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MEMORANDUM

TO: HOUSE HESS COMMITTEE MEMBERS
FROM NANCY BENNETT, COMMITTEE STAra
RE: TODAY*"S AGENDA

DATE MARCH 12, 1986

WE HAVE TWO DILLS SCHEDULED FOR TODAY
HB 497 - RELATING TO CHILD CUSTODY. BIRTH CERTIFICATES

We have a draft committee substitute for this bill which
makes the following changes:

1. deletes section 1 relating to minor shoplifting

2. Expands current section 1 (25.20.060) to specify
how the court will review child, custody
arrangements.

3. Adds a new section 2 which allows the court to
order visitation by grandparents and others and
specifies that child support may be ordered under
any custody arrangement.

There are also two Gruenebrg amendments in your file. One
relates to priority of calendaring for chile custody cases
and the other would allow the court to order home studies
by Health and Social Services and other agencies.

HB 641 - RELATING TO THE BOARD OF PHARMACY
This 1is our sunset review hearing. The audit recommedns:

1. State registration of professionals with access to
controlled substances duplicates OEA requirements and
should be repealed.

2. The board should allow Occupational Licensing to
perform administrative duties required by statute to
improve documentation and file management.

3. AS 08.80.030(3), assigning the board authority to
conduct investigations, 1is in conflict with statutory
provisions requiring Occupational Licensing to perform
these functions.

4. The Marijuana Therapeutic Research Program should
be repealed because the board did not respond in a timely
fashion.

HB 641 continues the board of Pharmacy, repeals the
Marijuana Therapeutic Research Program and 08.80.030(3) and
contains tie generic drug language passed by this committee
last year in HB 209.

We also have the following proposed amendments:



1. The Department of Law has prepared a series of
amendments to repeal the controlled substances registration
while placing enforcement functions within the Department
of Public Safety, (audit recommendation #1)

2* The Board has an amendment allowing them to
promulgate regulations governing pharmacy Technicians. (We
also h”ve a copy of Washington state lav/ on this issue)

3. The Proprietary Association, of Washington D.C.
representing manufacturers of over the counter drugs, has
contacted us and submitted a request to revise rh-ug
definitions to comply with FDA definitions. s Stevenson
of that organization will be testifying by tel nfarence.
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Date referred: 1/22/8n
FURTHER REFERRALS: JUDICIARY

DATE

HEALTH, EDUCATION AND
The SOCIAL SERVICES Committee ha" considered H3 497

"An Act relating to a child"s birth certificate, parental
responsibilities for a child"s actions, and child custody; and
providing for an effective date."”

and recommends:
do pass
do not pass

do pass with attached amendment(s)

T o e

no recommendation . ~

v] replace with (VF? 4711 | [ ] same title
[i/7] new title

and recommends

[ 1 further referral to the Committee

letter of intent
first fiscal note
new fiscal note
zero fiscal note

and attaches:

e el b L

SIGNING OTHER RECOMMENDATIONS:
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Alaska (Court jsfystam
jtHntc of Alaska

OFFICE OF ADMINISTRATIVE DIRECTOR

KARLA L. FORSYTHE 303 K St-est
STAFF COUNSEL Arehougs, Allika 99501 107) 284-8228

March 12, 1986

Rep. Max Gruenberg
House HESS Committee
P. 0. Box V

Juneau AK 99811

Dear Rep. Gruenberg:

It is my understanding that you will be proposing an amendment to HB 497 which
would provide for expedited calendaZlng of matters involving child custody
upon the request of a party, to the extent allowed by law and court rule.

It is the position of th7 court system that case calendaring is wlthln the
rules cf practice and procedure established by the supreme court under Article
IV, section *5 of the Alaska Constitution. The court system opposes the
adoption of |Itglslation which sets calendaring priorities Tfor the court.
However, 1n recognition of your cor.wern, the chief justice has asked the
presiding judges to discuss the desirability of expedited calendaring in
custody matters at their next meeting, scheduled for March 24, 1986.

If you have any questions about the court system®s position, please let me

know.
Sincerejy
Karla 1. Forsythe
Staff Counsel
KF/KI

cc: Chief J"~"Mce Rabinowltz
Arthur h. Snowden, 11
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Utermohle
3/11/36
Original sponsor: Rules/Governor
BY THE HEALTH, EDUCATIONT"AND
IN THE HOUSE SOCIAL SERVICES COMMITTEE

CS FOR HOUSE BILL NO. 497 (HESS)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to custody, support, visitation, and

BE

birth certificates of children."

IT ENACTED BY TFT LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 25.20.060(a) is amended to read:

(a) In a <case involving [IF THERE IS A DISPUTE OVER] child
custody, either parent may petition the superior court for resolution
of the matter under AS 25.20.060 - 25.20.130. The court shall award
custody on the basis of the best interests of the child in either a
disputed or undisputed case. |In determining the best interests of the
child, the court shall examine the agreements between the parents
regarding custody to ensure that the agreements are 1in the best
interests of the child and that neither parent has been subjected to
duress or coercion to accept the agreements. The court may approve
agreements that are in writing and filed with the court or that are
made orally on the record andsubsequently set out 1in full in the
court order or decree. IT the court finds thecustodv agreement 1is
not in the child"s best interest, the court shall

(1) disapprove the agreement 1in whole or 1in part and set
out the reasons for disapproval on the record or in a written decis—
ion ;

(2) solicit all relevant information regarding [CONSIDER]
all relevant factors including those f. ctors enumerated in AS 25.24.-

150(c); and
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AS 25.20.060 1is amer~"td by adding new subsections to read:

if visitation 1is

in the best interest of the child.

The court may award visitation to a grandparent or another

(e) The court may award child support 1in an appropriate case,

whether custody is sole

) In awarding

or shared.

custody, the court shall consideronly

factors that directly affect the well-being of the child.

Sec.

or the guardian ad litem requests

court

denia

3.

Sec. 25.20.100. [DENTAL OF]

AS 25.20.100 is amended to read:

awards or denies

must [SHALL] be

the request,

stated on the

SHARED CHILD CUSTODY. If a

those

parent

shared custody of a child and the

the reasons for theaward or

record, including th>,

reasoning on each of the factors enumerated in AS 25.24.150(c).

Sec.

4.

AS 18.50.160(F)

is repealed.

court®"s
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Utermohle
3/11/86 ¥
Original sponsor: Rules/Governor
BY THE HEALTH, EDUCATION "AND
IN THE HOUSE SOCIAL SERVICES COMMITTEE

CS FOR HOUSE BILL NO. 497 (HESS)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEEN!  LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to custody, support, visitation, and

birth certificates of children."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 25.20.060(a) 1is amended to read:

(@) In a case 1involving [IF THERE IS A DISPUTE OVER] <chi
custody, either parent may petition the superior court for resolution
of the matter under AS 25.20.060 - 25.20.130. The court shall award
custody on the basis of the best interests of the child in either a

disputed or undisputed case. |In determining the best interests of the

regarding custody to ensure that the agreements are in the best
interests of the child and that neither parent has been subjected to
duress or coercion to accept the agreements. The court may approve
agreements that are 1in writing an't filed with the court or that are
made orally on the record and subsequently set out in full in the
court order or decree. If the court finds the custody agreement is
not in the child"s best interest, the court shall

(1) disapprove the agreement in whole or in part and set
out the reasons for disapproval on the record or in a written decis—
ion ;

(2) solicit all relevant information regarding [C
all relevant factors includr.ng those factors enumerated in AS 25.24.-

150(c); and

(3 onf’OM @» nnnrnnv-J -1-- 3 *
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* Sec. 2. AS 25.20.060 is amended by adding new subsections to read:

(d) The court may award visitation to a grandparent or another
person if visitation is in the best interest of the chili.

(e) The court .may award child support 1in an appropriate ca ,
whether custody is sole or shared.

@) In awarding custody, the court shall consideronly those
factors that directly affect the well-being of the child.

* Sec. 3. AS 25.20.100 is amended to read:

Sec. 25.20.100. [DENTAL OF] SHARED CHILD CUSTODY. IT a parent
or the guardian ad litem requests shared custody of a child and the
court awards or denies the request, the reasons for theaward or
denial must [SHALL] be stated on the record, including the court"s
reasoning on each of ttv factors enumerated in AS 25.24.150(c).

* Sec. 4. AS 18.50.160(Ff) 1is repealed.



SUPERIOR COURTS
DOMESTIC RELATIONS CASES
COMPOSITION OF FILINGS

FY 85

CASETYPE

COURT DISSOLUTION RECIPROCAL DOMESTIC TOTAL
DIVORCE  OFMARRIAGE SUPPORT ~ VIOLENCE ~ OTHER

Anchorage 991 1694 1170 1082 76 5013
Barrow 1 13 15 54 3 92
Beths| 9 45 22 68 3 147
Fairbanks 331 629 193 351 61 1565
Juneau 108 253 87 137 44 629
Kenai 45 224 83 131 1 484
Ketchikan 71 131 60 73 5 340
Kodiak 50 63 20 .50 6 189
Kotzebue 5 20 12 Al 0 64
Nome 15 23 23 35 2 98
Palmer 17 228 85 164 24 578
Sitka 17 43 14 26 7 107
Valdez 8 14 8 22 1 53
Heaeel 11 20 ! 10 ! 49
TOTAL 1745 3400 1796 2230 237 9408

BY JUDICIAL DISTRICT

First 207 447 165 246 60 1125
Second 27 56 50 116 5 254
Third 1.1m 2223 1366 1449 108 6317
Fourth 340 674 215 419 64 1712

FISCAL YEAR JULY 1— JUNE 30



Utermohle

Version #1

AMENDMENT #1

Offered in the HOUSE By Gruenberg

TO: CSHB 497 (HESS)

Page 2, following line 7, insert a new subsection to read:
"(9) The court may order the Department of Health and Social
Services or another qualified agency or person to conduct ol home

study to assist the court in deciding custody and visitation issues.”

-1- 3/11/86



Utermohle

AMENDMENT £2

Offered in the HOUSE By Gruenberg

TO: CSHB 497 (HESS)

Page 2, following line 13, insert a new bill section to read:
"* Sec. 4. AS 25.20 is amended by adding a new section to read:
Sec. 25.20.125. PRIORITY. Upon request of a party to a proceed—
ing involving child custody, the proceeding shall be given calendar

priority to the extent allowed by law and court rules and shall be

handled expeditiously."

Renumber remaining bill section accordingly.

-1- 3/11/86



|, the undersigned, an employee of the State of Alaska, do hereby certify
that the microfilm images on this microform are accurate reproductions
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January 27, 1986

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

P.0O. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 111, sec. 18, of the Alaska
Constitution, I am transmitting two bills that provide for
improved state debt management. One relates to control of
state-supported school debt, the other to lease-financing

transactions by the various branches of government.

These two bills are each <cornerstones of a comprehensive
proposal designed to monitor and control more effectively
the issuance of debt 1instruments that harbor substantial

credit implications for the state. (Some citations in each
bill are to provisions 1in the other bill. The two work
together.) Alaska“s remarkable wealth has facilitated
tremendous economic growth in all areas of the state"s
economy and at all levelsof government. Many of these
worthy projects and programs have been funded directly by
the state. In other instances, however, funding has been
obtained through the issuance of debt instruments, either by
the state or by local governments. Where government activi—

ties are funded through the issuance of debt, maintenance of
a 1d.avorable credit vrating for the state assumes critical
importance. Simply stated, actions detrimental to the
state"s credit standing are injurious to the Alaska economy.

Unlike past years, we approach an era where the state"s vast
wealth 1is not, 1in and of 1itself, sufficient to support a
favorable credit rating. In my discussions with represen—
tatives of the national financial community, the constant
theme stated was the need Cor Alaska to demonstrate 1its
ability to effectively manage its resources. One critical



attribute of responsible state management 1is an effective
debt management program.

Any discussion oi maintenance of a frvorable credit rating
for the state must reflect the broad anay of financial

obligations encompassed within the term ‘"state-supported
debt." It is crit.u 1 to bear 1in mind that state general
obligation bonds are but one type of debt 1instrument that
affects the state®"s «credit standing. The financial com—
munity also Jlooks to othe:* recurring, long-term financial
obligations which are paid from the general fund, such as
those which arise under a lease-financing agreement. In a

similar vein, the state®s commitment to support school debt
issued by municipalities 1is a type of long-term financial
commitment with substantial credit implications.

Debt management concerns must further reflect the impac\ of
excessive or improvident municipal debt issuance on the
state"s credit standing. I initially observe that respon—
sible state debt management policies must necessarily 1in-—
clude a degree of state supervision of municipal debt is—
suance. While 1 am, of course, cognizant and supportive of
the prerogatives of local government, problems with

municipal debt issuance inevitably burden the state as well.

For that reason, || previously introduced bill that relates
directly to the 1issuance of municipal debt. Last session |1
proposed the westablishment of a Municipal Financial Emer —
gency Commission to assist municipalities that have de—
faulted in bonded indebtedness (HB 293). I am also propos—
ing legislation that 1imposes reasonable Jlimitations on a
municipality®s authority to issue general obligation debt.

As noted 1in the transmittal Jletters accompanying each of
those bills, responsible state management of municipal debt
is necessary to assure the continued 1investment community
support of and confidence in municipal and state debt
issues.

The two bills attached to this letter today are intended to
assure proper state oversight before the state enters 1into
the type of recurring, long-term financial commitments *-hat
might have an 1impact on the state®"s credit standing. Where
the state 1issues general obligation bonds, the <constitu—
tional requirement of voter approval offers an appropriate
opportunity for the electorate and for elected officials to
gauge any adverse effect that issuance of the debt may have
on the state. Under present law, however, neither the
statutory reimbursement formula for school debt nor the
unrestricted authority to enter lease-financing agreements



offers comparable mechanisms to assure that state credit
implications are adequately addressed. As the decline of
available revenues further exacerbates the sensitivity of
the state®s credit standing, it is of critical importance to
assure that weach project is viewed not only on 1i/s own
merits but also with consideration of how the 1issuance of
additional state-supported debt will affect uroader state
interests. I believe that these two bills offer a respon-—
sible way of meeting the needs of the state to obtain office
facilities and of municipalities to provide necessary
educational facilities - a way that best preserves the
state"s favorable credit standing.

