MONTANA BOARD OF INVESTMENTS
SPECIAL BOARD MEETING CONFERENCE CALL

2401 Colonial Drive, 3" Floor
Helena, Montana

June 29, 2016
2:00 PM

AGENDA

1. Roll Call
2. Notice of Video Recording of Meeting

3. Public Comment — Public Comment on issues with Board Jurisdiction

4. INTERCAP Loan Program Policy Revision Request — Decision

5. INTERCAP Loan Request — City of Wolf Point — Decision

The Board of Investments makes reasonable accommodations for any known disability that may interfere with a person’s ability to participate in public
meetings. Persons needing an accommodation must notify the Board (call 444-0001 or write to P.O. Box 200126, Helena, Montana 59620) no later
than three days prior to the meeting to allow adequate time to make needed arrangements.



Department of Commerce
2401 Colonial Drive, 3" Floor
Helena, MT 59601 (406) 444-0001

To: Members of the Board

From: Louise Welsh, Sr. Bond Program Officer

Date: June 22, 2016

Subject: Revised INTERCAP Loan Program Policies — Enterprise Debt

The»purposé of this memo is to recommend for approval a specific change to the INTERCAP Loan
Program (“Program”) Policy to allow adding municipal street assessment revenue bonds to the

Program’s foan portfolio.

Background

Municipalities may issue revenue bonds under the authority of the Municipal Revenue Bond Act of
1939, Title 7, Chapter 7, Part 44, Montana Code Annotated (MCA), as amended (the “Act”) for a
variety of revenue producing facility projects including, but not limited to, water and sewer
systems. In 2009, the 61% Legislature passed Senate Bill 294 (SB294) by 84% in the Senate and 78%
in the House of Representatives in favor of adding street projects as an eligible undertaking a
municipal may issue revenue bonds for to finance (see box). The applicable text change to the Act
in relation to this loan policy request is as follows:

o 7-7-4402, MCA (3) The-term-"undertaking shall

‘meaﬂ_aw "Undertakiné'" means one or a .
combination of the following: (e) streets and R —

roads;

Hearing testimony and committee discussion
for the SB294 statutory change may be heard
online in the Montana Legislative Audio &

e 7-7-4424, MCA (1) (c¢) Revenue from ) -
Video Archives*.

assessments and fees enacted by local
ordinance constitutes revenue of the undertaking o February4 2009
and_may not result in_an undertaking being b
considered not self-supporting. (2) The rates,
fees, or charges prescribed, along with any
appropriated property or resort tax collections,
must produce revenue at least sufficient to: (a)
pay when due all bonds and interest on the
bonds, for the payment of which the revenue has
been pledged, charged, or otherwise _ : i
encumbered, including reserves for the bonds; ovfcss/Videoande.
and (b) provide for all expenses of operation and : R
maintenance of the undertaking, including
reserves."

Senate Committee on Local Government
Beginning 00:00:50

e March 3,2009 .
House Committee on Local Government
Beginning 01:39:46 '
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The proponents to the statutory change were from the Billings area with the goal to address the
city’s growth by constructing or significantly- widening arterial roads to several lanes without
burdening the adjacent property owners with a special improvement district (SID) for the full amount
when the whole city benefits. The drawback to waiting on street assessment funds to build up for a
project was the assessments end up chasing rising construction costs. That approach made it
difficult for municipals to get anything of substance done. The ability to pledge assessments to repay
-a revenue bond will provide the lump sum necessary to address the immediate need efficiently and
lower overall costs. The legislative change did not open this option up to counties.

Authorization

Municipal taxation law 7-6-4406, MCA prdvides that subject to 15-10-420, a city council may assess
and levy the special taxes or assessments provided for in Title 7.

e 15-10-420, MCA (2) A governmental entity may apply the levy calculated pursuant to
subsection (1)(a) plus any additional levies authorized by the voters, as provided in 15-10-
425, to all property in the governmental unit, including newly taxable property.

e 15-10-425, MCA (4) If the majority voting on the question are in favor of the additional levy,
the governing body is authorized to impose the levy in either the amount or the number of
mills specified in the resolution or charter amendment.

