your decisions here will



have a lasting effect on Alaska and its citizens for years to come.
So too will the decisions of local government as they plan vitally
needed capital improvements not only for the present but for the
generation of Alaskans who will reguirc and utilize those facilities
in the future. T?e sincerely foci that an investment now in the
schools, hospitals, roads, environmental pollution control,
facilities of the future would be a wise and judicious investment
of the State"s resources to assure 1its continued growth and the
development of its bright orospects in the decades to come.

In conclusion, 1 wish to express the thanks and aooreciation
cf the entire Alaska Municipal League for the opportunity to pi-caent
this statement of strong support of strong support of KB 72. "-Te
are anzious to assist you in your 1important task and stand ready

to hejp you 1in every way possible.

Thank you very much.

Respectfully submitted,

Don M. Berry
Executive Director



< JBANKofAM ERICA

April 18, 1975
BANK INVESTMENT SECURITIES DIVISION

James B. Rhode, SA

House Finance Committee
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Jim:

The creation of an Alaska Municipal Bond Bank would appear,
in theory, to solve many local financing problems. In practice, how—
ever, such a bank could generate greater problems for the State of
Alaska”then may be solved. One has only to glance at the trade papers
to recognize that state agency financing backed oy a “moral" pledge of the
state has "fallen on hard times”. While in the recent past many profes—
sional bond analysts have pointed out that the "moral obligation"™ 1is not
legally binding upon a State, be it worded "may or shall™, no one has
been so presumptuous as to suggest that a State would not "honor this
clause” at the slightest hint of trouble. Recent difficulties in New
York State associated with notes and bonds of Development Corporation
present some insight into possible responses by states to "moral obliga—
tion" debt. In this period of high inflation, mounting unemployment
and government revenue shortfalls, most states are finding it difficult
to balance their budgets. Surplus revenue for any purpose 1is hard to
come by. Many political observers as well as investors have come to
feel that the Moral Obligation pledge 1is in reality an escape on the
part of those in public office who, on the one hand, do not wish to fore—
go pet projects for fiscal reasons but are unwilling, nonetheless, to
place the State"s credit on the line for such projects, relying instead
on future legislators to resolve any problems that may arise.

If Alaska creates the Alaska Municipal Bond Bank backed by a
moral pledge, the bond market will act accordingly. In our opinion the
cost of a moral obligation bond of an Alaskan Municipal Bond Bank would
be considerable. For example: if the State of Alaska were to sell a
full faith and credit obligation of $25,000,000 repayable over a 25 year
period with level debt service, we estimate the overall cost of principal
and interest to be $51,238,425. The exact same issue sold under the
Alaska Municipal Bond Bank, with a moral pledge, would incur an estimated
debt service cost of $58, 549 ,225, or -$7,310, 800 in additional expense.

It should also be noted that while the State of Alaska enjoys a Moody"s
"Al" rating, the Alaska Municipal Bond Bank would in all probability be
assigned an "A" rating.

The sale of general obligation bonds by the State docs not re—
quire "funded intcres:" during construction, or the establishment of a

1AL IK DI AMFITICA NATLiVjAI TM™jr. T ANO SAVINM ASSOCIATION . RANK AMF_-1iCA I KNTCM . HOX 370i)l =SAN FnANCISCO. CAi II"OIINIAO1137



James B . Rhode, SA Page 2.
House Finance Committee
April 18, 1975

Reserve Fund. The full $25 million, therefore, would be available to the
State using g.o. method. Under the "Bond Bankl procedure, the net would
be $18,258,031, giving effect to funded interest and other expense. Thus,
the bond funds available to complete various projects would have declined
by some $7 million, in addition to the higher debt service cost over the
life of the bond issue. Although some monies would be recovered through
interest earned on the reserve fund, the return on such investment would
be limited by arbitrage regulations of the U.S. Treasury.

In the harsh reality of present-day finance, it appears to us
that the public interest would best be served by the development of a
total and well conceived capital improvement program, supported by sound
fiscal and budgetary practices, effective debt management and strong
public policy objectives,

0

The State of Alaska credit rating has now reached the "AI"
level, placing the State on the same level with many other states in the
lower "48: and just slightly over one step below the coveted "Aaa" level.
.The use of the "moral obligation” pledge would not enhance this rating.
Alaska is a new state with a model Constitution, a young population and
happily lacking many of the problems found in most other states. The
State of Alaska, 1its cities and other political units have no reason to
compete with each other in the bond market for funds. Though the
topography of Alaska, its climate, population centers and special needs
do indeed present a formidable challenge, we nevertheless feel that a
departure from the general obligation bond to the moral obligation bond,
with all its related problems and costs, would not be in the best

interest of the State.

Sincerely,

A. F. Mazotti
Senior Research Officer

AFM/vs

DANK OF AMCMICA NATIONAL TM*JGT AND SAVINGS ASSOCIATION
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The Legislature of the State of Alaska
FISCAL NOTE

First Session - Ninth Legislature

"vV&rse- Q& -
request V
Rill i'v. HB. 72_J_andJin”_sis_fljj...fS_fox HB.J 3
-"eit".1. : _Snort Title:__Alaska Municipal Bond Bank Authority Act
Requested fry: pate:
Return Date Requested:
Agenoy : Department of Revenue Program: General Government - Fiscal

Services - Treasury Management

FISCAL DJirAi.L

Ludrei; Request Unifc(s) Affected: Treasury Management
A. EXPEND! TUP.ES : (Thousands of dollarsJ

OBJECT FY 75 FY 76 FY 77 »..FY 78 *JEL 71 J- r." -
PERSONAL SERVICES .39,917. L 537720 53,720 ! 53,720 ; 53,720
TRAVEL __35lo0 : 3,600 3,600 j 3,600 i 3,600
CONTRACTUAL 3,000 5,000 5,000 : 5,000 ; 5,000
COMMODITIES 1,250 1,000 -0- ; -0- 200"
EQUIPMENT 1 1 * e -
LAND & STRUCTURES ) i
>nANTS, CLAIMS, ETC. % ?L
TOTAL 49,567 63,620 62,620 ! 62,620 ! 62,520

1 !

o . . Qe " - (’: <r E()i\:\

E Vv 49,500 63,600 62,600 62,600 ; 62,800

; 0 ;

e .

<\ :*}C>. ..

S VPOMispy 0 /o /0 1...3/0 1 3/0 1 3/0 i 3.0
Vr. >0 (P./TVT m " 2.4/0. 136/0. L 36y O ' 30/....0...1..36,0

ANALYSIS (See Fiscal Note Prep: Tration Enatrue fclens, Sectlon IT.D

See Attached Fiscal Mote



CS FOR 1B 73

Analysis:

The appropriation of $4,445,000 is sufficient to fully
fund a reserve for one year®"s debt service (interest and
principal amortization) on $50 million in 30 year 8% bonds.
This same amount will fur.l a year®s debt service on $50 million

20 year 6% bonds as an alternative.

