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§ 11.56.850 C rim inal L aw i 389

Sec. 11.56.850. Official m isconduct, (a) A public servant commits the crime of 
official misconduct if, with in ten t to obtain a benefit or to injure or deprive another person 
of a benefit, the public servant

(1) performs an act relating to the public servant’s office but constituting an unautho­
rized exercise of the public servant’s official functions, knowing th a t th a t act is 
unauthorized; or

(2) knowingly refrains from performing a duty which is imposed upon the public 
servant by law or is clearly inherent in the nature of the public servant’s office.

(b) Official misconduct is a class A misdemeanor. (§ 6 ch 166 SLA 1978)

NOTES TO DECISIONS

Cited in Feiehtinger v. State. 779 P.2d 344 (Alaska 
Ct. App. 1989).

Sec. 11.56.860. M isuse o f con fid en tia l in fo rm ation , (a) A person who is or has
been a public servant commits tl crime of misuse of confidential information if the 
person

(1) learns confidential information through employment as a public servant; and
(2) while in office or after leaving office, uses the confidential information for personal 

gain or in a manner not connected with the performance of official duties other than by 
giving sworn testimony or evidence in a legal proceeding in conformity with a court order.

(b) As used in this section, “confidential information” means information which has 
been classified confidential by law.

(c) Misuse of confidential information is a class A misdemeanor. (§ 6 ch 166 SLA 1978)

Article 7. G eneral Provisions.
Section
900. Definitions

Sec. 11.56.900. Definitions. In this chapter, unless the context requires otherwise,
(1) “improperly influence a witness” means to cause or induce a witness to
(A) testify falsely, offer misleading testimony, or unlawfully withhold testimony in an 

official proceeding;
(B) avoid or attem pt to avoid legal process summoning the witness to testify in an 

official proceeding, regardless of whether legal process has issued;
(C) be absent from an official proceeding to which the witness has been summoned; or
(D) engage in conduct described in AS 11.56.610;
(2) “judicial officer” means a supreme court justice, including the chief justice, a judge 

of the court of appeals, a judge of the superior court, a district court judge, or a 
magistrate;
(3) “ju ro r" means a person who is a member of an impanelled jury or a person who has 

been drawn or summoned to attend as a prospective juror;
(4) "physical evidence” means an article, object, document, record, or other thing of 

physical substance;
(5) “testimony” means oral or w ritten statements, documents, or other material that 

may be offered by a witness in an official proceeding;
(6) “witness” means
(A) a witness summoned or appearing in an  official proceeding; or
(B) a person who the defendant believes may be called a3 a witness in an officii 

proceeding, present or future. (§ 6 ch 166 SLA 1978; am § 20 ch 12 SLA 1980)
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BRU: none

certain municipal tax records Component none

» Sponsor: Rep. Green
Requestor: House CRA Committee

Expenditures/Revenues:

COM PO N EN T SER IA L NO.

(Thousands of Dollars)

OPERATING FY 98 FY 99 FY on FY 01 FY 02 FY 03

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND <£ STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS t

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL 0.0 0.0 0.0 0.0 0.0 0.0

REVENUE FUND SOURCE:

FUNDING: (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS:
FULL-TIME 0 0 0 0 0 0

PART-TIME
TEMPORARY

Estimate o f curren t (FY97) impact S none

ANALYS IS : {A ttach a separa te page if ne ce ssa ry ! “
This legislation provides for confidentiality for certain municipal financial information. This legislation 
would have no fiscal impact on the department.
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Fairbanks North Star Borough_______________
809 Pioneer Road P .O . Box 71267 Fairbanks, Alaska 99707-1267 907/459-1000

MEMORANDUM

TO: Jim Sampson, Mayor .
FROM: Ardlth Lynch, Borough Attorney
DATE: April 11, 1997
SUBJECT: HB 94

This memo is in response to your request for a written position paper on HB 94. relating 
to confidentiality of certain municipal tax records. Under current law (AS 29.45.120), a 
municipality may require property owners to submit property tax returns and additional 
Information. There are good policy reasons to provide a degree of confidentiality to 
some records provided by taxpayers at the assessor's request. However, the scope of 
HB 94 is overly broad and this bill will severely impact the proceedings of Board of 
Equalization. There are better examples of confidentiality provisions in existing law, 
Including AS 09.25.100 and AS 43.05.230, which limit disclosure of the Department of 
Revenue tax records.

• HB 94 prohibits disclosure of a wide range of information acquired from any source. 
The bill would add a new subsection (c) to AS 29.45.103, which states in part: “Ali 
information related to earnings, income, profits, losses or expenditures of a person 
acquired by the assessor in the course of performing official duties is confidential." 
This means that even if the source of the infonnation Is public, and even If the 
taxpayer provided the information voluntarily, the information becomes confidential 
when the assessor has it. For example, a recorded deed of trust relates to a 
person's expenditures, but is clearly a public record. Income Information, such as 
apartment rental rates, may also be common knowledge. There is no reason to 
require the assessor to keep this information confidential; the only records that need 
to be protected are those that are usually considered confidential (income tax and 
accounting records, for example) and that have been requested by the assessor.

• HB 94 would severely impact appeals to the Board of Equalization and the courts. 
Subsection (c) would also have the following new sentence: "The information shall 
be treated as confidential by the board of equalization and all other municipal 
officials and employees who have access to it." This would require the BOE to hold 
executive sessions to consider whatever “information related to earnings, income, 
profits, losses or expenditures" is relevant to the asseoo^d value of the property.
For example, the assessor may use, and the BOE and the court may uphold, an 
income method to value commercial property. Obviously, the assessor must 
disclose the basis of the assessment in order to effectively present his case. How 
can the BOE make findings and decisions, or the court determine whether there is 
substantial evidence to support them, without referring to Income or expenditures? 
Would the findings ano decisions of the superior or supreme court also be 
confidential?
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There are legitimate public policy reasons to waive confidentiality provisions in 
appeals. Property tax assessment procedures are generally public because 
property valuation for assessment purposes requires a just valuation of all property 
and t he assessment must have a fair relation to a uniform and equal rate of taxation. 
If the procedures and records Involved in property tax assessment are not public, 
taxpayers will not be able to determine whethera particular property is fairly valued 
in comparison to other properties.

Similar income information is produced as a matter of course in other litigation 
(personal Injury, divorce, and other claims). If a person or entity files a lawsuit, or a 
property assessment appeal, the relevant records must be subject to disclosure.

• AS 09.25.100 and 43.05.230 in current law provide a more balanced approach to 
confidentiality. AS 43.05.230 prohibits disclosure of 'the amount of income or the 
particulars set out or disclosed in a [tax] report or return," which is a more focused 
restriction than the language proposed in HB 941 ("all information . .. acquired by 
the assessor*). Also, both AS 09.25.100 and AS 43.05.230 permit disclosure, in 
connection with administrative or judicial proceedings. These exemptions recognize 
the potential problems with maintaining confidentiality of information during appeals. 
Similar exemptions need to be clearly spelled out In HB 94.

• There are also problems with the disclosure provisions in HB 94. The new 
subsection (d) would allow the information to be disclosed to a court or another 
agency "upon written application by the governmental entity that sets out sufficient 
reason for obtaining the infonmation." However, the bill does not say who makes the 
determination as to whether or not the reason is “sufficient."

• P ia lly. the change in the Committee Substitute for HB 94(CRA) in subsection (e) 
i.icreases the penalty for disclosure from the original $500, to $1000 or actual 
damages, whichever is grea ter. There should be a penalty only for willful violations, 
and only if the property owner can show damages. This is an onerous penalty in 
light of the questions and problems with this bill.

1 Similar language would be easy to draft if the confidentiality provisions were enacted 
as amendments to AS 29.45.120 relating to property tax returns, rather than AS 
29.45.103, which relates to inspection of tax records by the state assessor.
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SPONSOR STATEMENT 
HB's: 102,103,104,105,106,107,108

The proposed package of seven bills enacts a major cleanup of nearly 30 inactive 
accoun ts from State Statutes. The legislation clearly reflects the mission of 
bringing about a "smaller, smarter" government through careful scrutiny of 
inefficient and unnecessary administrative functions.

During the past year, investigation by Representative Martin, the past Chairman 
of the Legislative Budget and Audit Committee, revealed that a large number of 
special accounts, established through the legislative process over the last thirty 
years, have been completely inactive since their creation.

Prior to introducing these bills, Co-Chair Therriault and Representative Martin 
contacted agencies responsible for the funds to insure their deletion would not be 
problematic. Without exception, the departments supported the elimination of 
the inactive accounts contained in these bills. In fact, it was discovered that in 
some cases, the departments were unaware of the accounts' existence.

A cooperative effort continued with the Administration, specifically the Office of 
M anagement and Budget, to develop a package of bills to repeal the non- 
operative statutes from the accounting process. In some cases, legislation does 
not actually repeal statutes, but rather changes the language to read "Program" 
rather than "Fund", in order to retain the integrity of a program w ithout 
maintaining a separate account.

This package of bills does not impede the intent of or appropriation to any 
existing program, but rather is a series of housekeeping measures designed to 
save the State from unnecessary administrative expense.

oat - .. ,£(i
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HB 102
"An Act abolishing the Alaska Medical Facility Authority . . . "
This legislation follows up with last year's SB136, which transferred the 
balance remaining in the Alaska Medical Facilities Authority Fund to the 
State General fund, thus closing out all accounts pertaining to the Authority. 
Since that time, neither the Fund nor the Authority have been used. By 
repealing AS 18.26, the obsolete Alaska Medical Facility Authority would be 
cleared from the Statutes.

HB 103
"An Act repealing certain state funds and accounts and boards and programs 
related to those funds and accounts.,. "
Simple repeals of the following inactive accounts: Alaska Amateur Sports 
Fund; Cooperative arrangement grant fund; Bilingual-Bicultural Education 
Fund; Alaska Student Leadership Development Fund; Alaska School 
Counseling Program Grant Fund; University Risk Management Fund; 
Community College Fund; Community Health Aide Grant Account;
Veterans Service Fund; Alaska Municipal Land Account; Federal Transitional 
Grants Accounts; Mineral Resource Revolving Fund; Outdoor Recreational, 
Open Space, and Historic Properties Development Fund; Neighborhood 
Revitalization and Development Fund; Legal Assistance and Juvenile Justice 
Grant Fund; Fisheries Product Revolving Loan Guarantee Fund; Forest 
Products Business Loan Guarantee Fund; Community Action Against 
Substance Abuse Grant Fund; Alaska Longevity Bonus Fund; Seif-Suffidency 
Trust Fund; Alaska Pioneers' Home Trust Fund; Older Alaskans Service 
Programs Account; Community Schools Grant Fund; and Handicap & Mental 
Illness Charitable Account.

HB 104
"An Act repealing the search and rescue fund, relating to expenditures for 
search and rescue activities. . . "
Search and rescue activities are appropriated directly from the General Fund 
and not through the search and rescue fund, which has remained empty and
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BILL SUMMARIES 
HB’s 102,103,104,105,106,107,108



inactive. This legislation removes the fund from statutes, as well as reference 
to the fund.

HB 105
" An Act relating to the unorganized borough national forest receipts 
program . . . "
There is no present or anticipated use for the unorganized borough national 
forest receipts fund. Federal appropriations for the program go directly into 
the General Fund, leaving this special account inactive and empty. The 
legislation would clear the unused account from Statutes, by changing the 
reference from "fund" to "program".

HB 106
"An Act relating to the municipal assistance program and organization grant 
program..."
Although these programs remain operative, the municipal assistance and 
organization grant funds are inactive and empty. Legislation would clear the 
"fund"(s) from statutes, and refer only to the "program"(s).

HB 107
"An Act relating to water quality enhancement and water supply, waste 
water, and solid waste systems grants . . . "
This legislation removes from Statutes the Water Quality Enhancement and 
Water Supply, Wastewater, and Solid Waste Systems Fund. The fund is 
empty and is not used in making appropriations to the program.

HB 108
"An Act relating to the crime victim compensation program. . ."
The crime victim compensation program does not receive allocations from 
the fund established by statute. The inactive account is cleared by changing 
reference from "fund" to "program".



H B’s 102 - 108 
Inactive Funds and Accounts
(Listed by Department)

CHI# Agsncy Fund/Account Cits Balance Notes
HB 103 DCED Alaska Amateur Sports Fund 05.35.150 $0
HB 103 DCED Neighborhood Revitalization and Development Fund 44.33.436 $0
HB 103 DCRA Legal Assistance and Juvenile Justice Grant Fund 44.47.200 $0
HB 105 DCRA Unorganized Borough National Forest Receipts Fund 41.15.180(b) $0
HB 106 DCRA Organization Grant Fund 29.05.200(a) $0
HB 106 DCRA Municipal Assistance Fund 29.60.350 $0
HB 107 DEC Water Supply, Wastewater, and Solid Waste Systems Fund 46.03.030(c) $0
HB 103 DHSS Community Health Aide Grant Account 18.28.030 $0
HB 103 DHSS Self-Sufficiency Trust Fund 47.80.200 $0
HB 103 DHSS Handicap & Mental Illness Charitable Account 47.80.240(a) $0
HB 103 DMVA Veterans Service Fund 26.10.020 $0
HB 103 DNR Alaska Municipal Land Account 29.65.080 $0

HB 103 DNR Mineral Resource Revolving Fund 41.90.015 $0

HB 103 DNR Outdoor Recreation, Open Space, and Historic Properties Dev. Fund 41.98.170 $0

HB 103 DOA Federal Transitional Grants Account 37.20.020 $0

HB 103 DOA Alaska Longevity Bonus Fund 47.45.090 $0

HB 103 DOA Alaska Pioneers' Home Trust Fund 47.55.060 $0

HB 103 DOA Older Alaskans Service Programs Account 47.65.010 $0
HB 103 DOE Cooperative Arrangement Grant Fund 14.14.115(b) $0
HB 103 DOE BHIngual-Blcultural Education Fund 14.30.410(a) $0
HB 103 DOE Alaska Student Leadership Development Fund 14.30.510 $0
HB 103 DOE Alaska School Counseling Program Grant Fund 14.30.750 $0
HB 103 DOE Community Schools Grant Fund 14.36.020 $0
HB 102 DOR Medical Facilities Special Bond Guarantee Account 18.26.260(a) $0

HB 103 DOR Fishery Product Revolving Loan Guarantee Fund 45.92.010 $0
HB 103 DOR Forest Products Business Loan Guarantee Fund 45.94.010 so
HB 104 DPS Search and Rescue Fund 18.t0.145 so
HB 108 DPS Crime Victims Compensation Fund 43.23.028(b) so
HB 103 HSS Community Action Against Substance Abuse Grant Fund 47.37.045 SO

HB 103 UA University Risk Management Fund 14.40.455 so
HB 103 UA Community College Fund 14.40.610(a) so



HB's 102 - 108 
Inactive Funds and Accounts

(Listed by Bill #)

Bill# Agency Fund/Account Cits Balance Notes I
HB 102 DOR Medical Facilities Special Bond Guarantee Account 18.26.260(a) $0 I
HB 103 DCED Alaska Amateur Sports Fund 05.35.150 $0
HB 103 DOE Cooperative Arrangement Grant Fund 14.14.115(b) $0
HB 103 DOE BHIngual-Blcultural Education Fund 14.30.410(a) $0
HB 103 DOE Alaska Student Leadership Development Fund 14.30.510 $0
HB 103 DOE Alaska School Counseling Program Grant Fund 14.30.750 $0
HB 103 UA University Risk Management Fund 14.40.455 $0
HB 103 UA Community College Fund 14.40.610(a) $0
HB 103 DHSS Community Health Aide Grant Account 18.20.030 $0
HB 103 DMVA Veterans Service Fund 26.10 020 $0
HB 103 DNR Alaska Municipal Land Account 29.65.080 sc
HB 103 DOA Federal Transitional Grants Account 37.20.020 $0
HB 103 DNR Mineral Resource Revolving Fund 41.98.015 $0
HB 103 DNR Outdoor Recreation, Open Space, and Historic Properties Dev. Fund 41.98.170 $0
HB 103 DCED Neighborhood Revitalization and Development Fund 44.33.436 $0
H3 103 DCRA Legal Assistance and Juvenile Justice Grant Fund 44.47.200 so
HB 103 DOR Fishery Product Revolving Loan Guarantee Fund 45.92.010 SO
HB 103 DOR Forest Products Business Loan Guarantee Fund 45.94.010 so
HB 103 HSS Community Action Against Substance Abuse Grant Fund 47.37.045 so
HB 103 DOA Alaska Longevity Bonus Fund 47.45.090 so
HB 103 DHSS Self-Sufficiency Trust Fund 47.80.200 so
HB 103 DOA Alaska Pioneers’ Home Trust Fund 47.55.060 so
HB 103 DOA Older Alaskans Service Programs Account 47.65.010 so
HB 103 DOE Community Schools Grant Fund 14.36.020 $0
HB 103 DHSS Handicap & Mental Illness Charitable Account 47.80.240(a) so
HB 104 DPS Search and Rescue Fund 18.60.145 SO
HB 105 DCRA Unorganized Borough National Forest Receipts Fund 41.15.180(b) $0
HB 106 DCRA Organization Grant Fund 29.05.200(a) $0
HB 106 DCRA Municipal Assistance Fund 29.60.350 so
HB 107 DEC Water Supply, Wastewater, and Solid Waste Systems Fund 46.03.030(c) $0
HB 108 DPS Crime Victims Compensation Fund 43.23.028(b) $0
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V IA  F A C S IM IL E — OR IG IM AL TO FOLLOW

Mr. G a r r e y  M. P e s k a
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  H o n e  A s s o c i a t i o n  
P. 0. B o x  2401 8 5  
D o uglas, A l a s k a  99824

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  File No. 4566-1.0

D e a r  G a rrey:

Y o u  h a v e  a s k e d  m e  to r e v i e w  R e p r e s e n t a t i v e  T h e r r i a u l t 7s 
p r o p o s e d  l e g i s l a t i o n  r e p e a l i n g  AS 18.26, w h i c h  e s t a b l i s h e s  t h e  
A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y .  I u n d e r s t a n d  f r o m  t h e  t e l e p h o n e  
m e s s a g e  t h a t  I r e c e i v e d  f r o m  y o u  l a t e  y e s t e r d a y  a f t e r n o o n  t h a t  s u c h  
a bi l l  n o w  h a s  b e e n  i n t r o d u c e d  and t h a t  a h e a r i n g  is s c h e d u l e d  at 
1:30 on M o n d a y  a fternoon, F e b r u a r y  10.

M y  u n d e r s t a n d i n g  of t h e  s u p p o s e d  p u r p o s e  o f  this 
l e g i s l a t i o n  is b a s e d  on c o m m e n t s  t h a t  w e r e  m a d e  in the m e e t i n g s  of 
A S H N H A ' s  L e g i s l a t i v e  Corunittee and the E x e c u t i v e  C o m m i t t e e  on 
T h u r s d a y ,  F e b r u a r y  6. S p e c i f i c a l l y ,  it w a s  e x p l a i n e d  that, 
o r i g i n a l l y ,  t h e  A u t h o r i t y  h a d  b e e n  e s t a b l i s h e d  t o  t a k e  a d v a n t a g e  of 
a f i n a n c i n g  m e c h a n i s m  that h a d  b e e n  a u t h o r i z e d  b y  f e d e r a l  law and 
t h a t  in 1986 f e d e r a l  l a w  h a d  b e e n  c h a n g e d  so t h a t  s u c h  f i n a n c i n g  
w a s  no l o n g e r  p o s s i b l e .  B e f o r e  a d o p t i n g  a p o s i t i o n  on the p r o p o s e d  
repeal, A S H N H A  w a n t e d  t o  d e t e r m i n e  d e f i n i t e l y  w h e t h e r  t h a t  
b a c k g r o u n d  i n f o r m a t i o n  w a s  accurate. Yi:« s p e c i f i c  c o n c e r n  w a s  to
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Mr. G a r r e y  Peska
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  Home 

A s s o c i a t i o n  
F e b r u a r y  8, 1997 
P a g e  2

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  Fi l e  No. 4 5 6 6 - 1 0

c o n f i r m  th a t  t h e  r e p e a l  w o u l d  n o t  e l i m i n a t e  a p o s s i b l e  m e a n s  of 
f i n a n c i n g  the c o n s t r u c t i o n  o f  h e a l t h  care f a c i l i t i e s  th a t  m i g h t  n o t  
o t h e r w i s e  b e  available.

R e a d i n g  b e t w e e n  t h e  lines, T b e l i e v e  t h e  1986 c h a n g e  in 
f e d e r a l  law t h a t  w a s  m e n t i o n e d  m u s t  h a v e  b e e n  the a d o p t i o n  c f  the 
T a x  R e f o r m  A c t  of 1986. T h a t  law p l a c e d  c e r t a i n  l i m i t a t i o n  j  on the 
t a x  e x e m p t i o n s  t h a t  are a v a i l a b l e  for i n t e r e s t  e a r n e d  on sta t e  a n d  
l o c a l  bonds. A m o n g  o t h e r  things, t h e  A l a s k a  M e d i c a l  F a c i l i t y  
A u t h o r i t y  is a u t h o r i z e d  to iss u e  r e v e n u e  b o n d s  for t h e  p u r p o s e  of 
e s t a b l i s h i n g  a n d  e q u i p p i n g  h e a l t h  c a r e  facilities. T h o s e  b o n d s  are 
e x e m p t  fr o m  s t a t e  taxes. Clearly, however, if the b o n d s  w e r e  
e x e m p t  f r o m  sta t e  tax e s  b u t  n o t  e x e m p t  fr o m  fe d e r a l  taxes, t h e y  
w o u l d  n o t  be as a t t r a c t i v e .  I h a v e  r e s e a r c h e d  t h e  c u r r e n t  stat u s  
of t h e  a v a i l a b i l i t y  of a f e deral t a x  e x e m o t i o n  for s t a t e  arid local 
g o v e r n m e n t  b o n d s  u s e d  to f i n a n c e  c o n s t r u c t i o n  of h e a l t h  car« 
f a c i l i t i e s ,  a n d  I h a v e  d e t e r m i n e d  that, w i t h  some r e s t rictions, the 
t a x  e x e m p t i o n  is still avail a b l e .  Speci f i c a l l y ,  t h e  federal t a x  
e x e m p t i o n  c o n t i n u e s  to b e  a v a i l a b l e  w i t h o u t  l i m i t a t i o n  for n o n­
p r o f i t  h o s p i t a l  b o n d s  a n d  is a v a i l a b l e  for o t h e r  n o n - p r o f i t  
p u r p o s e s ,  w i t h  so m e  limi t a t i o n s .