It is understood that the taxpayer’s rights are protected with the right to protest provided in the 7-
12-44, MCA street maintenance district law used to form the boundanes and estabhsh the method of

assessment. The specific statute is as follows:

e 7-12-4407, MCA, No further action shall be taken upon the proposed district for 1 year if a
written protest against passage of the proposed ordinance is filed by: (1) owners of
property within the proposed maintenance district having a taxable valuation, when
aggregated, representing not less than 50% of the total taxable valuation of property within
the district; (2) not less than 50% of the owners of property within the district; or (3)
owners of property within the proposed maintenance district having - projected
assessments, when aggregated, representing not less than 50% of the total projected
assessments for property within the district.

In accordance with the street maintenance district law, municipalities annually set assessments
every August to meet payments required to be made each year. They do so by adopting a
resolution specifying the district assessment option and levying and assessing all the property
within the several district(s) with an amount equal to not less than 75% of the entire cost of the
work. Municipals are required to notify the public of their intent stating that the resolution levying
a special assessment or changing the method of assessment to defray the cost of maintenance in
the district or districts is on file in the city clerk's office and subject to inspection, and published as
provided in municipal law 7-1-4127, MCA.

As with all special assessments, street assessments imposed are a lien on the real property within
the district until paid and according to bond counsel Bob Murdo with Jackson, Murdo & Grant based
in Helena, MT may not be selectively protested once in place.
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Standard Additional Loan Conditions

The additional conditions that will apply to this type of loan are as follows:

1.

2.

The INTERCAP loan will be in the form of a street assessment revenue bond.

The reserve account requirement will be 10% of the amount drawn or one year’s debt
service, whichever is less. The reserve may be funded from bond proceeds or cash on

hand.

The Borrower will set the budget to maintain an annual 1.25 coverage of net revenue
over debt service. Net revenue will be gross revenues of the municipal street
maintenance fund less operating and maintenance costs and will not include costs for
depreciation or for debt service. The coverage requirement will be on the loan amount,
net of the reserve component; the Borrower will not have to maintain the 1.25 coverage

on the reserve.

If the reserve is depleted below 10% of the amount drawn, the next annual assessments
must be sufficient to make up the deficiency in the reserve and meet the 1.25 coverage

requirements.

The Borrower agrees that if additional bonds are necessary and if they are to be issued
and secured by the street assessment revenues, the additional bonds will need to meet
the reserve requirement and the 1.25 coverage test herein described, otherwise, the
additional bonds will be subordinate to the INTERCAP loan. [Or no additional bonds
may be allowed without written permission from the Board at the Board’s discretion.]

The Borrower will make semi-annual principal and interest payments (February 15 and
August 15). ‘

Recommendation

Staff recommends the following:

1. Approve the INTERCAP Loan Program Policy, as per Attachment A; the proposed new

David Ewer, Executive Director
Geri Burton, Deputy Director

Louise Welsh, Sr. Bond Program Offic

wording is underlined.

Staff Loan Committee - Recommendation

Date: QL ; géz

_Date: ) / (0

Date: Qz 2’; {2(}

/9. /ﬁy/bz:
7

Board Loan Committee

Approval
Jack Prothero, Chairperson — Loan Committee ‘ OYes 0ONo. 0OAbstain
Kathy Bassette, Member OYes [ONo 0OAbstain
Terry Cohea, Member 0 Yes v ONo [OAbstain

Approval Date:
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‘ Attachment A
Page A3 Of A3 Board of Investments INTERCAP Loan Policy As of 5/29/13 Pending Approval

| 6. RURAL FIRE DISTRICT AND FIRE SERVICE AREA LOANS (Sec. 7E of Application)

(a) Rural Fire Districts and Fire Service Areas have statutory authority to incur indebtedness without an election.
(b) Rural Fire District loan obligations are payable from the district’s general fund and are subject to any
statutory mill levy limitations, including the Property Tax Limitation Act.
(c) Fire Service Area loan obligations are payable from assessments on structures within the area.
(d) Statutory references are:
a. Rural Fire District; 7-33-2109, MCA
b. Fire Service Area; 7-33-2404, MCA
(e) Maximum loan limit is subject to indebtedness capacity.
(f) Loan terms are limited to 15 years, useful life of the project, or borrower term limit per State statute,
whichever is less.

7. SPECIAL OR RURAL IMPROVEMENT DISTRICT LOANS (Sec. 7F of Application)

(@) Special Improvement District (SID) and Rural Improvement District (RID) loans are payable from
special assessments levied against the real property in the district.

