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TO: R e p r e s e n t a t i v e  J o h n  Sund, C h a i r

M e m b e r s  o f  the H o u s e  J u d i c i a r y  C o m m i t t e e

F ROM: S c o t t  A. Burgess, E x e c u t i v e  D i r e c t o r

D A T E :  A p r i l  28, 1987

S U B J EC T :  HB 285 - P r i v a t e  A c t i v i t y  B o n d s

T h e  A l a s k a  M u n i c i p a l  L e a g u e  is opposed t o  HB 285 u n l e s s  a f a i r  a l l o c a t i o n  

o f  the fede r a l  v o l u m e  limit at i o n  for t h e  i s s u a n c e  of t a x - e x e m p t  p r i v a t e  

a c t i v i t y  b o n d s  (PAB's) is insured for m u n i c i p a l i t i e s .  A  f ai r  a l l o c a t i o n  

o f  c a p a c i t y  is p r o v i d e d  for in f e d e r a l  law, a n d  m u s t  c o n t i n u e  for 

p o t e n t i a l  e c o n o m i c  g r o w t h  of our c o m m u nities. T h e  A M L  b e l i e v e s  t h a t  such 

p r o v i s i o n s  can b e  m a d e  a n d  still mee t  t h e  i n t e n t  o f  th e  G o v e r n o r ' s  bill.

R e l e v a n t  p o l i c i e s  f r o m  the A M L ' s  1987 P o l i c y  S t a t e m e n t  include:

"The L e a g u e  u r g e s  t hat le g i s lation b e  e n a c t e d  to e n c o u r a g e  local 

m u n i c i p a l i t i e s  to a d o p t  and i m p l e m e n t  i n c e n t i v e s  for e c o n o m i c  

d e v e l o pm e n t ,  such as joint p u b l i c / p r i v a t e  s e c t o r  e c o n o m i c  d e v e l o p m e n t  

c o r p o r a t i o n s  and  ta x  inc r e m e nt  f i n a n c i n g  a u t h o r i t i e s . "

L e g i s l a t i o n  is ne e de d  to e s tablish a s tate p o l i c y  w i t h  r e g a r d  to the 

a l l o c a t i o n  o f  a u t h o r i z a t i o n  to i s s u e  i n d u s t r i a l  d e v e l o p m e n t  b o n d s  

(IDB's)

P r i o r i t y  sh o u l d  b e  g i v e n  to local g o v e r n m e n t s  for no les s tha n  50% of 

the a v a i l a b l e  IDB author i t y . "

A s  s t a t e d  in G o v e r n o r  C o w p e r ' s  Let t e r  o f  T r a n s m i t t a l  o n  HB 285 (House 

J o u r n a l ,  p a g e s  917-918), the Ta x  R e f o r m  A c t  o f  1986 c o m b i n e d  the  $200 

m i l l i o n  l imit on I D B 's  and  m o r t g a g e  s u b s i d y  b o n d s  t o  a s i n g l e  $200 

m i l l i o n  l imit for PAB's. Thi s  will r e s u l t  in a 32% cu t  in b o n d  a c t i v i t y  

in A l a s k a  fro m  1985. The la w  p r o v i d e s  t h a t  u n l e s s  t h e  L e g i s l a t u r e ,  a t  the 

r e q u e s t  of the G o vernor, d o e s  not act b y  D e c e m b e r  31, 1987, th e  l i m i t  w ill 

b e  a l l o c a t e d  f a i r l y  b e t w e e n  the S t a t e a n d  t h e  m u n i c i p a l i t i e s ,  50-50. 

W h i l e  the A M L  m a y  a gree that  m any of o u r  m u n i c i p a l i t i e s  w i l l  n o t  take 

a d v a n t a g e  of PAB's, an d  tha t ^strd±rtrfeing th e  l i m i t  o n  a p e r  c a p i t a  b asis 

d o e s  n o t  m a k e  sense, w e  /do not a g r ^ e  t h a t  the so l e  a u t h o r i t y  for 

a l l o c a t i o n  should r e s t  "vJS f h  t h e ^ s t a t e  b o n d  bank, o n  w h i c h  the 

m u n i c i p a l i t i e s  h a v e  no representation.