O n d e r  s e c t i o n s  145 a n d  501(c)(3) of t h e  I n t e r n a l  R e v e n u e
Code, if 95 p e r c e’,it of a s t ate o r  loc a l  b o n d  issue is for the use
of a " h o s p i t a l "  t h a t  is o t h e r w i s e  e x e m p t  from federal income t a x  
u n d e r  s e c t i o n  5 0 1 ( c ) (3), t h e n  t h e  i n t e r e s t  on t h o s e  b o n d s  is e x e m p t  
a n d  t h e r e  is no limit on t h e  a m o u n t  of such b o n d s  that can be 
issued. O t h e r  s o - c a l l e d  "501(c)(3) b o n d s "  a l s o  a r e  t a x  exempt, 
but, e x c e p t  for " h o s p i t a l  b o n d s , "  t h e r e  is a $150 m i l l i o n  lim i t  on 
t h e  a m o u n t  of b o n d s  t h a t  m a y  b e  o u t s t a n d i n g  at a n y  o n e  time.

As b a c k - u p  d o c u m e n t a t i o n ,  e n c l o s e d  I am s e n d i n g  y o u
c o p i e s  of the following:

1, S e c t i o n  145 of t h e  Int e r n a l  R e v e n u e  Code, " Q u a l i f i e d  
501(c)(3) Bond";

2. I n t e r n a l  R e v e n u e  S e r v i c e  P r i v a t e  L e t t e r  R u l i n g  
9 2 2 6 0 6 2  (March 3, 1992) ( d i s c u s s i n g  s t a n d a r d s  for i d e n t i f y i n g  a 
" h o s p i t a l "  not s u b j e c t  to t h e  $150 m i l l i o n  l i m i t  on t a x  e x e m p t  
b o n d s ) ; and
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Mr. G a r r e y  Pes k a
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  H o m e  

A s s o c i a t i o n  
F e b r u a r y  8, 1997 
P a g e  3

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  Fi l e  No. 4 5 6 6 - 1 0

3. F. Ballard, " T a x  E x e m p t  F i n a n c i n g  a n d  C h a r i t i e s , "
A L I - A B A  C o u r s e  of S t u d y  (Dec. 2, 1993) (in o u t l i n e  format,
s u m m a r i z e s  m e c h a n i s m  a n d  s t a n d a r d s  f o r  t a x - e x e m p t  b o n d s ) .

G i v e n  t h e  c o n t i n u i n g  a v a i l a b i l i t y  of a f e d e r a l  t a x
e x e m p t i o n  for " h o s p i t a l  b o n d s , "  it m a y  w e l l  be a d v i s a b l e  to a t t e m p t  
t o  r e t a i n  t h e  A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y  as a v e h i c l e  for 
i s s u i n g  s u c h  bonds. T h e r e  a p p e a r s  t o  b e  no r e q u i r e m e n t  th a t  su c h  
b o n d s  b e  i s s u e d  by an A u t h o r i t y ,  a n d  p r e s u m a b l y  t h e y  al s o  c o u l d  be 
i s s u e d  d i r e c t l y  b y  t h e  s t a t e  o r  l o c a l  go v e r n m e n t .  T h a t  m i g h t  
r e q u i r e  a p u b l i c  vote, h o w e v e r .  (The o u t l i n e  l i s t e d  as I t e m  3 
a b o v e  states, in p a r a g r a p h  1(a), " C i t y  or state, o r  a u t h o r i t y  
f o r m e d  b y  c i t y  o r  s t a t e  . . . i s s u e s  b o n d s  t h a t  are e x e m p t  from 
F e d e r a l  i n c o m e  t a x  . . . .")

As y o u  know, b o n d  f i n a n c i n g  and the r e l a t e d  t a x
e x e m p t i o n s  are a v e r y  c o m p l e x  area, a n d  I c e r t a i n l y  am n o t  a b o n d  
s p e c i a l i s t .  It is clear, how e v e r ,  t h a t  t h e  f e deral t a x  e x e m p t i o n  
is sti l l  a v a i l a b l e  f o r  n o n - p r o f i t  " h o s p i t a l  b o n d s . "  W i t h  this 
a d d i t i o n a l  b a c k g r o u n d  i n f o r m a t i o n ,  it m a y  b e  p o s s i b l e  to d e t e r m i n e  
i f t h e  p r o p o s e d  r e p e a l  in f a c t  is b a s e d  o n  a m i s t a k e n  u n d e r s t a n d i n g  
t h a t  t h e  federal t a x  e x e m p t i o n  f o r  s u c h  b o n d s  w a s  r e p e a l e d  in 1986. 
A t  t h e  v e r y  least, d e m o n s t r a t i n g  the i n v a l i d i t y  of th a t  r e a s o n  m a y  
h e l p  b r i n g  to l i g h t  s o m e  o t h e r  r e a s o n  t h e  r e p e a l  is b e i n g  p r o p o s e d .

I h o p e  t h i s  i n f o r m a t i o n  is h e l p f u l  to y o u  in f o r m u l a t i n g
A S H N H A /3 p o s i t i o n  o n  Ihis l e g i s l a t i o n .  I w i l l  b e  g l a d  to d i s c u s s  
t h i s  w i t h  y o u  at y o u r  c o n v e n i e n c e .

Sincerely,

KEESAL, YOU N G  & L O G A N

S W M : k l c  
E n c l o s u r e s
cc: Ms. L a r a i n e  De r r

(SUH\LTR\1939)
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26  U . S . C . A .  s 1 4 5

U N I T E D  S T A T E S  C O D E  A N N O T A T E D  

T I T L E  26. I N T E R N A L  R E V E N U E  C O D E  

S U B T I T L E  A — I N C O M E  T A X E S  

C H A P T E R  1 - - N O R M A L  T A X E S  A N D  S U R T A X E S  

S U B C H A P T E R  B— C O M P U T A T I O N  O F  T A X A B L E  I N C O M E  

P A R T  I V —  T A X  E X E M P T I O N  R E Q U I R E M E N T S  F O R  S T A T E  A N D  L O C A L  B O N D S  

S U B P A R T  A - - P R I V A T E  A C T I V I T Y  B O N D S  

C o p r .  (C) W e s t  1 9 5 7 .  A l l  r i g h t s  r e s e r v e d .

C u r r e n t  t h r o u g h  P . L .  1 0 4 - 3 3 3 ,  a p p r o v e d  1 1 - 1 2 - 9 6

3 1 45. Q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d

;a) I n  g e n e r a l . — F o r  p u r p o s e s  o f  t h i s  p a r t ,  e x c e p t  a s  o t h e r w i s e  p r o v i d e d  in  

t h i s  s e c t i o n /  t h e  t e r m  " q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d "  m e a n s  a n y  p r i v a t e  a c t i v i t y  

b o n d  i s s u e d  as p a r t  o f  a n  i s s u e  i f —

(1) a l l  p r o p e r t y  w h i c h  is  t o  b e  p r o v i d e d  b y  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  is  

t o  b e  o w n e d  b y  a 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  o r  a g o v e r n m e n t a l  u n i t ,  a n d

(2) s u c h  b e n d  w o u l d  n o t  b e  a p r i v a t e  a c t i v i t y  b o n d  i f —

(A) 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  t r e a t e d  as g o v e r n m e n t a l  u n i t s  w i t h  r e s p e c t  

t o  t h e i r  a c t i v i t i e s  w h i c h  d o  n o t  c o n s t i t u t e  u n r e l a t e d  t r a d e s  o r  b u s i n e s s e s ,  

d e t e r m i n e d  b y  a p p l y i n g  s e c t i o n  5 1 3 ( a ) ,  a n d

(B) p a r a g r a p h s  (1) a n d  (2) o f  s e c t i o n  1 4 1 ( b )  w e r e  a p p l i e d  b y  s u b s t i t u t i n g  "5 

p e r c e n t "  f o r  " 10 p e r c e n t "  e a c h  p l a c e  i t  a p p e a r s  a n d  b y  s u b s t i t u t i n g  " n e t  

p r o c e e d s "  f o r  " p r o c e e d s "  e a c h  p l a c e  i t  a p p e a r s .

(b) $ 1 5 0 , 0 0 0 , 0 0 0  l i m i t a t i o n  o n  b o n d s  o t h e r  t h a n  h o s p i t a l  b o n d s . —

(1) In  g e n e r a l . - - A  b o n d  ( o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d )  s h a l l  n o t  b e  

c r e a t e d  as a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  t h e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

o f  t h e  i s s u e  (of w h i c h  s u c h  b o n d  is  a p a r t )  a l l o c a t e d  t o  a n y  5 0 ( ( c ) (3) 

o r g a n i z a t i o n  w h i c h  is a t e s t - p e r i o d  b e n e f i c i a r y  ( w h e n  i n c r e a s e d  b y  t h e  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  o f  s u c h  o r g a n i z a t i o n )  e x c e e d s

$ 1 5 0 , 0 0 0 , 0 0 0 .

(2) O u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s . —

(A) I n  g e n e r a l . — F o r  p u r p o s e s  o f  a p p l y i n g  p a r a g r a p h  (1) w i t h  r e s p e c t  t o  a n y  

i s s u e ,  t h e  o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  o f  a n y  o r g a n i z a t i o n  w h i c h  

is a t e s t - p e r i o d  b e n e f i c i a r y  w i t h  r e s p e c t  t o  s u c h  i s s u e  i s  t h e  a g g r e g a t e  

a m o u n t  o f  t a x - e x e m p t  b o n d s  r e f e r r e d  t o  in s u b p a r a g r a p h  ( B ) —

(l) w h i c h  a r e  a l l o c a t e d  t o  s u c h  o r g a n i z a t i o n ,  a n d

(li) w h i c h  a r e  o u t s t a n d i n g  a t  t h e  t i m e  o f  s u c h  l a t e r  i s s u e  ( n o t  i n c l u d i n g  

a s  o u t s t a n d i n g  a n y  b o n d  w h i c h  is t o  b e  r e d e e m e d  ( o t h e r  t h a n  in  a n  a d v a n c e  

r e f u n d i n g )  f r o m  t h e  n e t  p r o c e e d s  o f  t h e  l a t e r  i s s u e ) .

(B) B o n d s  t a k e n  i n t o  a c c o u n t . — F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A), t h e  b o n d s  

r e f e r r e d  t o  in  t h i s  s u b p a r a g r a p h  a r e —

(i) a n y  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d ,  a n d  

(iij a n y  b o n d  t o  w h i c h  s e c t i o n  1 4 1 ( a )  d o e s  n o t  a p p l y  i f —

(I) s u c h  b o n d  w o u l d  h a v e  b e e n  a n  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  (as d e f i n e d  

i n  s e c t i o n  1 0 3 ( b ) ( 2 ) ,  a s  in e f f e c t  o n  t h e  d a y  b e f o r e  t h e  d a t e  o f  t h e  

e n a c t m e n t  o f  t h e  T a x  R e f o r m  A c t  o f  1 9 86) if  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  

r.ot e x e m p t  p e r s o n s ,  a n d
C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o n g .  U . S .  g o v t ,  w o r k s

M o d e

P a g e

PAGE 1
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T E X T  (b) (2) (3) (ii) (II)

(II) s u c h  b o n d  w a s  n o t  d e s c r i b e d  i n  p a r a g r a p h  (4), (5), o r  (6) o f  s u c h

s e c t i o n  1 0 3 ( b )  (as i n  e f f e c t  o n  t h e  d a t e  s u c h  b o n d  w a s  i s s u e d ) .  

iC) O n l y  n o n h o s p i t a l  p o r t i o n  o f  b o n d s  t a k e n  i n t o  a c c o u n t . —

(i) In g e n e r a l . — A  b o n d  s h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  s u b p a r a g r a p h  (3) 

o n l y  t o  t h e  e x t e n t  t h a t  t h e  p r o c e e d s  o f  t h e  i s s u e  o f  w h i c h  s u c h  b o n d  is a 

p a r t  a r e  n o t  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(ii) S p e c i a l  r u l e . — If 90  p e r c e n t  o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  a n  i s s u e  

a r e  u s e d  w i t h  r e s p e c t  to a h o s p i t a l ,  n o  b o n d  w h i c h  is p a r t  o f  s u c h  i s s u e  

3 h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  s u b p a r a g r a p h  ( B ) ( i i ) ,

(3) A g g r e g a t i o n  r u l e . — F o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n ,  2 o r  m o r e  

o r g a n i z a t i o n s  u n d e r  c o m m o n  m a n a g e m e n t  o r  c o n t r o l  s h a l l  b e  t r e a t e d  a 3  1 

o r g a n i z a t i o n .

(4) A l l o c a t i o n  o f  f a c e  a m o u n t  o f  i s s u e ;  t e s t - p e r i o d  b e n e f i c i a r y .- - R u l e s  

s i m i l a r  t o  t h e  r u l e s  o f  s u b p s r a g r a p h s  ( C ) , (D) a n d  (E) o f  s e c t i o n  1 4 4 ( a ) (10) 

s h a l l  a p p l y  f o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n .

(c) Q u a l i f i e d  h o s p i t a l  b o n d . — c o r  p u r p o s e s  o f  t h i s  s e c t i o n ,  t h e  t e r m  

" q u a l i f i e d  h o s p i t a l  b o n d "  m e a n s  a n y  b o n d  i s s u e d  a s  p a r t  o f  a n  i s s u e  95 p e r c e n t  

o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  w h i c h  a r e  t o  b e  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(d) R e s t r i c t i o n s  c n  b o n d s  u s e d  t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  h o u s i n g  f o r  

f a m i l y  u n i t s . —

(1) In  g e n e r a l . — E x c e p t  as  o t h e r w i s e  p r o v i d e d  i n  t h i s  s u b s e c t i o n ,  a b o n d  

w h i c h  is  p a r t  o f  an  i s s u e  s h a l l  n o t  b e  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  a n y  

p o r t i o n  o f  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  a r e  t o  b e  u s e d  d i r e c t l y  o r  i n d i r e c t l y  

t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s .

(2) E x c e p t i o n  f o r  b o n d s  u s e d  t o  p r o v i d e  q u a l i f i e d  r e s i d e n t i a l  r e n t a l  

p r o j e c t s . — P a r a g r a p h  (1) 3 h a l l  n o t  a p p l y  t o  a n y  b o n d  i s s u e d  as  p a r t  o f  a n  

i s s u e  i f  t h e  p o r t i o n  o f  s u c h  i s s u e  w h i c h  is t o  b e  u s e d  a s  d e s c r i b e d  i n  

p a r a g r a p h  (1 ) is t o  b e  u s e d  t o  p r o v i d e —

(A) a r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s  i f  C h e  f i r s t  u s e  o f  s u c h  

p r o p e r t y  is p u r s u a n t  t o  s u c h  i s s u e ,

(B) q u a l i f i e d  r e s i d e n t i a l  r e n t a l  p r o j e c t s  (as d e f i n e d  i n  s e c t i o n  1 4 2 ( d ) ) ,  o r

(C) p r o p e r t y  w h i c h  is to b e  s u b s t a n t i a l l y  r e h a b i l i t a t e d  in a r e h a b i l i t a t i o n  

b e g i n n i n g  w i t h i n  t h e  2 - y e a r  p e r i o d  e n d i n g  1 y e a r  a f t e r  t h e  d a t e  o f  t h e  

a c q u i s i t i o n  o f  s u c h  p r o p e r t y .

(3) C e r t a i n  p r o p e r t y  t r e a t e d  a s  n e w  p r o n e r t y . — S o l e l y  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  u n d e r  p a r a g r a p h  ( 2 ) (A) w h e t h a r  t h e  1 s t  u s e  o f  p r o p e r t y  is p u r s u a n t  

t o  t a x - e x e m p t  f i n a n c i n g —

(A) I n  g e n e r a l . — I f —

(i) t h e  1 s t  u s e  o f  p r o p e r t y  is p u r s u a n t  t o  t a x a b l e  f i n a n c i n g ,

!ii) t h e r e  w a s  a r e a s o n a b l e  e x p e c t a t i o n  (at t h e  t i m e  3 u c h  t a x a b l e  f i n a n c i n g  

w a s  p r o v i d e d )  t h a t  s u c h  f i n a n c i n g  w o u l d  b e  r e p l a c e d  b y  t a x - e x e m p t  f i n a n c i n g ,  

a n d

; n i )  t h e  t a x a b l e  f i n a n c i n g  is i n  f a c t  s o  r e p l a c e d  w i t h i n  a r e a s o n a b l e  

p e r i o d  a f t e r  t h e  t a x a b l e  f i n a n c i n g  w a s  p r o v i d e d ,

t h e n  t h e  1 st u s e  o f  s u c h  p r o p e r t y  s h a l l  b e  t r e a t e d  as  b e i n g  p u r s u a n t  to  t h e  

t a x - e x e m p t  f i n a n c i n g .

‘3) S p e c i a l  r u l e  w h e r e  n o  o p e r a t i n g  s t a t e  o r  l o c a l  p r o g r a m  f o r  t a x - e x e m p t  

f i n a n c i n g . — If, at t h e  t i m e  o f  t h e  1 s t  u s e  o f  p r o p e r t y ,  t h e r e  w a s  no

C o p r .  (C ) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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T E X T  (d) (3) (B)

o p e r a t i n g  S t a t e  o r  l o c a l  p r o g r a m  f o r  t a x - e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y ,  

t h e  1 s t  u s e  o f  t h e  p r o p e r t y  s h a l l  b e  t r e a t e d  as p u r s u a n t  t o  t h e  1 s t  t a x -  

e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y .

(C) D e f i n i t i o n s . — F o r  p u r p o s e s  o f  t h i s  p a r a g r a p h —

(i) T a x - e x e m p t  f i n a n c i n g . — T h e  t e r m  " t a x - e x e m p t  f i n a n c i n g "  m e a n s  f i n a n c i n g  

p r o v i d e d  b y  t a x - e x e m p t  b o n d s .

(ii) T a x a b l e  f i n a n c i n g . — T h e  t e r m  " t a x a o l e  f i n a n c i n g "  m e a n s  f i n a n c i n g  w h i c h  

is n o t  t a x - e x e m p t  f i n a n c i n g .

(4) S u b s t a n t i a l  r e h a b i l i t a t i o n . —

(A) I n  g e n e r a l . — E x c e p t  as p r o v i d e d  i n  s u b p a r a g r a p h  ( B ) , r u l e s  s i m i l a r  t o  

t h e  r u l e s  o f  s e c t i o n  4 7 ( c ) ( 1 ) ( C )  s h a l l  a p p l y  i n  d e t e r m i n i n g  f o r  p u r p o s e s  o f  

p a r a g r a p h  (2)( C )  w h e t h e r  p r o p e r t y  is  s u b s t a n t i a l l y  r e h a b i l i t a t e d .

(B) E x c e p t i o n . — F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A), c l a u s e  (ii) o f  s e c t i o n  

4 7 ( c ) ( 1 ) ( C ) ( i )  s h a l l  n o t  a p p l y ,  b u t  t h e  S e c r e t a r y  m a y  e x t e n d  t h e  2 4 - m o n t h  

p e r i o d  i n  s e c t i o n  4 7 ( c ) ( 1 ) (C)(i) w h e r e  a p p r o p r i a t e  d u e  t o  c i r c u m s t a n c e s  n o t  

w i t h i n  t h e  c o n t r o l  o f  t h e  o w n e r .

(e) E l e c t i o n  o u t . — T h i s  s e c t i o n  s h a l l  n o t  a p p l y  t o  a n  i s s u e  i f —

(1) t h e  i s s u e r  e l e c t s  n o t  to  h a v e  t h i s  s e c t i o n  a p p l y  t o  s u c h  i s s u e ,  a n d

(2) s u c h  i s s u e  is a n  i s s u e  o f  e x e m p t  f a c i l i t y  b o n d s ,  o r  q u a l i f i e d  

r e d e v e l o p m e n t  b o n d s ,  to  w h i c h  s e c t i o n  1 4 6  a p p l i e s .