(b) SIDs and RIDs are not full faith and credit obligations of the city or county.

(c) All statutory requirements for establishing the SID/RID must be met prior to the loan.

(d) City or county funds must secure the SID/RID with a pledge to levy for and maintain their revolving fund to
the maximum amount permitted by law.

(e) All local government SID/RIDs and the balance in the revolving fund are subject to review as part of the
loan process.

(f) Maximum loan limit is $500,000.

(g) Subject to 7-12-2171(b), loans in excess of $250,000 require underwriter opinions that the bonds are not
marketable through competitive bond sale. (Two opinions are sufficient)

(h) Maximum loan term is 15 years or useful life of the project, whichever is less.

(i) Preliminary engineering loans will not be made to SIDs or RIDs.

8. STREET MAINTENANCE LOANS (Sec. 7G of Application)

(a) Street maintenance loans are payable from assessment revenue levied against the real property in the
district in accordance with 7-7-44 & 7-12-44, MCA.

(b) The Board will require a pledge of the assessment revenues and that adequate annual assessments are
maintained.

(c) The obligation does not require voter approval. However, the appropriate steps to create the street
maintenance district and set the annual assessments must comply with 7-12-44, MICA.

(d) The Board must receive documentation of the street assessments currently in effect, any proposed
adjustments, and evidence of the process followed in (c) above.

(e) Assessment revenue must be set to generate net revenues to cover debt service by a factor of 1.25.

(f)_If revenue pledge for repayment is on parity with other outstanding debt, the Board will require bond counsel
that is a registered professional licensed to practice in his or her area(s) of competence and expertise in the
State of Montana to prepare the parity revenue bond documents and provide the opinion at the Borrower’s
expense.

(1) _The Board will require a reserve account (one year debt service or 10% of the loan, whichever is less).

(q)_Street maintenance loans have a maximum term of 15 years or useful life of the project, whichever is less.




Meontana Board of Investments
INTERCAP Loan Summary and Approval

Borrower City of Wolf Point ' Date June 22, 2016

Approval Date

The City requests to borrow $1,300,000 for street improvements (see attached map). The loan will be in the
form of a street assessment revenue bond over a 15-year period. The City will contribute $606,000 from the
~$740,000 cash available in its Gas Tax Fund and combined Street Maintenance Funds towards the $1,906,000

total project. Total project cost includes 3% contingency.

Authorization

Staff verified the City’s compliance with the following Street Maintenance District laws:

7-12-4405, Montana Code Annotated (MCA) (1) (a) Cities and towns may prepare and improve streets,
avenues, and alleys within the maintenance districts ...by ordinance a method or methods of doing the
work and improvements.

7-12-4407, MCA No further action shall be taken upon the proposed district for 1 year if a written
protest against passage of the proposed ordinance is filed by: (2) not less than 50% of the owners of
property within the district;

7-12-4426, MCA (1) A notice, signed by the city clerk, stating that the resolution levying a special
assessment or changing the method of assessment to defray the cost of maintenance in the- district or
districts is on file in the city clerk's office and subject to inspection, must be published as provided in 7-
1-4127. (2) The notice must state the time and place at which objections to the final adoption of the
resolution will be heard by the council and must contain a statement setting out the method of
assessment being proposed for adoption or the change in the method of assessment that is being
proposed for adoption. The time for the hearing must be at least 5 days after the final publication of the
notice.

7-12-4428, MCA Cities and towns are authorized to assess the cost of the work, improvements, and
maintenance ... against the property in maintenance districts ... to meet the payments required to be

made each year.

Municipal Revenue Bond law authorizing street assessment revenue bonds is as follows:

7-7-4421, MCA (1) In addition to the powers that it may now have, any municipality shall have power
under this part to: issue its bonds to finance in whole or in part the cost of the acquisition, purchase,
construction, reconstruction, improvement, betterment, or extension of any undertaking;

7-7-4402, MCA (3) The term "undertaking" means one or a combination of the following:...(e)...streets
and roads;

7-7-4424, MCA (1)(c) Revenue from assessments and fees enacted by local ordinance constitutes
revenue of the undertaking and may not result in an undertaking being considered not self-supporting.
7-7-4426 MCA (1) The acquisition, purchase ...of any undertaking may be authorized under this part. (2)
Bonds may be authorized to be issued under this part...: (a) without an election;

INTERCAP Debt

The City had one INTERCAP loan in 1994 financing close to $54,000 airport improvements. The loan matured in
2005 and paid according to terms.