A M L  w o u l d  s u p p o r t  HB 285 onl y  if i t  is a m e n d e d  t o  i n s u r e  that

m u n i c i p a l i t i e s  are a s s u r e d  a fair a l l o c a t i o n  i§ reserved"; 50-%^ for

m u n i c i p a l i t i e s ,  and m u n i c i p a l it i e s ,  t h r o u g h  a p p o i n t m e n t  b y  th e  AML-/ are 

r e p r e s e n t e d  on t h e  s t a te b o n d  commitfee— for— the--pu£p&&es-^TSlCinsuring the 

a l l o c a t i o n  to m u n i c i p a l i t i e s .  Wi t h  a c l e a r  r e s e r v i n g  o f  a m u n i c i p a l
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a l l o c a t i o n  u n d e r  the the S t a t e ' s  P A B  cap, m u n i c i p a l i t i e s  m a y  b e  a ble to 

o f f e r  P A B  f u n d i n g  t o  a t t r a c t  p r o j e c t s  in t h e i r  c o m m u n i t i e s  and o f f e r  such 

f u n d i n g  at a l o w e r  c ost (e.g. a d m i n i s t r a t i v e  fees etc.) t h a n  t h r o u g h  the 

state b o n d  c o m m i t t e e  an d  A l a s k a  D e v e l o p m e n t  A u t h o r i t y  ( A I D A ) . In 

a d dition, w e  w o u l d  s u g g e s t  t h a t  p o l i c y  and c r i t e r i a  b e  d e v e l o p e d  b y  the

S t a t e  and m u n i c i p a l i t i e s  to d e l i n e a t e  w h i c h  p r o j e c t s  a r e  a u t h o r i z e d  to

r e c e i v e  P A B  a u t h o r i t y  u n d e r  t h e cap, e.g. job s  c r e a t e d  etc. Fi n ally, the 

A M L  w o u l d  a g r e e  t h a t  a p r o v i s i o n  be m a d e  t h a t  if no m u n i c i p a l i t y  is

i n t e r e s t e d  or q u a l i f i e d  (the project) , the c a p  n o t  be w a s t e d  and b e  

" e l e a s e d  to the S t a t e  fo r u s e o r  to be c a r r i e d  forward.

W h i l e  m a n y  m u n i c i p a l i t i e s  h a v e  no t  u s e d  b o n d i n g  in r e c e n t  y e a r s  b e c a u s e  of 

t he S t a t e ' s  oi l  w e a l t h ,  w e  a r e  e x p e r i e n c i n g  r e d u c t i o n s  in s tate and 

f e d e r al  f u n d i n g  at a tim e  w h e n  e c o n o m i c  g r o w t h  a n d  d i v e r s i f i c a t i o n  is v e r y  

i m portant. A u t h o r i t y  u n d e r  the  P A B  cap for m u n i c i p a l i t i e s  m u s t  b e

r e s e r v e d  as o n e m e c h a n i s m  to p r o v i d e  for e c o n o m i c  d e v e lo p m e n t ,  n o w  a n d  in 

the future. T h e  A M L  l ooks f o r w a r d  to w o r k i n g  w i t h  th e  C o m m i t t e e  and the 

A d m i n i s t r a t i o n  on r e a c h i n g  a m u t u a l l y  b e n e f i c i a l  c o m p r o m i s e  on HB 285. 

T h a n k  you.
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EXECUTIVE SUMMARY

\

C. Federal Legislation
»

On October 22, 1986, Public Law 99-514, the Tax Refo rm Act 
of 1986 ("the Act") was signed into law by the President. 
The Act makes significant changes in the types of state and 
local debt that qualify for tax-exemption, establishes new 
statewide volume limitations on the amounts of certain 
types of tax-exempt debt that may be issued, extends 
arbitrage rules to all types of tax-exempt debt and 
tightens the rules further, limits advance refundings for 
all types of tax-exempt debt, and limits the use of bond 
proceeds to pay issuance costs of certain types of 
tax-exempt debt. Issuance of debt for most traditional 
public purposes such as schools, roads, public buildings, 
and water, sewer, and solid waste facilities would continue 
to be tax-exempt under the bill and free from volume 
ceilings. The effective date for most of the bond 
provisions of the Act is August 15, 1986.