Until the Municipal Bond Bank 1is functioning it 1is
impossible to predict the actual value of one year"s debt
service. The assumption of $50 million 1in bonds reflects the
reasonable forecast of future Alaska municipal debt: likely to
participate with the Bond Bank during fiscal years 1976 and 1977.
Should the success of the bond bank be such that more than
$50 million in bonds were desired to be issued then the Bond
Bank would be required to justify an additional appropriation.
On the other hand, 1if an amount less than $50 million were
issued then the surplus debt service amount would lapse to the
General Fund beginning 1in FY 1978. In the meantime, the
reserves would be continuously invested with all interest

earnings credited to the General Fund.



Municipality Bond Bank Authority

Fiscal Note - HB 72

1. Analysis

This fiscal note assumes that two initial positions; an
Investment Officer 11 and a Clerk Typist 111, and direct expenses
relating to these positions will be funded from the General Fund.
Eventually, a third position, a Statistical Technician 1Il, may be
similarly funded. All other expenditures of the Bond Bank should
be paid from the proceeds of Bank Bond Issues. These expenses are
not listed in this fiscal note because of their uncertain nature.
They will include, however, bond counsel and financial adviser

fees, as well as all direct debt issuance expenses.

The reason for general funding of the core positions are two-—
fold. First, this allows the Bank to begin functioning without
being forced to issue bonds immediately. Second, these positions
will have "debt management” responsibilities assigned to them that

will not be lim-—~= 2d to those of the bond bank.

The attached new position requests describes these duties in

some detail.



PERSONAL SERVICES
REQUEST FOR NEW POSITION

POSITION TITLE  Gyerk Typist 111

NEW
TYPE OF POSITION ESTABLISHED
TYPE OF EXPENDITURE AMOUNT FUNDING SOURC

SSUCic,
PERSONAL SERVICES

EQUIPMENT
OTHER
TOTAL
TOTAL FXAL-
EXPLANATION

This position would supply clerical support
the Treasury Division.

_ - NCY CATEGORY
K<?venue. PROGRAM

Lo "IN SUB-PROGRAM
Treasury ELEMENT

SUB-ELEMENT

LOCATION Juneau

PRIORITY PAGE /LINE

DETAIL OF RELATED EXPENSES

.Salary. 9,696
-Benefits LN-45
Total - $117MM

Chair - AO

for Debt Management Section of

APPROVED [ APPROVED  LJ CERTIFICATION BY AGENCY HEAD

GOVERNOR LEGISLATURE

DISAPPROVED ™ DISAPPROVED D

DATE



POSITION TITLE STATISTICAL TECHNICIAN 11 RANGE LOCATION JUNEAU

TYPE OF POSITION (PET, PPT, ESTABLISHED PRIORITY PAGE/LINE
&0 R Tenxisg: FUNDING OURCE ¢ DETAIL OF RELATED EXPENSES
ERSONAL SERVICES ié,é%rg 5TqiT/ri
TRAVEL

CONTRACTUAL

COMMODITIES

EQUIPMENT S A Desk, Ciiair. Statistical Computer

TOTAL

Uricsse
EXPLANATION:

The Debt Management Section of the Treasury Division requires a Statistical Tech Il to collect
and analyze data for the preparation of Official Statements and to coordinate municipal finance
offering through the publication of an Alaska Bond Calendar.

This Statistical Tech Il will assist the Debt Finance Specialist in the data gathering require
ment and prepare complete and current tables of revenues, expenditures and fund balances. He will
also work directly with the Financial Advisor to coordinate the publication of these documents
and provide data to rating agencies on a continuous basis.

The Statistical Tech Il will also assist in the preparation of a monthly all-Alaskan Bond
Calendar, This will involve continuous contact with municipalities and bond insuing authorities
throughout Alaska,

Lastly, the Statistical Tech Il will work with the Capital Receipts Planner to assist in
gathering information about agencies® long term financing needs.

CERTIFICATION BY AOENCY HEAD DATE
GOVERNOR APPROVED LJ LEGISLATURE AITPX7ED [
DISAPPROVED Q DISAPPROVED O
TREASURY MANAGEMENT REVISED

PERSONAL SERVICES
REQUEST FOR NEW POSITION



INVESTMENT OFFICER Il (Request)
Attachment 119

Third, there is a need for someone at the State level to coordinate Alaska Municipal debt
offerings to lessen adverse market impact of bunched Alaska offerings. Also, recent legislation
enacted relating to municipal obligations for school construction requires someone knowledgeable to
advise municipalities in this financing area. In this capacity, extensive travel throughout the
State will be necessary to meet with municipal finance officers. Outside travel is also necessary
for coordinating activities of the State Bond Counsel and Financial Advisors.

Fourth, there is a need for a specialist within the Department of Revenue to be Executive Secretary
proposed Municipal Bond Bank Authority. This authority must have the ability to review applications

and set quality guidelines immediately.

is a need to begin work today on developing sources of long term financing to fund

Fifth, there
involve forecasting preliminary construction bond require—

the capital relocation costs. This will
ments and testing alternative debt finance plans to determine the least cost method.



Rc uesi for Now Puniliq-

FOSITION TITLE INVESTMENT OFFTCFR 7 RANGE ) LocAaTION JUNEAU
N E W X X X
TYPE OF POSITION (PFT, PPT. SEAS) PFT ESTAULISIIEO M/C: (o} PRIORITY . PAGF/LINF
. TNt Smir-z uo - s*asA
BUDGET VYEAR 1BY)
TYPE OF EXPENDITURE., gf’AMOUNT i  FUNDING SOURCE il DEIHA}\’V-Lri.QFr>B«ELATE|3:/)-|E"XPENSES e —encr-
PERSONAL SERVICES I"?2701~7:T ~ ~ 21117 4-18% =-~2KJ?U>
TRAVEL 3] QQ_
CONTRACTUAL
COMMODITIES
EQUIPMENT i.ono Desk, Chair, Calculator
OTHER
TOTAL 32,876
o Fir* =T, fop——Tem mxepn a if - Jyisuiayfrys f- Wi-Ti w.‘;r.r,Q,T:'ﬁ_"i{‘.lzrl”fr%ﬁ"n’i"ﬂTr.vja Fmrrr 2.t

EXPLANATION:

An experienced tax exempt financing specialist is needed by the State to V7ork in five critical
areas.