City of Wolf Point - 1



Repayment

In addition to the City’s pre-existing street assessments for ongoing maintenance costs, the City adopted
Ordinance 3.08 in 1988 creating Street Maintenance District No. 1 for road construction projects. The City is
pledging the city-wide street assessments revenue in both the Street Maintenance and Street Maintenance
District:No. 1 Funds (Street Maintenance Funds) to repay the bond. No existing debt has pledge on the revenue
source and the annual debt service on the proposed revenue bond will be ~$135,000. In order to adequately
meet the Board’s 1.25 debt coverage requirement, the assessments would need to support ~$169,000 annually.

Since 1988, street assessments increased in 1998, 2001, and 2007 ranging from 25%-50%. At its August 31, 2015
council meeting, the City adopted a resolution to increase its assessments by 100% for the FY16 Budget.
Comparing the last two years budget versus actual, the assessment revenue is stable. The new assessments are
projected to produce ~$164,700 in additional revenue and collection up to this point is as anticipated. Staff
verified the assessment increase was noticed and published in accordance with 7-12-4426, MCA. Only one
opposition was voiced at the August 2015 hearing. No written protests were submitted.

The following Financial Report demonstrates the City’s stable financial condition. The City’s Street Maintenance
Funds can adequately service the debt.

Financial Report

Street Maintenance Funds combined General Fund

(audited)
EY15 FYi4 FY15 FYi4
Beginning Fund Balance S 252,780 S 178,241 S 865,109 S 646,472
Revenues 167,600 159,781 1,424,943 1,446,939
Expenditures 92,652 85,242 1,398,874 1,228,302
Ending Fund Balance S 327,728 S 252,780 S 891,178 S 865,109
Net Change in Fund Balance § 74,949 S 74,539 S 26,069 S 218,637
Fund Balance Cash S 331,202* S  255,886* S 159,174 S 194,857
*accounts payable is the difference between fund balance and cash totals.

COMMENTS: There were no unusual events to report in the Street Maintenance Funds. The higher expenses in
the FY15 General Fund compared to FY14 can be attributed to improvements in the City’s housing and

culture/recreational areas.

Recommendation

The City can adequately service the debt. Approval recommended, with the following conditions:
1. The INTERCAP loan will be in the form of a street assessment revenue bond.

2. The Board will require Bond Counsel to prepare the necessary documents and provide the opinion
at the City’s expense. The Bond Counsel needs to be nationally recognized and rendering a bond
counsel opinion in the last ten years.

3. The reserve account requirement will be 10% of the amount drawn or one year’s debt service,
whichever is less.

4. The Borrower will set the budget to maintain an annual 1.25 coverage of net revenue over debt
service. Net revenue will be the combined gross revenues of the City’s Street Maintenance and
Street Maintenance District No. 1 Funds less operating and maintenance costs and will not include

City of Wolf Point - 2




costs for.depreciation or for debt service. The coverage requirement will be on the loan amount,
net of the reserve component; the Borrower will not have to maintain the 1.25 coverage on the

reserve.

5. If the reserve is depleted below 10% of the amount drawn, the next annual assessments must be
sufficient to make up the deficiency in the reserve and meet the 1.25 coverage requirement.

6. The City will make semi-annual principal and interest payments (February 15 and August 15).

7. Prior to releasing funds, the City must provide a copy of the contractor’s performance and payment
bonds that shows sufficient coverage for the total project.

8. No additional debt secured by the street assessment revenue is to be incurred without the Board's
written permission.

Staff Loan (memﬁ)ee g. ecommendatlon

Dateg/ // g
Geri Burton, Deputy Director _ Date: é ,,;_7 S Q
Louise Welsh, Sr. Bond Program Ofﬂcer g 5.4/M b{/{ : Date: (& /?2?;1(,

David Ewer, Executive Director

Board Loan Committee

v Approval
Jack Prothero, Chairperson — Loan Committee UYes 0ONo [Abstain
Kathy Bassette, Member UYes [ONo [Abstain
Terry Cohea, Member : OYes [ONo [OAbstain

Approval Date:
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