---------- — -----------------------CREDIT (fri   .  --------

1 9 9 7  E l e c t r o n i c  P o c k e t  P a r t  U p d a t e  s '
( A d d e d  P u b . L .  9 9 - 5 1 4 ,  T i t l e  X I I I ,  s 1 3 0 1 ( b ) ,  O c t .  22, 1 9 0 6 ,  1 0 0  S t a t ^ 6 2 9 ,  a n d  

a m e n d e d  P u b . L .  1 0 0 - 6 4 7 ,  T i t l e  I, 3 1 0 1 3  (a) (6) - (8), T i t l e  V, s 5 0 ! 1 2 K a ) , N o v .  10,

1 9 8 8 ,  1 0 2  S t a t .  3 5 3 8 ,  3 6 7 7 ;  P u b . L .  1 0 1 - 2 3 9 ,  T i t l e  V I I ,  s 7 8 1 > f f )  , D e c .  19,

1 9 8 9 ,  1 0 3  S t a t .  2 4 1 9 ;  P u b . L .  1 0 1 - 5 0 8 ,  T i t l e  X I ,  s 1 1 8 1 3  ( h X 7 ) ,  N o v .  5, 1 S 9 0 ,  

1 0 4  S t a t .  1 3 8 8 - 5 5 1 . )

<  G e n e r a l  M a t e r i a l s  (GM) - R e f e r e n c e s ,  A n n o t a t i o n s ,  o r  T a b l e s  >

H I S T O R I C A L  A N D  S T A T U T O R Y  N O T E S  

R e v i s i o n  N o t e s  a n d  L e g i s l a t i v e  R e p d f t s

L 9 8 6  A c t .  H o u s e  C o n f e r e n c e ^ R e p o r t  No .  9 9 - 8 4 1 ,  a n d  S t a t e m e n t  b y  P r e s i d e n t ,  s e e  

1 9 8 6  U . S . C o d e  C o n g ,  a n d  AdrfwNews, p. 4 0 7 5 .

1 9 8 8  A c t .  S e n a t e  R e p o r t  N o .  1 0 0 - 4 4 5  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o. 1 0 0 - 1 1 0 4 ,  

s e e  1 9 8 8  U . S . C o d e ^ C o n g .  a n d  A d m . N e w s ,  p. 4 5 1 5 .

1 9 6 9  A c t .  Hoyse R e p o r t  N o .  1 0 1 - 2 4 7  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 1 - 3 8 6 ,  

s e e  1 9 5 9  U n i c o d e  C o n g ,  a n d  A d m . N e w s ,  p. 1 9 0 6 .

1 9 9 0  Adft. H o l’ j R e p o r t  N o .  1 0 1 - 8 8 1  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o. 1 0 1 - 9 6 4 ,

s e e  1^990 U.S.'' >de C o n g ,  a n d  A d m . N e w s ,  p. 2 0 1 7 .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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C i t a t i o n  R a n k ( R )  D a t a b a s e  M o d e

9 2 2 6 0 6 2  R  8 O F  25 F T X - A L L  P a g e

( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n e t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

S e c t i o n  1 4 5  —  Q u a l i f i e d  S e c .  5 0 1 ( c ) ( 3 )  B o n d s

P u b l i c a t i o n  D a t e :  J u n e  26, 1 9 9 2

0 1 0 3 . 0 0 - 0 0

I n t e r e s t  o n  C e r t a i n  G o v e r n m e n t a l  O b l i g a t i o n s  ( E x c l u d e d  V.

N o t e x c l u d e d )

0 1 4 5 . 0 2 - 0 1

0 1 4 5 . 0 3 - 0 0

C C : F I & P :B r .5 / T R - 3 1 - 2 2 0 7 - 9 0

M a r c h  31, 1 9 9 2

L E G E N D :

X  = * * *

Complex Y = * * *
2 = * * *
P r o j e c t  = • * *

I s s u e r  => ” * *

O l d  B o n d s  =  * * * 

a = * * *
q — *  *• fr
Q — *  ★ *
D e a r  * * *

T h i s  l e t t e r  is o u r  r e p l y  t o  a r e q u e s t  f o r  r u l i n g s  o n  t h e  a p p l i c a t i o n  o f  

s e c t i o n  1 4 5  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  t o  a p r o p o s e d  i s s u e  o f  b o n d s  ( N e w  

B o n d s ) . T h e  r e q u e s t  w a s  s u b m i t t e d  b y  t h e  a u t h o r i z e d  r e p r e s e n t a t i v e s  o f  X.

F A C T S

X  r e p r e s e n t s  t h a t  i t  is a n  o r g a n i z a t i o n  d e s c r i b e d  in s e c t i o n  5 0 1 ( c ) ( 3 )  o f  t h e  

C o d e .  Z i s  l i c e n s e d  b y  a s t a t e  a g e n c y  a s  a h o s p i t a l  a n d  i s  a c c r e d i t e d  a s  a 

h o s p i t a l  b y  t h e  J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s . 

2 h a s  b e e n  c o n t i n u o u s l y  c e r t i f i e d  a s  a h o s p i t a l  p r o v i d e r  f o r  p u r p o s e s  o f  

r e c e i v i n g  M e d i c a r e  r e i m b u r s e m e n t  b y  t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  H e a l t h  a n d  

H u m a n  S e r v i c e s .

Z r e q u i r e s  e v e r y  p a t i e n t  to  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n .  

It p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s ,  r e n d e r e d  o r  s u p e r v i s e d  b y  r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e s ,  a n d  h a *  l i c e n s e d  p r a c t i c a l  n u r s e s  o r  r e g i s t e r e d  n u r s e s  o n  

d u t y  a t  a l l  t i m e s .  Z i3 licer. Q d f o r  a n d  o p e r a t e s  c b e d s .

Z is p a r t  o f  C o m p l e x  Y , w h i c h  c o n s i s t s  o f  o t h e r  h o s p i t a l s  a c c r e d i t e d  b y  t h e  

s t a t e  a g e n c y ,  a t e a c h i n g  f a c i l i t y ,  a n  a m b u l a t o r y  c a r e  f a c i l i t y ,  a n d  n o n - h e a l t h  

c a r e  f a c i l i t i e s .  A p p r o x i m a t e l y  80  p e r c e n t  o f  Z ' s  g r o s s  p a t i e n t  r e v e n u e s  a r e  

c u r r e n t l y  f r o m  i n p a t i e n t s .  H o w e v e r ,  X e x p e c t s  c h a t  c h a n g e s  in M e d i c a r e  

r e i m b u r s e m e n t ,  o t h e r  e c o n o m i c  p r e s s u r e s ,  a n d  a d v a n c e s  i n  t e c h n o l o g y  w i l l  f o r c e  

Z t o  i n c r e a s e  i t s  r e l a t i v e  a m o u n t  o f  o u t p a t i e n t  s e r v i c e s ,  m a k i n g  i t  l i k e l y  t h a t  

a m a j o r i t y  o f  s e r v i c e s  w i l l  e v e n t u a l l y  b e  r e n d e r e d  t o  o u t p a t i e n t s .

I n  1 9 9 0 ,  I s s u e r  i s s u e d  a d o l l a r s  o f  O l d  B o n d s  a n d  l o a n e d  t h e  p r o c e e d s  t o  X.

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k -
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( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

O f  t h e  p r o c e e d s  o f  t h e  O l d  B o n d s ,  b  d o l l a r s  a r e  b e i n g  u s e d  f o r  t h e  c o n s t r u c t i o n  

o f  P r o j e c t ,  w h i c h  is a n  a d d i t i o n  t o  Z. T h e  r e m a i n d e r  o f  t h e  p r o c e e d s  w e r e  o r  

a r e  b e i n g  u s e d  f o r  o t h e r  p u r p o s e s .  W h e n  t h e  O l d  B o n d s  w e r e  i s s u e d ,  X  a l r e a d .< 

e x c e e d e d  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n  s e t  f o r t h  in  s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h t  

C o d e .  T h e r e f o r e ,  t h e  i n t e r e s t  o n  t h e  O l d  B o n d s  w a s  n o t  e x c l u d a b l e  f r o m  g r o s s  

i n c o m e  u n d e r  s e c t i o n  1 0 3 ( a ) .

P r o j e c t  is c u r r e n t l y  u n d e r  c o n s t r u c t i o n .  W h e n  c o m p l e t e d ,  i t  w i l l  b e  p a r t  o f  

Z. X  e x p e c t s  P r o j e c t  t o  b e  l i c e n s e d  b y  t h e  s t a t e  a g e n c y  as  p a r t  o f  Z. B e c a u s e  

P r o j e c t  w i l l  e x p a n d  o u t p a t i e n t  s e r v i c e s ,  X  e x p e c t s  t h a t  a m a j o r i t y  o f  Z ' 3  
r e v e n u e s  w i l l  b e  f r o m  o u t p a t i e n t  s e r v i c e s  a n d  t h a t  a m a j o r i t y  c f  Z ' s  s p a c e  w i l l  

b e  u s e d  f o r  o u t p a t i e n t  s e r v i c e s .

X  n o w  p r o p o s e s  t o  d i r e c t  I s s u e r ,  in a c c o r d a n c e  w i t h  p r o v i s i o n s  o f  t h e  O l d  

B o n d s  i n d e n t u r e ,  t o  i s s u e  N e w  B o n d s  in  a n  a m o u n t  e q u a l  t o  t h e  b  d o l l a r s  o f  

p r o c e e d s  f r o m  t h e  O l d  B o n d s  u s e d  f o r  P r o j e c t .  T h e  p r o c e e d s  o f  t h e  N e w  B o n d s  

w i l l  b e  u s e d  t o  r e d e e m  p a r t  o f  t h e  o u t s t a n d i n g  O l d  B o n d s .

L A W  A N D  A N A L Y S I S

U n d e r  s e c t i o n  1 0 3 ( b ) ( 1 )  o f  t h e  C o d e ,  t h e  e x c l u s i o n  f r o m  g r o s s  i n c o m e  g r a n t e d  

t o  i n t e r e s t  o n  a s t a t e  o r  l o c a l  b o n d  d o e s  n o t  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s .  

H o w e v e r ,  t h e  e x c l u s i o n  d o e s  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s  t h a t  a r e  q u a l i f i e d  

b o n d s .  A m o n g  t h e  q u a l i f i e d  b o n d s  l i s t e d  i n  s e c t i o n  1 4 1 ( e ) ( 1 )  is a q u a l i f i e d  

5 0 1 ( c ) ( 3 )  b o n d .  A  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  is d e f i n e d  in  s e c t i o n  1 4 5 .

T o  b e  a q u a l i f i e d  5 0 1 ( c ) (3) b o n d ,  a b o n d  m u s t  s a t i s f y  a n u m b e r  o f  c o n d i t i o n s ,  

i n c l u d i n g  $ 1 5 0  m i l l i o n  v o l u m e  l i m i t a t i o n  s e t  f o r t h  in s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h e  

C o d e .  U n d e r  t h i s  l i m i t a t i o n ,  a b o n d  is n o t  t r e a t e d  a s  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  

b o n d  i f  i t  is p a r t  o f  a n  i s s u e  o f  b o n d s  w h o s e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

a l l o c a t e d  t o  a n y  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,  p l u s  t h e  a m o u n t  o f  t h a t  o r g a n i z a t i o n ' s  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s ,  e x c e e d s  $ 1 5 0  m i l l i o n .  A  5 0 1 ( c ) (3) 

o r g a n i z a t i o n  m u s t  b e  a t e 3 t - p e r i o d  b e n e f i c i a r y  u n d e r  s e c t i o n  1 4 5 ( b ) ( 4 ) .

U n d e r  s e c L i o n  1 4 5 ( b )  (1) o f  L h e  C o d e ,  t h e  $ 1 5 0  m i l l i o n  liitiiLaLlon d o e s  n o t  

a p p l y  t o  q u a l i f i e d  h o « p i t * l  b o n d s .  S e c t i o n  1 4 5 ( c )  d e f i n e s  a q u a l i f i e d  h o s p i t a l  

b o n d  as  a n y  b o n d  t h a t  i s  p a r t  o f  a n  i s s u e  i f  95 p e r c e n t  o r  m o r e  o f  t h e  i s s u e ' s  

n e t  p r o c e e d s  a r e  t o  b e  u s e d  f o r  a h o s p i t a l .  T h u s ,  u n l e s s  P r o j e c t  is a h o s p i t a l ,  

t h e  N e w  B o n d s  m u s t  b e  t e s t e d  u n d e r  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n .

T h e  t e r m  " h o s p i t a l "  is  n o t  d e f i n e d  i n  P a r t  IV, S u b c h a p t e r  B  o f  t h e  C o d e .  

H o w e v e r ,  t h e  C o n f e r e n c e  R e p o r t  f o r  t h e  T a x  R e f o r m  A c t  o f  1 9 0 6 ,  2 H . R ,  C o n f .

R e p .  No. 841, 9 9 t h  C o n g . ,  2 d  S e s s .  1 1 - 7 2 5 - 7 2 7  ( 1 9 8 6 ) ,  1 9 0 6 - 3  C . B .  (Vol. 4) 7 2 5 -  

727, i n d i c a t e s  t h a t  a h o s p i t a l  i s  a f a c i l i t y  t h a t  (1) is a c c r e d i t e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H o s p i t a l s  ( w h i c h  h a s  b e e n  s u c c e e d e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s ) /  (2) is  

p r i m a r i l y  u s e d  t o  p r o v i d e  d i a g n o s t i c  s e r v i c e s  a n d  t h e r a p e u t i c  s e r v i c e s  f o r  

m e d i c a l  d i a g n o s i s ,  t r e a t m e n t ,  a n d  c a r e  o f  i n j u r e d ,  d i s a b l e d  o r  s i c k  p e r s o n s  a s  

h o s p i t a l  i n p a t i e n t s  u n d e r  t h e  s u p e r v i s i o n  o f  p h y s i c i a n s ;  (3) h a s  a r e q u i r e m e n t  

t h a t  e v e r y  p a t i e n t  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n ;  a n d  (4) 

p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s  r e n d e r e d  o r  s u p e r v i s e d  b y  a r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e  a n d  h a s  a l i c e n s e d  p r a c t i c a l  n u r s e  o r  r e g i s t e r e d  n u r s e  on  

d u t y  a t  a l l  t i m e s .  T h e  R e p o r t  m a k e s  c l e a r  t h a t  t h e  t e r m  " h o s p i t a l "  d o e s  n o t  

i n c l u d e  r e s t  o r  n u r s i n g  h o m e s ,  d a y  c a r e  c e n t e r s ,  m e d i c a l  s c h o o l  f a c i l i t i e s ,  

r e s e a r c h  l a b o r a t o r i e s  o r  a m b u l a t o r y  s u r g i c e n t e r s .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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( P u b l i c a t i o n  p a g e  r e f e ^ a n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

B a s e d  o n  t he i n f o r m a t i o n  s u b m i t t e d ,  Z s a t i s f i e s  t h e  t e s t s  o f  a c c r e d i t a t i o n ,  

p h y s i c i a n  s u p e r v i s i o n ,  a n d  n u r s i n g  s e r v i c e s .  T h e  r e m a i n i n g  q u e s t i o n  is w h e t h e r  

it  p r o v i d e s  s e r v i c e s  p r i m a r i l y  t o  i n p a t i e n t s .

T h e  l e g i s l a t i v e  h i s t o r y  p r o v i d e s  n o  t e s t  f o r  d e t e r m i n i n g  w h e t h e r  a f a c i l i t y  

is p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e n t s .  H o w e v e r ,  w e  b e l i e v e  Z is 

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

(1) it  h a s  a p r i n c i p a l ,  r a t h e r  t h a n  a n  i n c i d e n t a l ,  p u r p o s e  t o  s e r v e  

i n p a t i e n t s ,  (2) it h a s  a s u b s t a n t i a l  p o r t i o n  o f  i t s  r e v e n u e s  d e r i v e d  f r o m  a n d  a 

s u b s t a n t i a l  p o r t i o n  o f  i t s  a r e a  d e v o t e d  t o  i n p a t i e n t s ;  (3) i t  h a s  w e l l -  

e s t a b l i s h e d  f a c i l i t i e s  t o  aci ~ m m o d a t e  o n - s i t e  s c h e d u l e d  i n p a t i e n t s ;  a n d  (4) it 

h a s  w e l l - e s t a b l i s h e d  f a c i l i t i e s  t o  a c c o m m o d a t e  o n - s i t e  a r e c i p i e n t  o f

o. t p a t i e n t  s e r v i c e s  w h o  is  i m m e d i a t e l y  c o n v e r t e d  t o  a n  i n p a t i e n t  e i t h e r  w h e n  

c o m p l i c a t i o n s  r e s u l t  f r o m  a n y  o u t p a t i e n t  s e r v i c e s  r e n d e r e d  o r  w h e n  a q u a l i f i e d  

h e a l t h - c a r e  p r o f e s s i o n a l  c o n s i d e r s  i t  m e d i c a l l y  p r u d e n t .  T h u s ,  a t  t h e  p r e s e n t  

t i m e ,  Z is p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e r . c s .

C O N C L U S I O N

W e  c o n c l u d e  t h a t  Z is p r e s e n t l y  a h o s p i t a l  w i t h i n  t h e  m e a n i n g  o f  s e c t i o n s  

1 4 5 ( b )  a n d  (c) o f  t h e  C o d e .  H o w e v e r ,  w e  e x p r e s s  n o  o p i n i o n  o n  t h e  f o l l o w i n g  

q u e s t i o n s :  (1) w h e t h e r  Z a n d  P r o j e c t  w i l l  c o n t i n u e  t o  m e e t  t h e  d e f i n i t i o n  o f  a 

h o s p i t a l  i f  t h e r e  a r e  c h a n g e s  i n  a n y  o f  t h e  f o u r  s p e c i f i e d  c h a r a c t e r i s t i c s ;  (2) 

w h e t h e r  t h e  p r o p o s e d  a l l o c a t i o n  o f  N e w  B o n d s '  p r o c e e d s  f o r  p u r p o s e s  o f  s e c t i o n  

1 4 5  i s  r e a s o n a b l e ;  a n d  (3) w h e t h e r  t h e  N e w  B o n d s  w o u l d  c a u s e  t h e  $ 1 5 0  m i l l i o n  

l i m i t a t i o n  o f  s e c t i o n  1 4 5 ( b ) ( 1 )  t o  b e  e x c e e d e d .  In a d d i t i o n ,  w e  e x p r e s s  n o  

o p i n i o n  o n  t h e  p r o p o s e d  t r a n s a c t i o n  u n d e r  a n y  o t h e r  p r o v i s i o n s  o f  t h e  C o d e .

T h i s  r u l i n g  l e t t e r  is  d i r e c t e d  o n l y  t o  t h e  p e r s o n  t h a t  r e q u e s t e d  i t. S e c t i o n  

6 1 1 0 ( j )(3) o f  t h e  C o d e  s t a t e s  t h a t  t h e  l e t t e r  m a y  n o t  b e  u s e d  o r  c i t e d  a s  

p r e c e d e n t .  N o  t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  p e r t a i n i n g  t o  t h e  r u l i n g  a d d r e s s e d  

in  t h i 3  l e t t e r  h a v e  b e e n  a d o p t e d .  T h e r e f o r e ,  as s t a t e d  i n  s e c t i o n  1 1 . 0 4  o f  R e v .  

P r o c .  9 2 - 1 ,  1 9 9 2 - 1  I . R . B .  7, 30, t h i s  l e t t e r  w i l l  b e  m o d i f i e d  o r  r e v o k e d  w h e n  

t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  a r e  a d o p t e d ,  to t h e  e x t e n t  t h e  r e g u l a t i o n s  a r e  

i n c o n s i s t e n t  w i t h  a n y  o f  t h i s  l e t t e r ' s  r u l i n g .  H o w e v e r ,  i f  t h e  c r i t e r i a  *et 

f o r t h  i n  s e c t i o n  1 1 . 0 5  o f  R e v .  P r o c .  9 2 - 1  a r e  s a t i s f i e d ,  t h e  r u l i n g  i n  t h i s  

l e t t e r  w i l l  n o t  b e  m o d i f i e d  r e t r o a c t i v e l y ,  e x c e p t  i n  r a r e  o r  u n u s u a l  

c i r c u m s t a n c e s .
I n  a c c o r d a n c e  w i t h  t h e  p o w e r  o f  a t t o r n e y  f i l e d  w i t h  t h i s  o f f i c e ,  a c o p y  o f  

t h i s  l e t t e r  h a s  b e e n  m a i l e d  t o  y o u r  a u t h o r i z e d  r e p r e s e n t a t i v e .

S i n c e r e l y  y o u r s ,

A s s i s t a n t  C h i e f  C o u n s e l  

( F i n a n c i a l  I n s t i t u t i o n s  &

P r o d u c t s )

By: L o n  B. S m i t h  

C h i e f ,  B r a n c h  5 

E n c l o s u r e :

C o p y  f o r  s e c t i o n  6 1 1 0  p u r p o s e s

I n t e r n a l  R e  e n u e  S e r v i c e

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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(Cite aa: C 8 7 5  A L I - A B A  179)

A L I - A B A  C o u r s e  o f  S t u d y  

T a x  E x e m p t  C h a r i t a b l e  O r g a n i z a t i o n s  

C o s p o n s o r e d  b y  t h e  A B A  S e c t i o n  o f  T a x a t i o n

* 1 7 9  T A X  E X E M P T  F I N A N C I N G  A N D  C H A R I T I E S

C o p y r i g h t  (c) 1 9 9 3  T h e  A m e r i c a n  L a w  I n s t i t u t e ;  F r e d e r i c  L. B a l l a r d ,  Jr.

D e c e m b e r  2, 1 9 9 3

F r e d e r i c  L. B a l l a r d ,  Jr.

B a l l a r d ,  S p a h r ,  A n d r e w s  4 I n g e r s o l l  

W a s h i n g t o n ,  D.C .

*181 1. B a 3 i c  t r a n s a c t i o n  u s e s  p r o c e e d s  o f  m u n i c i p a l  b o n d s  t o  f i n a n c e  

f a c i l i t i e s  f o r  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,

(a) C i t y  o r  s t a t e ,  o r  a u t h o r i t y  f o r m e d  b y  c i t y  o r  s t a t e  ( c o l l e c t i v e l y ,  th e  

" i s s u e r " ) ,  i s s u e s  b o n d s  t h a t  a r e  e x e m p t  f r o m  F e d e r a l  i n c o m e  t a x  a n d  

a l t e r n a t i v e  m i n i m u m  t a x .