The shorter bill implements the recommendations of the State
Office Complex Financing Task Force, a body whose membership
brought together the views of executive-branch officials,

two legislators, and several members of the public with

substantial financing expertise. The task force conducted

extensive hearings to consider the most appropriate method
to provide state office facilities 1in the most cost-effi—
cient manner possible. After review of the available

financing alternatives, the task force recommended the
enactment of legislation to facilitate the acquisition of
state office facilities through 1lease-financing agreements.

The bill designates the Alaska State Housing Authority as
the appropriate financing entity, but provides that when the
authority issues debt for this purpose, it do so as the
Alaska State Building Authority. The name change is 1in—
tended to prevent confusion in national financing markets.

Sections 1, 6, 7 and 8 provide that the university and each
branch of government, vrespectively, have legal authority to
enter into lease-financing agreements with the Alaska State
Housing Authority acting as the Alaska State Building
Authority. The state has previously executed lease-
financing agreements wunder existing Jlease authority, and
these sections are thus intended to remove any ambiguities
regarding the 1legal authority to enter 1into lease-financing

agreements. The cost of building acquisition or development
would be provided by the sale of revenue bonds by the Alaska
State Building Authority. In all instances, a lease-
financing agreement preserves legislative prerogatives

through the vrequirement that Jlease payments be subject to
annual appropriation.

r'liile the Dbill recognises the desirability of the lease-
financing technique, the bill also imposes effective debt

>



management controls. First, lease-financing agreements may
only be executed with the Alaska State Building Authority, a
limitation that ensures wuniformity and continuity in the
state®"s lease-financing programs.

More 1importantly, secs. 9 - 16 expand the responsibilities
of the state bond committee {AS 37.15) to ensure that the
broader credit implications are adequately assessed before
the state enters into a lease-financing agreement. Under
sec. 15, for example, proposed AS 37.15.770 authorizes the
state bond committee to review any proposed lease-financing

in detail and to prohibit or condition the sale of the debt
instruments if it 1is in the best interests of the state to
do so.

T observe that sec. 8 of this bill 1is similar to legislation
that 1 proposed last session in the wake of the controversy
surrounding the Anchorage Office Complex. The bill proposed
last session (HB 39? and the 1identical SB 293) provided for
project-specific legislative approval before execution of a

lease-financing agrc  iv_.it. In the transmittal letter
accompanying the 1initial bill, dated April 19, 1985 (1985
H.J. , p. 1001, and 1985 S.J., p- 856), I noted that the pro-—
vision of project-specific legislative approval posed sub-—
stantial constitutional problems. Both the <constitutional

doctrine of separation of powers and the constitutional

prohibition against special and 1local legislation place in
serious legal doubt any statutory requirement to seek
project-specific approval. And public finance 1is the worst
forum to interject such a substantial legal uncertainty.

Accordingly, the present bill does not propose project-

specific approval. Todo so, inmy view, would imper —
missibly intrude wupon the constitutional prerogatives of
future governors. Although 1 believe it inappropriate to

require project-specific approval as a matter of law, I
reaffirm my personal commitment to seek legislative approval
before the executive branch enters into any lease-financing
agreement.

The longer of these two bills that 1 am transmitting makes
several <changes to the state®s support of public school
construction. Most notable of the significant changes

proposed under this bill is a cap is placed upon the amount
of municipal debt obligations for which the state will
provide reimbursement. Municipalities issuing debt to
finance school construction will pay the interest costs,
while the state will pay the principal in equal payments up



to an aggregate amount of $10,000,000 in any year for debt
approved by local voters after March 31, 1986.

The state presently provides, in addition to its municipal
grant program, three forms of aid for school construction.
Under AS 14.11.010 all school districts may apply to the
Department of Education for an appropriation for school
construction projects for which the department may request,
in order of priority, appropriations from the legislature.
IT an appropriation for a school construction project 1is
made, the school district may, under AS 14.11.020, request
the assumption of the state”s responsibility to plan,
design, and construct the particular project.. The depart—
ment provides for the assumption of the vresponsibility by
executing a grant agreement with the school district..

AS 14.11.100 provides two additional forms of state aid for
public school construction which are only available to
municipal school districts. The state reimburses municipal
debt service payments 1in varying percentages which, because
of amendments made in <ch. 78, SLA 1985, are at least 80

percent. The state also reimburses a municipality for at
least 80 percent of its cash payments used for school
construction. To receive reimbursement of either debt

service or cash payments, the municipality”™ must first
quantify the need for the project and provide a description

of the project and an estimate of its cost. The Department
of Education reviews the project and its justification, and,

when appropriate, grants 1its approval of the project and 1its
estimated costs. The next step 1is approval of the munici—
pality"s voters to sell the bonds. IT the local voters

approve the sale of the bonds, the state will reimburse the
costs of debt service by requesting money 1in each year"s

budget.

There are several weaknesses in the state"s present programs
of financing school construction.

First, there are 1inadequate procedures to ensure that the
estimates of project costs are reasonable. Before 1982, the
administration of the school construction grant program was
shared by the Department of Education and the Department of

Transportation and Public Facilities. Chapter 92, SLA 1982
transferred all responsibility for t:he state®s construction
grant program to the Department of Education. This same

weakness exists under A3 14.11.100.

The second major failing 1is that there is no coiling for the
amount of money which Lho state will be requested to roim-



burse wunder AS 14.11.100. In the proposed FY 1987 state
budget, approximately $106,000,000 in municipal debt service
payments is requested to continue existing level of debt.

During the last session of this legislature, the percentage
of reimbursement for debt service costs was 1increased to 80

percent, although allowable projects were limited to fa-—
cilities necessary for 1increased enrollment or to correct
health and safety problems. The result of last session®s

amendments to AS 14.11.100 has been an identification of
required projects with approval of the projects <closely
followed by local bond elections. These recent municipal
elections have authorized approximately $312,500,000 of new
municipal debt for which local communities will seek reim—
bursement from the state )r debt service costs. I anticip—
ate, if all of this newly authorized debt 1is incurred in the
near term, that the 1impact on the debt retirement program
could be as much as an additional $45,000,000 1in requested
reimbursements in FY 1987. | intend to support this
additional funding as soon as the amount 1is determined and
necessary debt management legislation is passed.

I, of course, recognize that there are municipalities in the
state which have experienced significant population in—
creases, and which therefore need the construction of new
schools. I believe that these existing needs should be met
at the current levels of state support. However, the future
of state revenues and the need for new schools are uncer —
tain. Consequently, I believe that different approaches
need to be applied to the way the state considers all school
construction in thmstate.

With discipline and altered approaches to the school con-—
struction, 1 believe that the state and 1its municipalities
can contain state-supported debt and still allow for ade-—
quate state support of school construction.

This bill <changes procedures for reviewing and approving
school projects.

Section 1 amends AS 14.08.151. These amendments are de—
sirable to clarify the manner in which the state conveys
title for school sites to regional education attendance
areas.

Section 2 amends AS 14.11.010(b) by coqui. ring the Department
of jducation 1o request cost ost.inates from the Department
of Ti/.msportalLion and Public Facilities .md to base 1its



project approval wupon that <cost estimate. This same re—
quirement 1is found in sec. 11 in amendments to AS 14.11.102,
which relates to project approval for the debt retirement

program. Section 14 contains new authority for DOT/PF to
estimate construction costs for all school projects financed
by appropriations and debt retirement. Included within that

authority 1is the responsibility to establish design stand-—
ards.

Section 3 of the bill amends AS 14.11.010(c) by adding new
criteria, relating to population trends and the condition of
facilities, which the Department of Education will consider
when approving projects for appropriation. These amendments
are also applicable to the debt retirement program under
language found 1in sec. 11.

Section 4 proposes new language that will require school
districts requesting state aid co inventory and 1inspect the
schools in their districts and to revise that inventory on a

yearly basis. The provisions of this section also require
that school districts provide information relating to
maintenance and operation costs. This information regarding

existing school facilities will enable the state to better
analyze new projects that the state will be asked to finance
by appropriation or by debt reimbursement.

Sections 5 and 6 limit the state"s reimbursement of school
debt to principal only for approved projects financed by new
municipal debt authorized by local voters after March 30,

1986. IT the debt was authorized by Jlocal voters before
April 1, 1986, the state’s reimbursement continues as
r afore. The state"s reimbursement of cash payments by

municipalities ends for payments made after June 30, 1986.

Section 7 amends AS 14.11.100(b) by offsetting the amount
that the municipality receives for debt reimbursement by the
amount of interest earned on the proceeds of bonds sold for
a particular project. This amendment parallels existing law
found in AS 14.11.100(k), which 1is repealed 1in sec. 16.

Sections 8, 9, and 10 contain a number of amendments to
AS 14.11.100(h), (i), and e ), respectively, which are
necessary to reflect the new class of reimbursement under
the language proposed in as 14.11.100(Ca)) 1In sec. 6 0oF the
bill. Section 10 has a fiscal impact. It amends
AS 14.11.100(Q) (2 to allow refunding of bonds only 1in those
si fus.tigns vTere there 1is at least a five percent saving in
debt service costs. It also amends AS 14.11.100 () () by
r-ieui-ing that the principal on bends be reimbursed in equal



annual payments over a period of 10 years or a term set by
the state bond committee.

Under sec. 12, the Department of Education will continue to

allocate money to reimburse municipal debt. However, a cap
on reimbursement 1is placed wupon debt authorized by local
voters after April 1, 1986. The department may only allo—

cate money for the reimbursement of principal paid on new
debt if the new payments, when combined with all of.er reim—

bursements wunder this class of debt, do not exceed the
$10,000,000 or an amount set by the state bond committe®.
This mechanism will have two results. It puts a cap on

state-supported debt, but, with discipline, it will enable
municipa ..ities to construct needed school projects in ad-—
dition to those that are financed by bonds authorized by
local voters before April 1, 1986.

Section 13 amends AS 14.11.135(3) by changing the definition
of school construction costs. It excludes all financing
costs for debt authorized by 1local voters after March 31,
1986.

Section 14 adds three new sections to AS 35.15. Under the
proposed language, the Department of Transportation and
Public Facilities will estimate the <costs of all school
construction projects under common design standards that it
will develop.

Section 15 amends AS 37.15 to give the state bond committee
the ability to manage state-supported school debt, which is
accomplished under two different mechanisms. First, it may
establish a higher or lower <ceiling for allocations for
reimbursement of new authorizations of school debt wunder
AS 14.11.100(Ca)(6) (found in sec. 6), depending on the
state"s credit standing as well as on the needs for school

construction. Second, 1t may control the term of the obli—
gations to ensure that their maturity structure does not
adversely affect the state®"s credit standing. While a 10-

year term is allowed by the proposed provisions of
AS 14.11.100(j)(@) (found in sec. 10), the committee 1is ac—
corded the ability to set a different term when it is 1in the
state"s best interest.

It is our intent with 1I:he language 1in soc. 17 to develop a
long range plan for the state®s school construction through

the end of the century. The necessary components of this
plan would include projected enrol Ironhs wunder reasonable
population projections, construction costs, design para-

ofers, and financing techniqr.es. it is our hope that,



after the completion of the plan, a rational mechanism can
be put in place to provide for the state"s public school
construction needs which 1is within the state®"s ability to
pay.

1.

Continued economic prosperity for all sectors of the Alaska
economy 1is 1in part inextricably tied to more rigorous state

debt management. These two bills, as well as legislation
relating to responsible limitation on municipal debt,
promote more vresponsible state debt management. Alaska“'s
credit standing is, of course, in part dependent on factors
beyond our control. That the state cannot <control all
relevant factors 1is no excuse, however, for the inadequate
management of those factors within our control. I believe

that it is critical that the state become more seni-.xtive to
the 1long-term credit implications of each |Isolated funding
decision. These two bills provide for responsible yet
flexible state debt management, and I urge your prompt
consideration and approval of these measures.

Sincerely,

Governor



STATE OF ALASKA 1986 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

HB 520 - # 1
REQUEST FISCAL DETAIL
B_iII/Resolution No.: 877_—087-86 - Agency Affected \ Frfncatinn
Title: An Act relating to Public BRU: Education Finance - Support
School Construction Services
Sponsor: Governor Components : Faci lities

Requestor:Governor Oeht Retirpment

Date of Request: January 24, 1966

EXPENDITURES/REVENUES : (Thousands of Dollars)
OPERATING FY 86 FY 87 FY 88 FY S9 FY 90 FY 91

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL

REVENUE

FUNDING : (Thot.sands of Dollars)

GENERALFUND
FEDERAL FUNDS
OTHER

TOTAL

POSITIONS s

FULL-TIME -0- -0- -0- -0- -0-
PART-TIME

TEMPORARY

ANALYSIS : Attach a separate page if necessary

This bill will result in a net savings to the State. Because tne savings
will be associated with future school construction projects, the precise
amount saved in any fisffil year/tejindeterminato.