First, the Secretary for the State Bond Committee, who 1is the Commissioner of Revenue needs a
specialist for staff support in issuing increasing numbers of General Obligation and Revenue Bonds.
In this capacity the Investment Officer would serve as the full time staff of the Committee and “be
responsible for the preparation of Official Statements and Notice of Sales for all issues and develop
long term financing programs. He would remain in continuous contact with the markets for tax exempt
securities, the rating agencies, and the latest IRS tax regulations. He would also remain in close
contact with the Committee"s Bond Counsel and the Financial Advisors between meetings and coordinate
their activities.

Secondly, there is a need for an experienced tax exempt financing specialist to assist in
developing a mortgage financing program to assume the capital requirements of the increasing Veterans]
loan program. This would involve preparing legislation for a Veterans Loan Authority and analyzing
the security value of pledging presently held veterans mortgages to secure authority bond issues.

CERTIFICATION BY V.NCY HEAD DATE
GOVERNOR  APPROVED ] LEGISLATURE APPROVED D
DISAPPROVED Q DISAPPROVED O
cumttmaacM toooattacia EOaaaajuaaapacagaejijam . T 1 - di-mr-FneiM aamaataxm
BRU. BRU CODE REVISED
e PERSONAL SERVICES

REQUEST FOR NEW POSITION

02-1013



First Suasion

Ninth Legislature

e

Program:

Bond

Bank Authority
Ms. Date:
Finance Committee Chairman
Treasury Management

FY 77 FY 73 PP i jyv_«n
40.-5. 4U .5 48. 9~1 ™53
13. 8 15.2 | 16.7 i 18.
78.1 85.9 7 94. 5~ "f 104!
.6 .7 70!
1
8.8 9.7 j 10.7 j 11.3
|
141.8 156.0 171.5 j 182
L
Instructions, Section 111)
General Fund and”~/3 by the

1. "REQUEST
Bill Hfl. HB 72
Titles Creating the Alaska Municipal
Requested by: Representative Hugh Malone,
Return Date Requested:,
Agency: Revenue
11 FISCAL DETAIL
Budget; Request Unib(c) Affected:
A. EXPENDJTURHS5: (Thousands of dollars)
OBJECT FY 75 FY 76
Xocf  PERSONAL  IRVICKS 36.8
200 TRAVEL 12.°5
00 CONTRACTUAL 71.0
l oo commoni-, 123
500 EQUIPMENT
oDb LAND STRUCTURESO
700 OHAN ¥ VT T
Inter-agency Services 3.0
TOTAL 130.0
B. FUNDING: (Thousands of dollars)
1l ANALYSIS (See Fiscal Note Preparation
NOTE - Personal Services is funded //$%
Authority.
o 0 " "
See Attachments
1v. ATTACHMENTS
V. DATE: May 21, 1975 PREPARED
Original: Legislative Finance
cc: Budget and Management

Prime Sponsor (First

Legislator

Named)



MEMORANDUM State of Alaska

«o0V; Kent Dawson, Director date: May 20, 1975
Division of Budget £ Management
Department of Revenue FILE NO:

TELEPHONE NO.-

FROMSterling Gallagher SUBJECT: HB 72 - Alaska Municipal

e Commissioner - -T Bond Bank Law

debt manager position. wilT be required to administer the Alaska
Municipal. Bond Bank Law (HB .72). At the time the budget passed
V:" The Governor[s Review Committee, | believed that the debt manager
position was, in my budget. (Budget Workbook, page 970, Uline 7).

As we evaluate®managing $30,000,000 1in Municipal Bonds plus the
normal $150,000,000 per year of bonds that we sell, 1 feel that
"-ema full-time manager is required. Please consider asking the
~ Free-Conference Committee on the budget to increase our .fiscal
'.-einote from $9.2 for 3 man-months to $35.8 for 12 man-months to
-establish this vital debt manager position. I have attached an
«w updated fiscal note. < *

Thank you for your consideration.



ANALYSIS
Personnel Services:

Executive Secretary: Ran?e 25: 12 months sala
pTus 18% benefits for 1

r =
2" months 5600
Travel:

Bond Bank Authority Travel: 12 trips x 5 directors x 5 days per trip
$2.6 perdiem + 2.4 travel = 5,000

Executive Director Travel: 5 trips x 5 days per trip,

$1.1 per diem + 1.0 travel = 2,100

Travelto Municipalities throughout the State andout-of-state
Bond work = 5,400
Contractual:
Surety Bondin% _ _ _ 500
Bond Counsel and Financial Advisors 55,000
Communications (postage, phones, forms, etc.) 5,000
Misc. Contractual 3,000
Annual Audit and Annual Report 7,500
Inter-agency Services:
Central Duplicatin% and Service for the

Authority by State Agencies §,000
Commodities 500

Equipment: For new positions: Desks, chairs £ calculator’s 1,200



> Fiscal Anaylsis — HB 72 aim in House Finance

> *
-5ec. 44.58.050 (page 4, line 16) requires that "all costs of surety bonds shall
"“be'borne by the authority."

“nSec. 44.58.060 (page 4, line 27) states that "the authority shall reimburse its
. directors for actual expenses."

Sec. 4458.070 (page 5, line 5)provides for the mandatory employment ofan
"executive secretary”™ who is in the classified service. Permission is also given
-.-for the authority to engage services of "bond counsel, consultants, experts and

“financial advisors."

“Sec. 44.58.110 (page 8, line 29) requires the production of an annual report and
audit.

'Sec. 44.58.170 (page 9, line 9)requires an annual budget be filed whichis subject
to the Executive Budget Act (AS37.09).

'“Sec. 44.58.390 (page 26, line 8) provides that "all expenses incurred in carrying
— out this chapter are payable solely from revenue or funds appropriated under this

chapter."

Sec. 4458.400 (page 26, line 13) allows that "the cost and expense of a service
requested by the authority . . . shall be paid by the authority.1
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KEFAKTMEXT OF REVENUE

CHECGF THEGOWISSONR / ROUHS-  JUINEAU 99801

March 5, 1975

The Honorable HuEh Malone

Chairman, House Finance
Committee

Alaska State Leg|s|ature

State %E|to

Juneau, Alaska 99811

Dear Mr. Malone
re House Bill no. 72

At the request of Sterling Gallagher, Commissioner of Revenue,

in connec lon with Your ommittee's consideration of House Bil
No. 72, an Act creating the Alaska Municipal Bond Bank Authorny,
| am encI03|ng copies of correspondence dated February 28,

from Samuel L. Coxson, City Manﬁger Clt of Dillingham and damd
February 27, 1975 from Jerr . D., Vicé President and
Trust Officer, National Bank of Alaska Anchorage Alaska to the
Treasurer, City of Dillingham.

You will note the problems posed to the City of Dillingham regard-
ing bond paying agency accounts and Mr. Coxson's comments.