(b) I s s u e r  l e n d s  p r o c e e d s  t o  h o s p i t a l  o r  o t h e r  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  

( " b o r r o w e r " )  f o r  a p p l i c a t i o n  t o  c o s t s  o f  f a c i l i t y .

(1) I n  s o m e  states?/ t r a n s a c t i o n  m a y  i n  f o r m  o t h e r  t h a n  l o a n ,  s u c h  as  

l e a s e ,  s u b l e a s e ,  o r  i n s t a l l m e n t  s a l e .

(2) N o n - l o a n  f o r m a t s  o r i g i n a t e d  h i s t o r i c a l l y  o u t  o f  c o n c e r n  o v e r  l e g a l i t y  

o f  g o v e r n m e n t  m a k i n g  l o a n  t o  p r i v a t e  p a r t i e s .

(c) P a y m e n t s  b y  b o r r o w e r  t o  i s s u e r  p r o v i d e  i s s u e r  w i t h  f u n d s  t o  p a y  d e b t  

s e r v i c e  o n  b o n d 3  p l u s  e x p e n s e s ;  r e f l e c t  i n t e r e s t  r a t e  s a v i n g s  d u e  t o  t a x  

e x e m p t i o n  o f  b o n d  i n t e r e s t .

(d) T a x - e x e m p t  b o n d s  f o r  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  ( " q u a l i f i e d  5 0 1 ( c ) ( 3 )  

b o n d s " )  a r e  s u b j e c t  t o  v a r i o u s  l i m i t s  u n d e r  I n t e r n a l  R e v e n u e  C o d e  -

(1) T h e  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  m u s t  i n  f a c t  b e  e x e m p t  u n d e r  s e c t i o n  

5 0 1 ( c ) ( 3 )  a n d  m u s t  n o t  u s e  t h e  f i n a n c e d  p r o j e c t  in a n  u n r e l a t e d  t r a d e  o r  

b u s i n e s s .

(A) S u b s t a n t i v e  q u e s t i o n s  i n  s o m e  a r e a s ,  s u c h  a s  l o w - i n c c m e  h o u s i n g  

( 7 5 %  o f  t e n a n t s  b e l o w  6 0 %  o f  a r e a  m e d i a n  i n c o m e ,  u n d e r  R e v .  P r o c .  9 3 - 1 ) .

(B) M a n a g e m e n t  c o n t r a c t s  m u s t  m e e t  5 - y e a r  o v e r a l l  l i m i t ,  p r i c i n g  

r e q u i r e m e n t s ,  a n d  o t h e r  c o n d i t i o n s  o f  R e v .  P r o c .  9 3 - 1 9 .

(C) A l l o c a t i o n s  s o m e t i m e s  p e r m i t t e d  b.'.tween c o s t  o f  q u a l i f y i n g  u s e s  a n d  

n o n q u a l i f y i n g  u s e s  -

* 1 0 2  - A l l o c a t i o n  p e r m i t t e d  o n  b a s i s  o f  s p a c e .  L T R  8 8 2 7 0 6 5  

( p a r k i n g  f a c i l i t y  p h y s i c a l l y  s e g r e g a t e d  b e t w e e n  e x e m p t  a n d  n o n - e x e m p t  

u s e  o f  p a r k i n g  s p a c e s ) .

- A l l o c a t i o n  p e r m i t t e d  o n  b a s i s  o f  r e v e n u e s .  L T R  9 1 2 5 0 5 0  ( r e s e a r c h  

f o u n d a t i o n  m a y  f i n a n c e  p o r t i o n  o f  C 0 3 t  o f  f a c i l i t y  d e t e r m i n e d  b y  

p r o r a t i n g  q u a l i f i e d  r e v e n u e s  a g a i n s t  p r i v a t e  s p o n s o r e d  r e v e n u e s ) .

(2) T h e  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  c a n n o t  h a v e  m o r e  t h a n  5 1 5 0 , 0 0 0 , 0 0 0  o f  t a x -  

e x e m p t  f i n a n c i n g  f o r  " n o n h o s p i t a l "  f a c i l i t i e s ;  n o  l i m i t  o n  q u a l i f i e d  

5 0 1 ( c ) ( 3 )  b o n d s  f o r  h o s p i t a l  f a c i l i t i e s  (IR C  s 1 4 5 ) .

(A) B o n d s  i s s u e d  b e f o r e  1 9 8 6  l e g i s l a t i o n  c o u n t  as  w e l l  a s  b o n d s  i s s u e d  

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s

PAGE 1
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a f t e r w a r d s .

(B ) " H o s p i t a l "  is d e f i n e d  as  f a c i l i t y  t h a t  —

- is  a c c r e d i t e d ,

- is  " p r i m a r i l y "  u s e d  t o  p r o v i d e  i n p a t i e n t  d i a g n o s t i c  o r  t h e r a p e u t i c  

s e r v i c e s  u n d e r  s u p e r v i s i o n  o f  a p h y s i c i a n ,

- r e q u i r e s  t h a t  e v e r y  p a t i e n t  b e  u n d e r  s u p e r v i s i o n  o f  a p h y s i c i a n ,  

a n d

- p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s .  G e n e r a l  E x p l a n a t i o n  o f  T a x  

R e f o r m  A c t  o f  1 9 8 6 ,  J o i n t  C o m m i t t e e  o n  T a x a t i o n  (198 7 )  [ " J o i n t  

C o m m i t t e e  E x p l a n a t i o n " )  a t  1 1 8 8 .

(C) Q u e s t i o n a b l e  w h e t h e r  r e h a b i l i t a t i o n  h o s p i t a l s  a r e  c o n s i d e r e d  

h o s p i t a l s  f o r  p u r p o s e s  o f  t h i s  d e f i n i t i o n .  C o m p a r e  J o i n t  C o m m i t t e e  

E x p l a n a t i o n  l a n g u a g e  w i t h  42 U . S . C .  s 1 3 9 5 x ( e ) .

(D) If  95 %  o f  n e t  p r o c e e d s  (90 %  f o r  p r e - 8 / 1 6 / 8 6  b o n d s )  a r e  u s e d

to  p r o v i d e  a h o s p i t a l ,  e n t i r e  i s s u e  is t r e a t e d  as  h o s p i t a l  b o n d * .  J o i n t  

C o m m i t t e e  E x p l a n a t i o n  a t  1 1 8 8 .

i.Z) N o n - h o s p i t a l  f i n a n c i n g s  o f  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  u n d e r  c o m m o n  

m a n a g e m e n t  o r  *18 3  c o n t r o l  ( " r e l a t e d  o r g a n i z a t i o n s " )  a r e  a g g r e g a t e d .

(F) M i x e d  u s e  a s  b e t w e e n  h o s p i t a l  a n d  n o n h o s p i t a l  f a c i l i t i e s .

- T r e a t  i s s u e  a s  e x e m p t  f r o m  $ 1 5 0 , 0 0 0 , 0 0 0  l i m i t  t o  e x t e n t  o f  

p r o p o r t i o n a l  h o s p i t a l  s e r v i c e s .

- T r e a s u r y  m a y  p r e s c r i b e  o t h e r  a l l o c a t i o n  m e t h o d s .  J o i n t  C o m m i t t e e  

E x p l a n a t i o n  a t  1 1 8 8 .

- S e e  a l s o  L T R  9 8 2 2 1 0 0  ( f a c i l i t i e s  l o c a t e d  in  h o s p i t a l  b u t  u s e d  b o t h  

b y  i n p a t i e n t s  a n d  b y  o u t p a t i e n t s  a r e  h o s p i t a l  f a c i l i t i e s ) .

(3) E l e c t e d  o f f i c i a l  m u s t  a p p r o v e  b o n d  i s s u a n c e  a f t e r  p u b l i c  h e a r i n g  

( I R C  s 1 4 7 ( f ) ).

(4) A v e r a g e  m a t u r i t y  o f  b o n d s  c a n n o t  e x c e e d  1 2 0 %  o f  a v e r a g e  e c o n o m i c  l i f e  

o f  f i n a n c e d  f a c i l i t i e s  ( I R C  s 1 4 7 ( b ) ) .

(5) P r o c e e d s  c a n n o t  b e  u s e d  f o r  i n t e r n a l  r e i m b u r s e m e n t  o f  p r e - b o n d  

e x p e n d i t u r e s  u n l e s s  -

(A) I s s u e r  o r  b o r r o w e r  a d o p t e d  a q u a l i f y i n g  " d e c l a r a t i o n  o f  o f f i c i a l  

i n t e n t "  n o t  l a t e r  t h a n  60 d a y s  a f t e r  t h e  e x p e n d i t u r e  ( e x c e p t i o n  f o r  

" p r e l i m i n a r y  e x p e n d i t u r e s "  s u c h  a s  a r c h i t e c t s  f e e s ) ,  a n d

(B ) B o n d  i s s u a n c e  a n d  r e i m b u r s e m e n t  t r a n s f e r  occ- - w i t h i n  18 m o n t h s  

a f t e r  e x p e n d i t u r e  o r  c o m p l e t i o n  o f  p r o j e c t ,  b u t  - l a t e r  t h a n  3 y e a r s  

a f t e r  e x p e n d i t u r e .

(6 ) I s s u e r  a n d  b o r r o w e r  m u s t  c o m p l y  w i t h  a r b i t r a g e  b o n d  r e q u i r e m e n t s  -

(A) M u s t  m a k e  " r e b a t e "  p a y m e n t s  t o  F e d e r a l  g o v e r n m e n t  e q u a l  to 

a r b i t r a g e  ( i n v e s t m e n t  i n c o m e  a t  y i e l d  a b o v e  b o n d  y i e l d )  f r o m  -

(i) R e s e r v e  f u n d ,

*184 (ii) P r o j e c t  f u n d ,  u n l e s s  6 - m o n t h ,  1 8 - m o n t h ,  o r  2 - y e a r  

" s p e n d i n g  e x c e p t i o n "  a p p l i e s .

(B) I f  b o n d s  a r e  " a d v a n c e  r e f u n d i n g  b o n d s "  ( i s s u e d  t o  p a y  o f f  a p r i o r  

i s s u e  a t  r e d e m p t i o n  d a t e  m o r e  t h a n  90 d a y s  in f u t u r e ) , c a n n o t  i n v e s t  

p r o c e e d s  a t  y i e l d  m o r e  t h a n  .0 0 1 % o v e r  t h e  b o n d  y i e l d ;  p r o j e c t  b o n d s  

i s s u e d  a f t e r  1 9 8 5  m a y  b e  a d v a n c e  r e f j n d e d  o n c e .

(7) C h a n g e  i n  u s e  o f  f a c i l i t y ,  s u c h  as s a l e  t o  b u s i n e s s ,  m a y  b e  p o s s i b l e  

u n d e r  R e v .  P r o c .  9 3 - 1 7  i f  -

(A) N o t  e x p e c t e d  w h e n  b o n d s  w e r e  i s s u e d ,
C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s



02-08.97 SAT 13:36 FAT 907 279 4239 K E E S A L  VOU N G  k LO GAN 8)013

C 8 7 5  A L I - A B A  1 7 9  P A G E  3

(Cite ft*: C 8 7 5  X L  I - A A A  179, *184)

(B) 5 y e a r s  h a v e  p a s s e d .

(C) P r i c e  is f a i r ,

(D) B o n d s  a r e  r e d « « m e d .

2. P o t e n t i a l l y  a b u s i v e  t r a n s a c t i o n s  u n d e r  IP.-90-60.

.a) 5 0 1 ( c ) ( 3 )  o r g a n i s a t i o n  a c q u i r e s  n u r s i n g  h o m e  o r  h o s p i t a l  w i t h  p r o c e e d s  

o f  t a x - e x e m p t  b o n d s ,  f o r  e x a m p l e  w i t h  " m a n a g e - b a c k ” a g r e e m e n t  t o  d e v e l o p e r .

(b) F a c i l i t i e s  f i n a n c e d  w i t h  t a x - e x e m p t  b o n d s  a r e  s o l d  o r  l e a s e d  b y  a 

5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  t o  p a r t n e r s h i p  o r  o t h e r  e n t i t i e s  o f  m e d i c a l  s t a f f .

(c) P r i v a t e  h e a l t h  c a r e  f a c i l i t y  s e l l s  a n  u n p r o f i t a b l e  f a c i l i t y  to  a 

5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,  f o r  e x a m p l e  n e w l y  f o r m e d  b y  t h e  p r i v a t e  c o r p o r a t i o n  

a n d  u s i n g  b o n d  f i n a n c i n g .

(d) S e e  a l 3 o: A n n o u n c e m e n t  93-2, P r o p o s e d  E x a m i n a t i o n  G u i d e l i n e s  R e g a r d i n g  

C o l l e g e s  a n d  U n i v e r s i t i e s ,  s 3 4 2 . 7  ( e . g  " d e t e r m i n e  w h e t h e r  t h e  b o a r d  o f  

d i r e c t o r s  o f  t h e  u n i v e r s i t y  h a v e  m e t  a p r u d e n t  m a n  f i d u c i a r y  s t a n d a r d  i n  

i n c u r r i n g  t h e  d e b t " ) .

3. P a r t i c u l a r  p r o b l e m s  i n  f i n a n c i n g  " w o r k i n g  c a p i t a l . "

(a) " W o r k i n g  c a p i t a l "  e x p e n d i t u r e s  a r e  d e f i n e d  a s  e x p e n d i t u r e s  n o t  p r o p e r l y  

c h a r g e a b l e  t o  c a p i t a l  a c c o u n t  u n d e r  g e n e r a l  t a x  p r i n c i p l e s  - t h a t  is., 

o p e r a t i n g  e x p e n s e s .  R e g .  s 1 . 1 5 0 - l ( b ) .

*18 5  (b) A r b i t r a g e  b o n d  r e g u l a t i o n s  p r e v e n t  a n  i s s u e r  f r o m  " a l l o c a t i n g "  

p r o c e e d s  t o  e x p e n d i t u r e s  f o r  w o r k i n g  c a p i t a l  u n l e s s  t h e r e  a r e  n o  o t h e r  f u n d s  

a v a i l a b l e .

(1) E x c e p t i o n s  f o r  " d e  m i n i m i s "  a l l o c a t i o n s  (e.g., 5%  o f  i s s u e  m a y  b e  

a l l o c a t e d  t o  w o r k i n g  c a p i t a l  e x p e n d i t u r e s ,  s u c h  os  i n i t i a l  o p e r a t i n g  

e x p e n s e s ,  t h a t  a r e  d i r e c t l y  r e l a t e d  t o  c a p i t a l  c o s t s  f i n a n c e d  b y  t h e  

i s s u e ) .

(2) F u n d s  h e l d  i n  a  " r e a s o n a b l e  w o r k i n g  c a p i t a l  r e s e r v e "  ( e q u a l  to 5%  o f  

p r i o r  y e a r ' s  e x p e n s e s )  c a n  b e  t r e a t e d  a s  u n a v a i l a b l e ,  u n l e s s  t h e  r e s e r v e  

r e p r e s e n t s  a n  a c c u m u l a t i o n  o f  f u n d s  r e p l a c e d  b y  t h e  b o n d  p r o c e e d s .

4. E m e r g i n g  t e c h n i q u e s  w i t h  " d e r i v a t i v e "  s e c u r i t i e s .

(a) F i x e d - r a t e  b o n d s  c a n  b e  " f r a c t i o n a t e d "  b y  p a r t i e s  i n t o  d e r i v a t i v e  

p r o d u c t s  t o  m e e t  p a r t i c u l a r  m a r k e t s .

(b) E x a m p l e :  f i r s t  h a l f  o f  i s s u e  b e a r s  i n t e r e s t  a t  c o n v e n t i o n a l  f l o a t i n g

r a t e ,  s e c o n d  h a l f  jets d i f f e r e n c e  b e t w e e n  f i r s t  h a l f ’s r a t e  a n d  a f i x e d  r a t e

( " i n v e r s e  f l o a t e r s "  o r  " r e s i d u a l  i n t e r e s t  b o n d s " ) .

(c) A n o t h e r  e x a m p l e :  b o n d h o l d e r s  r e c e i v e  f l o a t i n g  r a t e ;  i s s u e r  e n t e r s  a n  

i n t e r e s t  r a t e  e x c h a n g e  c o n t r a c t  ( " s w a p  c o n t r a c t " )  w i t h  a f i n a n c i a l  

i n s t i t u t i o n  t o  h e d g e  i t s  r a t e  r i s k .

(d) D e s i r e d  r e s u l t  i n  b o t h  c a s e s  is t a x  t r e a t m e n t  a s  a f i x e d - r a t e  i s s u e  o f  

d e b t .

5. E m e r g i n g  p r o b l e m s  u n d e r  H e a l t h  S e c u r i t y  P l a n .

(a) H o w  t o  f i n a n c e  w o r k i n g  c a p i t a l  r e q u i r e m e n t s  o f  a h e a l t h  a l l i a n c e .

(b) H o w  to f i n a n c e  a s t a t e  g u a r a n t e e  f u n d  f o r  f a i l i n g  h o s p i t a l s .

C 8 7 5  A L I - A B A  1 7 9

E N D  O F  D O C U M E N T
C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s



ALASKA STATE

H o s p i t a l  &  N u r s in g  H o m e
ASSOCIATION

Testimony on House Bill 102 February 10, 1997

Mr. Chairman & Members of the House Finance Committee:

For the record, my name is Garrey Peska and I’m here representing the Alaska State 
Hospital and Nursing Home Association.

The Association members respectfully request that House Bill 102 not be passed from 
this committee and that the Alaska Medical Facilities Authority not be abolished.

This Authority was set up in 1978 for the purpose of selling tax exempt revenue bonds 
with the proceeds being used for medical facility construction and improvements.

In the past the Authority provided financing for two projects through bond sales. One 
was for the purchase of Careage North and the other was for remodeling Fairbanks 
Memorial Hospital. The Careage North bonds were retired on June 16, 1989 and the 
Fairbanks Memorial bonds were retired in March of 1990.

Since then there has been no activity in the Authority. That's at least in part due to the 
tact that Alaska had enough money for a while to provide direct funding for hospital 
projects through the Capital Budget. That hasn’t been happening lately and we don't 
expect to see it happen again in the near future.

Leaving th^ Authority on the books will provide a mechanism for selling tax exempt 
revenue bonds to finance medical facility construction and improvements in the future. 
Some facilities are municipally owned and they can sell revenue bonds through the 
municipalities and the State Municipal Bond Bank. Other non profit facilities that are 
not municipally owned could use this Authority for that purpose. We know of no other 
mechanism that would allow medical facilities to sell tax exempt revenue bonds for 
construction and improvement financing.

The Hospital & Nursing Home Association’s lawyer has reviewed the State and 
Federal laws related to the Authority. In her report she verifies that the Authority may 
still sell these bonds under current Federal law. There is no compelling reason to 
abolish the Authority and I think the subject came up mostly because of the lack of 
activity in the Authority sine3 1990.

The Department of Revenue says that if bonds are sold by the Authority they are not 
general or moral obligations of the State. They are secured by lease payments on 
medical facilities mortgaged to the Authority and there would be no impact on the 
State's bond rating.

319 Seward Street #11 • Juneau, A K  99801 • (907) 586-1790 • Fax (907) 463-3573
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Hr. G a r r e y  P e o k a
A l a s k a  S t a t e  H o s p i t a l  6 N u r s i n g  H o m e  

A o o o o i a t i o n  

F e b r u a r y  8, 1997 
P a g e  2

R e :  P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  Fi l e  No. 4 5 66-10

c o n f i r m  t h a t  t h e  r e p e a l  w o u l d  not e l i m i n a t e  a p o s s i b l e  m e a n s  of 

f i n a n c i n g  t h e  c o n s t r u c t i o n  of h e a l t h  c a r e  f a c i l i t i e s  t h a t  m i g h t  n o t  
o t h e r w i s e  b e  a v a i l a b l e .

R e a d i n g  b e t w e e n  the lines, I b e l i e v e  t h e  1986 c h a n g e  in 
f e d e r a l  l a w  t h a t  w a s  m e n t i o n e d  m u s t  h a v e  b e e n  t h e  a d o p t i o n  of t h e  
T a x  R e f o r m  A c t  of 1986. T h a t  law p l a c e d  c e r t a i n  l i m i t a t i o n s  o n  the 
t a x  e x e m p t i o n s  t h a t  are a v a i l a b l e  for i n t e r e s t  e a r n e d  on s t a t e  a n d  
l o c a l  b o n d s .  A m o n g  o t h e r  things, t h e  A l a s k a  M e d i c a l  F a c i l i t y  
A u t h o r i t y  is a u t h o r i z e d  to issue r e v e n u e  b o n d s  f o r  t h e  p u r p o s e  of 
e s t a b l i s h i n g  a n d  e q u i p p i n g  h e a l t h  c a r e  f a c i l i t i e s .  T h o s e  b o n d s  a r e  
e x e m p t  f r o m  s t a t e  taxes. Clearly, h o w e v e r ,  i f  t h e  b o n d s  w e r e  
e x e m p t  f r o m  s t a t e  tax e s  b u t  not e x e m p t  f r o m  f e d e r a l  taxes, t h e y  
w o u l d  n o t  b e  as at t r a c t i v e .  I h a v e  r e s e a r c h e d  t h e  c u r r e n t  s t a t u s  
o f  t h e  a v a i l a b i l i t y  of a federal t a x  e x e m p t i o n  f o r  s t a t e  a n d  l o c a l  
g o v e r n m e n t  b o n d s  u s e d  to f i nance c o n s t r u c t i o n  o f  h e a l t h  c a r e  
f a c i l i t i e s ,  a n d  I h a v e  d e t e r m i n e d  that, w i t h  s o m e  r e s t r i c t i o n s ,  t h e  
t a x  e x e m p t i o n  is sti l l  available. S p e c i f i c a l l y ,  t h e  f e d e r a l  t a x  
e x e m p t i o n  c o n t i n u e s  to be a v a i l a b l e  w i t h o u t  l i m i t a t i o n  for n o n­
p r o f i t  h o s p i t a l  b o n d s  and is a v a i l a b l e  for o t h e r  n o n - p r o f i t  
p u r p o s e s ,  w i t h  s o m e  limitations.