Prepared by: v.eve Hole  -olLv- » / pRai-e * . .. 2300
Division : Commissionerls Office Date: 1/25/86
Approved by Com; Harold Raynolds, _Jtn Date: 1/25/36
C,lit"tT:i mv:p.geney ~.cp ting fiscal note):
r --g_i:!.;.i.ve tyna.'ce
| gisr.tive Sponsor
Lo g
Office of Management .md Budget
10/25.35

L' pid&Agency(ies) page of



STATE OF ALASKA 1986 LEGISLATIVE SESSION
FISCAL NOTE

HB 520 # 2 Revision Date :

REQUEST FISCAL DETAIL
Bill/Resolution No.: 377-807-86 Agency Affected: Fdncafion
Tille” An Ant- rplating tn pnhlic BRU:__Fdncatinn Finance - Support.
schnol construction’ SerVICeS
Sponsor: Governor C mponents : ——F fICilJLtIfis
Requestor: nnvprnnr -Dpht Pohirpmpnt-
Date of Request: .Ternary 7At 1QPF
EXPENDITURES/REVENUES : (Thousands of Dollars)
OPERATING FY s6 FY 87 FY ss FY 89 FY 90 FY 91
PF.RSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES

GRANTS, CI.AIMS
MISCEI.1.ANEOUS

TOTAL OPERATING

55.00on.riin.ono.fi jn..nnn..n in.nnn.rtin, nnn.fl

REVENUE
FUNDING : (Thousands of Dollars)
GENERAL FUND 55,000.0 10,000.0 10,000.0 10,000.0 10,000.c

FEDERALFUNDS

oniER
TOTAL
POSITIONS
FULL-TIME .0 - .0 - o " S0 - .0 -
PART-TIME
TEMPORARY J
ANALYSIS Attach a separate page if necessary
Under the bill, the state w il only reimburse the principal o f bonds
approved by local voters after March 31, 1986 and an absolute cap is
placed on the amount o f reimbursements that w il be made in any year
for that debt. The b ill sets the lim it at $10,000,000 or an amount
established by the state bond committee.
Prepared by: _Jay nooan 3 phdhe
Hiivision Budget RJVTEW) - pate  1/25/86
]
NN
. . S0 mNt
Approved by chmmissioner; A" e Date:
o[V O ffice off c:r.erneV\;C and ivu.iaot



MEMORANDUM State of Alaska

T0 The File

HB 520 BIE

ATE January 17, 1986

wo: 003

TELEPHONE NO 463-2800

FROM

The current FY-87 Debt Retirement cost projection
This is an increase of $1,345,316 over November,
broken out as follows:

Chanae
Kodiak [186,995.6]
Juneau 129,266.82
Kc-r.ai 1,251 ,670.90
Dillingham 41 ,330.00
Subtotal $1 ,245 ,316.1C

This estimate is based upon the most current data
school districts as of 1/14/36.

cc: Jay Hogan

subject FY-87 Debt Retirement

is $145,831,214.
1985, estimates,

available from
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STATE OF ALASKA 1986 LEGISLATIVE SESSION
FISCAL NOTE

. RevisionDam: U *L |2|.
REQUEST AL & 3 FISCAL DETAIL

Bill/Resolution N o.: Proposed__ Agency Affected: DOT&PF and D.O.E.
Title: An Act Relating to Public BRU : Planning/Programming
School Construction Engineering and Operations Standards
Design and Construction
Sponsor: _ Rules Committee Components :
Requestor:___ CnvPrnnr

Date of Request: 1/?! /B6

EXPENDITURES/REVENUES : (Thousands of Dollars)

OPERATING FY s6 FY 87 FY ss FY 89 FY 90 FY 91
PERSONAL SERVICES 0 261.0 200.3 173.6 182.2 191.4
TRAVEL
CONTRACTUAL 0 .529.2 A LA A?S.Q uu1 AfiQ. 5
SUPPLIES
EQUIPMENT
LAND & STRUCTURES

GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0
CAPITAL 0 790.2 1 605.9 599.5 629.4 660.9
REVENUE

FUNDING : (Thousands of Dollars)

GENERAL FUND 0 J 7.90.2 605.9 $0Q .5 620.4 660.0

FEDERALFUNDS 1

OTHER 1

TOTAL 1

POSITIONS

FULL-TIME 0 4 3 3 3 3

PART-TIME

TEMPORARY

ANALYSIS :  Attach a separate page if necessary

SEE ATTACHED ANALYSIS STATEMENT

N~ e N n ) X
Prepared by: Rod Uilson Ph™ .  m 465-2951
Division : Engineering and Operations Standards D Jte. '
Approved by Commissioner: ¥ e " ~ - Date:

Agency : Oop-tirr-m-nt ut Tran:-T).n t-il:ion and Iuhl |o Pacil ijM.es

P:;tjjli.iti (by Agency preparing fiscal note):
| emulative I";;..nce
P.oJ'itie -.Mir
Pe-.pwKtor
0::lce of Management ami Budget .
Ini; . “ted Agency(ies) page -i__ of — 10/25/85



ANALYSIS STATEMENT ; E: FISCAL NOTE PREPARATION FOR:
An Act Relating To Public School Draft #11; January 21, 1986
Construction
HE> (> A';‘-G 77N 3
Specific tasks required by tfle -oposed legislation:
(Associated costs are reflected in the “attached Table A)

(1) Creation of desi?n standards for each geographic region (A.S.
5.15.230; AS 14.11.100(h)].

e _design

a); RS

(.) Establish construction cost guidelines commensurate with t
standards ~ for ~each _geographic region [AS 35.15.210
35.1.3.210(b) and (c)(3)].

(3) Development of an estimate
as agpsproved by D.O.E. [AS 1
AS 35.15.210(a); AS 35.15.220
(4) Make recommendation to the legislature bX January 25, 1988 of aplan of
school construction through the year 2001.  (*Sec. 17)

ment by DOT&PF. (As both
F's. performance as required

h
(

Specific tasks assigned to D.0.E. that need involve
these items will have a direct bearing on DOT&P
under AS 35.15.210(b) and AS 35.15.220(c)).

(5) With respect to the school condition survey: DOT&PF . should  be
involved "in the process of formulating standards addressing facility
condition, compliance with laws and regulations relating to health and
safety, and building codes [14.11.102(aﬂ.

(6) With respect to establishing required information or documentation:
DOT&PF “should be involved in ‘the process of formulating minimum
requirements for submittals involving (11 code related “emergencv
requirements and (2) facilities that require repair or replacement.. to
meet... building codes. [AS 14.11.010(c)(2); AS 14.11.100(j)(4) (b) ].

Assumptions made in the preparation of this analysis included:

(1) Based on information received from the Department of Education the
numher of af)pllcatlons_recelved under the direct appropriation program
in 1985 totaled adJ[%rommater 100 and requests for debt retirement in
1985 numbered 250.These qudntities have tormed the basis of the
expenditures as generated and assumes the number of requests in
future years to be consistent with the 1985 numbers.

(2) The Department would have torely heavily on outside consultants with
only minimal staffing increases. In addition the majority of the staffing
positions to be added would be of professional (registered) caliber.

(3) The review of applications shall continue at a uniform rate during the
course of the year so as to make optimum use of staff personnel. “High
rates of application influx will be reviewed by consultants.



(1)(a)

O]

@)

(3)(a)

O10)

TAX 1987
Devellop Cept. Regs, )
Guidelines ad PiP’s it),AD

Establish Efficient
Design Standards With  (115,8<t0)
Consultant 187,505

Establish Construction  (27,100)
Cost Standards S A (5

Cost Estimate Fc Debt
Retirement Projects
(100 proiects/yr)

®,75)
17,35

Cost Estimates For (6,50
Direct Grant Projects " 39%5,860
(20 project/yr)

Developrent Long
Range Construction
Strategy

Consultant € (529,205)

TOTALS | 790,215

TABLE "A"

7A-3- fp*

1968 1989 1990 1901

W0d,710)  (100,950) (L15,¢0 (121,20)

155,270 163,00 171,180  179,%G
|

(30,870) (315,910) (BL,710)  (38,20)

(560 LH6,&0 <@ <@LI0
35,000 1

;((B3) (ABE) W BH) (@50

605,90  HO<M 69O 660,910

LEGEND:  Porentnesis () indicate consultant budget
All non parer.ed figures represent total projected budgets

192

@230
693,960

= —— - - [

Pos Add/Yr



of Transporfresfion & Public Facilities

BILL NO: (Proposed) APPROVED: R. J. Knapp

Commissioner

title: An Act Relating to Public School paTe: 1/27/8

Construction

The Department supports the proposed bill and perceives its duties and
responsibilities to consist of the following:

(1) Concernin". the (i_ua_lity or extent of the construction for which the State of
Alaska. si."ill participate, the Department shall estaplish efficient "standards"
of design and construction for each geographic region,

(2) Concerning the extent of allowable costs for which the State of Alaska shall
participate, the Department shall establish construction cost gquidelines
commensurate with the "standards" for each geographic region.

(3) Shall provide an estimate of allowable construction costs f r each project
based on established standards and cost guidelines.

(4) Shall perform technical evaluations and where approRriate_provide alternate
means of construction which will adequately correct the deficiency.

(5) Shall in cooperation with the Department of Educatign jointly study, evaluate
and prepare a plan of school construction through the year "2001 .

The Department fully ~supports the goals .of the bill.  However it should be
realized trhat.our duties and responSibilities will only be attainable through
adequate funding.

Consideration should be given to establishin? a _means for assessing. the project
budgets for the costs required to carry out the Department's responsibility under
this™hill. I this can be done, the flexibility required to adjust staff needs to
\%m Blezem?girrtlgle program will be provided and” the impact to the operating budget

For further information call Susan Fleischhnuer at 1ibl-TS00.



Lscal

fear

1/

86
87
88
89
90
91
92
93
94
95
96
97
98
99
00

in $

M

illions

Existing

Debt Service

and Lease

Obiigations

$178
168
161
150
135
110
82
73
44
32
28
24
21
16

Unrestricted

w A OO N N O

LT %

W oA N ® Rk N

N W N

N

revenues

State

an

d

lablel

Debt Service

as a % of

Existing

School Debt

Reimbursement

$105

1

09

100

109

a

90
78
72
63
56
47
33
16
14
14
12

re

o~ M W
o o 0 o

w W w A~ BN

N
®w © 0 U o w

January

Unre

1536

11.

14.

15.
14.

Burden
stricted Revenues 2/
3 4
Total
Existing Debt Existing
Service (1 & 2) Law
$283 9.17. $233
277 10.2 319
261 11.5 324
259 12.2 325
225 11.3 287
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Column Key

1. Debt service on State general obligation bonds, University of Alaska
revenue bonds, ASHA lease revenue bonds, and lease payments on Seward
Student Service Center and Correctional Center.

2. 80%, 90%, or 100% State reimbursement of debt service paid by
municipalities on school debt outstanding as of December 31, 1985.

3. Total of columns 1 and 2.

4. Column 3 plus lease payments on Anchorage Court Building plus State

reimbursement on $312.5 million of authorized but unissued school debt and
$3” .4 million of school debt to be authorized by the voters in January and
March of 1986. Of this $343.9 million new school debt, $230.2 million s
scheduled for issuance in FY 86. Reimbursement of school debt is 80% of

current debt service payments on 10 year debt with level principal
payments.

Prepared by: Department of Revenue
January 23, 1986



STATE OF ALASKA
DEPARTMENT OF REVENUE

MEMORANDUM

TO : The Honorable Loren Lounsbury
Chai -
airman ' esraij
State Bond Committee

FROM Tomas H. Boutin
Debt Manager

Treasury Division | REV'EW

Department of Revenue
DATE December 27, 1985

RE : Debt Capac ity

The estimated capacity of the State to issue debt in Ilhe form
of general obligation bonds and lease purchase financing has

increased. Growth in expected near term wunrestricted revenues
as forecasted by the Depart.-,ient of Revenue and declining long
term interest rates have raised estimated debt capacity over

the level derived from the September revenue forecast. Debt

capacity accorded by the Decernoer 1985 Department of Revenue

forecast is shown below:

"isca: Mean Revenue 30th Percentile
Year Estimate Estimate
1986 - - -
1937 —
1938 St
1939 - -
1990 — -
1991 83 N
1992 186 76
1993 128 71
1994 207 185
1995 116 75
1996 22 6

TOTAL 742 413

It is anticipated that lease purchase financing for 3s much as
SS5 million may be arranged for the Anchorage Court Building.

This financing would eliminate State debt capacity through 1992
unuer the 30th percentile estimate and through 1991 wunder the

>in forecast.

In addiUion (o debt service on state general obligation bonds,
debt service on Alaska State Housing Authority and i)niveclL tv



717
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of Alaska revenue bonds and lease oavments on the Seward
Student Service Center and the Spring Creek Correctional Center
Certificates of Participation are 1included 1in the <calculation
of State debt capacity.

The rating agencies view lease financinu obligations in the
same light as general obligations of the State. A lease
purchase obligation may take the form of either revenue bonds
or certificates of participation. In either case State lease
payments are the sole security for the obligations the
State®"s name 1is displayed prominently throughout the security.

e fact that these lease payments are subject to annual
appropriations precludes the obligations frr.a oeina considered
State debt wunder the constitution and requiring voter approval.
Lease purchase obligations provide for t.ie acquisition of the
property by the * _ssee at the end of the lease. The term of
the lease and purchase price are such that the Jlessee (State)
is considered the owner of the prope-. tv for federal tax
purposes from the outset of the lease. This makes a portion of
the lease payments considered tax-exempt 1intecest under the
federal income tax.

The above estimates of debt capacity are oased on the December
1935 Department of Revenue revenue estimates. They adhere to
the premise that aeot service should not exceed 5% of the
State"s wunrestricted revenue 1if the State 1is to maintain its
credit rating.

Consideration of lease purchase financing complicates the
analysis of debt capacity in that 1interest rates are likely to
be higher but terms possibly Jlonger than on ceneral ooligation
cebt. For simplicity"s sake, and because these estimates serve
is a general guideline, and because it 1is ur.xnown how much
future debt will be general obligation bonds as opposed to
lease purchase financing, the estimates are made as if all
future debt 1is general obligation debt -- an assumed 3%
interest rate and 10 year maturity.

Attached Tables I, 11, and 111 show the derivation of the above
debt capacity estimates.

Attachments

cc: Mary Mordale
Eleanor Andrews
Ray Gillespie
Gordon Harrison
Jay Hogan
Terry Elder
Jon Rubini



Government Finance Ajuociatci, Inc.
'0i Camera Cenier. Pfiiceion. New Jorsay 0350
603)"52-1575
Corporate HeaaquaMers

New YOIX City Cfflcos Northwest Offices
Sum* "301 Suite 12C0
71 Sreacway 1211 W AIftn Avenue
NawYOFK. Now ~Ofk "0CC6 NIVaro. orsjen 97204
(21235€3-57¢0 December 6, 1985 (503)222-1405
The Honorable Bill Sheffield L”Jt
Governor =
State of Alaska
3rd Floor, Capitol - ,>r~— " C* of
Pouch A

Juneau, AK 99811
Dear Governor Sheffield:

At the outset, 1 want to say that the trip you took to
"Jew York and Chicago to meet with representatives of the
investment community, 1including the rating agencies, under—
writers and other participants, was definitely a success.
Since those meetings, we have heard positive comments both
about the State’s presentations and the desire for many of the
representatives to maintain continuing dialogue with the chief
financial and administrative officers of the Stare.