Respectfully,

R. D.. Stevenson
Special Assistant

RDS: lw
Enclosures (2)

cc Sterling, Gallagher
CommisSioner ot Revenue
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BDX 191 « DILLINGHAM, ALASKA 99576 o PHONES B42-34S3 DR E42-3933
JU No- m SKA

TO r Mr. Sterling Gallagher, Cormissioner .71 SUBJECT
Department of Revenue
Pouch S - j date February 28, 1975

Juneau, Alaska 99801 —

Dear Mr. Gallagher:

l.am enclosing a letter received today from the National Bank of Alaska
which my be of interest to you. This policy change may have an impact on
the Municipal Bond Bank though it is not directly related.

Sincerely yours,
cc: Mr. Jack Chenoweth
SLC/Irh Samuel L. Coxson, City Manager
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TlinOffice: Box 000 « Andoraoe. Ahika 99510  907/2/2-5644

February 27, 1975

Treasurer

City of Dillingham

POy Box 191g
Dillingham, Alaska 99576

Re:  Bond Paid Agencies
Gentlemen:

In recent months we in the Trust Department of the National Bank of

Alaska h”ve been forced to reevaluate our bond paying agency accounts.
As a result of our reevaluation the management of the bank has decided
that it would not be feasible for us to accept any more business of this

type.

Let me assure that the decision was reached only after careful consideration.
As you may well imagine, of ﬁrlmary concern to the bank is its relationship
with the municipalities throughout the state and the desire on the part

of the bank to see needed services provided locally. What has become
increasingly evident, however, is the fact that because of the low volume
and the resulting high unit costs we cannot continue to bring these services
to you on a competitive basis. Rather than ask you to pay what we
\_Nourl]q consider excessive fees, the bank has decided to curtail its activity
in this area.

In the future, we ask that you do not consider the National Bank of Alaska
for paying agent or co-paying agent on any bonds you may issue. We

re.?ret that we have found it necessary to make this request and henceforth
will decline any appointments as bond paying agents, or co-paying agents.

Yours very truly,

Jerry H. Rigler, J.D. _
Vice President and Trust Officer

OFFICES STATEWIDE



I, the undersigned, an employee of the State of Alaska, do hereby certify
that the microfilm images on this microform are accurate reproductions
of the original records of the State of Alaska as accumulated during the
regular course of business, and that it is the established policy and practice
of this State to microfilm its records and to dispose of the original records

after microfilm reproductions have been made.

Date



COMM ITTEE REPORT

/1775
Mr. President: Date
The Commlttee on FlNA C has, had CSKB 72 dn
creating the Ala.’ka Municipal Bond Bank Authority
under consideration. A Majority of the members of the Committee

( ) recommends it DO PASS
( ) recommends it DONOT PASS
( ) recommends it DOPASS WITH ATTACHED AMENDMENT(S)

( ) recommends it BEREPLACED WITH CSFOR AND THAT

CS FOR DO PASS

() "and" recommends it BE REFERRED TO THE

COMMITTEE
() reports it back WITHOUT RECOMMENDATION
( ) "other™

Members signing the Majority report:

Members NOT concurring in the Majority report:

recommends:

recommends:

recommends:

recommends:

recommend s :

Cha irnan



; First Station - Ninth Loginlature
l. REQUEST p~iLE£t2s /~ra?// & 0 a4y /frecez*ry

Bi”ue:(t)éd by es ntg%vpe‘laﬁ@%mgaj BondF Mgtnm

Return Date Requeste

Agency: Revenue ~ Progranm: Treasury Management.

I1. FISCAL DETAIL
Budget Request Unit(s) Affected:
A. EXPENDITURES: (Thousands of dollars)

OB.7ECT FY 75 FY 7b FY 77 FY 73 FY 79 vv 80
100 PERSONAL SERVICES "9-2- HL-L 1.1 . J2.2.. 13.a
200 TRAVEi . 12 5 13 8 15.2 16.7- IB. A
300 CONTRACTUAL 71.0 78.1 85.9 94.5 104.0
500 COMMODITIES 5 .6 -7 L *7 8
BOO  EQUIPMENT 1.2 .

600 LAND & STRUCTURES
700 GRANTS, CLAIMS, ETC.

gnn TNTFR-AGFNFY SFRVTFFS 8.0l 8.8 . SLi,. . 10.7. 11.8
TOTAL —o- 102.4" 111.4 122.6 134.8 <148.4
e « B. FUNDING: (Thousands of dollars) . °
» Ld
- GENERAL FUND 71
FEDERAL FUNDS J
OTHER 102.4 111,4. 122.6. - 134.SJ j iaa

C. POSITIONS:

permanent/temporary / 1< -1 VY J1JL I R |
MAN MONTHS (P./T.) v -V 3/ 13 1 13/ 137
1. ANALYSIS (See Fisc.il. Note Preparation Instructions, Section 111)
. See attached analysis
1V. ATTACHMENTS
V. DATE - April 12, 1975 PREPARED BY:
original Legislative Finance
ce: Budget and Management

Prime Sponsor (First Legislator named)
Senator Bill Ray



ANALYSIS

Personnel Services:

Executive Secretary: Range 25. 3 months salary @ 2,608 mo = $7,824
plus 18% benefits for 3 months 1,408
$9,232

Travel:

Bond Bank Authority Travel :12 trips x 5 directorsx 5 days per trip,

$2.6 perdiem + 2.4 travel = 5,000
Executive DirectorTravel: 5 trips x5 days per trip,

$1.1 perdiem +1.0 travel = 2,100
Contractual:
Surety Bonding 500
Bond Counsel and Financial Advisors 55,000
Communications (postage, phones, forms, etc.) 5,000
Misc. Contractual 3,000
Annual Audit and Annual Report 7,500

Inter-agency Services:

Central Duplicating and Service for the
Authority by State Agencies 8,000

Commodities 500

Equipment: For new positions: Desks, chairs & calculators 1,200



Fiscal flnaylsis -- HB 72 aim in House Finance

Sec. 44.58.050 (page 4, line 16) requires that "all costs of surety bonds shall
be borne by the authority.”

Sec. 4458.060 (page 4, line 27) states that "the authority shall reimburse its
directors for actual expenses.”

Sec. 4458.070 (page 5, line 5)providesfor the mandatory employment of an
"executive secretary”™ who is in the classified service. Permission is alsogiven
for the authority to engage services of "bond counsel, consultants, experts and
financial advisors."

Sec. 44.58.110 (page 8, line 29) requires the production of an annual report and
audit.

Sec. 44.58.170 (page 9, line 9)requiresan annual budget be filed which is subject
to the Executive Budget Act (AS 37.09).

Sec. 4458.390 (page 26, line 8) provides that "all expenses incurred in carrying
out this chapter are payable solely from revenue or funds appropriated under this
chapter.”