O n d e r  s e c t i o n s  145 and 5 01^0)(3) o f  t h e  I n t e r n a l  R e v e n u e
C o d e ,  if 95 p e r c e n t  of a state o r  loc a l  b o n d  i s s u e  is for t h s  u s e
o f  a  " h o s p i t a l "  t h a t  is o t h e r w i s e  e x e m p t  f r o m  f e d e r a l  i n c o m e  t a x  
u n d e r  s e c t i o n  501(c) (3), th e n  the i n t e r e s t  o n  t h o s e  b o n d s  is e x e m p t  
a n d  t h e r e  is n o  l i m i t  on the a m o u n t  o f  s u c h  b o n d s  t h a t  c a n  b e  
i s s u e d .  O t h e r  s o - c a l l e d  "501(c)(3) b o n d s "  a l s o  a r e  t a x  exempt, 
but, e x c e p t  f o r  " h o s p i t a l  bonds," t h e r e  is a $1 5 0  m i l l i o n  l i m i t  on 
t h e  a m o u n t  of b o n d s  t h a t  m a y  be outstanding at any one time.

A s  b a c k - u p  do c u m e n t a t i o n ,  e n c l o s e d  I a m  s e n d i n g  y o u
c o p i e s  o f  t h e  f o l l o w i n g :

1. S e c t i o n  145 of the I n t e r n a l  R e v e n u e  Code, " Q u a l i f i e d  
5 0 1 ( c ) ( 3 )  B o n d " ;

2. I n t e r n a l  R e v e n u e  S e r v i c e  P r i v a t e  L e t t e r  R u l i n g  
9 2 2 6 0 6 2  ( M a r c h  3, 1992) (discussing s t a n d a r d s  f o r  i d e n t i f y i n g  a 
" h o s p i t a l "  n o t  s u b j e c t  t o  the $150 m i l l i o n  l i m i t  on t a x  e x e m p t  

b o n d s ) ; a n d
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Hr. G a r r e y  M. Pes k a
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  H o n e  A s s o c i a t i o n  
P. 0. B o x  2 4 0 1 8 5  
D o u g l a s ,  A l a s k a  99824

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  o f  M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  F i l e  No. 4 5 6 6 - 1Q

D e a r  G a r r e y :

Y o u  ha v e  a s k e d  m e  t o  r e v i e w  R e p r e s e n t a t i v e  T h e r r i a u l t ' s  
p r o p o s e d  l e g i s l a t i o n  r e p e a l i n g  A S  18.26, w h i c h  e s t a b l i s h e s  t h e  
A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y .  I u n d e r s t a n d  f r o m  t h e  t e l e p h o n e  
m e s s a g e  t h a t  I r e c e i v e d  f r o m  y o u  l a t e  y e s t e r d a y  aft e r  toon t h a t  s u c h  
a b i l l  n o w  h a s  b e e n  i n t r o d u c e d  a n d  t h a t  a h e a r i n g  is s c h e d u l e d  at 
1 : 3 0  o n  M o n d a y  a f t e r n o o n ,  F e b r u a r y  10.

M y  u n d e r s t a n d i n g  o f  t h e  s u p p o s e d  p u r p o s e  o f  t h i s  
l e g i s l a t i o n  is b a s e d  o n  c o m m e n t s  t h a t  w e r e  m a d e  in t h e  m e e t i n g s  of 
A S H N H A ' s  L e g i s l a t i v e  C o m m i t t e e  a n d  t h e  E x e c u t i v e  C o m m i t t e e  on 
T h u r s d a y ,  F e b r u a r y  6. S p e c i f i c a l l y ,  it w a s  e x p l a i n e d  that, 
o r i g i n a l l y ,  t h e  A u t h o r i t y  h a d  b e e n  e s t a b l i s h e d  to t a k e  a d v a n t a g e  ol 
a f i n a n c i n g  m e c h a n i s m  t h a t  h a d  b e e n  a u t h o r i z e d  b y  f e d e r a l  l a v  a n d  
t h a t  in 1986 f e d e r a l  l a w  h a d  b e e n  c h a n g e d  so f i a t  s u c h  f i n a n c i n g  
w a s  n o  l o n g e r  p o s s i b l e .  B e f o r e  a d o p t i n g  a p o s i t i o n  o n  t h e  p r o p o s e d  
r e p e a l ,  A S H N H A  w a n t e d  t o  d e t e r m i n e  d e f i n i t e l y  w h e t h e r  t h a t  

b a c k g r o u n d  i n f o r m a t i o n  w a s  a c c u r a t e .  T h e  s p e c i f i c  c o n c e r n  w a s  to
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Mr. G a r r e y  P e s k a
A l a s k a  S t a t e  H o s p i t a l  fc N u r s i n g  H o n e  

A o a o o i a t i o n  

F e b r u a r y  0, 1997 
P a g e  2

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  

Qyr gilS-lte,_.Aa$.g- 1 0

c o n f i r m  t h a t  t h e  r e p e a l  w o u l d  n o t  e l i m i n a t e  a p o s s i b l e  'i«ans of 
f i n a n c i n g  t h e  c o n s t r u c t i o n  of h e a l t h  c a r e  f a c i l i t i e s  t h a t  raight n o t  
o t h e r w i s e  b e  a v a i l a b l e .

R e a d i n g  b e t w e e n  the lines, I b e l i e v e  t h e  1986 c h a n g e  in 
f e d e r a l  l a w  t h a t  w a s  m e n t i o n e d  m u s t  h a v e  b e e n  t h e  a d o p t i o n  o f  t h e  
T a x  R e f o r m  A c t  o f  1986. T h a t  law p l a c e d  c e r t a i n  l i m i t a t i o n s  o n  t h e  
t a x  e x e m p t i o n s  t h a t  are a v a i l a b l e  for i n t e r e s t  e a r n e d  o n  s t a t e  a n d  
l o c a l  bond s .  A m o n g  o t h e r  things, t h e  A l a s k a  M e d i c a l  F a c i l i t y  
A u t h o r i t y  is a u t h o r i z e d  t o  iss u e  r e v e n u e  b o n d s  f o r  t h e  p u r p o s e  of 
e s t a b l i s h i n g  a n d  e q u i p p i n g  h e a l t h  c a r s  f a c i l i t i e s .  T h o s e  b o n d s  a r e  
e x e m p t  f r o m  s t a t e  taxes. Clearly, h o w e v e r ,  i f  t h e  b o n d s  w e r e  
e x e m p t  f r o m  s t a t e  t a x e s  b u t  n o t  e x e m p c  f r o m  f e d e r a l  t a xes, t h e y  
w o u l d  n o t  b e  a s  a t t r a c t i v e .  I h a v e  r e s e a r c h e d  t h e  c u r r e n t  s t a t u s  
o f  t h e  a v a i l a b i l i t y  of a federal t a x  e x e m p t i o n  f o r  s t a t e  a n d  l o c a l  
g o v e r n m e n t  b o n d s  u s e d  t o  f i n a n c e  c o n s t r u c t i o n  o f  h e a l t h  c a r e  
f a c i l i t i e s ,  a n d  I h a v e  d e t e r m i n e d  that, w i t h  «;ome r e s t r i c t i o n s ,  t h e  
t a x  e x e m p t i o n  is s t i l l  a vailable. S p e c i f i c a l l y ,  t h e  f e d e r a l  t a x  
e x e m p t i o n  c o n t i n u e s  t o  b e  / a ilable w i t h o u t  l i m i t a t i o n  f o r  n o n­
p r o f i t  h o s p i t a l  b o n d s  an is a v a i l a b l e  f o r  o t h e r  n o n - p r o f i t  
p u r p o s e s ,  w i t h  s o m e  l i m i t a t i o n s .

U n d e r  s e c t i o n s  145 a n d  501( c ) ( 3 )  o f  t h e  I n t e r n a l  R e v e n u e  
Code, if 95 p e r c e n t  of a state o r  l o c a l  b o n d  i s s u e  is f o r  t h e  u s e  
o f  a " h o s p i t a l * t h a t  is o t h e r w i s e  e x e m p t  f r o m  f e d e r a l  i n c o m e  t a x  

u n d e r  s e c t i o n  5 0 1 ( c ) (3), t h e n  t h e  i n t e r e s t  o n  t h o s e  b o n d s  is e x e m p t  
a n d  t h e r e  is n o  l i m i t  o n  t h e  amour/c o f  s u c h  b o n d s  t h a t  c a n  b e  
i s sued. O t h e r  s o - c a l l e d  " 5 0 1 ( c ) (3) b o n d s "  a l s o  a r e  t a x  exempt, 
but, e x c e p t  f o r  " h o s p i t a l  b o n d s , "  t h e r e  is a §150 r.illion l i m i t  o n  
t h e  a m o u n t  o f  b o n d s  t h a t  m a y  b e  o u t s t a n d i n g  a t  any one time.

A s  b a c k - u p  d o c u m e n t a t i o n ,  e n c l o s e d  I a m  s e n d i n g  y o u  
c o p i e s  o f  t h e  f o l l o w i n g :

1. S e c t i o n  145 of the I n t e r n a l  R e v e n u e  Code, " Q u a l i f i e d  
5 0 1 ( c ) ( 3 )  B o n d " ;

2. I n t e r n a l  R e v e n u e  S e r v i c e  P r i v a t e  L e t t e r  R u l i n g  
9 2 2 6 0 6 2  ( M a r c h  3, 1992) ( d i s c u s s i n g  s t a n d a r d s  f o r  i d e n t i f y i n g  a 
" h o s p i t a l "  n o t  s u b j e c t  t o  the §150 m i l l i o n  l i n i t  o n  t a x  e x e m p t  
b o n d s ) ; a n d
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Mr. G a r r e y  Peska
L l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  Horn* 

A s s o c i a t i o n  
F e b ru a r y  8, 1997
Pag*  3

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  

QU£. F l i t  HO..

3. F. Ballard, "T a x  E x e m p t  F i n a n c i n g  a n d  C h a r i t i e s , "
A L I - A H A  C o u r s e  of S t u d y  (Dec. 2, 1993) (in o u t l i n e  f o r m a t ,
s u m m a r i z e s  m e c h a n i s m  and s t a n d a r d s  for t a x - e x e m p t  b o n d s ) .

G i v e n  t h e  c o n t i n u i n g  a v a i l a b i l i t y  o f  a f e d e r a l  t a x
e x e m p t i o n  f o r  " h o s p i t a l  b o n d s , "  it m a y  we l l  b e  a d v i s a b l e  t o  a t t e m p t  
t o  r e t a i n  t h e  A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y  as a v e h i c l e  f o r  
i s s u i n g  s u c h  b o nds. T h e r e  a p p e a r s  to be n o  r e q u i r e m e n t  t h a t  s u c h  
b o n d s  b e  i s s u e d  b y  an A uthority, a n d  p r e s u m a b l y  t h e y  a l s o  c o u l d  b e  
i s s u e d  d i r e o t l y  b y  t h e  s t a t e  o r  local g o v e r n m e n t .  T h a t  m i g h t  
r e q u i r e  a p u b l i c  vote, however. (The o u t l i n e  l i s t e d  a s  I t e m  3 
a b o v e  s t ates, in p a r a g r a p h  1(a), " C i t y  o r  s t ate, o r  a u t h o r i t y  
f o r m e d  b y  c i t y  o r  s t a t e  . . . i s s u e s  b o n d s  t h a t  a r e  e x e m p t  f r o m  
F e d e r a l  i n c o m e  t a x  . . . . " )

A s  y o u  know, b o n d  f i n a n c i n g  a n d  t h e  r e l a t e d  t a x
e x e m p t i o n s  a r e  a v e r y  c o m p l e x  area, a n d  I c e r t a i n l y  a m  n o t  a b o n d  
s p e c i a l i s t .  It is clear, h o wever, th a t  t h e  f e d e r a l  t a x  e x e m p t i o n  
is s t i l l  a v a i l a b l e  f o r  n o n - p r o f i t  " h o s p i t a l  b o n d s . "  W i t h  t h i s  
a d d i t i o n a l  b a c k g r o u n d  information, it m a y  b e  p o s s i b l e  t o  d e t e r m i n e  
i f  t h e  p r o p o s e d  r e p e a l  iri fa c t  is b a s e d  on a m i s t a k e n  u n d e r s t a n d i n g  
t h a t  t h e  f e d e r a l  t a x  e x e m p t i o n  for s u c h  b o n d s  w a s  r e p e a l e d  in 1986. 
A t  t h e  v e r y  least, d e m o n s t r a t i n g  t h e  i n v a l i d i t y  o f  t h a t  r e a s o n  m a y  
h e l p  b r i n g  t o  l i g h t  s o m e  o t h e r  r e a s o n  t h e  r e p e a l  is b e i n g  p r o p o s e d .

I h o p e  t h i s  i n f o r m a t i o n  is h e l p f u l  t o  y o u  i n  f o r m u l a t i n g
A S H N H A ' s  p o s i t i o n  on th i s  l e g i s lation. I w i l l  b e  g l a d  t o  d i s c u s s  
t h i s  w i t h  y o u  at y o u r  con v e n i e n c e .

Since r e l y ,

KEESAL, Y O U N G  & L O G A N

S W M . k l o

E n c l o s u r e s

ccj Ms. L a r a i n e  D e r r
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UNITED STATES CODE ANNOTATED 
T IT L E  26. INTERNAL REVENUE CODE 

S U B T I T L E  A — I N C O M E  T A X E S  

C H A P T E R  1--NORMAL TAXES AND S U R T A X E S  

S U B C H A P T E R  B — C O M P U T A T I O N  O F  T A X A B L E  I N C O M E  

PART IV--TAX EXEMPTION REQUIREMENTS FOR STATE AND LOCAL BONDS 
S U B P A R T  A — P R I V A T E  A C T I V I T Y  B O N D S  

C o p r .  (C) W e s t  1 9 9 7 .  A l l  r i g h t s  r e s e r v e d .

C u r r e n t  t h r o u g h  P . L .  1 0 4 - 3 3 3 ,  a p p r o v e d  1 1 - 1 2 - 9 6

s 1 4 5 .  Q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d

(a) I n  g e n e r a l . — F o r  p u r p o s e s  o f  t h i s  p a r t ,  e x c e p t  a s  o t h e r w i s e  p r o v i d e d  in  

t h i s  s e c t i o n ,  t h e  t e r m  " q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d "  m e a n s  a n y  p r i v a t e  a c t i v i t y  

b o n d  i s s u e d  a s  p a r t  o f  a n  i s s u e  i f —

(1 ) a l l  p r o p e r t y  w h i c h  is t o  b e  p r o v i d e d  b y  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  is 

t o  b e  o w n e d  b y  a 5 0 1 ( c )  (3) o r g a n i z a t i o n  or  a g o v e r n m e n t a l  u n i t ,  a n d  

<2 ) s u c h  b o n d  w o u l d  n o t  b e  a p r i v a t e  a c t i v i t y  b o n d  i f —

(A) 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  t r e a t e d  a s  g o v e r n m e n t a l  u n i t s  w i t h  r e s p e c t  

t o  t h e i r  a c t i v i t i e s  w h i c h  d o  n o t  c o n s t i t u t e  u n r e l a t e d  t r a d e s  o r  b u s i n e s s e s ,  

d t t e m i n e d  b y  a p p l y i n g  s e c t i o n  5 1 3 ( a ) ,  a n d

(B) p a r a g r a p h s  (1) a n d  (2) o f  s e c t i o n  141( b )  w e r e  a p p l i e d  b y  s u b s t i t u t i n g  "5 

p e r c e n t "  f o r  " 1 0  p e r c e n t "  e a c h  p l a c e  it  a p p e a r s  a n d  b y  s u b s t i t u t i n g  " n e t  

p r o c e e d s "  f o r  " p r o c e e d s "  e a c h  p l a c e  it a p p e a r s .

(b) $ 1 5 0 , 0 0 0 , 0 0 0  l i m i t a t i o n  o n  b o n d s  o t h e r  t h a n  h o s p i t a l  b o n d s . - -

(1) I n  g e n e r a l . — A  b o n d  ( o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d )  s h a l l  n o t  b e  

t r e a t e d  as  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  t h e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

o f  t h e  i s s u e  (of w h i c h  s u c h  b o n d  is  a p a r t )  a l l o c a t e d  t o  a n y  5 0 1 ( c ) ( 3 )  

o r g a n i z a t i o n  w h i c h  is  a t e s t - p e r i o d  b e n e f i c i a r y  ( w h e n  i n c r e a s e d  b y  t h e  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  of s u c h  o r g a n i z a t i o n )  e x c e e d s  

$ 1 5 0 , 0 0 0 , 0 0 0 .

(2) O u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a ^ .  b o n d s . —

(A) I n  g e n e r a l . — F o r  p u r p o s e s  o f  a p p l y i n g  p a r a g r a p h  (1) w i t h  r e s p e c t  t o  a n y  

i s s u e ,  t h e  o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  o f  a n y  o r g a n i z a t i o n  w h i c h  

i s  a t e s t - p e r i o d  b e n e f i c i a r y  w i t h  r e s p e c t  t o  s u c h  i s s u e  i s  t h e  a g g r e g a t e  

a m o u n t  o f  t a x - e x e m p t  b o n d s  r e f e r r e d  t o  in s u b p a r a g r a p h  ( B ) - ~

(i) w h i c h  a r e  a l l o c a t e d  t o  s u c h  o r g a n i z a t i o n ,  a n d

(ii) w h i c h  a r e  o u t s t a n d i n g  a t  t h e  t i m e  o f  s u c h  l a t e r  i s s u e  ( n o t  i n c l u d i n g  

a s  o u t s t a n d i  ng a n y  b o n d  w h i c h  i s  t o  b e  r e d e e m e d  ( o t h e r  t h a n  i n  a n  a d v a n c e  

r e f u n d i n g )  f r o m  t h e  n e t  p r o c e e d s  o f  t h e  l a t e r  i s s u e )  .

(B) B o n d s  t a k e n  i n t o  a c c o u n t . — F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A),  t h e  b o n d s  

r e f e r r e d  t o  i n  t h i s  s u b p a r a g r a p h  a r e —

(i) a n y  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d ,  a n d

(ii) a n y  b o n d  t o  w h i c h  s e c t i o n  1 4 1 ( a )  d o e s  n o t  a p p l y  i f —

(I) s u c h  b o n d  w o u l d  h a v e  b e e n  a n  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  (as d e f i n e d  

i n  s e c t i o n  1 0 3 ( b )  (2), a s  i n  e f f e c t  o n  t he d a y  b e f o r e  t h e  d a t e  o f  t h e  

e n a c t m e n t  o f  t h e  T a x  R e f o r m  A c t  o f  1 9 86) if 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  

n o t  e x e m p t  p e r s o n s ,  a n d

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s

-/ - 7YU-. r.‘ * • ) ^  j .’: ‘ ^
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T E X T  (b) (2) (B) (ii) (II)

(II) s u c h  b o n d  w a 3  n o t  d e s c r i b e d  i n  p a r a g r a p h  (4), (5), o r  (6 ) o f  a u c h

s o c t i o n  1 0 3 ( b )  ( a s  i n  o f f s e t  o n  t h e  d a t e  s u c h  b o n d  w a s  i s s u e d ) .

(C) O n l y  n o n h o s p i t a l  p o r t i o n  o f  b o n d s  t a k e n  i n t o  a c c o u n t . —

(i) I n  g e n e r a l . - - A  b o n d  s h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  3 u b p a r a g r a p h  (3) 

o n l y  t o  t h e  e x t e n t  t h a t  t h e  p r o c e e d s  o f  t h e  i s s u e  o f  w h i c h  s u c h  b o n d  is a 

p a r t  a r e  n o t  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(ii) S p e c i a l  r u l e .  —  If  90 p e r c e n t  o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  a n  i s s u e  

a r e  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l ,  n o  b o n d  w h i c h  is  p a r t  o f  s u c h  i s s u e  

s h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  s u b p a r a g r a p h  (B ) (i i >.

(3) A g g r e g a t i o n  r u l e . — F o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n ,  2 o r  m o r e  

o r g a n i z a t i o n s  u n d e r  c o m m o n  m a n a g e m e n t  o r  c o n t r o l  s h a l l  b e  t r e a t e d  as  1  
o r g a n i z a t i o n .

(4) A l l o c a t i o n  o f  f a c e  a m o u n t  o f  i s s u e ;  t e s t - p e r i o d  b e n e f i c i a r y . — R u l e s  

s i m i l a r  t o  t h e  r u l e s  o f  s u b p a r a g r a p h s  (C), (D) a n d  (E) o f  s e c t i o n  1 4 4 ( a ) (10) 

s h a l l  a p p l y  f o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n .