This week, we were informed by Anthony Arthur of Standard
& Poor®s Corporation that the rating agency i3 in the process
of preparing a review on the rating it assigns to the State of
Alaska. It is anticipated that this review will take several
weeks to complete and will be distributed in appropriate pub—
lications by Standard & Poor's. It is not unusual for a rating
agency to conduct this type of review subsequent to a briefing
of the type presented by the State in November,

During conversations with Anthony Arthur, he requested
that certain materials prepared prior to the presentation be
updated so that they will have more currant data on which to
base their credit review. In particular, it will be necessary
for the State to develop more recent information on the debt
position of State agencies and the State itself. Members of
the Department of Revenue are at present preparing that
material, Mo3t importantly in this respect, Jhowever, is the
subject of school debt. For the first time, we expect the
agency to include the proportionate share of local school debt
paid by the State in determining the State®"s overall debt load.
Apparently, the agency hr.s not bocn aw-to of this school assis—
tance program until recently, and based upon the method employed
by the agency in handling local school debt paid "oy other states,
we would anticipate the applicable portion to be added to the



Government Finance Ajuoclatca, Inc.
1Q<Caroejia Center. Pmceion. Mew Jersey 085*0
609K52-157S

_ Corporate Headquarters
New YorK City Cfllcos

_ Northwest Offices
Suit* 1301

Sujte \2C0
Now Yon, o 4 1CC8 24 Svl Fiftn Avenue
(21235C3-57C3 December 6. 1985 rorta.?og)zr%'.cdlo57'4

The Honorable Bill Sheffield

Governor

State of Alaska

3rd Floor, Capitol

Pouch A

Juneau, AK 99811

Dear Governor Sheffield:

At the outset, | want to say that the trip you took to

New York and Chicago to meet with representatives of the
investment community, 1including the rating agencies, under—
writers and other participants, was definitely a success.
Since those meetings, we have heard positive comments both
about the State’p presentations and the desire for many of the
representatives to maintain continuing dialogue with the chief
financial and administrative officers of the State.

This week, we were informed by Anthony Arthur of Standard
& Poor®s Corporation that the rating agency is in the process
of preparing a review on the rating it assigns to the State of
Alaska. It is anticipated that this review will take several
weeks to complete and will be distributed in appropriate pub—
lications by Standard & Poor-"s. It is not unusual for a rating
agency to conduct this type of review subsequent to a briefing
of the type presented by the State in November,

During conversations with Anthony Arthur, he requested
that certain materials prepared prior to the presentation be
updated bo that they will have more currant data on which to
base their credit review. In particular, it will be necessary
for the State to doveloD more recent information on the debt
position of State agencies and the State itself. Members of
the Department of Revenue are at present preparing that
material. Mo3t importantly in this respect, “however, is the
subject of school debt. For the first time, we expect the
agency to include the proportionate share of local school debt



Government Finance Associate*, Inc.
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overall debt"liability of£ Alaska. Due to the fact that the
agency will now be including euch debt, we can expect Standard

& Poor"s to ask the following question regarding '"this natter.
The agency will deeiro to know the policy that the State expocts
to employ to control the amount of local school debt that will

be paid by the State. In fact, if you recall, at the New York
luncheon, one analyst raised the issue by asking if the State
had plana for controlling local dobt iasuoc in the future. In

response to this possible inquiry by Standard & Poor®B, you
should know that in most circumstances 1in which other states
pay a large portion or debt service for local school buildings,
before the local issuer is authorized to sell the school debt,
approval by the particular state education department 13
required, which department also receives certain affordability
guidelines for the program by the chief financial officors of
the individual state. Standard & Poor"s would find it helpful
to receive some specific discussion on this important point.

& Poor’s,
debt mar.agc-
ndard & Poor"s,
esponse by the agency on the

There are at least two additional 1items which, 1 believe,
deserve attention at this point: Tr.9 status of the recommenda—
tions of the lease/purchase options for State office buildings
and the establishment of the appropriate approach toward analyz—
ing infrastructure financing by the state, with respect to
the fir3t matter, as was noted often during our various Vvisits
with the investment community, the lease/purchase approach, ae
proposed by the State Office Building Task Force, 1iIs a cost-
effective and the preferred method of financing State office
facilities. In the paBt, the issuance of certificates of
participation on an ad hoc basis has not been conducive to a
well-organized debt management program for financing ouch
-facilities. Because of the substantial debt management advant—
ages of utilizing the methodology presented by the Task Force,

a process for State implementation of those reconnor.dations
would be met with a favorable response by the rating agency
curing the course of its evaluation. ir. this respect, any
such facilities that would generally fall within those requiring



Government Finance Associates, Tnc.
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debt financing 3hould be included immediately within the
restrictions of the proposed structure 1in order for the State

to indicate early and convincing adoption of the approach. It
would also bo helpful to make clear to the rating agency that
the Sheffield Administration expect3 to make the implementation
of the recommendations a significant part of the State"s overall
debt management operations.

Finally, the funding by the State of physical infrastruc—
ture requirements has been accomplished in two ways: The use
of revenues for capital projects and the issuance of debt to
raise proceeds for capital construction requirements. It would
be helpful, from the credit analyst"s perspective, to have a
document which sets forth annually all payments for infrastruc—
ture financing by tie State to be accomplished during the
upcoming year. This information, consolidated into one docu—
ment, would consist of three major parts. First, the document
would present the amount on current revenues being applied to
purchaseor build long-term capital facilities. Second, the
information would set forth the current debt service being
paid for all capital facilities directly and indirectly by the
State (i.e., general fund expenditures for lease/purcr.ase
facilities, general obligation payments, and debt service pay—
ments on local school debt). Third, the document would present
the security issues to be sold during the current year through
both ceneral obligation bonds and related obligations (i.e.,
lease/purchase debt) . Through this document, 1investors and
credit analysts could determine, in a mere simplified form,
the State®s commitment to capital financing of infrastructure
requirements, Moreover, it would allow these persons to under—
stand the overall credit of the State in a more comprehensive
and persuasive manner. -=

Obviously, we will keep you informed about the progress
of the review by Standard & Poor®s on the State. If you have
any questions or require any further clarification on the
matters discussed i'n’this letter, please do not hesitate to
contact us, At present, | expect to be in Altska in early
January and would like the opportunity to meet with you then.



STATE OF ALASKA 1986 LEGISLATIVE SESSION
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Bartlc Wells Associates
Municipal Financing Consultants
1636 Busli btreet

San Francisco 94109

415 775-3113

MEMO TO: Josefa E. Wortman, Chief Financial Officer
Fairbanks North Star Borough

FROM: Lora J. Stovall
Bartle Wells Associates

SUBJECT: Borough Bond Issuance Policies

DATE: February 14, 1986

In our service as the borough®"s financial advisor since 1976 we have
made two primary recommendations:

1 The borough®s bonds should be sold competitively.

1 The borough®"s bonds should be sold in series as fund®® are
needed for construction.

This letter will elaborate on the reasons for our past recommendations,
which we still believe are in the borough®s best interest for its upcoming
bond issues.

COMPETITIVE VS. NEGOTIATED SALE

As financial advisor we have analyzed the results of many bond sales
and have concluded that, in the vast majority of cases, competitive
sales mean lower interest rates than negotiated sales. As a case in
point, the following scales (page 2) are from the same underwriter,

during the same week, for bonds with the same rating from Moody"s.
Interestingly, the lower-priced competitive sale had a rating of BB

(below investment grade) from Standard & Poor"s, while the higher-
interest negotiated issue was rated BBB by Standard & Poor"s. The
negotiated issue was larger but was not a particularly large issue.

Isrue sizes also tend to be smaller with competitive sales, which further
reduce costs. Discount allowances are controlled. Reserve require—
ments and capitalized interest can be carefully watched to provide the
necessary security at lower funding levels. The sale, closing, and
delivery process 1is simpler and faster because the issuer sets the
terms and the underwriter®s bid explicitly accepts those terms.

Negotiated sales have their place on issues which are complicated or

have extenuating circumstances, such as high delinquency rates or debt
levels, risky projects, and on issues such as refundings, mortgage

revenue bonds, and variable-rate bonds.
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SALE NO. 1
Sal™ date 10/15/84
Raxing - S&P BBB
Rating - Moody"s
Maturities 1988-2010
Placement Negotiated
Number of bids
Interest rates:
1987
1988 9.00
1989 9.50
1990 10.00
1991 10.50
1992 10.70
1993 10.80
1994 10.90
1995 11.00
1996 11.10
1997 11.20
1998 11.20
1999 11.25
2000 11.25
2001 t
2002 t
2003 t
2004 t
2005 Term
2006 4
2007 4
2008 P
2009 4
2010 11.50
Discount $1,980,000
(4.5%)
Net interest cost -11.4%
Bond Buyer index (revenue) 10.93%

<Interest, rates from bid submitted by second bidder.

had NIC =10.4888%, discount of 1.94%.

SALE NO. 2

10/10/84
BB +
Baa
1987-2005

Competitive

5

12.00%*
12.00
12.00
12.00
9.50
9.70
9.90
10.00
10.10
10.20
10.30
10.40
10.50
10.60
10.60
10.75
10.75
10.75
10.75

$47,203
(1.97%)

10.71934%

10.93%

Winning bid
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SALE OF BONDS IN SERIES

When Bartle Wells Associates was hired as the borough®s financial
advisor, the borough was selling bonds in series of $3 million. We
initially recommended that the borough increase the size of iIts issues.
Our initial sale of borough bonds was the $15.5 million Series K, sold
in 1976. We managed the sale of four series of bonds for the borough
for school construction from 1982 through 1984. Our recommendations
for the sale of the borough®s bonds have been based on the following
critieria:

1 Bond 1issues should be small enough to stimulate competition in
underwriting.

1 Bond issues should be large enough to be cost"effective.

1 In a series of financings each issue should finance one to
one-and-a-half years of construction.

1 The final bond sale of a sequence should consist of only the
amount of bonds necessary to complete the construction projects.

The borough®s voters auLnorized $70.3 million in school bonds in 1982-
$2 million for Two Rivers School, $50 million for three elementary schools
(ultimately Pearl Creek, Badger Road, and Rosamund Weller Schools),
and the North Pole Junior/Senior High School improvements— and $18.3
million for the North Pole High School and junior High School remodeling.
The bonds were sold in four series totaling $64 million:

Net
Interest

Series Amount Sale Date Cost
L $17,000,000 1/26/82 12.25%

M 20,000,000 7/22/82 11.30

N 20,000,000 5/19/83 9.38

0 7,000,000 4/26/84 8.23

Each 1issue was designed to produce the lowest ret interest cost at the
time of sale. 16.3 million of authorized bonds were not sold because
the project costs were lower than originally estimated. With voter
approval, these bonds have been reallocated to additional projects.

The question borough staff has raised is: which is the most cost-
effective technique- to sell bonds in series as we have advised, or to
sell the full bond authorization promptly following voter approval and
invest the proceeds until the funds are spent for construction. We
have analyzed the actual results of the four series of bonds sold from
1982 to 1984 against the hypothetical results had the full authorizations
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been sold earlier. The hypothetical sale of the full authorizations is
based on the maturity schedule design and interest rates bid on the
actual sales closest to the bond authorization date. Proceeds from all
sales are assumed to have been invested at the bond interest rate

(zero arbitrage). Actual reinvestment rates during the period would
have varied over time and over the term of the investment, with some
higher than the bond rate and some lower. The results of our analysis
are summarized below. The supporting calculations follow this letter.

Actual Bond Sales

Total principal $ 64,000,000
Total interest 60,496,375
Estimated earnings (2,721,700)
Net cost $121,774,675
Average net interest cost 10.0565%
Bonds Sold as Authorized

Total principal $ 70,300,000
Total interest 65,239,875
Estimated earnings (6,345,400)
Net cost $128,694,475
Average net interest cost 10.723%
Net savings $ 6,652,100

The net savings to the borough (and to the state, through the reim—
bursement program) was more than $6.6 million. Interest rates were
declining 1in the period from 1982 through 1984, as demonstrated in the
net interest costs on the borough®s bond issues. Reinvestment rates
also declined. This 1 shown in the significantly lower estimated
earnings for the actual sales than for the hypothetical sales. Had
interest rat?s risen during the period shown, the net costs to the
borough ana state of the hypothetical sales would have been relatively
higher. We believe the most significant savings was in the borough®s
ability, through staging its bond sales to match construction results to
date, to complete its projects while selling $3.6 million less than its
total authorization of bonds. These bonds were subsequently reallo—
cated, with voter approval, to other projects.

We believe that bonds are authorized by the voters for specific pur—
poses and that bond proceeds, including earnings from the investment
of those proceeds, should be used for those purposes and are not
general funds of tne borough. Furthermore, federal tax law is designed
to prevent, "overissuance" of bonds, 1i.e., to restrict the issuance of
tax -exempt bonds to the amount necessary to construct specific projects
within a three-year period, with allowances for the costs of borrowing,
including bond reserve funds, capitalized interest, and issuance expenses.
An estimate of anticipated earnings from the investment of bond proceeds
is very commonly used to reduce the size of the bond issue to prevent
overissuance.