Sec. 44.58.400 (page 26, line 13) allows that "the cost and expense of a service
requested by the authority . . . shall be paid by the authority.”



DEPARTMENT OF REVENUE /

. OFFICE OF THE COMMISSIONER / POUCH S —  JUNEAU 99801

March 11, 1975

James B. Rhode, SA
House Finance Committee
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Mr. Rhode:

Enclosed is a memorandum from Jack Chenoweth to Larry Eppenbach
on current bond issues outstanding in various communities of the
State.

These are the communities we would deem in need of assistance,

The smaller cities have the most need such as Sitka, Cordova, Nome,
Petersburg, Seward and Valdez.

Sincerely,

Sterling -Gallagher ’
Commissioner

SG: gd

Enclosure



"M

tr
. to.

hom;

. / 1]

M. e & T mly

EMORANDUM State of Alaska

DEPARTMENT OF COMMUNITY AND REGIONAL AFFAIRS
Larry Eppenback DATE December 13, 1974
Deputy Commissioner of Treasury

Department of Revenue FLE NO;

TELEPHONE NO:

sudject: Municipal bond bank: reported
authorized but unissued and
anticipated general obligation
bond issues.

Jack Chenow

Director / A
Local Government Assistance Division

Questionnaires directed to some 40 Alaska municipalities inquired as to
anticipated general obligation bond issues. The information returned is
summarized below. The Cities of Anchorage and Fairbanks, the Greater
Anchorage Area Borough and the Fairbanks North Star Borough are excluded.

-~AUTHORIZED BUT .
‘ UNISSUED ANTICIPATED PURPOSE
Juneau $ 2,500,000 School
$ 4,000,000 Fire facilities
and equipment
Sitka -0- «+1,000,000 Roads
Kenai Peninsula
Borough -0- 3,500,000 Schools
Kodiak Island
. Borough 35,000 Schools
‘m None
Matanuska-Susitna-
.. Borough . 15,500,000 Schools
ot Rone
North- Slope- Borough 20,000,000 Schools + " *T
2+%200%000 — Roads- -- ' .
650", 003" Public housing
50,000 Wnter/scwer
£0,000 U tilities
2,650,000 - Other capital .
improvements
None
Bethel Lane
250,000 Dock improvements
Cordova 1,000,000 Civic center complex

5,500,000

School



Larry Eppenback -2- * December 13, 1974

AUTHORIZED BUT

UNISSUED ANTICIPATED PURPOSE
Ketchikan $ 1,250,000 $ Se¥ver _'?I_rteatment
acility ,
None
Kodiak 1,380,000 \ Water and sewer/streets
> one
Nome 1,000,000 Schools
2,000,000 Port facilities
Pelican None
,. 58,500 Sewage .treatment facility
o oo #
Petersburg -V . e reeNone
s et 5,500,000 School
Seward 600,000 Watter/fewef[/sewage
reatmen
50,000 Dock improvement
Skagway -.200,000 Sewer )
!/, None' ot Tt
Soldotr.a 1,400,000 _ Water/sewer
R .. None
Wrangéll . 750,000 350 (;00*. 'f)ewler
S : 00
r.
; MA'aldez 'VZ-~ * None. - “w oo
V.Vy*  — r.>V 12,500,000" - School *-f,
*- Other"municipalities contacted but indicating no unissued bonds or anticipated
- projects are: - o ' -
Bristol Bay Borough ,Kake. -
Haines Borough K.enal )
i 9 King Cove
Ketchikan Gateway Borough KIavg\]/ock
CBiarlgiZW I Kotzebue
L Nenana
piingham Saint Mary's
llaines nary
Homer Seldovia
Hoonah Unolaska
llydaburg Yakutat

Totals of the bonds listed are:

+ Authorized but unissued $ 56,715,000
i Anticipated $ 34,703,500



MEMORANDUM
April 9, 1975
Subject: State Bond Bank - House Bill 72

_ This subject has been before the House Finance
Committee.

. The theory is that the State would create a
rporation which would operate by purchas|n?,n1un|C|pa|
nd issues at a time when several municipalities were
a position to issue bonds. It would buy only general
ligation bonds, When a sufficient number of muni-
palities have bonds with approximately an equal rating
d similar characteristics such as the  same maturMY_
dates, the bond bank would put out a prospectus inviting
bids on bonds issued by the bond.bank. These would be.
revenue bonds of the bank payable from the revenue derived

o
ho
In

0b
Ci

an
a

from the mlHHCI€a| bonds purchased by the bank. The bank's
Bonds would be backed bY a reserve fund to be appropriated

K t? legislature for this purpose equal to principal and

Interest payable in one year on the bonds issued by the
Hank. The proponents of this bill anticipate that the
State could sell a revenue bond of this type at a lower
rate of interest than the municipalities can sell their
general obligation bonds because the State's larger issue
would be more attractive than a number of municipal smaller
issues and the reserve fund would be additional security

for the holders of the bank's bonds.

The proponents of the bill frankly stated that
the bond bank would be unable to buy bonds of inferior
quality and it can not be used as a vehicle to sell bonds
to the’ bank unless they were good quality. They stated
that the purchaser of the bank's bonds would consider a
ackage to have a quality equal to the lowest quality
municipal bonds in ‘the package and this is true.

| advised the committee that municipalities who

do not keep proper minutes of their meetings, levy and
collect taxes as theﬁ should and keep proper books of
account to reflect their financial standing would not be
able to sell their bonds. | told them that the:y should
not go home and tell their constituents that this was

the answer to their financial problems because it would
only be beneficial in my opinion to some communities.

The State v/ith an "A
general obligation bonds for 5
S
e
|
n

rating sold its  last
99% interest. Since these
are revenue bonds they would sell for a higher rate of
Interest. At the preSent time State revenle bonds are
being sold y at verg hlg% gterest rates because of a
in bonds

on
default of $105,000,00 by the Urban Development



Corporatjion of the State of New York. In normal times a
bond bank bond of_this type should sell for about 6-1/2

to ™ interest. The bill states that the State would
assume no obligation for the payment of the bonds and that
the bond bank Tevenues are the only backing for the bonds.
It further states that the State would not subsidize the
bank except to establish a reserve fund. The cost of

operations would have to be paid from the income received
from the municipalities which_they would pay in the form
of interest on their bonds. Therefore it IS my_oi)lnlon
that the bond bank would have to pay 6.5 to 7 interest
on its bonds and_would have to charge the munjcipalities
somewhat more. The larger municipalities are having no
trouble selling their bonds at rates slightly above™ 6%.
The last Juneau issue went for 6.2. Thérefore they could
not save any money b¥ selling to. the hond bank. The bond
bank is of no value to a community unless it can either
sell the municipal tonds with a rate of interest less than
they can sell otherwise or can market a bond which is not
marketable otherwise.