(c) Q u a l i f i e d  h o s p i t a l  b o n d . — F o r  p u r p o s e s  o f  t h i s  s e c t i o n ,  t h e  t e r m  

" q u a l i f i e d  h o s p i t a l  b o n d "  m e a n 3  a n y  b o n d  i s s u e d  a s  p a r t  o f  a n  i s s u e  95  p e r c e n t  

o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  w h i c h  a r e  t o  b e  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(d) R e s t r i c t i o n s  c n  b o n d s  u s e d  t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  h o u s i n g  f o r  

f a m i l y  u n i t s . —

(1) I n  g e n e r a l . — E x c e p t  as  o t h e r w i s e  p r o v i d e d  i n  t h i s  s u b s e c t i o n ,  a b o n d  

w h i c h  i s  p a r t  o f  a n  i s s u e  s h a l l  n o t  b e  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  a n y  

p o r t i o n  o f  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  a r e  t o  b e  u s e d  d i r e c t l y  o r  i n d i r e c t l y  

t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s .

(2) E x c e p t i o n  f o r  b o n d s  u s e d  t o  p r o v i d e  q u a l i f i e d  r e s i d e n t i a l  r e n t a l  

p r o j e c t s . — P a r a g r a p h  (1 ) s h a l l  n o t  a p p l y  t o  a n y  b o n d  i s s u e d  a s  p a r t  o f  a n  

i s s u e  i f  t h e  p o r t i o n  o f  s u c h  i s s u e  w h i c h  is t o  b e  u s e d  a s  d e s c r i b e d  i n  

p a r a g r a p h  (1 ) i s  t o  b e  u s e d  t o  p r o v i d e —

(A) a r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s  i f  t h e  f i r s t  u s e  o f  s u c h  

p r o p e r t y  i s  p u r s u a n t  t o  s u c h  i s s u e ,

(B) q u a l i f i e d  r e s i d e n t i a l  r e n t a l  p r o j e c t s  ( as d e f i n e d  i n  s e c t i o n  1 4 2 ( d ) ) ,  o r

(C) p r o p e r t y  w h i c h  i s  t o  b e  s u b s t a n t i a l l y  r e h a b i l i t a t e d  in  a r e h a b i l i t a t i o n  

b e g i n n i n g  w i t h i n  t h e  2 - y e a r  p e r i o d  e n d i n g  1  y e a r  a f t e r  t h e  d a t e  o f  t h e  

a c q u i s i t i o n  o f  s u c h  p r o p e r t y .

(3) C e r t a i n  p r o p e r t y  t r e a t e d  a s  n e w  p r o p e r t y . — S o l e l y  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  u n d e r  p a r a g r a p h  ( 2 ) (A) w h e t h e r  t h e  1 s t  u s e  o f  p r o p e r t y  i s  p u r s u a n t  

t o  t a x - e x e m p t  f i n a n c i n g —

(A) I n  g e n e r a l . - - I f —

(i) t h e  1 s t  u s e  o f  p r o p e r t y  is  p u r s u a n t  t o  t a x a b l e  f i n a n c i n g ,

(ii) t h e r e  w a s  a r e a s o n a b l e  e x p e c t a t i o n  (at t h e  t i m e  s u c h  t a x a b l e  f i n a n c i n g  

w a s  p r o v i d e d )  t h a t  s u c h  f i n a n c i n g  w o u l d  b e  r e p l a c e d  b y  t a x - e x e m p t  f i n a n c i n g ,  

r>nd

(xii) t h e  t a x a b l e  f i n a n c i n g  is  i n  f a c t  s o  r e p l a c e d  w i t h i n  a r e a s o n a b l e  

p e r i o d  a f t e r  t h e  t a x a b l e  f i n a n c i n g  w a s  p r o v i d e d ,

t h e n  t h e  1 s t  u s e  o f  s u c h  p r o p e r t y  s h a l l  b e  t r e a t e d  as  b e i n g  p u r s u a n t  t o  t h e  

t a x - e x e m p t  f i n a n c i n g .

(B) S p e c i a l  r u l e  w h e r e  n o  o p e r a t i n g  s t a t e  o r  l o c a l  p r o g r a m  f o r  t a x - e x e m p t  

f i n a n c i n g . — If, a t  t h e  t i m e  o f  t h e  1 s t  u s e  o f  p r o p e r t y ,  t h e r e  w a s  n o

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g ,  U . S .  g o v t ,  w o r k s
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T E X T  (d) (3) (B)

o p e r a t i n g  S t a t e  o r  l o c a l  p r o g r a m  C o r  t a x - e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y ,  

t h e  1 3 1 u s e  o f  t h e  p r o p e r t y  s h a l l  b e  t r e a t e d  a s  p u r s u a n t  t o  t h e  1 st t a x -  

e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y .

(C) D e f i n i t i o n s . — F o r  p u r p o s e s  o f  t h i s  p a r a g r a p h —

(l) T a x - e x e m p t  f i n a n c i n g . — T h e  t e r m  " t a x - e x e m p t  f i n a n c i n g "  m e a n s  f i n a n c i n g  

p r o v i d e d  b y  t a x - e x e m p t  b o n d s .

(ii) T a x a b l e  f i n a n c i n g - T h e  t e r m  " t a x a b l e  f i n a n c i n g "  m e a n s  f i n a n c i n g  w h i c h  

i s  n o t  t a x - e x e m p t  f i n a n c i n g .

(4) S u b s t a n t i a l  r e h a b i l i t a t i o n . —

(A) I n  g e n e r a l . — i x c e p t  a s  p r o v i d e d  i n  s u b p a r a g r a p h  (B), r u l e s  s i m i l a r  t o  

t h e  r u l e s  o f  s e c t  o n  4 7 ( c ) ( 1 ) ( C )  s h a l l  a p p l y  in d e t e r m i n i n g  f o r  p u r p o s e s  o f  

p a r a g r a p h  ( 2 ) (C) ' n e t h e r  p r o p e r t y  is s u b s t a n t i a l l y  r e h a b i l i t a t e d .

(B) E x c e p t i o n . - - F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A), c l a u s e  (ii) o f  s e c t i o n  

4 7 ( c ) ( 1 ) ( C ) ( i )  s n a i l  n o t  a p p l y ,  b u t  t h e  S e c r e t a r y  m a y  e x t e n d  t h e  2 4 - r aonth 

p e r i o d  i n  s e c t i  ;n 4 7 ( c ) (1) (C) (i) w h e r e  a p p r o p r i a t e  d u e  t o  c i r c u m s t a n c e s  n o t  

w i t h i n  t h e  c o n t r o l  o f  t h e  o w n e r .

(e) E l e c t i o n  o u t . — T h i s  s e c t i o n  s h a l l  n o t  a p p l y  t o  a n  i s s u e  i f —

(1 ) t h e  i s s u e r  e l e c t s  n o t  t o  h a v e  t h i s  s e c t i o n  a p p l y  t o  s u c h  i s s u e ,  a n d

(2 ) s u c h  i s s u e  i s  a n  i s s u e  o f  e x e m p t  f a c i l i t y  b o n d s ,  o r  q u a l i f i e d  

r e d e v e l o p m e n t  b o n d s ,  t o  w h i c h  s e c t i o n  1 4 6  a p p l i e s .
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     C R E T J T T fS b —

1 9 9 7  E l e c t r o n i c  P o c k e t  P a r t  U p d a t e

( A d d e d  P u b . L .  9 9 - 5 1 4 ,  T i t l e  X I I I ,  s 1 3 0 1 ( b ) ,  O c t .  22, 1 9 8 6 ,  1 0 0  S t a t ^ 6 2 9 ,  a n d  

a m e n d e d  P u b . L .  1 0 0 - 6 4 7 ,  T i t l e  I, s 1 0 1 3  (a) (6 ) - (8 ), T i t l e  V, s 5 0 £ 3 < a ) ,  N o v .  10,

1 9 8 8 ,  1 0 2  S t a t .  3 5 3 8 ,  3 6 7 7 ;  P u b . L .  1 0 1 - 2 3 9 ,  T i t l e  V I I ,  s 7 8 1 > f f ) ,  D e c .  19,

1 9 8 9 ,  1 0 3  S t a t .  2 4 1 9 ;  P u b . L .  1 0 1 - 5 0 8 ,  T i t l e  XI, s 1 1 8 1 3 ( ^ 0 ) ,  N o v .  5, 1 9 9 0 ,  

1 0 4  S t a t .  1 3 8 8 - 5 5 1 . )

<  G e n e r a l  M a t e r i a l s  (GM) - R e f e r e n c e s ,  A n n o t a t i o n s ,  o r  T a b l e s  >

H I S T O R I C A L  A N D  ^ T U T O R Y  N O T E S

R e v i s i o n  N o t e s  a n d  L e g i s l a t i v e  R e p o f t s

1 9 8 6  A c t .  H o u s e  C o n f e r e n c e ^ K e p o r t  No. 9 9 - 6 4 1 ,  a n d  S t a t e m e n t  b y  P r e s i d e n t ,  s e e  

1 9 8 6  U . S . C o d e  C o n g ,  a n d  Aetm.Nevs, p. 4 0 7 5 .

1 9 8 0  A c t .  S e n a t e  R e p o r t N o .  1 0 0 - 4 4 5  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 0 - 1 1 0 4 ,  

s e e  1 9 8 8  U. S . C o d e ^ T o n g .  a n d  A d m . N e w s ,  p. 4 5 1 5 .

1 9 8 9  A c t .  H q a ^ e  R e p o r t  N o .  1 0 1 - 2 4 7  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 1 - 3 8 6 ,  

s e e  1 9 8 9  U./8 '\Code C o n g ,  a n d  A d m . N e w s ,  p. 1 9 0 6 .

1 9 9 0  A O t .  H o u s e  R e p o r t  N o .  1 0 1 - 8 8 1  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 1 - 9 6 4 ,  

s e e J& 3Q  U . S . C o d e  C o n g ,  a n d  A d m . N e w s ,  p. 2 0 1 7 .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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C i t a t i o n  

9 2 2 6 0 6 2  

( P u b l i c a t i o n

S e c t i o n  1*35

0 1 0 3 . 0 0 - 0 0  

I n t e r e s t  o n  

N o t e x c l u d e d

0 1 4 5 . 0 2 - 0 1

0 1 4 5 . 0 3 - 0 0  

C C : F I i P : B r . 5 / T R - 3 1 - 2 2 0 7 - 9 0

M a r c h  31, 1 9 9 2

LEGEND:
X  = * ♦ *

C o m p l e x  Y *  * * *

Z =  * * *

P r o j e c t  * * * *

I s s u e r  *  * * *

O l d  B o n d s  =  * * * 

a  ^  * * * 

b  -  * * * 

c  «  * * *

D e a r  * * *
T h i s  l e t t e r  i s  o u r  r e p l y  t o  a r e q u e s t  f o r  r u l i n g s  o n  t h e  a p p l i c a t i o n  o f  

s e c t i o n  1 4 5  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  t o  a p r o p o s e d  i s s u e  o f  b o n d s  ( N e w  

B o n d s ) .  T h e  r e q u e s t  w a s  s u b m i t t e d  b y  t h e  a u t h o r i z e d  r e p r e s e n t a t i v e s  o f  X.

F A C T S

X  r e p r e s e n t s  t h a t  it  is a n  o r g a n i z a t i o n  d e s c r i b e d  i n  s e c t i o n  5 0 1 ( c ) ( 3 )  o f  t h e  

C o d e .  Z is l i c e n s e d  b y  a s t a t e  a g e n c y  a s  a h o s p i t a l  a n d  i s  a c c r e d i t e d  a s  a 

h o s p i t a l  b y  t h e  J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s .  

Z h a s  b e e n  c o n t i n u o u s l y  c e r t i f i e d  as  a h o s p i t a l  p r o v i d e r  f o r  p u r p o s e s  o f  

r e c e i v i n g  M e d i c a r e  r e i m b u r s e m e n t  b y  t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  H e a l t h  a n d  

H u m a n  S e r v i c e s .

Z r e q u i r e s  e v e r y  p a t i e n t  t o  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n .  

I t  p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s ,  r e n d e r e d  o r  s u p e r v i s e d  b y  r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e s ,  a n d  h a s  l i c e n s e d  p r a c t i c a l  n u r s e s  o r  r e g i s t e r e d  n u r s e s  o n  

d u t y  a t  a l l  t i m e s .  Z is  l i c e n s e d  f o r  a n d  o p e r a t e s  c b e d s .

Z i s  p a r t  o f  C o m p l e x  Y, w h i c h  c o n s i s t s  o f  o t h e r  h o s p i t a l s  a c c r e d i t e d  b y  t h e  

s t a t e  a g e n c y ,  a t e a c h i n g  f a c i l i t y ,  a n  a m b u l a t o r y  c a r e  f a c i l i t y ,  a n d  n o n - h e a l t h  

c a r e  f a c i l i t i e s .  A p p r o x i m a t e l y  80  p e r c e n t  o f  Z ' s  g r o s s  p a t i e n t  r e v e n u e s  a r e  

c u r r e n t l y  f r o m  i n p a t i e n t s .  H o w e v e r ,  X  e x p e c t s  t h a t  c h a n g e s  i n  M e d i c a r e  

r e i m b u r s e m e n t ,  o t h e r  e c o n o m i c  p r e s s u r e s ,  a n d  a d v a n c e s  i n  t e c h n o l o g y  w i l l  f o r c e  

Z t o  i n c r e a s e  i t s  r e l a t i v e  a m o u n t  o f  o u t p a t i e n t  s e r v i c e s ,  m a k i n g  i t  l i k e l y  t h a t  

a m a j o r i t y  o f  s e r v i c e s  w i l l  e v e n t u a l l y  b e  r e n d e r e d  t o  o u t p a t i e n t s .

I n  1 9 9 0 ,  I s s u e r  i s s u e d  a d o l l a r s  o f  O l d  B o n d s  a n d  l o a n e d  t h e  p r o c e e d s  t o  X.

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s

R a n k ( R )  D a t a b a s e  M o d e

R  8 O F  25 F T X - A L L  P a g e

p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

—  Q u a l i f i e d  S e c .  5 0 1 ( c ) ( 3 )  B o n d s

P u b l i c a t i o n  D a t e :  J u n e  26, 1 9 9 2

C e r t a i n  G o v e r n m e n t a l  O b l i g a t i o n s  ( E x c l u d e d  v.

)
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( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

O f  t h e  p r o c e e d s  o f  t h e  O l d  B o n d s ,  b  d o l l a r s  a r e  b e i n g  u s e d  f o r  t h e  c o n s t r u c t i o n  

c f  P r o j e c t ,  w h i c h  is a n  a d d i t i o n  t o  Z. T h e  r e m a i n d e r  o f  t h e  p r o c e e d s  w e r e  o r  

a r e  b e i n g  u s e d  f o r  o t h e r  p u r p o s e s .  W h e n  t h e  O l d  B o n d s  w e r e  i s s u e d ,  X  a l r e a d y  

e x c e e d e d  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n  s o t  f o r t h  i n  s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h e  

C o d s .  T h e r e f o r e ,  t h e  I n t e r e s t  o n  t h e  O l d  B o n d s  w a s  n o t  e x c l u d a b l e  f r o m  g r o s s  

i n c o m e  u n d e r  s e c t i o n  1 0 3 ( a ) .

P r o j e c t  i s  c u r r e n t l y  u n d e r  c o n s t r u c t i o n . W h e n  c o m p l e t e d ,  it w i l l  b e  p a r t  of

Z. X e x p e c t s  P r o j e c t  t o  b e  l i c e n s e d  b y  t h e  s t a t e  a g e n c y  a s  p a r t  o f  Z. B e c a u s e

P r o j e c t  w i l l  e x p a n d  o u t p a t i e n t  s e r v i c e s ,  X e x p e c t s  t h a t  a m a j o r i t y  o f  Z ' s

r e v e n u e s  w i l l  b e  f r o m  o u t p a t i e n t  s e r v i c e s  a n d  t h a t  a m a j o r i t y  o f  Z ' s  spac?> w i l l  

b e  u s e d  f o r  o u t p a t i e n t  s e r v i c e s .

X  n o w  p r o p o s e s  t o  d i r e c t  I s s u e r ,  i n  a c c o r d a n c e  w i t h  p r o v i s i o n s  o f  :he O l d  

B o n d s  i n d e n t u r e ,  to  i s s u e  N e w  B o n d s  i n  a n  a m o u n t  e q u a l  t o  t h e  b  d o l l a r s  o f  

p r o c e e d s  f r o m  t h e  O l d  B o n d s  u s e d  f o r  P r o j e c t .  T h e  p r o c e e d s  o f  t h e  N e w  B o n d s  

w i l l  b e  u s e d  t o  r e d e e m  p a r t  o f  t h e  o u t s t a n d i n g  O l d  B o n d s .

L A W  A N D  A N A L Y S I S

U n d e r  s e c t i o n  1 0 3 ( b ) ( 1 )  o f  t h e  C o d e ,  t h e  e x c l u s i o n  f r o m  g r o s s  i n c o m e  g r a n t e d  

t o  i n t e r e s t  on  a s t a t e  o r  l o c a l  b o n d  d o e s  n o t  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s .  

H o w e v e r ,  t h e  e x c l u s i o n  d o e s  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s  t h a t  a r e  q u a l i f i e d  

b o n d s .  A m o n g  t h e  q u a l i f i e d  b o n d s  l i s t e d  i n  s e c t i o n  1 4 1 ( e ) ( 1 )  i s  a  q u a l i f i e d  

5 0 1 ( c ) ( 3 )  b o n d .  A  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i s  d e f i n e d  i n  s e c t i o n  1 4 5 .

T o  b e  a q u a l i f i e d  5 0 1 ( c ) (3) b o n d ,  a b o n d  m u s t  s a t i s f y  a n u m b e r  o f  c o n d i t i o n s ,  

i n c l u d i n g  $ 1 5 0  m i l l i o n  v o l u m e  l i m i t a t i o n  s e t  f o r t h  in  s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h e  

C o d e .  U n d e r  t h i s  l i m i t a t i o n ,  a b o n d  i s  n o t  t r e a t e d  as  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  

b o n d  i f  i t  is  p a r t  o f  a n  i s s u e  o f  b o n d s  w h o s e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

a l l o c a t e d  t o  a n y  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,  p l u s  t h e  a m o u n t  o f  t h a t  o r g a n i z a t i o n ' 3  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s ,  e x c e e d s  $ 1 5 0  m i l l i o n .  A  5 0 1 ( c ) ( 3 )  

o r g a n i z a t i o n  m u s t  b e  a t e s t - p e r i o d  b e n e f i c i a r y  u n d e r  s e c t i o n  1 4 5 ( b ) ( 4 ) .
U n d e r  a e u L i u u  1 4 5 ( b )  (1) o f  Llit: C o d e ,  Lite 3 1 5 0  m i l l i o n  l i n u L L a L i o n  d o e s  n o t  

a p p l y  t o  q u a l i f i e d  h o s p i t a l  b o n d * . S e c t i o n  1 4 5 ( c )  d e f i n e s  a q u a l i f i e d  h o s p i t a l  

b o n d  a s  a n y  b o n d  t h a t  i s  p a r t  o f  a n  i s s u e  i f  95 p e r c e n t  o r  m o r e  o f  t h e  i s s u e ' s  

n e t  p r o c e e d s  a r e  t o  b e  u s e d  f o r  a h o s p i t a l .  T h u s ,  u n l e s s  P r o j e c t  i s  a  h o s p i t a l ,  

t h e  N e w  B o n d s  m u s t  b e  t e s t e d  u n d e r  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n .

T h e  t e r m  " h o s p i t a l "  i s  n o t  d e f i n e d  i n  P a r t  IV, S u b c h a p t e r  B o f  t h e  C o d e .  

H o w e v e r ,  t h e  C o n f e r e n c e  R e p o r t  f o r  t h e  T a x  R e f o r m  A c t  o f  1 9 8 6 ,  2 H . R .  C o n f .

R e p .  N o .  8 4 1 ,  9 9 t h  C o n g . ,  2 d  S e s s .  1 1 - 7 2 5 - 7 2 7  ( 1 9 8 6 ) ,  1 9 8 6 - 3  C . B .  (Vol. 4) 7 2 5 -  

7 2 7 ,  i n d i c a t e s  t h a t  a h o s p i t a l  i s  a f a c i l i t y  t h a t  (1) is a c c r e d i t e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H o s p i t a l s  ( w h i c h  h a s  b e e n  s u c c e e d e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s ) ;  (2) is 

p r i m a r i l y  u s e d  t o  p r o v i d e  d i a g n o s t i c  s e r v i c e s  a n d  t h e r a p e u t i c  s e r v i c e s  f o r  

m e d i c a l  d i a g n o s i s ,  t r e a t m e n t ,  a n d  c a r e  o f  i n j u r e d ,  d i s a b l e d  o r  s i c k  p e r s o n s  a s  

h o s p i t a l  i n p a t i e n t s  u n d e r  t h e  s u p e r v i s i o n  o f  p h y s i c i a n s ;  (3) h a s  a r e q u i r e m e n t  

t h a t  ev«ir y  p a t i e n t  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n ;  a n d  (4) 

p r o v i d r . s  2 4 - h o u r  n u r s i n g  s e r v i c e s  r e n d e r e d  o r  s u p e r v i s e d  b y  a r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e  a n d  h a s  a l i c e n s e d  p r a c t i c a l  n u r s e  o r  r e g i s t e r e d  n u r s e  o n  

d u t y  a t  a l l  t i m e s .  T h e  R e p o r t  m a k e s  c l e a r  t h a t  t h e  t e r m  " h o s p i t a l "  d o e s  n o t  

i n c l u d e  r e s t  o r  n u r s i n g  h o m e s ,  d a y  c a r e  c e n t e r s ,  m e d i c a l  s c h o o l  f a c i l i t i e s ,  

r e s e a r c h  l a b o r a t o r i e s  o r  a m b u l a t o r y  s u r g i c e n t e r s .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

B a s e d  o n  t h e  i n f o r m a t i o n  s u b m i t t e d ,  Z s a t i s f i e s  t h e  t e s t s  o f  a c c r e d i t a t i o n ,  

p h y s i c i a n  s u p e r v i s i o n ,  a n d  n u r s i n g  s e r v i c e s .  T h e  r e m a i n i n g  q u e s t i o n  is w h e t h e r  

i t  p r o v i d e s  s e r v i c e s  p r i m a r i l y  t o  i n p a t i e n t s .