LIS:mt
R49-A



FAIRBANKS NORTH STAR BOROUGH
ACTUAL DEBT SERVICE

Series

o=

Totals

Principal

$17,000,000
20,000,000
20,000,000
7,000,000
$64,000,000

Total bond years

Net interest,

combined issues

(total interest t total bond years)

ESTIMATED

Series

o==r

INTEREST EARNINGS

Average
Balance*

$ 8,500,000
10,000,000
10,000,000

3,500,000

Interest

$15,618,750
19,096,500
23,640,225
2,140,900
$60,496,375

Investment
Term Rate
6 mo. 12.25%
1yr. 11.30
1yr. 9.38
6 mo. 8.23

Total

$ 32,618,750
39,096,500
43,640,225

9,140,900
$124,496,375

574,500
10.5303%

Earnings

$ 520,625
1,130,000
938,000
144,025
$2,721,700

& Assumes equal drawdown of principal over investment term shown;
average balance equals half of principal amount.



FAIRBANKS NORTH STAR BOROUGH
HYPOTHETICAL DEBT SERVICE

Series L-1: Principal amount $52,000,000
Dated 2/1/82
Maturing 2/1/85 through 2/1/94
Equal annual principal payments of $5,200,000
Interest rates:
1984-90  12.00%
1991 12.25%
1992-94  12.50%
Net interest cost 12.25%
Series M-1: Principal amount $18,300,000
Dated 8/1/82
Maturing 8/1/85 through 8/1/94
Graduated principal payments
Interest rates:
1985-93  11.25%
1994 11.50%
Net interest cost 11.30%
Series Principal Interest Total
) $52,000,000 $47,775,000 $ 99,775,000
171 18,300,000 17,464,875 35,764,875
Totals $70,300,000 $65,239,875 $135,539,875
Total bond years 544,550
Net interest, combined issues 11.9805%
(total interest t total bond y-jars)
ESTIMATED INTEREST EARNINGS
Average , Investment
Series Balance* Term Rate Earnings
L-1 $26,000,000 18 mo. 12._25% $4,777,500
M-1 9,150,000 2 yr. 11.30 2,067,900
$6,845,400

& Assumes equal drawdown of principal over investment term shown;

average balance equals half of principal amount.






SECTIONAL HB 520

Section 1.

Language deals with State"s interests in school property.
Section 2.

Tells DOE what to do with district project requests. Adds
requirement that DOE request cost estimate from DOT.

Section 3.

Criteria for priorities. Adds to existing ranking criteria
the following: 1. demographic consideration; 2. condition
of existing facilities.

Section 4.

Requires districts to provide inventory of existing
facilities with their project requests.

Section 5.

Grandfather clause on 80% of total cost.

Section 6.

New provisions to replace 80% system. For all projects
after April 1, 1986 reimburses only principal on a two year
delay. No cash payments.

Section 7.

Off-set provision. Commissioner excludes from the total
cose of construction all state and federal funds included
except those provided "~ this section and AS 43.50.140.

Section 8.

Changes responsibilities for development of design
standards from DOE to DOT/PF.

Section 9.

Extends limitations of bond procedures and defines terms
for the reimbursement section (Section 5). Defines when
indebtedness occurs for Sections 4 and 5.

Section 10.

Municipality must include project cost on ballet for
bonding. No bond refinancing unless a 5% increase.



Repayment schedule of 10 years unless a different term is
determined by the bond committee.

Section 11.

Adds to existing project evaluation requirements. DOT to
provide cost estimate ranking of the project. Criteria for
rejecting project requests.

Section 12.

Requires request for funds for debt service retirement be

submitted by October 15 of previous fiscal year. Project
request comes to DOE for review and approval under
criteria. Approval only according to ranking and only if

within the cap.
Section 13.

Excludes from definition of allowable costs of construction
anything related to interest or project financing.

Section 14.

Requires DOT/PF to prepare cost estimates for any project
seeking state aid, either debt retirement or appropriation.
Requires DOT adopt design standards.

Section 15.

Sets out scope of authority of bond committee with respect
to state debt.

Section 16.

Repeals existing interest language.

Section 17.

School condition and needs survey. DOE and DOT will
evaluate requirements for construction and submit to
legislature by January 25, 1988.

Section 18.

Effective date July 1, 1986.



DEBT MANAGEMENT PLAN

Without firm control of public debt the credit rating of all
debt issuers in Alaska could be in jeopardy. Right now the
State has an A?, rating, the highest it"s ever had, and all
issuers within the State are rated as investment grade. But as
oil prices decline, the share of revenues devoted to debt
service will become an increasingly heavier burden. The State
of Alaska cannot control the price of oil. What we can and
must control 1is the amount of public debt.

Proper stewardship of public debt in Alaska can be accomplished
through enactment of legislation covering four distinct needs.
Taken separately, each of the four bills brings reasonableness
to a different aspect of public debt._ But viewed as a whole,
this legislation provides a plan for comprehensive debt
management for the first time. It assures that all
State-supported debt, which 1is any debt paid from the State
general fund, 1is subject to the control of the State Bond
Committee. It is this total of State supported debt which the
rating agencies look to in establishing the State"s credit
rating.

The irst bill. House Bill 293, provides for orderly financial
management in the event of a default by a municipality of its
debt obligations. This legislation protects both issuers of
public debt 1in Alaska and creditors.

House Bill No. 519 provides for the lease financing of public
buiidings through the Alaska State Housing Authority, acting as
the Alaska State Building Authority. The bill gives the State
Bond Committee control over issuance of this debt as well as
debt of the University of Alaska.

House Bill No. 520 gives the State Bond Committee control over
the total amount and maturity of municipal school debt to be

reimbursed by the State. The investment community needs to see
some control on this fast-growing part of State supported debt.

The fourth bill, House Bill No. 521 places a limit on the
issuance of general obligation debt by municipalities. Even
with this limit some municipalites in Alaska will have some of
the highest debt ratios in the United States. This legislation
does not limit the ability to issue revenue bonds.
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POSITION REGARDING DEBT MANAGEMENT
Much discussion regarding debt management or debt containment has emerged
from the governor®s office in recent months. At the outset, let it be known

that we support sound fiscal management and debt retirement provisions.

However, HB 520 would not only "contain"™ future school construction; it
would seriously curtail the provision for adequate facilities for Alaskan
students.

The following concerns with various provisions of HB 520 are listed:

Section 14.11.010 would require ranking of projects, prioritizing those

that service the "best interest of the state." The total <concept of
prioritization must carefully be defined within the context of agreed upon
criteria. This statement 1in section 2, "rank each project in the order of
priority that serves the best 1interests of the state,"” appears to fly in the

face of what is in the best of the student or the local community.

Section 14.11.010. This section describes involvement of the Department
of Transportation in the debt retirement process and is the first of several
indicators of the bureaucratic nightmare that will occur 1if all of the
provisions of HB 520 are enacted.

Section 14.11.030. This section relates to a school condition survey.
It is apparent that the paperwork shuffle will be eminent if this provision is
enacted. It is difficut to determine the 1logic in the process which would

analyze the condition of a building 1in one community of a school district,
which in turn will determine whether a new facility should be built in another
community of the same district, perhaps 250 miles away.

Section 14.11.100. This section sets the reimbursement rate fordebt
retirement at 80% for those bonds authorized between June 30, 1983 and
April 1, 1986. There 1is no reference to the special provision set forth in
state statute providing for 90% reimbursement on the $6,600,000 portion of
bond issues passed in 1984. This needs correction.

Section 14.11.100 (a) 6. This 1is a section which changes the state
reimbursement in several ways. Only principal will be reimbursed for bonds
authorized after March 31, 1986, which effectively lowers the state share from
the current 80%. This is highly .unacceptable when twenty one of the state"s
school districts will continue to rr Jlive 100% vreimbursement for school

construction.

Section 14.11.100 (b) . This sectio; contains a subsection which reduces
any reimbursement by the state for the interest earnings on unspent bond
proceeds. The argument set forth 1is that since the state 1is providing 80%
reimbursement, the state should receive the interest earnings. Although there
is validity 1in this argument, the incentive for a municipality to manage a
vigorous 1investment program ana receive c" vononuc gain from their effort is
detrimental.



Section 14.11.100 {j)- This section establishes that the present value
of any proposed refunding bond may *vet be greater than 95% of the present
value of the annual debt service on t. > original 1issue. This section is
further changed substantially in that bond amortization period is set at ten
years or some other period that may established by the state bond committee.

It appears that this provision will limit the flexibility necessary to obtain
the most favorable rates and conditions in a changing bond market. The state
bond committee can set the amortization periods to the best advantage of the
state without regard to interest costs to the 1local municipality. This is

unrealistic.

Section 37.15.790 establishes that the state bond committee will decide
at what level the state will reimburse local municipalities for debt service.
It does not seem appropriate that a committee, presumably appointed by the
governor, should have far reacuing authority to possibly cause defaults on
existing bond 1issues.

In summation, HB 520 imposes a tremendous bureaucratic boondoggle to even

cain tentative approval for a bond 1issue project. It removes almost all local
ccntrol in the entire process from design to debt retirement. It essentially
eliminates the state vreimbursement of school <construction as it currently
exists. At the whim of a state bond committee, a municipality could be forced
to pay all costs associated, with the project at any time during the life of
the issue. Even when reimbursement 1is ide it appears that it will be at a

substantially reduced level from the cuirent 80%.

The following recommendations are set forth 1in an attempt to provide
constn. tive options:

1. Appropriate the sufficient funds to the Department r. Education to
allow DOE to secure the appropriate staff to manage school construction and
debt retirement in a more efficient manner, if this is deemed necessary. This
provision would eliminate dual or triple agency 1involvement related to the
process of school construction and debt retirement.

2. If certain limitations from HB 520 are 1imposed, provisions should be
established which will allow districts whose eligible projects do not receive
neceboa y priority bonding 1in a given year at the prevailing reimbursement
rate (80*) to proceed with bonding, but subject to a reduced debt retirement
participation by the state at a rate of 50%.

bj



MEMORANDUM State of Alaska

T0.

The Honorable Ben Grussendorf date February 7, 1986
Speaker of the House

FILENO 006.3(1)
TELEPHONE NO  455-2800

Harold Reynolds, Jr. subject: New Debt Retirement Regulati
Commissioner of Education

Attached is a copy of the new Debt Retirement Regulations relating to
Chapter 78, SLA 1985 as passed by the State Board of Education on December
3, 1985.

cc: Members of the House
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4 AAC 31.060 is amended by adding new subsections to read:

(J) The cost of planning, design, and construction of a facility
will be approved for debt retirement under AS 14.11.100 if

(1) it can be verified by the department that the enrollment of
a district or an attendance area within a district will
reach design capacity within two years;

(2) the situation carnot be reasonably relieved by adjusting
the boundaries of the attendance areas and transporting the
children to nearby schools; end

(3) it can be demonstrated by commonly accepted demographic
techniques, logically applied, that the new facility will
reach and sustain design capacity within five yet*s after
the anticipated occupancy date.

(k) A request for debt retirement under AS 14.11.100
(1) must contain

(A) documented evidence, acceptable to the department,
supporting enrollment projections that are based upon
the average survival method or an equivalent
methodology offering equal validity; and

(B) other demographic information prepared by the
district, municipality, the Department of Community
and Regional Affairs, the Department of Transportation
and Public facilities, and Department of Labor, the
Department of Revenue, or other state or federal
agencies that have have prepared demographic
information on tne attendance area; and

(2) may include any additional information supporting the
enrollment projection, 1including economic and social
conditions affecting local growth patterns, school and
preschool census, and business or industrial forecasts
indicating increased population growth.

(1) Notwithstanding the provisions of subsections (j) and (k) of
this section, the costof planning, design, and construction for
a new facility, or the repair, rehabilitation, or remodeling of
an existing facility will be approved for debt retirement under
AS 14.11.100 if at least one of the following conditions exists,
and the means selected by the district to cure the condition is
the most cost effective method:
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a condition that is in violation of one or more of the
nationally recognized building codes, fire codes, health or
safety codes, or state or federal statutes or regulations
and the condition is verified by a means acceptable to the
department; or

a condition that if unabated, require that the facility
cease being used to provide the educational program or in
support of the educational program. (Eff. 3/1/78, Reg. 65;
am 2/24/83, Reg. 85; am 12/2/83, Reg. 88; am 9/12/85, Reg.
96; am / /86, Reg. )

Authority: AS 14.07.020
AS 14.07.060
AS 14.11.010
AS 14.11.020
AS 14.11.100
AS 14.11.102
AS 14.11.132

is amended by adding a new section to read:

4 AAC 31.061. CRITERIA FOR AMOUNTS ALLOWED FOR DEBT RETIREMENT.

@

(b)

A facility will be approved for debt retirement under AS
14.11,100; the project meets the requirements established in
4 AAC 31.060 (J)- (1) and the requirements of this section.

afacility to house and support the education program must meet
the following criteria:

@

2

®)

the facility was planned in accordance with the appropriate
guides listed in 4 AAC 31.020;

nonassignable space may not exceed 25 percent of the total
space, except that the department will, in its discretion,
grant a variance of up to 35 percent of total space in
small schools in remote areas if it can be demonstrated
that the variance is in the best interest of the state and
the dist. ict; and

assignable space must be used for educational purposes for
at least- 75 percent of the scheduled school day.
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(c) The department will, 1in its discretion, deny a request for debt
retirement under AS 14.11.100 or limit its approval to the costs
for that portion of a facility which complies with the
provisions of this section.

(d) The costs of planning, design, or construction of an otherwise
approved facility are not eligible for debt retirement if they
are incurred for or arise out of

(1) costs of change orders, contract amendments, contractor”'s
claims, or other modifications that enlarge the scope of a
project, or that increase the total cost of the project
budget above an amount which is the lesser of the amount
approved by the voters at the bond election, the amount
approved by the department, or the initial contract amount
except for unavoidable or unforeseeable circumstances that
are not the result of imprudent management; or

(2) the cost of repairing or replacing items not essential to
operation of the physical plant or not normally scheduled
for routine maintenance or replacement.

(Eff. / / , Reg. )

Authority: AS 14.07.060
AS 14.11.100
AS 14.11.132

4 AAC 31 is amended by adding a new section to read:

4 AAC 31.062. APPROVALS, ALLOCATIONS, DISALLOWANCE OF COSTS, AUDITS
AND APPEALS.

(@) A project approved for debt retirement under AS 04.11.100 is
subject to review and approval for site selection and
acquisition under 4 AAC 31.025, and the construction plans are
subject to review and approval under the provisions of 4 AAC
31.030 and 4 AAC 36.040.