The main provisions of the Act w h i c h  are of some 
consequence to Alaska include the new volume cap on Private 
Ac t iv ity Bonds ("PAB's"), the libera lization of the 
requirements for tax-exe mption of student loan bonds which 
would permit Alaska to bond for its student loan program, 
and the extension of the sunset for Qualified Mortgage

Nx  bonds by one year to December 31, 1988. The new annual 
^  volume cap for Alaska would be $250 million through 1987 

and $150 m i lli on thereafter. It would include the 
Qualified M o r tgage  Bonds (Home Mortgage  Bonds for first 
time home-buyers) issued by Alaska Housing Finance 
Corporation, some of the debt that might be issued by the 
Alaska Industrial Developme nt A u t h ori ty and Alaska Power 
Authority, and student loan bonds if Alaska should enact 
such a program. During 1986, the amount of debt issued to 
w h i c h  the ceiling would have applied totalled $21,680,000. 
Certain  types of debt subject to the new ceiling are 
currently subject to two ceilings totalling $400 million.



2. Volume Cap

The Act limits the aggregate amount of Qualified Bonds 
that can be issued on a tax-exempt basis during a 
calendar year. In Alaska's case, the ceiling is $250 
million  for bonds issued during 1986 after August 15, 
1986, $250 million for 1987, and $150 million for 
subsequent years.

Excluded from the ceiling are Veterans Mortgage Bonds, 
501(c)(3) Bonds, and governmentally-owned airports, 
docks, wharves, and solid waste disposal Exempt 
Facility Bonds. Included under the ceiling, in 
addition to all other Qualified Bonds, is any private 
use portion of a governmental bond in excess of 
$15,000,000.

The Act allocates half the ceiling to state agencies 
and half to local governments based on population. 
However, it allows a state to establish a different 
alloca tion by law or, for an interim period, by 
gubernatorial proclamation. An a llocation by 
gubernatorial action is valid until an allocation by 
law is established or until the end of 1987, whichever 
occurs first.

The Act permits the unused portion of a volume cap for 
any year to be carried forward for three years for 
certain purposes that tN e issuer may elect. The 
author ized purposes for carryforwards are:

1) Exempt Facility Bonds

2) Qua lified Mortgage Bonds

3) Q u a l ified Student Loan Bonds

4) Qualifi ed Redevelopment Bonds

U nder prior law, Alaska was subject to a $200 million 
annual ceil ing for Qualified M o r t g a g e  Bonds and a 
s e p arate $200 m i llio n PAB ceiling applicable to 
Student  Loan Bonds, Small Issue Bonds, and Exempt 
F a c i l i t y  Bonds (with certain exceptions). These
ceilin gs are replaced by the new Qualified Bond
Ceiling. The $302.5 million ceiling for Alaska for 
V e t e r a n s  M o r t g a g e  Bonds remains in effect under the 
A c t .

C a r r y f o r w a r d  elec ions of the 1984 and 1985 PAB volume 
caps are not effec ive except as provided in the 
t r a n s i t i o n  provisions of the Act. The 1986 PAB volume 
cap u n d e r  prior law cannot be carried forward.

A l t h o u g h  the Act and the Conference Report are silent 
on the s p e cific point, it is understood to be the 
intenr of Congress  that for 1986, bonds issued prior 
to A u g u s t  16. 1986 are not counted against the new 
u n i f i e d  v o l u m e  oap.
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The pcincipal effects of the Act on Alaska are the new 
Q ualified Bond volume cap, the reaffi rmation of sunsets on 
Qualified Mortgage Bonds and Small Issue Bonds, and the 
liberalized requirements for Qualified Student Loan Bonds. 
T a x -exempt ion for several significant State projects or 
programs--the Delong Mountains Regional T r a n s porta tion 
System, International Airport Revenue Bonds, the Alaska 
Railroad, and an Anchorage Court facility --are retained 
under the Act.

1. Volume Cap and Sunsets

For Alaska, a new annual ceiling on Qualified Bonds of 
$250 million for 1986 and 1987, and $150 million 
thereafter, replaces ceilings of $200 m i l l i o n 
each--$400 million total--for Qualified Mortgage Bonds 
and for certain PAB's under prior law.