T h e  l e g i s l a t i v e  h i s t o r y  p r o v i d e s  n o  t e s t  f o r  d e t e r m i n i n g  w h e t h e r  a f a c i l i t y  

is  p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e n t s .  H o w e v e r ,  w e  b e l i e v e  Z is 

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

(1) i t  h a s  a p r i n c i p a l ,  r a t h e r  t h a n  a n  i n c i d e n t a l ,  p u r p o s e  t o  s e r v e  

i n p a t i e n t s ,  (2) it  h a s  a s u b s t a n t i a l  p o r t i o n  o f  i t s  r e v e n u e s  d e r i v e d  f r o m  e n d  a 

s u b s t a n t i a l  p o r t i o n  o f  i t s  a r e a  d e v o t e d  t o  i n p a t i e n t s ;  (3) i t  h a s  w e l l -  

e s t a b l i s h e d  f a c i l i t i e s  t o  a c c o m m o d a t e  o n - s i t e  s c h e d u l e d  i n p a t i e n t s ;  a n d  (4) it  

h a s  w e l l - e s t a b l i s h e d  f a c i l i t i e s  t o  a c c o m m o d a t e  o n - s i t e  a r e c i p i e n t  o f  

o u t p a t i e n t  s e r v i c e s  w h o  i s  i m m e d i a t e l y  c o n v e r t e d  t o  a n  i n p a t i e n t  e i t h e r  w h e n  

c o m p l i c a t i o n s  r e s u l t  f r o m  a n y  o u t p a t i e n t  s e r v i c e s  r e n d e r e d  o r  w h e n  a q u a l i f i e d  

h e a l t h - c a r e  p r o f e s s i o n a l  c o n s i d e r s  i t  m e d i c a l l y  p r u d e n t .  T h u s ,  a t  t h e  p r e s e n t  

t i m e ,  Z is  p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e n t s .

CONCLUSION

W e  c o n c l u d e  t h a t  Z is  p r e s e n t l y  a h o s p i t a l  w i t h i n  t h e  m e a n i n g  o f  s e c t i o n s  

1 4 5 ( b )  a n d  (c) o f  t h e  C o d e .  H o w e v e r ,  w e  e x p r e s s  n o  o p i n i o n  o n  t h e  f o l l o w i n g  

q u e s t i o n s :  (1) w h e t h e r  Z a n d  P r o j e c t  v-ill c o n t i n u e  t o  m e e t  t h e  d e f i n i t i o n  o f  a 

h o s p i t a l  i f  t h e r e  a r e  c h a n g e s  i n  a n y  o f  t h e  f o u r  s p e c i f i e d  c h a r a c t e r i s t i c s ;  (2) 

w h e t h e r  t h e  p r o p o s e d  a l l o c a t i o n  o f  N e w  B o n d s '  p r o c e e d s  f o r  p u r p o s e s  o f  s e c t i o n  

1 4 5  i s  r e a s o n a b l e ;  a n d  (3) w h e t h e r  t h e  N e w  B o n d s  w o u l d  c a u s e  t h e  $ 1 5 0  m i l l i o n  

l i m i t a t i o n  o f  s e c t i o n  1 4 5 ( b ) ( 1 )  t o  b o  e x c e e d e d .  I n  a d d i t i o n ,  w e  e x p r e s s  n o  

o p i n i o n  o n  t h e  p r o p o s e d  t r a n s a c t i o n  u n d e r  a n y  o t h e r  p r o v i s i o n s  o f  t h e  C o d e .

T h i s  r u l i n g  l e t t e r  is d i r e c t e d  o n l y  t o  t h e  p e r s o n  t h a t  r e q u e s t e d  it. S e c t i o n  

6 1 1 0  (j) (3) o f  t h e  C o d e  s t a t e s  t h a t  t h e  l e t t e r  m a y  n o t  b e  u s e d  o r  c i t e d  a s  

p r e c e d e n t .  N o  t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  p e r t a i n i n g  t o  t h e  r u l i n g  a d d r e s s e d  

i n  t h i s  l e t t e r  h a v e  b e e n  a d o p t e d .  T h e r e f o r e ,  a s  s t a t e d  i n  s e c t i o n  1 1 . 0 4  o f  R e v .  

P r o c .  9 2 - 1 ,  1 9 9 2 - 1  I . R . B .  7, 3 0, t h i s  l e t t e r  w i l l  be. m o d i f i e d  o r  r e v o k e d  w h e r  

t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  a r e  a d o p t e d ,  t o  t h e  e x t e n t  t h e  r e g u l a t i o n s  a r e  

i n c o n s i s t e n t  w i t h  a n y  o f  t h i s  l e t t e r ' s  r u l i n g .  H o w e v e r ,  i f  t h e  c r i t e r i a  s e t  

f o r t h  i n  s e c t i o n  1 1 . 0 5  o f  R e v .  P r o c .  9 2 - 1  a r e  s a t i s f i e d ,  t h e  r u l i n g  i n  t h i s  

l e t t e r  w i l l  n o t  b e  m o d i f i e d  r e t r o a c t i v e l y ,  e x c e p t  i n  r a r e  o r  u n u s u a l  

c i r c u m s t a n c e s .

I n  a c c o r d a n c e  w i t h  t h e  p o w e r  o f  a t t o r n e y  f i l e d  w i t h  t h i s  o f f i c e ,  a c o p y  o f  

t h i s  l e t t e r  h a s  b e e n  m a i l e d  t o  y o u r  a u t h o r i z e d  r e p r e s e n t a t i v e .

S i n c e r e l y  y o u r s ,

A s s i s t a n t  C h i e f  C o u n s e l  

( F i n a n c i a l  I n s t i t u t i o n s  &

P r o d u c t s )

B y :  L o n  B, S m i t h  

C h i e f ,  B r a n c h  5 

E n c l o s u r e :

C o p y  f o r  s e c t i o n  6 1 1 0  p u r p o s e s

I n t e r n a l  R e v e n u e  S e r v i c e

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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A L I - A B A  C o u r s e  of S t u d y  
T a x  E x e m p t  C h a r i t a b l e  O r g a n i z a t i o n s  

C o s p o n s o r e d  b y  the A B A  S e c t i o n  of T a x a t i o n

*179 T A X  E X E M P T  F I N A N C I N G  A N D  C H A R I T I E S

C o p y r i g h t  (c) 1993 The A m e r i c a n  Law Institute; F r e d e r i c  L. Ballard, Jr.

D e c e m b e r  2, 1993

F r e d e r i c  L. Ballard, Jr.
Ballard, Spahr, A n d r e w s  t Ingersoll 

Washington, D.C.

*181 1. B a s i c  t r a n s a c t i o n  u s e s  p r o c e e d s  o f  m u n i c i p a l  b o n d s  to f i n a n c e  
f a c i l i t i e s  for 501(c)(3) o r g a n i z a t i o n .

(a) C i t y  or state, or a u t h o r i t y  f o r m e d  b y  c i t y  or state (collectively, the 

" i s s uer"), i s s u e s  b o n d s  that are e x e m p t  f r o m  F e d e r a l  i n c o m e  t a x  and 
a l t e r n a t i v e  m  niraum tax.

(b) I s s u e r  ^ends p r o c e e d s  to h o s p i t a l  or o t h e r  501(c)(3) o r g a n i z a t i o n  
("borrower") for a p p l i c a t i o n  to costs of facility.

(1) In som e  states, t r a n s a c t i o n  m a y  in form other than loan, s u c h  as 

lease, s u blease, or i n s t a l l m e n t  sale.

(2) N o n - l o a n  formats o r i g i n a t e d  h i s t o r i c a l l y  out of c o n c e r n  o v e r  l e g a l i t y  
o f  g o v e r n m e n t  m a k i n g  loan to p r i v a t e  parties.
(c) P a y m e n t s  b y  b o r r o w e r  to i s s u e r  p r o v i d e  issuer wit h  f u n d s  t o  p a y  debt 

s e r v i c e  on b o n d s  plus expenses; r e f l e c t  i n t e r e s t  rate s a v i n g s  d u e  to tax 
e x e m p t i o n  of b o n d  interest.

(d) T a x - e x e m p t  bo n d s  for 501(c)(3) o r g a n i z a t i o n s  ( " q u a l i f i e d  501(c)(3) 
b o n ds") are s u b j e c t  to v a r i o u s  l i m i t s  u n d e r  Internal R e v e n u e  C o d e  -

(1) T h e  501(c)(3) o r g a n i z a t i o n  m u s t  in fact be e x e m p t  u n d e r  s e c t i o n  
5 0 1 ( c ) (3) a n d  m u s t  n ot u se the f i n a n c e d  p r o j e c t  in an u n r e l a t e d  t r a d e  or 
b u s i n e s s .

(A) S u b s t a n t i v e  q u e s t i o n s  in some areas, such as l o w - i n c o m e  h o u s i n g  
(75% of t e n a n t ?  b e l o w  60% of are a  m e d i a n  income, u n d e r  Rev. Proc. 93-1).

(B) M a n a g e m e n t  c o n t r a c t s  m u s t  m e e t  5 - year overall limit, p r i c i n g  
r e q u i r e m e n t s ,  and o t h e r  c o n d i t i o n s  of Rev. Proc. 93-19.

(C) A l l o c a t i o n s  s o m e t i m e s  p e r m i t t e d  b e t w e e n  cost of q u a l i f y i n g  u s e s  and 
n o n q u a l i f y i n g  uses -

*182 - A l l o c a t i o n  p e r m i t t e d  on b a s i s  of space. L T R  8 8 2 7 0 6 5  
(parking f a c i l i t y  p h y s i c a l l y  s e g r e g a t e d  b e t ween e x e m p t  a n d  n o n - e x e m p t  
use of p a r k i n g  s p a c e s ) .

- A l l o c a t i o n  p e r m i t t e d  on b a s i s  of revenues. L T R  9 1 2 5 0 5 0  (research 
f o u n d a t i o n  m a y  f i n ance p o r t i o n  of cost of f a c i l i t y  d e t e r m i n e d  by 
p r o r a t i n g  q u a l i f i e d  r e v e n u e s  a g a i n s t  p r i v a t e  s p o n s o r e d  r e v e n u e s ) .

(2) T h e  501(c)(3) o r g a n i z a t i o n  c a n n o t  have more than $ 1 5 0 , 0 0 0 , 0 0 0  of tax- 
e x e m p t  f i n a n c i n g  for " n o n h o s p i t a l "  facilities; no limit o n  q u a l i f i e d  
5 0 1 ( c ) ( 3 )  b o n d s  for h o s p i t a l  f a c i l i t i e s  (IRC s 145).

(A) Bo n d s  i s s u e d  b e f o r e  1986 l e g i s l a t i o n  count as w e l l  as b o n d s  i s sued 
Copr. (C) W e s t  1997 No c l a i m  to orig. U.S. govt, works
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(Cite u :  Cf 75 ALI-ABA 179)

A L I - A B A  C o u r s e  of S t u d y  
T ax E x e m p t  C h a r i t a b l e  O r g a n i z a t i o n s  

C o s p o n s o r e d  b y  the A B A  S e c t i o n  of T a x a t i o n

*179 T A X  E X E M P T  F I N A N C I N G  A N D  C H A R I T I E S

C o p y r i g h t  (c) 1993 The A m e r i c a n  L aw Institute; F r e d e r i c  L. Ballard, Jr.

D e c e m b e r  2, 1993

F r e d e r i c  L. Ballard, Jr.
Ballard, Spahr, A n d r e w s  £ Ingersoll 

W ashin g t o n ,  D.C.

•181 1. B a s i c  t r a n s a c t i o n  uses p r o c e e d s  o f  m u n i c i p a l  b o n d s  to f i n a n c e  
f a c i l i t i e s  for 501(c)(3) o r g a n i z a t i o n .

(a) C i t y  o r  state, or a u t h o r i t y  f o r m e d  b y  c i t y  or state (collectively, the 

" i s suer"), i s s u e s  b o n d s  that are e x e m p t  f r o m  F e d e r a l  i n c o m e  tax a n d  
a l t e r n a t i v e  m i n i m u m  tax.

(b) I s s u e r  le n d s  p r o c e e d s  to h o s p i t a l  or o t h e r  501(c)(3) o r g a n i z a t i o n  
( "borrower") for a p p l i c a t i o n  to co s t s  of facility.

(1) In s o m e  states, t r a n s a c t i o n  may in f o r m  other than loan, suc h  as 
lease, sub l e a s e ,  or i n s t a l l m e n t  sale.

(2) N o n - l o a n  formats o r i g i n a t e d  h i s t o r i c a l l y  out of c o n c e r n  o v e r  l e g a l i t y  
o f  g o v e r n m e n t  m a k i n g  loan to p r i v a t e  part i e s .

(c) P a y m e n t s  b y  b o r r o w e r  to i s s u e r  p r o v i d e  i s s u e r  wit h  fu n d s  to p a y  debt 
s e r v i c e  on b o n d s  plus expenses; r e f l e c t  i n t e r e s t  rate s a v i n g s  d u e  t o  tax 
e x e m p t i o n  of b o n d  interest.

(d) T a x - e x e m p t  b o n d s  for 501(c)(3) o r g a n i z a t i o n s  ( " q u a lified 501(c)(3) 

bonds") a re s u b j e c t  to v a r i o u s  l i m i t s  u n d e r  Inte r n a l  R e v e n u e  C o d e  -
(1) T h e  501(c)(3) o r g a n i z a t i o n  m u s t  in fact be e x e m p t  u n d e r  s e c t i o n  

5 0 1 ( c ) ( 3 )  a n d  m u s t  not use the f i n a n c e d  p r o j e c t  in an u n r e l a t e d  tr a d e  or 
b u s i n e s s .

(A) S u b s t a n t i v e  q u e s t i o n s  in so m e  areas, such as l o w - i n c o m «  h o u s i n g  
(75% of t e n a n t s  b e l o w  60% of are a  m e d i a n  income, under Rev. Proc. 93-1).

(B) M a n a g e m e n t  c o n t r a c t s  m u s t  m e e t  5 - y e a r  o v e rall limit, p r i c i n g  
r e q u i r e m e n t s ,  a n d  ot h e r  c o n d i t i o n s  o f  Rev. Proc. 93-19.

(C) A l l o c a t i o n s  s o m e t i m e s  p e r m i t t e d  b e t w e e n  cost of q u a l i f y i n g  uses and 
n o n q u a l i f y i n g  uses -

*182 - A l l o c a t i o n  p e r m i t t e d  on b a s i s  of space. L T R  0 8 2 7 0 6 5  
( p a r k i n g  f a c i l i t y  p h y s i c a l l y  s e g r e g a t e d  b e t w e e n  e x e m p t  a n d  n o n - e x e m p t  
use of p a r k i n g  spaces).

- A l l o c a t i o n  p e r m i t t e d  on b a s i s  o f  revenues. L T R  9 1 2 5 0 5 0  (research 
f o u n d a t i o n  m a y  f i n ance p o r t i o n  of co s t  of f a c i l i t y  d e t e r m i n e d  b y  
p r o r a t i n g  q u a l i f i e d  r e v e n u e s  a g a i n s t  p r i v a t e  s p o n s o r e d  r e v enues).

(2) T h e  501(c)(3) o r g a n i z a t i o n  c a n n o t  have mor e  than $ 1 5 0 , 0 0 0 , 0 0 0  of tax- 
e x e m p t  f i n a n c i n g  for " n o n h o a p i t a l "  f a c i l ities; no limit on q u a l i f i e d  
5 0 1 ( c ) ( 3 )  b o n d s  for h o s p i t a l  f a c i l i t i e s  (IRC s 145).

(A) B o n d s  i s s u e d  b e f o r e  1986 l e g i s l a t i o n  count as w e l l  as b o n d s  i ssued 

Copr. (C) W e s t  1997 No c l a i m  to orig. U.S. govt, works
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a f t e r w a r d s .
(B) " H o s p i t a l "  is d e f i n e d  as faci l i t y  that —

- is accredited,
- is "p r i m a r i l y "  used to provide i n p a t i e n t  d i a g n o s t i c  or t h e r a p e u t i c  

s e r v i c e s  under s u p e r v i s i o n  of a physician,
- requ i r e s  chat e v e r y  p a t i e n t  be under s u p e r v i s i o n  of a p h y sician, 

and
- p r o v i d e s  2 4 - h o u r  n u r sing services. G e n e r a l  E x p l a n a t i o n  of T ax 

R e f o r m  A c t  of 1986, Joint C o mmittee on T a x a t i o n  {1987} ("Joint 

C o m m i t t e e  E x p l a n a t i o n " )  at 1188.
(C) Q u e s t i o n a b l e  w h e t h e r  r e h a b i l i t a t i o n  h o s p i t a l s  are c o n s i d e r e d  

h o s p i t a la for p u r p o s e s  of this definition. C o m p a r e  Joint C o m m i t t e e  
E x p l a n a t i o n  l a n g u a g e  w i t h  42 U.S.C. s 1395x(e).

(D) If 95% of nat p r o c e e d s  (90% for p r e - 8 / 1 6 / 8 6  bonds) are u s e d

t o  p r o v i d e  a hospital, e n t i r e  issue is t r e a t e d  as hospital b o n d * . J o i n t  
C o m m i t t e e  E x p l a n a t i o n  at 1188.

(E) N o n - h o s p i t a l  f i n a n c i n g s  of 501(c)(3) o r g a n i z a t i o n s  u n d e r  c o m m o n  
m a n a g e m e n t  or *183 c o n t r o l  ("related o r g a n i z a t i o n s " )  are a g g r e g a t e d .

(F) M i x e d  use as b e t w e e n  hospital and n o n h o s p i t a l  facilities.
- T r e a t  issue as e x e m p t  fro m  $ 1 5 0 , 0 0 0 , 0 0 0  limit to e x t e n t  of 

p r o p o r t i o n a l  h o s p i t a l  services.

- T r e a s u r y  m a y  p r e s c r i b e  other a l l o c a t i o n  methods. Joint C o m m i t t e e  
E x p l a n a t i o n  at 1188.

- S e e  a l s o  LTR 8 8 2 2100 (facilities l o c a t e d  in hosp i t a l  but u s e d  both 
b y  i n p a t i e n t s  a n d  b y  o u t p a t i e n t s  are h o s p i t a l  facilities).

(3) E l e c t e d  o f f i c i a l  m u s t  approve bond i s s u a n c e  a f t e r  p u b l i c  h e a r i n g  
(IRC s 147(f)).

(4) A v e r a g e  m a t u r i t y  of b o n d s  cannot e x c e e d  120% of a v e r a g e  e c o n o m i c  life 
of f i n a n c e d  f a c i l i t i e s  (IRC s 147(b)).

(5) P r o c e e d s  c a n n o t  be u s e d  for internal r e i m b u r s e m e n t  of p r e - b o n d  

e x p e n d i t u r e s  unless -
(A) I ssuer or b o r r o w e r  a d o p t e d  a q u a l i f y i n g  " d e c l a r a t i o n  of o f f i c i a l  

i n t e n t "  not l a t e r  than 60 days after the e x p e n d i t u r e  (exception for 
" p r e l i m i n a r y  e x p e n d i t u r e s "  such as a r c h i t e c t s  fees), and

(B) B o n d  i s s u a n c e  and r e i m b u r s e m e n t  t r a n s f e r  oc c u r  w i t h i n  18 m o n t h s  
a f t e r  e x p e n d i t u r e  or c o m p l e t i o n  of project, b u t  not later t h a n  3 y e a r 3 

a f t e r  expend i t u r e .
(6) I s s u e r  a n d  b o r r o w e r  m u s t  c o m p l y  wit h  a r b i t r a g e  b o n d  r e q u i r e m e n t s  -

(A) M u s t  m a k e  "reb a t e "  paym e n t s  to F e d e r a l  g o v e r n m e n t  e q u a l  to 

a r b i t r a g e  (investment i n c o m e  at yield a b o v e  b o n d  yield) f r o m  -
(i) R e s e r v e  fund,
*184 (ii) P r o j e c t  fund, unless 6-raonth, 18-month, or 2 - y e a r  

" s p e n d i n g  e x c e p t i o n "  applies.

(B) If b o n d s  a r e  "adv a n c e  refunding b o n d s "  (issued to p a y  off a p r i o r  
i s s u e  at r e d e m p t i o n  da t e  m o r e  than 90 day s  in future), c a n n o t  i n v e s t  
p r o c e e d s  at y i e l d  mor e  than .001% over the b o n d  yield; p r o j e c t  b o n d s  
i s s u e d  a f t e r  1985 m a y  be a d v a n c e  refunded once.

(7) C h a n q e  in use of facility, such as s a l e  to business, m a y  b e  p o s s i b l e  
u n d e r  Rev. Proc. 93-17 if -

(A) N o t  e x p e c t e d  w h e n  b o n d s  were issued,

Copr. (C) West 1997 N o  c l a i m  to orig. U.S. govt, works
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(B) 5 years have passed,
(C) P r i c e  is fair,
(D) B o n d s  art redeemed.