(b) A school district may, until October 15 of each year, submit to
the department a request for an allocation of money for bond
payments eligible for debt retirement under AS 14.11.100 for the
following fiscal year, as provided in 4 AAC 31.060(e). Failure
to submit a request, for an allocation by October 15 will result
in the denial of a®allocation of money for an otherwise
eligibile facility regardless of whether allocations had been
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made for previous years. Reimbursement under AS 04.11.100 for
cash payments will be based on an audited report submitted under
4 AAC 31.060(d) during the preceding fiscal year.

(c) The department will 1in its discretion, deny, or limit the

reimbursement for costs associated with a facility"s
construction if the facility fails to meet the requirements of 4
AAC 31.020 or

4 AAC 31.061 or if, upon audit, the costs are excessive.

(d) All projects approved for debt retirement which cost more than

(e)

4 AAC 31

$300,000 are subject to audit. This audit must be performed by

the district®"s auditor and submitted on forms prescribed by the

department. Nothing in this subsection precludes the department
from auditing a project at any time.

If the department denies or limits reimbursement of costs, the
district may appeal the decision in accordance with the
provisions of 4 AAC 40.020 4 AAC 40.050. (Eff. inn

Reg. )
Authority: AS 14.07.060
AS 14.11.100
AS 14.11.132

is amended by adding a new section to read:

4 AAC 31.063. USE OF INTEREST EARNED ON BOND PROCEEDS.

(@)

(b)

Interest on proceeds of bonds approved by municipal voters

before July 1, 1.185 a.id sold after January 1, 1986, and all
bonds approved by municipal voters after July 1,1985, for which
debt retirement under AS 14.11.100 is sought may only be used to

(1) pay the costs of the project;

(2) pay accrued interest on the bond issue;

(3) redeem all or part of the bonds; or

(4) pay the costs of the bond sale.

If the money earned as interest on the proceeds of bonds is used
to pay the costs of the project, other than costs of change
orders, contract amendments, contractor®s claims, or other
modifications necessary because of unavoidable or unforeseeable
circumstances that are not the result of imprudent management,
as determined by the commissioner, then the amount which is

allowed for debt retirement will be reduced by that amount.

-4-
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If the money earned as interest on the proceeds of bonds 1is used
to pay accrued interest, redeem all or part of the bonds, or pay
the costs of the bond sale, then the amount which is allowed for
debt retirement will be reduced by that amount.

The accounts in which the proceeds of bonds are placed are
subject to audit under 4 AAC 31.062 and the district shall
report, on forms prescribed by the department, the use to which
the money is put. (EfF. / / , Reg. )

Authority: AS 14.U7.060
AS 14.11.100
AS 14.11.132

060(e) 1is amended to read:

A request for an allocation for debt retirement under AS
14.11.100 must be submitted on a form prescribed by the
commissioner, and must be received by the department not later
than October 15 of the fiscal year preceding the fiscal year 1in
which reimbursement will be sought. A school district"s claim
must contain at least the following:

(1) bond sale date or proposed bond sale date;
(2) bond redemption schedule;

(3) education facility portion of the bond;
(4) department®s project approval number;

(5) debt payment schedule or estimated debt service schedule;
and

(6) certification as to accuracy of claim by a bonded official
of the municipality. (Eff. 3/1/78, Reg. 65; am 2/24/83,
Reg. 85; am 12/2/83, Reg. 88; am 9/12/85, Reg. 96; am
/ [/ , Reg. )

Authority: AS 14.07.020
AS 14.07.060
AS 14.11.010
AS 14.11.020
AS 14.11.100
AS 14.11.102
AS 14.11.132
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4 AAC 31.090 is amended by adding a new paragraph to read:
4 AAC 31.090. DEFINITIONS

(10) "facility"” means for the purposes of debt retirement under
AS 14.11.100,

(A) the buildings and grounds needed to house and support
the educational program; or

(B) the buildings and grounds needed to provide a
centralized support service which is required to
effect an efficient and cost-effective operation of
the district"s education program.

(Eff. 3/1/78, Reg. 65; am 6/9/83, Reg. 86; @YM/2/83, Reg. 88; am
9/12/85, Reg. 96)

Authority: AS 14.07.020
AS 14.07.060
AS 14.11.010
AS 14.11.020
AS 14.11.100
AS 14.11.132



KENAI PENINSULA BOROUGH

BOX 850 m SOLDOTNA. ALASKA 99669
PHONE 262-4441

STAN THOMPSON
WA/OR
MEMORANDUM
TO: LeRoy H. Barton, Jr., Director of Finance
FROM: Ross A. Kinney, Assistant Director of Finance
Lawrence A. Semmens, Treasury Manager
DATE: February 5, 1986
SUBJECT: HB520
This bill 1is obviously an attempt by the Governor to limit the
local municipality in its ability to construct schoolr. The
limits placed are numerous and effective.
Additional time will be taken with the school construction
application irocess because under the bill the Department of
Transportat . and Public Facilities will be involved. The
Department of Education would request a cost estimate from the
Dept, of Transportation and Public Facilities. No time frame is
specified for a response, so it could significantly impact the
processing time. The DOT estimate of construction cost would be
the basis for any reimbursement made by the State. This estimate

would consider the architects estimate but would undoubtedly
differ, generally indicating a lower cost than the architects
estimate. The Department of Education would still determine if
the project is viable, and in the best interest of the State.
All projects would be ranked with priority given to those that
serve the best interest of the State. It would seem that this
could lead to a lot of political interference in the school
construction process.

The components of the cost determination for school construction

are specifically stated. It appears that items like the Kenai
High auditorium and the Homer High swimming pool would not be
totally allowable under this bill. The question is will there be

a retroactive adjustment to the allowable construction cost of
these types of projects begun after July 1, 1982? It also
appears that there will not be any allowable costs incurred under

a contract after the contract has been released. This
terminology is unintelligible. The phrase "after the contract
has been released could mean after the contract has been let to a
contractor. In which case no charge orders would be allowed. or

it could mean after the contractor has completed the work and the
Borough has released the contractor.



The reimbursement of debt service on school construction is
changed substantially. The 90% reimbursement on debt issued by
KPB in 1984 would be downgraded to 80%. For any debt authorized
after March 31, 1936 the reimbursement will only be on the
principal paid rather than the principal plus interest. The
reimbursement wil.1 be made with a 2 year lag, which means lost
interest earnings f~r the municipality. The 1interest on the last
five .'mad issues made by the Borough averaged 41.5% of the total
debt service amount. Therefore, the effective reimbursement rate
proposed by this bill is 46.8% of the total debt service. Also,
the State will not reimburse on any costs associated with
financing the project, such as bond counsel fees, brokers fees
ect. Only principal will be reimbursed and that principal amount
will be determined by the DOT estimate. The amount of any
reimbursement will be reduced by any interest earnings on unspent

bond proceeds. This 1is the same as the regulations which were
promulgated by the Dept, of Education, and which will be in force
soon if the legislature does not repeal them. Either the new

bill or the regulation would severely impact the taxpayers of the
Kenai Peninsula Borough and would further reduce the actual
percentage reimbursement by the State. In the case of the
Boroughs latest issue the interest earnings would be about $8
million. The principal which the state would reimburse on an
issue of this size would be about $60,460,000 or 40.6% of the
tonal debt service. This 1is assuming the funds were appropriated
by the legislature. It is not appropriate for the State to
obtain the full benefit of the interest earnings on the bond
proceeds when the do not reimburse on the total proceeds, nor do
they enter into the risk of issuing the bonds. Also it is not
clear than interest earnings on unspent bond proceeds from
previous 1issues would not be deducted from the reimbursement.

The State will not reimburse municipalities for cash payments
made for school construction after July 1, 1986. This
effectively precludes municipalities from bu.?ding even wher, they
don"t have to sell bonds for the project. Currently tie str.te
reimburses municipalities 80% of cash payments on approved
projects. This deletion of this provision may be an over“j.ght as
this would just be a reimbursement of principal

Debt issuance will be further controlled by the tate through the
bond committee. This committee determines the terms of a bond
issue by arbitrarily setting the repayment period. This
provision will severely impact the flexibility that is necessary
to obtai™ the most favorable terms and rates in a bond issue.

The committee will also set the level of St~te reimbursement.
Currently the bill provides that the State appropriate $10
million to fund the debt retirement program for debt issued after
March 31, 1986. The committee can change this amount, apparently
raise it or lower it. Therefore the predictability of state
revenues will be further degraded, making budgeting extremely
difficult.



Refunding bonds would only be allowable if the net present value
of the refunding issue debt service is not greater than 95% of

the existing debt service. This would preclude refunding in the
case where the present value test is not met, but for another
reason the bonds should be refunded. This would include a change

in the ability to pay when debt service is high. A refunding in
this situation could make the debt service lower, thereby easing
the immediate tax burden, while admittedly costing more in the
long run.

In summary this bill is a trenendous bureaucratic nightmare of
studies and requests to even get tentative approval of a school
construction project. It essentially eliminates State
reimbursement of school debt, as it now exists. At the whim of
an appointed bond committee, the terms of bond indentures can be
//2// adversely affected, the State reimbursement can be changed
and a municipality could be forced into default--if it is in the
best interests of the State. Even when reimbursement 1is made it
will be at a substantially reduced level. It will not in any way
cover the costs of school construction. Significantly the local
municipality will be in a much worse position to project State
revenues, which will make budgeting very imprecise. Taxes will
go up not only to cover the additional costs, but also to
mitigate the uncertainty of State revenues.

The bill is totally unacceptable to the Kenai Peninsula Borough
and should be strenuously objected to.



KENAI PENINSULA BOROUGH

BOX 850 « SOLDOTNA. ALASKA 99669
PHONE 262-4441

STAN THOMPSON

mayor
MEMORANDUM

TO: LeRoy H. Barton, Jr., Director of Finance

FROM: Ross Kinney, Assistant Director of Finance

Larry Semmens, Treasury Manager
DATE: February 4, 1986
SUBJECT: HB520

The bill 1is obviously an attempt by the Governor to limit the
local municipality in its ability to construct schools. The
limits placed are numerous and effective. We will list those
items which we feel are of particular interest to the Kenai
Peninsula Borough.

14=11=010(b)1 currently requires ranking of projects
prioritizing those that serve the best interest of the state.

This 1is likely to lead to disputes when only the highest
priorities are allocated funds.

14.11.010(b)2 adds a new department for determining how much a
project should cost. This may slow down the process of
determining allowable costs cf a school project. There 1is no
time set for the State to respond to a f.chool district

request.

14*11.100(a)(5)(A)sets the reimbursement rate at 80$% for bonds
authorised between June 30, 1983 and April 1, 1986. This does
not say up to 80%. Further, and more importantly, this
section 1ignores and deletes the special provision providing
for 90% reimbursement on the 6,600,000 portion of the 1984
bond issue.

14.11.100(a)(5)(B) eliminates reimbursements for cash payments
for all cash payments made after July 1, 1986.

14.11.100(a)6 is a new paragraph which changes the State
reimbursement in several ways. Only principal; will be
reimbursed for bonds authorized after March 31, 1986; a two
year lag is introduced for such reimbursement; and a new
reference is made to the section under which the school
project must be approved. Previous sections referenced AS
14*07.020(11), this section references AS 14.11.102, much of
which is new. Note that cash payments do not appear to be
addressed in this paragraph.



14*11=100(b) has a new subsection3* which reduces any
reimbursement by the State by the interest earnings on unspent
bond proceeds. This is the same as the Dept, of Education
regulations which will go into effect this year absent any
repeal by the Legislature. It will cost the Kenai Peninsula
Borough about 57*5 million in the remainder of FY86 and FY87
if the regulation 1is nos repealed. 1lote that this section 3
does not limit the interest reduction to only interest on
bonds authorized after the effective date of the legislation.
There 1is a question as to whetherinterest earnings on unspent
bond proceeds from previous issues would be subtracted from
the State reimbursements.

14.11.100(h) also includes new references to the Department of
Transportation and Public Facilities which may just be a
clarification or it may be 1introducing a new department. It
is unclear whether finished projects could be reevaluated for
a reduction in the school construction costs, such as Kenai
High auditorium, and Homer High swimming pool.

14.11.100(i) is changed to include the new paragraph 6 noted
above. Paragraph (i)2 refers to cash payments, however as
noted above paragraph 5 B eliminated cash payments after April
1, 1986 and paragraph 6 does not appear to reestablish the
reimbursement for cash payments. It is also unclear 1in part 3
as to what is meant by "after the contract has been released.”

14-11«100(jJ) adds that the project must be approved by the
substantially changed section 14-11.102. and establishes that
the present value of any proposed refunding bond must not be
greater than 95# of the present value of the annual debt
service on the original issue. This section 1is also changed
substantially 1in that the bond amortization period is set at
ten years or some other period that may be established by the
state bond committee. This will surely limit the flexibility
necessary to obtain the most favorable rates and conditions 1in
a changing bond market. The Bond Committee can set the
amortization periods to the best advantage of the state
without regard to the interest cost to the local municipality.

14.11*102 1is substantially changed. The effect is to severely
limit local control of when and what kind of schools can be
built. This new section should be carefully reviewed by the
school district personnel. They have made a response to
similar restrictions which were promulgated by regulations
which, 1 believe, were subsequently scuttled by the Dept, of
Education. Tnis section seems even more restrictive than the
previous regulations. Basically the state would have full
control of school construction, <rom the design stage to the
debt repayment stage.

14-11.103 1is an entirely new section which would require
municipalities to request a specific amount to be reimbursed
by October 15 of each year. The request can only be made for



approved and ranked projects as per 14.11.102. This seems to
be somewhat unnecessary since the State has copies of all
amortisation schedules of existing debt. Perhaps this should
state that requests should be made for new debt issued 1in the
preceding fiscal year for reimbursement the following year.
However, remember that there is a ®mw year lag for debt after
April 1, 1986. This 1is not a difficult provision to comply
with, but it does seem that the intent may be to deny any late
requests.