An Executive Proclamation signed by the Governor on 
November 24, 1986 (Appendix D) allocated Alaska's $250 
million annual ceiling for 1986 and 1987 half to AHFC 
and half to AIDA, with provision for reallocation by 
A I D A  to any other issuer. AHFC did not use any of its 
allocation for 1986 and elected to carryforward $125 
million for Qualified Mortgage Bonds by adopting 
Resolution No. 86-27 (Appendix E). A I D A  utilized 
$14,780,000 of its 1986 allocation and, by adopting 
Resolution No. CF 86-1 (Appendix F), elected to 
carryforward the remaining $110,220,00 for Qualified  
Student Loan Bonds in the event the Stace enacts 
legislation establishing such a program.

A I D A  had used only $6,900,000 of the $200 m i l l i o n  PAB 
ceiling in effect under prior law until A u gust 16, 
1986. AHFC issued $100 m i l li on of C o l l aterali zed Home 
Mortgage Bonds (Qualified M o r tgage  Bonds) on Jur^ 1, 
1986 but they did not count against its prior law $200 
m i llion Qualified Mortgage Bond ceiling because they 
were refunding bonds. No carr yforward is allowed 
under the Act of the prior law 1986 ceilings.

Whether "he ne\r Qualified Bond ceiling provides any 
constraint on Alaska bond issuance remains to be 
seen. For Qualified Mortgage Bonds, AHFC. assuming 
the current allocation scheme is enacted into law, 
will have $325 million under the cap before tax- 
exemption expires on December 31, 1988 ($125 million 
1986 carryforward, $125 m i l l i o n  1987 allocation, and 
$75 million 1988 allocation). D u ring 1986, unused 
bond proceeds and mortgage demand were such that AHFC 
issued no "new money" Qualified M o r t g a g e  Bonds, only 
the refunding issues. AHFC does not expect to use the 
full $325 m i ll ion authority during the remaining two 
years of the program.

B. P o t e n t i a l  E f f e c t  on A l a s k a



A I D A  expects its ongoing allocation of $125 million 
for 1987 and $75 m i llion thereafter to be more than 
ample, barring major development projects, unforeseen 
at this time, w h i c h  would qualify for Exempt Facility 
Bonds. AIDA's total issuance of $21,680,000 subject 
to the ceilings in 1986 is expected to dwindle to 
p racti c a l l y  nothing in succeeding years due to the 
sunset on December 31, 1986 of Small Issue Bonds for 
commercial activities. A I D A  issues very few Small 
Issue Bonds for manufactur ing activities and even 
those sunset December 31, 1989.

The only other possible uses of Alas 
Bond ceiling that can be identified 
Student Loa n Bond program  w h i c h  is g 
to not exceed approximate ly $40 mill 
issuance annually if such a program 
f inancing in the neighborhood of $70 
purchase of the Snettish am hydroelec 
the federal government, if difficult 
for users versus a fair (market) pri 
government can be resolved.

k a 's Qualified 
at this time are a 
enerally expected 
ion in bond 
is enacted, and a 
million for the 

trie project from 
ies of rate shock 
ce to the federal



S T AT K O V  A I. A S li A
o r n c c  □  ** T H E  D D V E P N C P  

») V  N  12 A i:

April 19, 1987

The H o n o rable Ben G r u s s e n d o r f  
Speaker of the House 
Alaska S tat e L e g i s l a t u r e  
P.O. Box V 
Juneau, AK 99811

Dear R e p r e s e n t a t i v e  Gruss e n d o r f :

Under the a u t h o r i t y  of art. Ill, sec. 18, of the A l a s k a  C o n­
stitution, I am t r a n s m i t t i n g  a bill that w i l l  permit the 
state bond c o m m i t t e e  to a l l o c a t e  the federal v o l u m e  l i m i t a­
tion for the i s s uanc e of t a x - e x e m p t  p r i v a t e  a c t i v i t y  bonds 
in Alaska.