.. The way it is designed at the present time the
communities with good credit rating can sell cheaper on
the open market and the bond bank would be of no help
to them. Munjcipalities which have large amounts cf
bonds outstanding and have used up their credit can not
issue more bonds and sell them to, the bank because the
bank would not purchase them and JGOP_a_rdIZE the reserve
funds. However, there are municipalities which have
never issued bonds and have .no reputation 'in the market.
There are .also new communities springing up which have
no financial history but have good prospects. There are
other communities which becausé of unsettled economic
conditions may have trouble marketmg bonds at a rea-
sonable rate of interest such as 6.5%. For these communi-
ties who might have to pa}é M or more on a general obli-
ganon bond, the bond bank may be able to provide them

market which would otherwisé not be available and it
may be able to save them money in the interest rate.

In. my opinion any small community in South-

eastern Alaska which has not over-extended itself in
the issuance of bonds and has good financial records
can sell their bonds to Alaska banks at rates of interest
and with less delay and expense than is necessary when
dealm_rl; with a bond bank established as Broposed. There-
fore it is doubtful that the bank would be of any benefit
to such a community but it could have advantages’ for
municipalities which do not have such a good position
in the market,



| adv sed the committee that the proposed
appropriation o $2.650,000 for the reserve would not
sipport more than $30,000,000 of bonds outstanding and
if the bank is to operate efficiently, it _must have a
lar g rresewe fund. The administration is now asking
for appropriation of $4,445,000 to he appropriated
to he reserve fund to support $50,000 000 of bonds.
The prospects of getting such an appropriation are not

good.

N “Banfieid/
NCB;np



LAW OFFICES OF
FAULKNER. BANFIELD. DOOGAN & HOLMES

]lmz—lg SUITE 201. 311 FRANKLIN STREET
L JUNEAU. ALASKA 99601 Te'-@%g%f(?;
April 9, 1975 .
City of Craig
P-10. Box 12
Craig, Alaska 99921
Re: Bond Bank

Gentlemen:

o You have been contacted by the Alaska
Municipal League to support House B'ill No, '72
which would authorize the State to establish a
hond bank.

| have written a Memorandum on_the subject

which | am sending you for your information and
consideration.

Yours very truly,

c .
N. C. Banfi*ld

NCB:np
Enclosyre .
cc: Alaska Municipal League



LAW OFFICES OF
FAULKNER. BANFIELD. DOOGAN Q HOLMES

S

F April 9, 1975

Cit% of Pelican

P. 0. Box 757

Pelican, Alaska 99832
Re: Bond Bank

Gentlemen:

o You have been contacted by the Alaska
Municipal League to support House B'ill No,
which would authorize the State to establish a
bond bank.

_ | have written a Memorandum on the subject
which | am sending you for your information and
consideration.

Yours very truly,

N. C. Banfiey/d

NCB:np
Enclosyre .
cc: Alaska Municipal League

R



Statement on Hit 72
Submitted by Don M. Berry
Executive Director
Alaska Municipal League

Mr. Chairman, Members of the Committee:

For the record, | am Don M. Berry, Executive Director of the
Alaska Municipal League, an organization representing cities and
boroughs throughout Alaska. On behalf of the League members, |
wigh to express our appreciation for this opportunity to prevent
testimony in support of HB 72 an act establishing the Municipal
Bond Bank Authority.

The League has spent several years reviewing and drafting the
concept of assistnace to local governments by the creation of a
financing agency within the Stats which coulcl provide a viahle means
of aiding these local governments to overcome rnanv of the high cost
problems incurred in the capital markets and which could aid com-
munities in the financing of needed capital, improvements. Tk feel
than IB 72 as it appears before this committee adeauatelv meets
these needs.

As you are well aware, many communities in Alaska have ex-
perienced extreme difficulty in obtaining necessary funds to con-
struct civic improvements due to existing bonded indebtedness or
high interest rates. Because of the extreme costs of normal local
government responsibilities, vitally needed capital improvements
such as streets, sewers, water systems, hospitals, parks and



recreation facilities, pollution control, libraries, etc. have
become inferior claimants in the competition for the local tax base.
Therefore, the cnlv recourse has been to go to the bond market with
its nearly prohibitive costs. Thile many plans have been advanced
by the U. S. Treasury, Congress and others to aid such communities,
one thing that all proposals have in common is the powerful in-
volvement of the federal government one way or another. n'ne League
believes that state involvement is not only more approoriate but
much more beneficial,

This involvement could take two courses - outright grants to
political subdivisions for capital improvements or the creation of
a municipal authority such as you now have before you. Since
HB 72 does not deal with outright gran'" , we will confine our re-
marks to the bond authority.

Unlike most states with their numerous political subdivisions
issuing bonds in large volume, Alaska has relatively few issuers,
with most c¢f the volume in the City and Borouah of Anchorage, the
City oc Fairbanks, the Fairbanks 'Jorth Star Borough, and, to a less-
er extent, the Kenai Peninsula Borouah, the City and Borough of
Juneau, and the City of Ketchikan and Ketchikan Catewav Borough.

Hewever, with the raoid increase of economic activity over the
next few years, Alaska mav anticipate that its smaller cities such
as VAides and Cordova and less oonulous boroughs such as the
Maranuska<Susitna and Torth Slope will begin to borrow on a
volume comparable to the larger population centers. In additi.cn,
villages or communities mav be expected to incorporate or attain
““>rpor>.ttc status Permitting bond issuance, and other pockets of



growth will develop. These new growth pockets will have capital
demands, initially for schools and later for other municipal
purposes.

Alaska may expect then over the next few vears a number of
potential bond issuers who have never approached the municipal
bond market. Manv of these will obviously be unrated on their
initial financinos. Thus, some of the local issues will not gain
nearly the investor attention they might deserve because of the
difficulty of analysing the credit of a new municipality or a
municipality v/hich has not heretofore borrowed. Particular economic,
political or social problems might bo present in a given situation
which would preclude any reascnalble expectation of obtaining funds
by borrowing. Local officials in many of these budding communities
may find that readying an issue for market is beyond their
capabilities because of inexperience.

A Municipal sona Bank Authority, such as envisioned in HB 72,
could e of immeasurable help to first time borrowers if onlv
because of the advice it could render on the tcchnirruos of preparing
bonds for market.

IIl addition, the concept of packaging a number of issues
from new or smaller municipalities in effect reoffcred through the
new uniform security of the Municipal Bond Bank Authority could
be of great hole in local debt management. The priinarv analysis
of the local bond security could be undertaken by the Bond Authority
and the burden relieved from outside municipal bond purchasers.