14.11.135 states that the cost of financing a project does not
constitute "costs of construction.”™ This means that any cost
of issuing bonds 1including the interest on bonded indebtedness
will be paid by the local municipality without reimbursement
from the State.

35.15.210 is all new. It seems to reiterate that a department
will prepare an estimate for the cost of a school project. It
is assumed that the department referred to is the Dept, of
Transportation and Public Facilities. It could be clearer.

In any event this estimate 1is unnecessary as the architect
hired by the local municipality will make an estimate of the
cost. This architect should have at least as much expertise
as this department to make an estimate. The reimbursement
that the State may make would be using the dept, estimate
rather that the estimate prepared by the architect. The dept,
estimate is very likely to be less than the architect’s.

37.15.790 establishes a that a bond committee will decide at
what level the state will reimburse local municipalities for
debt service. It does not seem appropriate that a committee,
presumably appointed by the Governor, should have the far
reaching authority to possibly cause defaults on existing bond
issues.

In summary this bill 1is a tremendous bureaucratic nightmare of

studies to even get tentative approval of a project. It removes
almost all local control in the entire process from design to debt
repayment. It essentially eliminates State reimbursement of

school construction, as it now exists. At the whim of a committee
a municipality could be forced to pay all costs associated with a
project at any time during the life of the issue. Even when
reimbursement 1is made it will be at a substantially reduced level.
It will not in any way cover the costs of school construction
Significantly, the local municipality will be in a much worse
position to project state revenues, which will make budgeting very
imprecise. Taxes will not only be increased to cover the
additional costs, but also to mi ;igate the uncertainty of state
revenues.

An analysis should be undertaken to determine the funding level
required under the State revenue sharing program resulting from
increased local effort required to fund school construction. As
local effort (taxes) 1is a major component of the revenue sharing



formula, the distribution of revenue sharing will change
dramatically. In addition reductions in State revenue from the 20
mill oil tax will result as local municipalities increase their
mill rates to cover increased costs of school construction.



* ALASKA COUNCIL OF SCHOOL ADMINISTRATORS -
326 Fourth St. Suite S211  Juneau. Alasxa 99301  536-9702

an organization of Alaskan School Administrators

February 19, 1986

The Honorable Max Gruenberg
Alaska House of Representatives
Pouch V

Juneau, Ak 99811

Dear Representative Gruenberg:

On Fecruary C, 1986, the school superintendents met in Anchorage and
drafted the following position on H.B. 520.

The Alaska Association of School Administrators and the Alaska Council
of School Acininistrators support the legislators and Governor®s Office
in developing containment language to protect the States liability cn
deot incurred by school districts bonding. We have, however, some
concerns about the present bill.

Line 26, page 1: We feel that the inclusion of D.0O.T. in the process
will increase the bureaucratic nightmare and run the cost of the
project up. Seeiny that D.0.T. must add staff to meet the new demands
of taking over a new political area we favor keep all the functions in
0.0.E. (It is cur opinion D.0O.E. would not need to add near the staff
that D.0.T. seems to want.) Our past experience with D.0.T. has been
one nightmare after another.

Line 23, page 2: While this may be a commendable iaea it is next to
impossible to make these comparisons in a practical manner. For
instance, how do you compare Kake Elementary School with Lake Otis
Elementary School in Anchorage? It will be either a high cost item or
a law that does not get enforced.

Line 2, page 4: This, 1in effect, dees away with cash payments to
districts for emergency situations. It will place a hardship on small
school districts who will now have to carry an emergency fund in the
budget to cover a lost boiler or major roof damage. This will mean
they will have to use General Funo money for this purposed. (It is
our understanding this is a $2-3 million dollar item each year.)
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Line 8, page 4: This woula reduce the bond payments to the principal
only, therefore, changing the true payment no 66% or less instead of
the present 80% of the present law/. We go net support this change.

Line 13, page 5: We want D.0.T. out of the bill.
Line 20, page 5: We want D.0.T. out of the bill.
Line 16, page 6: It is our understanding that this is not workable

because there is no way to know the rate until you actually se»l the
bonds. (D.0.E. staff has a better handle on this problem. Jim
Tozier)

Line 23, page 8: We do not favor 10,000,000 cap, but can support item
(B) as the way to set the limit by the Bond Committee.Thefixedcap
could limit bonds for the next 5-10 years so we would prefer thac the
Bend Committee set the amount each year.

Line 18, page 9: We do not like the new language as it further
reduces the payment to districts bringing the total cost to the State
closer to 50% reimbursement when you consider the interest would no
longer oe available to school districts.

Final note: We would favor language in the bill that would require
school districts to pay a a true 20% at the local level and the State
to pay a true 80% of the approved project. Cut out the battles over
who gets the interest earned, cost of financing, fees and expenses of
trustees, bond counsel, etc. All the cost of the project should be
laid out in advance so the 80-20 ratios or 75-25 ratio or whatever can
be a true figure..

Sincerely

[

Executive Director
DLM:clc

Enclosure



Alaska S>tate Sjegtalature
IHousc nf Klepresentatiues

COMMITTEE ON HEALTH. EDUCATION
AND SOCIAL SERVICES
POUC

JUNEAU. AK 9§
"65-37

MEMORANDUM

TO: HESS COMMITTEE MEMBERS
FROM: REP. NINILO KOPONEN

DATE: MARCH 11, 1986

RE: PROPOSED CHANGES TO HB 520

PROPOSED COMMITTEE CHANGES IN HB 520

Sec. 1, part (d), line 20 - The word "shall’™ is changed to
"may' 1In case the Department wishes to hold on to the
facility for some future educational use. It may very well
be that the REA facilities built by the State will not be
operated as school purposes when the number of students
drops below the number necessary to carry on a given
program. This 1is especially true of secondary school
facilities iIn isolated communities. However, demographic
changes do occur and it may be necessary to reopen a
facility after the lapse of some years. In the meantime,
these facilities may be used for some other community
purpose, but should not be surrendered.

Sec. 2 - The sections under AS 14.11.010 (b) were
renumbered and reference to the Department of
Transportation and Public Facilities deleted. The
Department of Education, however, 1is given authority to
request technical assistance and comment from other state
agencies regarding the construction of schools.

Page 3, line 15 - add the word "uniform manner as required
by the Department'” (of education). This will require that
maintenance and operation costs of schools throughout the
state will be kept in comparable accounts and a realistic
estimate of the variation costs due to climate, school
design, etc. can be made.

Page 5, line 1 -3 has been dropped since the applicability
of this section depends on the outcome of Congress® action
on HR 3838 and the ultimate fate of IRS regulations in
regard to arbitrage.
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Alaska "atc 1Cegislature
Hduhe of JRepresentattues

COMMITTEE ON HEALTH. EDUCATION
AND SOCIAL SERVICES

POUCHYV

JUNEAU. AK 99811
OFFICIAL BUSIN ESS 465-3759

MEMORANDUM

TO: HESS COMMITTEE MEMBERS
FROM: REP. NIILO KOPONEN

DATE: MARCH 11, 1986

RE: PROPOSED CHANGES TO HB 520

PROPOSED COMMITTEE CHANGES IN HB 520

Sec. 1, part (d), line 20 - The word "shall"™ 1is changed to
"may" in case the Department wishes to hold on to the
facility for some future educational use. It may very well
be that the REA facilities built by the State will not be
operated as school purposes when the number of students
drops below the number necessary to carry on a given
program. This 1is especially true of secondary school
facilities in isolated communities. However, demographic
changes do occur and it may be necessary to reopen a
facility after the lapse of some years. In the meantime,
these Tfacilities may be used for some other community
purpose, but should not be surrendered.

Sec. 2 - The sections under AS 14.11.010 (b) were
renumbered and reference to the Department of
Transportation and Public Facilities deleted. The
Department of Education, however, 1is given authority to
request technical assistance and comment from other state
agencies regarding the construction of schools.

Page 3, line 15 - add the word "uniform manner as required
by the Department”™ (of education). This will require that
maintenance and operation costs of schools throughout the
state will be kept in comparable accounts and a realistic
estimate of the variation costs due to climate, school
design, etc. can be made.

Page 5, line 1 -3 has been dropped since the applicability
of this section depends on the outcome of Congress®" action
on HR 3838 and the ultimate fate of IRS regulations in
regard to arbitrage.



The change on line 13 inserting the Department of

Transpo: ;ation and Public Facilities, as proposed in the
original bill, has been rejected and design standards left
with the Department of Education. This does not, of
course, prohibit the Department from seeking the assistance
of another department or agency of the State government, or
prohibit the administration from ordering such assistance
when it is deemed necessary.

The same comment applies to the change on line 20 on the
same page and on lines 12 and 13 on page 7. The latter
change specifies that the Department shall develop such
technical assistance which may be provided by other state
agencies and in the amount needed, etc.

The reference to DOTPF on lines 6 and 7 on page 8 have been
removed. The change was made in the yearly allocation for
the retirement of principle on line 26 on page 8. $100,000
principle will allow for the retirement, over a ten-year
period, of $100,000 1in bonds. The Legislature retains the
right to increase or decrease by amendment that sum. Such
action would have to be taken with due consideration for
the fiscal position of the State. The Bond Committee in
line 26 is limited to a lesser amount in that the authority
of the Legislature to appropriate should not be infringed
upon but that in case of emergency the Bond Committee
should have the ability to limit expenditures between
sessions should that become necessary. I note that the
Governor has some authority in that area currently. In any
case, the Bond Committee is principally an advisory agency
and will be expected to make recommendations to the
Legislature as to the actual years allocation.

A concern stated by both municipalities and school
districts as to the effect of school debt on municipal debt
limits. We have added a section clarifying this position
so that the amount of the municipal debt subject to
reimbursement by the State will not be counted under any
municipal debt limit, if such a debt limit is passed as
seems likely. This could a?so be put into a letter of
intent, as can the following uection.

It is felt that the school district should be able to use
cash payments to acquire or construct schools or associated
facilities. Associated facilities could, in fact, mean a
wing of a building or other necessary parts of the program.
It could include a swimming pool or other facilities
outlawed under the proposed Sec. 8 of this current bill,
i.e. "residential space, hockey rinks, planetariums, or
other facilities for single purposes™. Cash payment could
also be used to reduce the overall amount that needs to be
bonded for. The proposal also allows municipalities to



authorize school debt that would not be reimbursed by the
State and which would fall under the municipal debt limit
if there was one and would also permit lease purchase from
the Alaska State Building Authority and permitting the
acceptance of gifts, surplus property and the like.

No reference was made to the Alaska School Fund, which 1is a
dedicated fund set up by Congress primarily to fund
construction of public schools in the period following the
Second World War. I would recommend examination of this
source and possibilities for increasing the income from the
tobacco tax and other sources.



ASSOCIATION OF ALASKA SCHOOL BOARDS
326 Fourth &, Suite 510 + Juneau, Alaska 99801 « (907) 586-1083

MEMORANDUM
TO: House Health, Education and Social Services Committee
FROM: The Association of Alaska SchoolBoards

DATE: February 24, 1986
SUBJECT: H.B. 520 Analysis and position.

Because this bill 1is a fairly complex one, the Association will attempt to give an
analysis of the bill section by section and dovetail 1in the position of the
Association on the section.

H.B. 520
Sec. one

We are told that this section merely provides that if an REAA or municipal
school facility or the land the school sits on ceases to be used for school
purposes, then the state, municipality, or other prior owner shall have
authority to reclaim and dispose of the facility in the manner prescribed by
law or the property reverts back to the previous owner as is prescribed in
reversion documents already in existence.

RECOMMENDATION: The Association would have no problems with this section if
this is all it does.

Sec. two

This section provides for D.0.T.P.F. to provide a "second opinion"” as to the
cost of the facility being proposed for bonding purposes.

RECOMMENDATION: The Association has great difficulty with this notion, as it
appears that all this shakes out to be is a gubernatorial discontent with
D.0.E. over last year®"s approval of so many bond issues for reimbursement
purposes. More specifically, it provides the basis for reimbursement. If
D.0.T. estimates come 1in less than the architect"s estimate, then the
payments are less to municipalities.

While the association is not in the business of defending D.O.E., it should
be pointed out here that the powers of D.0.E. are restricted, in this case,
to approving bond proposals of hew the proposal meets space guidelines. DOE
does not have the power to reject bond proposals otherwise.

In essence, D.0.T. gets to say, "This is what we think the building could be
built for"™, and that will be a limit on reimbursement.
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It should also be noted there that, in all probability, a district would have
to have a fully developed set of plans for a facility in order for D.0O.T. to
do what this section would require. This means that the project has to be far
along in design and totally out of sequence in the normal development of a
project...even under the prospects of this bill.

Sec. three

This section requires 1in statute some additional data that shall be required
of school districts when applying for bond approval. In reality this
information 1is somewhat, included in the six year capital improvement plans
required of districts now.

RECOMMENDATION: The Association would suggest that the D.0.E. regs requiring
data prevail.

Sec. four
This section would require that districts do a facility condition survey.

RECOMMENDATION: The Association would endorse this notion but for a different
reason. My reasoning centers around the fact that districts should have a
comprehensive survey of this type in order to facilitate the insuring of
these facilities. It sounds like good business management. Three significant
exceptions are noted below.

The Anchorage School District has informed the Association that D.O.T.P.F. is
currently doing a condition survey of all state facilities there. Their
estimate to complete the entire state project was $7,000,000.00 and they
spent something like $5,000,000.00 alone to do Anchorage.

The point of this testimony is to speak to the cost of such a project, and to
caution that the scope of this project could get out of hand; Requiring
architects and engineers to annually get involved in this might prove
expensive.

Part (b) of this section seems a bit like "Mafia" style regulation. In that
the state is essentially backing out of its significant commitment to school
construction, then it should also back out of its apparent significant intent
to regulate what municipalities do with their own money.