Before p a s s a g e  of the Tax R e f o r m  Act of 1986 (P.L. 99-514)
by C o n g r e s s ! l a s t  year, there was a $200, 0 0 0 , 0 0 0  limit on the 
amount of t a x - e x e m p t  i n d u s t r i a l  d evelo p m e n t  b o n d s  that could 
be issued in. A l a s k a  each y e a r  (26 U.S.C. 10 3 (n ) (4) ) and a 
separate $'20jx, 0 0 0 , 0 0 0 limit on the amount of tax- e x e m p t  
mortgage s u b s i d y  bond s (not including v e t e r a n s 1 m o r t g a g e  
bonds) that c o u l d  be i ssued in Alaska eac h ye ar (26 U.S.C. 
103A(g) (4)). The Tax R e f o r m  A c t  of 1986 c o m b i n e d  those two 
amounts into a single limit w h i c h  for 1987 and 1988 will be 
$ 2 0 0,0 0 0 , 0 0 0 and for s u b s e q u e n t  years will d e c l i n e  below  
that amount. 26 U.S.C. 146(d).

In sec. 1 of the a t t a c h e d  bill, proposed AS 3 7 . 1 5 .600 gives 
the state b o n d  c o m m i t t e e  the authority to a l l o c a t e  the 
$200,000,000 c a p  among e l i gibl e entities in A l ask a, i n c l u d­
ing m u n i c i p a l i t i e s .  This c h anges the p r a c t i c e  estab l i s h e d  
by G o v e rnor S h e f f i e l d ' s  N o v e m b e r  24, 1986 e x e c u t i v e  p r o c l a­
mation, w h i c h  a l l o c a t e d  the cap equally b e t w e e n  the A l a s k a  
Industrial D e v e l o p m e n t  A u t h o r i t y  (AIDA) and the A l a s k a  H o u s­
ing Finance C o r p o r a t i o n  ( A H F C ) . The amount of tax-e x e m p t  
bonds a c t u a l l y  i s sue d each y e a r  by each o f  the elig i b l e  e n­
tities could be g r e a t e r  than that allocated by the bond c o m­
mittee b e c a u s e  of v a r i o u s  e x e m p t i o n s  p e r m i t t e d  by federal 
tax law. For example, u n d e r  26 U.S.C. 143(1), A H F C  m a y  i s­
sue $ 3 0 2 , 5 0 0 , 0 0 0  o f  t a x - e x e m p t  veterans' m o r t g a g e  bonds per 
year, which, as m e n t :_>ned earlier, are not i n c l u d e d  in the 
$200,000,000 cap, a - ; inder 26 U.S.C. 142, A I D A  m a y  issue 
unlimited a m o u n t s  x - e x e m p t  bonds, n o t  i n c l u d e d  in the
cap, for c e r t a i n  ty of "exempt facilities" —  subject, of 
course, to the l i m i t a t i o n s  of state law.



Hon. Be n  G r u s s e n d o r f P a g e  2

AS 18.56.104 is r e p e a l e d  by sec. 2 of the bill. T h a t  s t a t­
ute allocates to AHFC, un der 26 U.S.C. 103A, the a m o u n t  of 
tax-exempt m o r t g a g e  r e v e n u e  bonds that may be issued in the 
state. Because  that a l l o c a t i o n  is i n c o n s i s t e n t  w i t h  p r o­
posed AS 37.15.600 (sec. 1 of the bill), and b e c a u s e  26 
U.S.C. 103A itself was r e p e a l e d  by the Tax R e f o r m  A c t  of 
1986, AS 18.56.104 s h o u l d  be repealed.

Passage of this l e g i s l a t i o n  d u r i n g  this l e g i s l a t i v e  s e s s i o n  
is n e c e s s a r y  to p r e s e r v e  the state's a u t h o r i t y  u n d e r  26 
U.S.C. 146(e) o v e r  b o n d  a c t ivity allocations. U n d e r  26 
U . S . C . 1 4 6 ( e ) (2), the g o v e r n o r ' s  a u t h o rity to "procla im" a 
bond activity a l l o c a t i o n  d i f f e r e n t  from the one set u n d e r  26 
U.S.C. 146(b) and (c) t e r m i n a t e s  on D e c e m b e r  31, 1987. In
the absence of e n a c t m e n t  of a law this year, the a l l o c a t i o n  
formula, by default, will r eve rt to the federal formula, 
which al locates o n e - h a l f  of the total v olume c a p  to the 
state and one-half, on a per c a p i t a  basis, to o t h e r  issu ers 
in the state, i n c l u d i n g  mun ic i p a l i t i e s .  26 U.S.C. 146(b) 
and (c).