It may bo exnoctod that the Municipal Bond Authority operation
could result in interest cost savings to the smaller municipalities



since the uniform security it offers to bond holders would obviate
the difficult issuo-by-issue bond analysis now necessary and because
the State, althouch not legally obligated to support the bonds
would be considered to bo involved, nevertheless, in assuring its
successful operation. These obvious advantages would also accrue
to the larger and more experienced municipalities if they chose,
under the terms of H3 72 to issue their bonds through the Authority
rather than on the public market.

An additional feature of the Municipal Bond Authority, avail-
able to all Alaskan Communities, is the fact that it would help
provide a continuing staff to assist in local finance operations.
It is realistic to assume that, with a specific bond purchase and
marketing function assigned tothe Authority, progress could be
made for the first time in securing and keeping current a uniform
accounting and information system from municipalities - the lack
of which has heretofore proved a problem to our local government
operation in Alaska.

Thus, it is obvious that the Municipal Bond Bank Authority as
established by HB 72 offers much more far-reachincr assistance to
local governments than just the capability of securina lower
interest rates on local bond issues. It provides the essential tools
which micht eventually enable each community to attract investor
interest on its own. It could assist in developing financial
stability in local governments which in turn would enhance the
credit of the State at all levels.

The League reali7.es the tremendous responsibility with
which the Committee has been charged. Your decisions here will



have a lasting effect on Alaska and its citizens for years to come.
So too will the decisions of local government as they plan vitally
needed capital improvements not only for the present but for the
generation of Alaskans who will require and utilize those facilities
in the future. Tlasincerely feel that an investment now in the
schools, hospitals, roads, environmental pollution control
facilities of the future would be a wise and judicious investment
of the State's resources to assure its continued growth and the
development of its bright prospects in the decades to come.

In conclusion, | wish to express the thanks and appreciation
cf the entire Alaska Municipal League for the opportunity to piosint
this statement of strong support of strong support of H3 72. Tie
are anzious to assist you in your important task and stand ready
to hejp you in every way possible.

Thank you very much.

Respectfully submitted,

Don M. Berry
Executive Director

DMBIf



J BANKOoOoFfAMERTICA

April 18, 1975

BANK INVESTMENT SECURITIES OIVISION

James B. Rhode, SA

House Finance Committee
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Jim:

The creation of an Alaska Municipal Bond Bank would appear,
in theory, to solve many local financing problems. In practice, how—
ever, such a bank could generate greater problems for the State of
Alaska then may be solved.. One has only to glance at the trade papers
to recognize that state agency financing backed by a "moral™ pledge of the
state has "fallen on hard times”. While in the recent past many profes—
sional bond analysts have pointed out that the "moral obligation”™ 1is not
legally binding upon a State, be it worded "may or shall”, no one has
been so presumptuous as to suggest that a State would not "honor this
clause™ at the slightest hint of trouble. Recent difficulties in New
York State associated with notes and bonds of Development Corporation
present some insight into possible responses by states to "moral obliga—

tion" debt. In this period of high inflation, mounting unemployment
and government revenue shortfalls, most states are Linding it difficult
to balance their budgets. Surplus revenue for any purpose is hard to

come by. Many political observers as well as investors have come to

feel that the Moral Obligation pledge is in reality an escape on the

part of those in public office who, on the one hand, do not wish to fore—
go pet projects for fiscal reasons but are unwilling, nonetheless, to
place the State"s credit on the line for such projects, relying instead

on future legislators to resolve any problems that may arise.

If Alaska creates the Alaska Municipal Bond Bank backed by a
moral pledge, the bond market will act accordingly. In our opinion the
cost of a moral obligation bond of an Alaskan Municipal Bond Bank would
be considerable. For example: if the State of Alaska were to sell a
full faith and credit obligation of $25,000,000 repayable over a 25 year
period with level debt service, we estimate the overall cost of principal
and interest to be $51,238,425. The exact same issue sold under the
Alaska Municipal Bond Bank, with a moral pledge, would incur an estimated
debt service cost of S58,549,225, or $7,310,800 in additional expense.

It should also be noted that while the State of Alaska enjoys a Moody"s
"Al" rating, the Alaska Municipal Bond Bank would in all probability be
assigned an "A" rating.

The sale of general obligation bonds by the State does not re—
quire "funded interest" during construction, or the establishment of a

11AFIK 01 AMFFIICA NATHiVIALI TRUST ANO SAVINGS ASSOCIATION mOANK O~ AMERICA CIUTTH « 110X 37UiU «SAN TFIANCISCO. CM IFfOIINIAOII37



James B. Rhode, SA Page 2.
House Finance Committee
April 18, 1975

Reserve Fund. The full $25 million, therefore, would be available to the
State using g.o. method. Under the "Bond Bank™ procedure, the net would
be $18,258,031, giving effect to funded interest and other expense. Thus,
the bond funds available to complete various projects would have declined
by some $7 million, 1in addition to the higher debt service cost over the
life of the bond issue. Although some monies would be recovered through
interest earned on the reserve fund, the return on such investment would
be limited by arbitrage regulations of the U.S. Treasury.

In the harsh reality of present-day finance, it appears to us
that the public interest would best be served by the development of a
total and well conceived capital improvement program, supported by sound
fiscal and budgetary practices, effective debt management and strong
public policy objectives.

\"

The State of Alaska credit rating has now reached the "AIl"™
level, placing the State on the same level with many other states in the
lower "48" and just slightly over one step below the coveted "Aaa" level.
.The use of the "moral obligation”’pledge would not enhance this rating.
Alaska is a new state with a model Constitution, a young population and
happily lacking many of the problems found in most other states. The
State of Alaska, its cities and other political units have no reason to
compete with each other in the bond market for funds. Though the
topography of Alaska, its climate, population centers and special needs
do indeed present a formidable challenge, we nevertheless feel that a
departure from the general obligation bond to the moral obligation bond,
with all its related problems and costs, would not be in the best
interest of the State.

Sincerely,

A. F. Mazotti
Senior Research Officer

AFM/vs
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Original sponsor: Rules Committee by offered: A/I11/75

request of the Governor Referred: Rules

IN THE HOUSE BY THE FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 72 am
IN THE LEGISLATURE OF THE STATE OF ALASKA
NINTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act creating the Alaska Municipal Bond Bank

Authority and prescribing its organization, powers and

duties; and providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 4A is amended by adding a new chapter to read:

CHAPTER 58. ALASKA MUNICIPAL BOND BANK AUTHORITY.
Sec. 4A_.58.005. LEGISLATIVE FINDINGS. The legislature finds
that

(1) the rapid growth of municipalities in tne state and the
incorporation of new municipalities has created a demand for capital
improvements which can only be met by these municipalities®™ borrowing
money through the issuance of bonds or notes;

(2) many of these municipalities, although creditworthy,
either have not issued bonds or notes or have little outstanding debt;

(3) the cost of borrowed money to these municipalities 1is or
may be unnecessarily high due to lac*, of investor familiarity with the
municipalities;

(A) other municipalities in the state pay unnecessarily high
borrowing costs because of the cistance of the state from capital
markets or may find borrowing difficult or impossible because of tem—
porary economic dislocation due tc loss of employment or prospective

loss of employment.