Part (d) of this section of the bill appears to be impractical. It possibly
might end up to be a bureaucratic nightmare. This section requires that the
conditions of the districts schools be compared to those of all other
districts when making project application decisions.
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AASB still endorses the basic notion of a condition survey with the cautions
noted here.

Sec. five

This section cuts off 80% reimbursement payments on April 1, 1986 and
eliminates any further reimbursement of any kind on cash payments for capital
improvements after July 1, 1986.

RECOMMENDATION: All this hinges on what will replace the reimbursement
provisions. The significant provision here is the elimination of the cash
payments. The philosophy of the responsibility of the state versus the
responsibility of the municipalities has to enter into this issue. If the
state feels any responsibility at all for providing school facilities on a
shared basis with municipalities, then 1 would expect that cash payments by
municipalities are just as valid as bonds. |If we are talking sound fiscal
management, cash payments are equally valid. The only argument against
reimbursing cash payments would be the "ability to pay" argument and that

notion does not seem to prevail here. Possibly cash payments approved and
prioritized in a similar manner 1in which bonded projects are going to be
approved woul be appropriate. It should also be observed that the total

amount of money available is su small that addition of the cash projects
would have minimal 1impact. AASB 1is not supporting unlimited eligibility for
reimbursements for rash payments.

Sec. six

This section establishes that municipalities would be entitled to state
reimbursement of 100% of PRINCIPAL payments made on b”nds used for school
construction. It also provides for a TWO YLAR time lag on reimbursement
payments.

RECOMMENDATION: The Association sees great difficulty in the use of principal
payments only as a vehicle for writing legislation. The attempt here 1is to
cause municipalities to be more frugal in their bond issue construction.
While the Association has no difficulty with the philosophy, we feel the
mechanism won"t work. We would recommend a combination of principal and
interest, even if the combination causes a reduction in the ultimate
percentage of state participation.

We also see no need for a two year time lag. This notion is strictly for the
convenience of state and is significantly detrimental to municipalities. In
essencp, the gain to the state is not sufficient to warrant the harm done to
municipalities. Municipalities will have to raise taxes for the first two
years in order to make the bond payments. The state puts up a weak audit
related argument as to the need for the two year time lag.
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Sec. seven

This section would require the ” the state deduct from payments any interest
that may accrue as a result of investment of bond proceeds. The state, in the
current law impacted by this section, retains all of the cigarette tax money
already.

RECOMMENDATION: The notion that the state should retain the interest started
when the state was paying 90% and then 80% of both interest and principal on
bond payments. The state had a valid cla™, under those conditions, that the
municipalities were essentially getting facilities at no cost to the
municipalities by being allowed to keep the interest and using it to make
payments. Now with the state participation being reduced to principal and
this bill containing o*her limiting factors, AASB loses enthusiasm for
support for this portion of the bill. AASB feels that the state loses its
claim on interest earnings when it disclaimed responsibility for interest
payments. This provision will also be a disincentive to wise investment of
bond proceeds if municipalities cannot use interest to offset their increased
fiscal burden.

In addition, bond council will generally note that interest earnings on bond
proceeds investment is a hedge against over-issuing.

Sec. eight

This section provides D.0.T. control over determining what can be built in
relation to swimming pools and other athletic facilities.

RECOMMENDATION: The Jlanguage in the law is tad to begin with. To further
complicate things by getting D.O.T. involved is not a solution to the problenm
in our view. AASB would support an honest attempt to legislate some sort of
building standard for state financial participation. Nothing, however, has
approached this mode as yet...either in the current statute or in the
proposed H.B. 520.

Sec. nine

This 1is purely a mechanical section to amend the statute to provide for the
change enacted in section six (100% of principal provision).

Sec. ten

This section requires that the project has to be approved before the project
can go to the voters in order to be eligible for state reimbursement.

There is some approval language placing limits on refunding of bonds. AML
bond council has great difficulty with this language.
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kECOMMENDATION: If we are to get state money, we suspect that we need to jump
through the state hoop of getting the project approved prior to ;oing to the
voters. Too, we need to let the voters know if state money is available on
the project.

It should be pointed out here again, however, that technical language in this
bill may require significant capital outlay just to get the project designed
sufficiently to make application., AASB sees technical flaws in the process.

On the issue of refinancing, why should the state be interested in this if
the municipalities are on the hook for the interest. We also need to know why
a lesser amount (than 5%) savings on a refinance plan 1is not sufficient
reason for doing so. AASB admits limited knowledge of refinancing procedures.

Language that reauires ten year bond issues with ™"approximately equal”
payments 1is, first of all, restrictive and infringing upon the municipalities
rights to structure the issue and second, impractical. Bond issues just are
not structured that way.

The use of a bond committee is considered by some as suspect. This gives
considerable power to three peopTe (three commissioners, appointed by the
Governor, we are told). AASB will recomme"d on the bond committee later i*
this position paper.

Sec. eleven

This section 1is going to be a significant item of discussion. It deals with
establishing criteria for approval of projects. Significant points are:

D.0.T. standards to be developed. (D.0.T. gets more say on what can be
built.)

A rank ordering nf projects that "serve the best interests of the
state."

D.0 E. gets much more authority to disapprove projects.

D.0.E. can reduce the scope of the project request based upon cost
estimates made by D.O.T.

RECOMMENDATION: D.0.T. should not be permitted to establish cost. The notion
that D.0.T. ought to establish geographic standards 1is impractical. Who
should determine the "best interests of the state" and what is the criteria?
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If there is a much more structured approval process, then why the overkill on
the scope of project issue? If the approval process works and the
reimbursement structure is based upon actual municipal payments, it seems
that sufficient safeguards are already in place through other provisions of
this bill.

AASB"s position is in support of strengthening criteria for approval of state
participation in providing school facilities. We would prefer to see that
provision in D.O.E.

Sec. twelve

This section essentially provides for a ten million dollar annual cap on
state authorizations. (Would realistically provide for about twenty million
dollars worth of projects.) This provision also authorizes the bond committee
to manipulate that number.

Tne old authorizations would remain in place and not be impacted by the "cap
of ten mil lien.

RECOMMENDATION: AASBthinks the cap 1idea 1is essential. We doubt that ten
million, in the textthat it is presented here, 1is realistic. We alsodoubt
the validity of the bond committee beiid the best avenue for flexibility.

It should be noted here that this provision only caps one of three avenues by
which school facilities are funded. The other two are grants and budgetary
appropriations. |If the state wants to get down to a ten million dollar annual
contribution to thisendeavor, then there are alternatives that would make
more sense.

Sec. thirteen

This section adds exclusionary language that cuts out costs of preparing bond
issues from the repayment schedule.

RECOMMENDATION: This seems arbitrary and petty. There appear to be legitimate
costs to a project here that the state does not want to recognize. The added
question as to the eligibility of design preparation costs here make this
package reduce the state share to go well below fifty percent.

Sec. fourteen
This section pts into title 35 (D.0.T.) all the enabling language that is

necessary for D.0.T. to "do its thing" as spoken to in other parts of the
bill.
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RECOMMENDATION: D.0.T. need not be involved in the approval process ot school
construction. This has been tried in the past and D.0O.T. administrative
charges to the projects exceeded ten percent, according to district reports.
This caused legislation some years ago to allow districts to manage their own
construction projects.

Sec. fifteen

This section gives the power to the state bond committee to set any level or
no level of state participation in bond redemption.

RECOMMENDATION: Nothing short of legislative guarantees should be acceptable.
Tsis provision gives the Governor total control over the process and makes
al, other provisions of the bill meaningless.

Sec, sixteen

This section repeals language of last year (S.B. 51) that provided that

interest on bond investments shall be used for project expenses. It allows
another section of this bill to prevail wherein the interest accrual Iis

offset in the state payment schedule. (Unfortunately, D.O.E. regulations

places an offset deduction to payments.)

RECOMMENDATION: AASB feels that, in light of the lack of participation on the
state®s part regarding interest payments, how the municipality uses the
interest ought to remain as is currently in statute; 1t must be applied to
the project. AASB further recommends rescinding D.0O.E. regulations which
deduct from municipal payments an amount equal to the interest earnings,.

To leave this practice in place under H.B. 520 would leave municipalities
with little, if any, incentive to invest prudently.

Sec. seventeen

This section requires that D.O.E. and D.0.T. study school construction needs
through the year 2001 and report their findings to the legislature.

RECOMMENDATION: AASB supports this provision.
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The bill is obviously an attempt by the Governor to limit the
local municipality in its ability to construct schools. The
limits placed are numerous and effective. We will list those
items which we feel are of particular interest to the Konai
Peninsula Borough.

14«=11.010(b)1 currently requires ranking of projects
prioritizing those that serve the best interest of the state.

This 1s likely to lead to disputes when only the highest
priorities are allocated funds.

14=11 .010(b)2 8> a new department for determining how much a
project should w-jst. This may slow down the process of
determining allowable costs of a school project. There is no
time set for the State to respond to a school district

request.

14-11.100(a)(5)(A)sets the reimbursement rate at 80# for bonds
authorized between June 30, 1983 and April 1, 1986. This does
not say up to 80#. Further, and more importantly, this
section 1ignores and deletes the special provision providing
for 90# reimbursement on the 6,600,000 portion of the 1984
bond 1issue.

14.11.100(a)(5)(B) eliminates reimbursements for cash payments
for all cash payments made after July 1, 1986.

14.11.100(a)6 is a new paragraph which changes the State
reimbursement in several ways. Only principal; will be
reimbursed for bonds authorized after March 31, 1986; a two
year lag is introduced for such reimbursement; and a new
reference is made to the section under which the school
project must be approved. Previous sections referenced AS
14.07.020(11), this section references AS 14-11.102, much of
which is ..aw. Note that cash payments do not appear to be
addressed 1in this paragraph.



14.11.100(b) has a new subsection3* which reduces any
reimbursement by the State by the interest earnings on unspent
bond proceeds. This 1is the same as the Dept, of Education
regulations which will go into effect this year absent any
repeal by the Legislature. It will cost the Kenai Peninsula
Borough about $7.3 million in the remainder of FY86 and FY87
if the regulation is not repealed. Note that this section 3
does not limit the interest reduction to only interest on
bonds authorized after the effective date of tin legislation.
There 1is a question as to whetherinterest earnings on unspent
bond proceeds from previous issues would be subtracted from
the State reimbursements.

14.11.100(h) also includes new references to the Department of
Transportation and Public Facilities which may just be a
clarification or it may be introducing a new department. It
is unclear whether finished projects could be reevaluated for
a reduction in the school construction costs, such as Kenai
High auditorium, and Homer High swimming pool.

14-11.100(i) is changed to include the new paragraph 6 noted
above. Paragraph (i)2 refers to cash payments, however as
noted above paragraph 5 B eliminated cash payments after April
1, 1986 and paragraph 6 does not appear to reestablish the
reimbursement for cash payments. It is also unclear in part 3
as to what 1is meant by "after the contract has been released.”

14-11 *100(j) adds that the project must be approved by the
substantially changed section 14.11.102. and establishes that
the present value of any proposed refunding bond must not be
greater than 95% of the present value of the annual debt
service on the original issue. This section is also changed
substantially in that the bond amortization period 1iIs set at
ten years or some other period that may be established by the
state bond committee. This will surely limit the flexibility
necessary to obtain the most favorable rates and conditions in
a changing bond market. The Bond Committee can set the
amortization periods to the best advantage of the state
without regard to the interest cost to the local municipality.

14*11.102 1is substantially changed. The effect is to seve” ly
limit local control of when and what kind of schools can oe
built. This new section should be carefully reviewed by the
school district personnel. They have made a response to
similar restrictions which were promulgated by regulations
which, 1 believe, were subsequently scuttled by the Dept, of
Education. This section seems even more restrictive than the
previous regulations. Basically the state would have full
control of school construction, from the design stage to the
debt repayment stage.

14.11*103 is an entirely new section which would require
municipalities to request a specific amount to be reimbursed
by October 15 of each year. The request can only be made for



approved and ranked projects as per 14-11-102. This seems to
be somewhat unnecessary since the State has copies of all
amortisation schedules of existing debt. Perhaps this should
state that requests should be made for new debt issued in the
preceding fiscal year for reimbursement the following year.
However, remember that there is a two year lag for debt after
April 1 1986. This 1is not a difficult provision to comply
with, it does seem that the intent may be to deny any late
reques

14-11-155 states that the cost of financing a project does not
constitute '"costs of construction.”™ This means that any cost
of issuing bonds including the interest on bonded indebtedness
will be paid by the local municipality without reimbursement
from the State.

55-15-210 1is all new. It seems to reiterate that a department
will prepare an estimate for the cost of a school project. It
is assumed that the department referred to is the Dept, of
Transportation and Public Facilities. It could be clearer.

In any event this estimate is unnecessary as the architect
hired by the local municipality will make an estimate of the
cost. This architect should have at least as much expertise
as this department to make an estimate. The reimbursement
that the State may make would be using the dept, estimate
rather that the estimate prepared by the architect. The dept,
estimate 1is very likely to be less than the architect"s.

57-15-790 establishes a that a bond committee will decide at
what level the state will reimburse local municipalities for
debt service. It does not seem appropriate that a committee,
presumably appointed by the Governor, should have the far
reaching authority to possibly cause defaults on existing bond
issues.

In summary this bill is a tremendous bureaucratic nightmare of

studies to even get tentative approval of a project. It removes
almost all local control in the entire process from design to debt
repayment. It essentially eliminates State reimbursement of

school construction, as it now exists. At the whim of a committee
a municipality could be forced to pay all costs associated with a
project at any time during the life of the issue. Even when
reimbursement is made it will be at a substantially reduced level.
It will not in any way cover the costs of school construction.
Significantly, the local municipality will be in a much worse
position to project state revenues, which will make budgeting very
imprecise. Taxes will not only be increased to cover the
additional costs, but also to mitigate the uncertainty of state
revenues.

An analysis should be undertaken to determine the funding level
required under the State revenue sharing program resulting from
increased local effort required to fund school construction. As
local effort (taxes) 1is a major component of the revenue sharing