Under the federal formula, therefore, $ 1 2 5,000,00 0 wo uld, 
for the most part, be s c a t t e r e d  among the 150 or so m u n i c i­
pal entities of Alask a. B e c a u s e  of the small p o p u l a t i o n  of 
most of those entities, v e r y  little could be a c c o m p l i s h e d .  
The fe derally a l l o c a t e d  caps for the 113 second class c i t i e s 
would, for example, range from $113.89 for K u p r e a n o f  to 
$10,225 for Bethel. The r e s u l t  of falling u n d e r  the federal 
formula w o u l d  be s i m p l y  to w a s t e  a large part of the v o l u m e  
cap in Alaska. T o  preserve^£fi&\ state's a u t h o r i t y  o v e r  the 
allocation, I urge y o u r  p r o m p t  Jand jfavorable c o n s i d e r a t i o n  
of this l e g i s l a t i o n  d u r i n g  this/ses/

sine

Steve Cowper 
'Governor



B i l l  V e r s i o n :  /on , Q 7
R E Q U E S T :  P u b l i s h  Date: H0USE 4/21/87

R e v i s i o n  D a t e : __________________________________ A g e n c y  A f f e c t e d :  D e p o r t m e n t  of R e v e n u e

T i t l e :  Issua nc e  of P r i v a t e  A c t i v i t y  ___  BRU: T r e a s u r y _________________________________ _

B o n d s  ____

S T A T E  OF A L A S K A  1987 L E G I S L A T I V E  S E S S I O N

F I S C A L  N O T E

S p o n s o r :  Rules by R e q u e s t  of G o v e r n o r   C o m p o n e n t s :_

R e q u e s t o r : _______________________________________ _________________________

E X P E N D I T U R E S / R E V E N U E S :  ( T h o u s a n d s  of D o l l a r s )

1 1 FY 87 I FY 88 1 FY 89 1 FY 90 1 FY 91 1 FY 92

1 OP E R A T I N G  i i | | | I

| P E R S O N A L  S E R VICES | - 1 - i - i - 1 1
| T R A V E L  I - 1 - i - I - 1 1
| C O N T R A C T U A L  ! - 1 - I - I - 1 1
! S U P P L I E S  I - 1 - I - i - 1 I
| E Q U I P M E N T  j - 1 - I - I - 1 1
| L A N D S  & S T RU C T U R E S - 1 - i - i - 1 1
I G R A N T S ,  CLAIMS - 1 - i - i - 1 1
1 M I S C E L L A N E O U S - 1 - i - I — 1 1
1 T O T A L  O P E R A T I N G  1 — 1 i - 1 - 1 1

1 C A P I T A L  1 - 1 I - i - I 1

1 R E V E NU E  1 - 1 - I - I - 1 1

F U N D I N G :  (Thousands of D o l l a r s )

| G E N E R A L  FUND | - 1 - I - i - 1 1 -
| F E D E R A L  FUNDS | - 1 - i - i - 1 1
| O T H E R  | - 1 - i - i - 1 1
1 T O T A L  1 - 1 - i - i - 1 1

P O S I T I O N S :

| F U L L - T I M E  | - 1 — i — i — 1 1
| P A R T - T I M E  j - 1 - i — i - i 1
1 T E M P O R A R Y - 1 - i - i - 1 1

A N A L Y S I S : A t t a c h  a s e p a r a t e  p a g e  for a n a l y s i s.

P r e p a r e d  By: Hilt B a r k e r

D i v i s i o n :

A p p r o v e d  by Commiss 

A g e n c y :  D e p a r t m e n t  of

D i s t r i b u t i o n  (by p r e p a r e r ) : 

L e g i s l a t i v e  F i n a n c e  

L e g i s l a t i v e  S p o n s o r  

R e q u e s t o r

O f f i c e  of M a n a g e m e n t  and B u d g e t  

I m p a c t e d  Agency (i e s )

S e n a t e  Secretary

P hone: 4 6 5 - 2 3 5 0 ______

Date: A p r i l  16, 1987

p a g e  1 of _ 1