Sec. 4A.58.010. LEGISLATIVE POLICY. (a) It is the policy of the
state
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(1) to foster and promote by all reasonable means the provi—
sion of adequate capital markets and facilities for borrowing money by
municipalities in the state to finance capital improvements or for other
authorized purposes, to assist these municipalities 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 and residents of
the state, and equally to encourage continued investor interest in the
purchase of bonds or notes of municipalities as sound and preferred
securities for investment;

(2) tc encourage municipalities to continue their independent
undertakings anu financing of capital improvements and other authorized
purposes and tc assist them by making capital funds available at reduced
interest costs for orderly financing of capital improvenents and other
purposes especially during periods of restricted credit or money supply,
particularly for those municipalities not otherwise able to borrow for
capital needs.

(b) The legislature further declares that

(1) the exercise of the powers of the state in the interest
of its municipalities 1is required to further and implement the policies
declared in (a) of this section by authorizing the creation of a state
bond bank authority as a body corporate and politic that will have full
powers to borrow money and to issue its bonds and notes to make capital
funds available for borrowing by municipalities 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;
(2) state funds should be applied or authorized to be paid tc

a state bond bank authority only to provide adequate assurance and
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security to the holders of the bonds or notes of the bond bank authority

3) the bond bahk authority should conduct its operations

to provide the lowest rates in terms of borrowing to municipalities as
is consistent with a self-supporting operation with no expectation of
subsidization with state funds. The legislature does not intend that
the bond bank authority be utilized as a means to finance municipalities
beyond their capability to meet repayment schedules and debt service
requirements of bonds or notes.

Sec. 58. 020. MUNICIPAL BONDBANKAUTHORITY. There iscreated
the Alaska Municipal Bond Bank Authority. The authority 1is a public
corporation of the state. The corporation is an instrumentality of the

state within the Department of Revenue but has a legal existence inde—
pendent of and separate from the state and has continuing succession
until 1its existence 1is termiaated by law. The exercise by the authority
of the powers conferred by this chapter is considered an essential
governmental function of the state.

Sec. 58.030. MEMBERSHIP ANDVACANCIES. The bondbank authority
consists of the following five directors: the commissioner of revenue,
the commissioner of community and regional affairs, who shall each be a
director ex officio with voting privileges, and three directors ap-—

pointed by the governor. The appointment of each director other than

the commissioner of revenue and the commissioner of community and

regional affairs is subject to confirmation by the legislature. The
three directors appointed by the governor serve at his pleasure for
four-year terms. They must be residents of the state ani qualified
voters at the time of appointment and shall comply with she requirements
of AS "9.50 (conflict of interest). The directors first appointed shall
have terms of two, three and four years respectively. Each director

shall hold office for the term of his appointment and until his suc-

-3- CSHB 72 am



17

18

19

20

22

23

24

25

26

27

28

29

cessor has been appointed and qualified. A director 1is eligible for
reappointment. A vacancy 1in a directorship 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 his ability. A record of the oath shall be fil>ed in the office of
the governor.

Sec. 114.58.0JJ0. OFFICERS AI'D 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 secretar. and treasurer. The powers of the
bond bank authority are vested in the directors, and three directors of
the bond bank authority constitute a quorum. Action may be taken and
motions and resolutions adopted by the bond bank authority at any
meeting by the affirmative vote of at least three directors. A vacancy
in the directorship of the bond bank authority does not impair the right
of a quorum to exercise all the powers and perform all the duties of the
bond bank authority.

Sec. 44.58.050. BONDING OF MEMBERS. Before the issuance of bonds
or notes under this chapter, each director shall execute a surety bond
in the penal suir of .t.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 direc—
tor or treasurer, to be executed by a surety company authorized to
transact business in the state as surety and filed in the office of the
lieutenant governor. After issuance of bonds or notes by the bond bank
authority each director shall maintain his surety bond in force. All
costs of the surety bonds shall be borne by the bond bank authority.
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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 necessarily
incurred in the discharge of their duties. Notwithstanding any other
law, an officer or employee of the state shall forfeit his office or
employment and any benefits by reason of his acceptance of appointment
to the office of director of the bond bank authority.

Sec. 44.58.070. STAFF. The bond bank authority shall employ an
executive secretary who may with the approval of the bond bank authority
select and employ additional staff as necessary. Employees and agents

of the bond bank authority other than legal counsel and the executive

secretary are in the classified service under AS 39.25. In addition to
its staff of regular employees, the bond bank authority may contract for
and engage the services of the bond counsel, consultants, experts, and
financial advisors the bond bank authority considers necessary for the
purpose of developing information, or conducting studies, investiga—
tions, hearings or other proceedings.
Sec. M.58.080. POWERS OF BOND BANK AUTHORITY. The bond bank

authority may

(1) sue and be sued;

(2) adopt and alter an official seal;

(3) make and enforce bylaws and rules for the conduct of

its business and for the use of its services and facilities;

(4) maintain an office at any place in the state;
(5) acquire, hold, use and dispose of its income, revenues,

funds and money;

(6) acquire, rent, lease, hold, use and dispose of other

personal property for its purposes;

(7) borrow money and issue its negotiable bonds or notes and
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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 person, firm or corporation, carry out the
terms or provisions or make agreements with respect to the gifts or
grants, and do all things necessary. uoefiO , desirable, or convenient 1in
connection with procuring, accepting or disposing of the gifts or
grants;

(10) do anything authorized by this chapter, through its

officers, agents or employees or by contracts with a person;

(11) make, enter into and enforce all contracts necessary,
convenient or desirablefor the purposes of the bond bank authority or
pertaining to a loan toa political subdivision, a purchase or sale of
municipal bonds or other investments, or the performance of its duties
and execution of any ofits powers under this chapter;

(12) purchase or hold municipal bonds at prices and 1iIn a
manner the bond bank authority considers advisable, and sell municipal
bonds acquired or held by it at prices without relation to cost and in a
manner the bond bank authority considers advisable;

(13) invest funds or money of the bond bank authority not
required at the time of investment for loan to political subdivisions
for the purchase of municipal bends, 1in ohe same manner as permitted for
Investment of funds belonging to the state, except as otherwise provided
in this chapter;

(14) prescribe the form of application or procedure required

of a political subdivision for a loan or purchase of its municipal

bonds, fix the terms and conditions of the loan or purchase, and enter
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