2. P o t e n t i a l l y  a b u sive transa c t i o n s  under IR-90-60.

(a) 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  acquires n u r s i n g  home or h o s p i t a l  w i t h  p r o c e e d s  
of t a x - e x e m p t  bonds, for e x a mple wi t h  " m a n e g » - b * c k” ag r e e m e n t  to d e v e l o p e r .

(b) F a c i l i t i e s  fina n c e d  wi t h  ta x - e x e m p t  bo n d s  are sold or l e a s e d  b y  a 
5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  to p a r t n e r s h i p  or o t h e r  entities of m e d i c a l  staff.

(c) P r i v a t e  health care f a c i l i t y  sells an u n p r o f i t a b l e  f a c i l i t y  to a 
5 0 1 ( c ) ( 3 )  o r g a nization, for e x a m p l e  n e w l y  f o r m e d  by the p r i v a t e  c o r p o r a t i o n  

a nd u s i n g  b o n d  financing.
(d) S e e  also: A n n o u n c e m e n t  93-2, P r o p o s e d  E x a m i n a t i o n  G u i d e l i n e s  R e g a r d i n g  

C o l l e g e s  a n d  Universities, s 342.7 (e.g " d e t e r m i n e  w h e t h e r  the b o a r d  o f  
d i r e c t o r s  of the u n i v e r s i t y  have m e t  a p r u d e n t  m an f i d u c i a r y  s t a n d a r d  in 
i n c u r r i n g  t he d e b t " ) .

3. P a r t i c u l a r  p r o b l e m s  in fina n c i n g  "wor k i n y  c a p i t a l . "
(a) " W o r k i n g  c a p i t a l "  e x p e n d i t u r e s  are d e f i n e d  as e x p e n d i t u r e s  n o t  p r o p e r l y  

c h a r g e a b l e  to capital a c c ount un d e r  g e n e r a l  tax p r i n c i p l e s  - t h a t  is, 
o p e r a t i n g  exp e n s e s .  Reg. s 1.150-l(b).

*185 (b) A r b i t r a g e  b o n d  r e g u l a t i o n s  p r e v e n t  an i s s u e r  from " a l l o c a t i n g "  

p r o c e e d s  to e x p e n d i t u r e s  for w o r k i n g  capital u nless there are no o t h e r  funds 
a v a i l a b l e .

(1) E x c e p t i o n s  for "de m i n i m i s "  a l l o c a t i o n s  (e.g., 5% of i s s u e  m a y  be 
a l l o c a t e d  to w o r k i n g  c a p i t a l  expenditures, su c h  as i n i tial o p e r a t i n g  

e x p e n s e s ,  th a t  are d i r e c t l y  related to c a p i t a l  co s t s  f i n a n c e d  b y  the 
issue) .

(2) F u n d s  held in a " reasonable w o r k i n g  c a p i t a l  r e s e r v e "  (equal t o  5% of 
p r i o r  y e a r ' s  expenses) can be t r e a t e d  as unavailable, u n l e s s  the r e s e r v e  
r e p r e s e n t s  an a c c u m u l a t i o n  of funds r e p l a c e d  b y  the b o n d  p r o c e e d s .

4. E m e r g i n g  t e c h n i q u e s  w i t h  "deriv a t i v e "  securities.

(a) F i x e d - r a t e  bonds can be " f r a c t i o n a t e d "  b y  p a r t i e s  in t o  d e r i v a t i v e  
p r o d u c t s  t o  m e e t  p a r t i c u l a r  markets.

(b) E x a m p l e :  first half of issue bears i n t e r e s t  at c o n v e n t i o n a l  f l o a t i n g
rate, s e c o n d  hal f  gets d i f f e r e n c e  b e t w e e n  first h a l f ' s  rate a n d  a f i x e d  rate
( " i n v e r s e  f l o a t e r s "  or "residual i n t e r e s t  bonds").

(c) A n o t h e r  example: b o n d h o l d e r s  r e c eive f l o a t i n g  rate; i s s u e r  e n t e r s  an 
i n t e r e s t  r a t e  e x c h a n g e  cont r a c t  ("swap contract") w i t h  a f i n a n c i a l  
i n s t i t u t i o n  to hedge its rate risk.

(d) D e s i r e d  result in b o t h  cases is tax tre a t m e n t  as a f i x e d - r a t e  i s s u e  of 
debt.

5. E m e r g i n g  p r o b l e m s  un d e r  H e a l t h  S e c u r i t y  Plan.
(a) H o w  t o  f i n ance w o r k i n g  c a p ital r e q u i r e m e n t s  of a h e a l t h  a l l i a n c e .
(b) H o w  to f i n a n c e  a st a t e  g u a r a n t e e  fu n d  for failing h o s p i t a l s .

C875 ALI-ABA 179
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FISCAL NOTE BILL NO: HB 102

Abolish Alaska M e d ic a l Facility Authority

Dept. A ffe c te d : Revenue 

_BRU:

C o m p o n e n t: Treasury Division

Revenue O perations

Sponsor:

Requestor:

(H) FIN

(H) FIN

Expendiiuros/Revonues:

COMPONENT SERIAL NO.

(Thousands of Dollars)

121

OPERATING EXPENDITURES FY 98 FY 99 FYOO FY01 FY 02 FY 03

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands o f Dollars)

1002 Federal Receipts

1003 GF M a tc h

1004 GF 0.0 0.0 0.0 0.0 0.0 0.0

1005 G F/Program  Receipts

1037 G F /M e n fa l Health

O ther

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current ye a r (FY97) cost $ 0.0

POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY

ANALYSIS: (Attach a  separate p a g e  U necessary)

T h e  D e p a r tm e n t  o f  R e v e n u e  s u p p o rts  th e  a b o lis h m e n t o f  th e  A u th o rity . T h e re  is n o  fiscal im p a c t.
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A g e n c y: R evenue
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ALASKA ST \T E  HOSPITAL & NURSING HOME
ASSOCIATION

Facsimile Transmission
February  11, 1997— 9:50 am

To: Mike Tibbies

O ffice: Representative Gene Therriault
Fax #: (907) 465-3884

Subject: HB 102 Repealing Ak. Medical Facility Authority

Sender: Garrey Peska
S ender Telephone #: (907) 364-2244

Sender Fax #: (907) 364-2950
Send e r E-Mail#: gpeska<5’ ptialaska.net
Y ou  shou ld  rece ive  _2_ pages, including this cover sheer.. I f  you  d o  no t receive all
the pages, p lease  ca ll the num ber above.

COMMENTS: Hi Mike: I have a meeting at 10:00 AM today. Will come to your office
afterward to talk about the following.

Follow up comments on House Bill 102 - Abolishing the Alaska Medical Facility 
Authority:

We have researched the Alaska Statutes further to answer a question asked during 
the House Finance Committee meeting yesterday. The question was whether a 
municipality in Alaska can issue tax exempt revenue bonds on behalf of a private non 
profit medical facility.

The short answer is yes but the process is not as uncomplicated as with the Alaska 
Medical Facility Authority.

The municipality must pass an ordinance to allow the financing project which could be 
complicated by local politics. Also, if a municipality sells a bond issue in excess of 
$10,000,000, some of the tax exempt benefit is lost on the excess.
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Home rule cities and second class boroughs with health powers are allowed to sell 
such bonds. A city within a borough may not sell such bonds unless the borough has 
delegated health powers to the city.

In a letter dated January 16, 1992, State Comptroller, Brian Andrews wrote:

“The underlying philosophy of AMFA is sound. As such, the AMFA authority should not 
be removed from statute. With general revenues for political entities decreasing over 
the next decade, AMFA may provide an acceptable financing opportunity. In its 
present status, AMFA isn't creating any undue hardships on Treasury's operation."

While we understand there are other alternative tax exempt financing sources 
available for medical facility projects, ASHNHA members still request that the Authority 
not be abolished. It is a viable vehicle that could be used in the fuiure. Why preclude 
that possibility?
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Various Departments
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House Finance Committee
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Miscellaneous
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CS FOR HOUSE BILL NO. 103(FLN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - FIRST SESSION
BY THE HOUSE FINANCE COMMITTEE

Oflfered:
Referred:

Sponsors): HOUSE FINANCE COMMITTEE

A BILL

FOR AN ACT ENTITLED

"An Act repealing certain state funds and accounts and boards, limitations, and

programs related to those funds and accounts; and providing for an effective
date."

BE IT ENACTED BY THE LEGISLATURE OF 'IHE STATE OF ALASKA:

* Section 1. AS 14.36.020 is amended to read:
Sec. 14.36.020. Community school grants [SCHOOLS GRANT FUND 

CREATED; LIMITATIONS ON USE]. [THERE IS CREATED A COMMUNITY 
SCHOOLS GRANT FUND AS AN ACCOUNT IN THE GENERAL FUND. THE 
FUND SHALL BE USED TO MAKE COMMUNITY SCHOOL GRANTS TO 
LOCAL ATTENDANCE AREAS OR SCHOOL DISTRICTS UNDER THIS 
CHAPTER. LEGISLATIVE APPROPRIATIONS FOR COMMUNITY SCHOOL 
GRANTS SHALL BE DEPOSITED IN THIS FUND.] Community school grants may 
be used for planning, training, and operations.

-1-

New Text Underlined [DELETED TEXT BRACKETED)
CSHB 103(F IN )
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* Sec. 2. AS 26.10.030 is amended to read:

Sec. 26.10.030. Acceptance of gifts, donations, and grants. The Department 

o f Military and Veterans' Affairs may receive gifts, donations, and grants from any 

person or agency. A ll gifts, donations, and grants shall be [PLACED IN TH E 

VETER AN S SERVICE FUND AND] used in accordance with the donor’s instructions.

*  Sec. 3. AS 28.10.421(f) is amended to read:

(0  In addition to the fees imposed under (b) and (d) of this section, the 

following special biennial registration fee is imposed upon renewal of registration for 

a passenger vehicle, motor home, pick-up truck, Oi a van with special request Winter 

Olympics commemorative plates. . . S60 [; THE A N N U A L E STIM A TE D  BALANC E 

IN  TH E  A C C O U N T M A IN T A IN E D  B Y  THE CO M M ISSIO NER OF 

A D M IN IS T R A T IO N  UNDER AS 37.05.142 M A Y  BE APPROPRIATED B Y  TH E 

L E G IS L A TU R E  TO  THE A LA S K A  A M A T E U R  SPORTS FU N D  ESTABLISHED 

. U N D E R  AS 05.35.150].

* Sec. 4. AS 29.65.040(a) is amended to read:

(a) After July 1, 1978, general grant land entitlements provided in former 

AS 29.18.201 and 29.18.202 are vested property rights that must be fulfilled as 

provided in AS 29.65.050 [OR 29.65.080]. After January 1, 1988, general grant land 

entitlements provided in AS 29.65.010 are vested property rights that must be fulfilled 

as provided in AS 29.65.050 [OR 29.65.080].

* Sec. 5. AS 29.65.040(e) is amended to read:

(e) The time limitations imposed by (c) and (d) of this section for exercising 

a vested general grant land entitlement do not apply to

(1) the portion of an entitlement that cannot be satisfied by that date 

because of a shortage of land suitable for residential, commercial, and industrial 

purposes that is vacant, unappropriated, unreserved land;

(2) [PAYM EN TS FOR LA N D  D EFIC IEN C Y UNDER AS 29.65.080;

(3)] the portion of an entitlement that cannot be satisfied because the 

land selected by a municipality has been selected by a party entitled to select land 

owned by the United States or the state; or

(3) [(4)] the portion of an entitlement that cannot be satisfied because

C SH B  103 (F IN ) -2-
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the land nominated for selection by the municipality is not tentatively approved for 

patent to the state.

*  Sec. 6. AS 37.20.030 is amended to read:

Sec. 37.20.030. Jurisdiction of accepted property, (a) A ll chattels accepted 

under the provisions of AS 37.20.010 [A N D  37.20.020] are subject to the jurisdiction 

of the Department of Administration for distribution to the appropriate department.

(b) A ll land accepted under the provisions of AS 37.20.010 [AND  37.20.020] 

is subject to the jurisdiction o f the Department of Natural Resources.

(c) A ll public buildings accepted under the provisions of AS 37.20.010 [A N D

37.20.020] are subject to the jurisdiction of the Department o f Transportation and 

Public Facilities.

* Sec. 7. AS 47.45.110 is amended to read:

Sec. 47.45.110. Custody of funds. The commissioner of revenue is the 

treasurer of the system and has powers and duties for this purpose [IN C LU D IN G  B U T 

N O T  L IM IT E D  TO TH E F O L L O W IN G :

(1) TO A C T AS O F F IC IA L  C U S TO D IA N  OF THE CASH A N D  

SEC U R ITIES BELO NGING TO  T H E  FUND;

(2) TO  RECEIVE A L L  ITEM S OF CASH BELO NG ING  T O  TH E

FU N D ].

* Sec. 8. AS 47.55.060 is amended to read:

Sec. 47.55.060. T rust fund. Unless otherwise provided by the donor, money 

bequeathed to the Alaska Pioneers' Home constitutes a special trust fund. [A N D  

S H A L L  BE DEPOSITED IN  A  SPEC IA L FU N D  D ESIG N A TED  TH E "A LA S K A  

P IO N E E R S ’ H O M E TRU ST FUND."] Unless otherwise provided by the donor, 

interest from the special trust [THIS] fund is under the control and at the disposal of 

the Department of Administration, and expenditure from it is limited to the benefit and 

comfort of the residents of the home.

* Sec. 9. AS 47.65.010 is amended to read:

Sec. 47.65.010. O lder A laskans service program s [A C C O U N T ]. [THE 

O L D E R  A LA SKA N S SERVICE PRO G RAM S ACC O U NT IS ESTA B LISH ED  IN  

T H E  D E P A R TM E N T OF A D M IN IS T R A T IO N .] An amount to carry out the
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provisions of AS 47.65.010 - 47.65.050 may be appropriated annually by the 

legislature [TO TH E A CC O U N T]. The amount appropriated [TO TH E A CC O U N T] 

shall be fully distributed by the Alaska Commission on Aging to sponsors of older 

Alaskans service programs in accordance with the provisions of AS 47.65.010 - 

47.65.050.

* Sec. 10. AS 47.65.020 is amended to read:

Sec. 47.65.020. G rants for community service program s. Not less than 60 

percent of the amount appropriated by the legislature for older Alaskans service 

proeram s under AS 47.65.010 - 47.65.050 [TO THE A C C O U N T ESTABLISH ED  

IN  AS 47.65.010] shall be allocated annually by the commission as community 

program grants to sponsors of older Alaskans service programs. Payments shall be 

made on the basis of applications submitted to the commission by sponsors of 

community programs.

* Sec. 11. AS 47.65.030(a) is amended to read:

(a) The balance o f the amount appropriated for older Alaskans service 

program s under AS 47.65.010 - 47.65.050 (TO TH E A C C O U N T ESTABLISH ED  

IN  AS 47.65.010] not allocated under AS 47.65.020 shall be allocated annually by the 

commission as grants to support pilot projects for the benefit of older Alaskans under 

this section.

*  Sec. 12. (a) AS 05.35.150 is repealed.

(b) AS 14.07.020(a)( 15); AS 14.14.115(b); AS 14.30.410(a), 14.30.510, 14.30.750; 

AS 14.40.455, and 14.40.610(a) are repealed.

(c) AS 18.28.030 is repealed.

(d) AS 18.60.140 and 18.60.145 are repealed.

(e) AS 26.10.020 is repealed.

(0  AS 29.65.080 is repealed.

(g) AS 37.20.020 is repealed.

(h) AS 41.98.010, 41.98.015, 41.98.020, 41.98.025, 41.98.030, 41.98.035, 41.98.040, 

and 41.98.100 are repealed.

(i) AS 41.98.170, 41.98.175, and 41.98.180 are repealed.

(j) AS 44.33.020(32), 44.33.436, 44.33.437, and 44.33.438 are repealed.
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(k) AS 44.47.200, 44.47.210, 44.47.220, and 44.47.230 are repealed.

(1) AS 45.92.010, 45.92.020, 45.92.030, 45.92.040, 45.92.050, 45.92.055, and

45.92.060 are repealed.

(m) AS 45.94.010, 45.94.020, 45.94.030, 45.94.040, 45.94.050, and 45.94.060 are 

repealed.

(n) AS 47.37.045(a) is repealed.

(o) AS 47.45.090, 47.45.100(2). and 47.45.100(3) are repealed.

(p) AS 47.80.200, 47.80.210, 47.80.220, 47.80.230, 47.80.240, and 47.80.290 are 

repealed.

* Sec. 13. D ISTR IB U TIO N  OF UN AN flC IP A T E D  RECEIPTS, (a) Except as provided 

under (b) of this section, if  money accruing to a fund or account repealed by this Act is 

received by the State of Alaska on or after the effective date of this Act, the money shall be 

deposited into the general fund.

(b) I f  money accruing to a dedicated fund, trust fund, or account of a dedicated fund 

or trust fund that is repealed by this Act is received by the State of Alaska on or after the 

effective date of this Act, the money shall be subject to disposition in accordance with the 

dedication of the money or the terms of the trust.

*  Sec. 14. This Act takes effect July 1, 1997.
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CS FOR HOUSE BILL NO. 103(FIN)

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - FIRST SESSION
BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE FINANCE COMMITTEE

A BILL

FOR AN ACT ENTITLED

"An Act repealing certain state funds and accounts and boards, limitations, and

programs related to those funds and accounts; and providing for an effective

date."

E IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.36.020 is amended to read:
Sec. 14 36.020. Community school grants [SCHOOLS GRANT FUND 

CREATED; LIMITATIONS ON USE]. [THERE IS CREATED A COMMUNITY 
SCHOOLS GRANT FUND AS AN ACCOUNT IN THE GENERAL FUND. THE 
FUND SHALL BE USED TO MAKE COMMUNITY SCHOOL GRANTS TO 
LOCAL ATTENDANCE AREAS OR SCHOOL DISTRICTS UNDER THIS 
CHAPTER. LEGISLATIVE APPROPRIATIONS FOR COMMUNITY SCHOOL 
GRANTS SHALL BE DEPOSITED IN THIS FUND.] Community school grants may 
be used for planning, training, and operations.
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* Sec. 2. AS 26.10.030 is amended to read:
Sec. 26.10.030. Acceptance of gifts, donations, and grants. The Department 

of Military and Veterans’ Affairs may receive gifts, donations, and grants from any 
person or agency. All gifts, donations, and grants shall be [PLACED IN THL 
VETERANS SERVICE FUND AND] used in accordance with the donor’s instructions.

* Sec. 3. AS 28.10.421(f) is amended to read:
(f) In addition to the fees imposed under (b) and (d) of this section, the 

following special biennial registration fee is imposed upon renewal of registration for 
a passenger vehicle, motor home, pick-up truck, or a van with special request Winter 
Olympics commemorative plates. . . $60 [; THE ANNUAL ESTIMATED BALANCE 
IN THE ACCOUNT MAINTAINED BY THE COMMISSIONER OF 
ADMINISTRATION UNDER AS 37.05.142 MAY BE APPROPRIATED BY THE 
LEGISLATURE TO THE ALASKA AMATEUR SPORTS FUND ESTABLISHED 
UNDER AS 05.35.150].

* Sec. 4. AS 29.65.040(a) is amended to read:
(a) After July 1, 1978, general grant land entitlements provided in former 

AS 29.18.201 and 29.18.202 are vested property rights that must be fulfilled as 
provided in AS 29.65.050 [OR 29.65.080]. After January 1, 1988, general grant land 
entitlements provided in AS 29.65.010 are vested property rights that must be fulfilled 
as provided in AS 29.65.050 [OR 29.65.080].

* Sec. 5. AS 29.65.040(e) is amended to read:
(e) The time limitations imposed by (c) and (d) of this section for exercising 

a vested general grant land entitlement do not apply to
(1) the portion of an entitlement that cannot be satisfied by that date 

because of a shortage of land suitable for residential, commercial, and industrial 
pur oses that is vacant, unappropriated, unreserved land;

(2) [PAYMENTS FOR LAND DEFICIENCY UNDER AS 29.65.080;
(3)] the portion of an entitlement that cannot be satisfied because the 

land selected by a municipality has been selected by a party entitled to select land 
owned by the United States or the state; or

(3) [(4)] the portion of an entitlement that cannot be satisfied because
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the land nominated for selection by the municipality is not tentatively approved for 

patent to the state.

* Sec. 6. AS 37.20.C JO is amended to read:

Sec. 37.20.030. Jurisdiction of accepted property, (a) All chattels accepted 

under the provisions of AS 37.20.010 [AND 37.20.020] are subject to the jurisdiction 

o f the DeDartment o f Administration for distribution to the appropriate department.

(b) A ll land accepted under the provisions of AS 37.20.010 [A N D  37.20.020] 

is subject to the jurisdiction of the Department of Natural Resources.

(c) A ll public buildings accepted under the provisions of AS 37.20.010 [AND

37.20.020] are subject to the jurisdiction of the Department of Transportation and 

Public Facilities.

* Sec. 7. AS 47.45.110 is amended to read:

Sec. 47.45.110. Custody of funds. The commissioner of revenue is the 

treasurer of the system and has powers and duties for this purpose [IN C LU D IN G  BUT 

N O T  L IM IT E D  TO  T H E  FO LLO W IN G :

(1) TO  A C T AS O FFIC IA L C USTO D IAN OF TH E CASH A N D  

SEC URITIES B ELO N G IN G  TO TH E FUND;

(2) TO  R EC EIVE A L L  ITEM S OF CASH BELO N G IN G  TO  THE

FU N D ],

* Sec. 8. AS 47.55.060 is amended to read:

Sec. 47.55.060. T rust fund. Uniess otherwise provided by the donor, money 

bequeathed to the Alaska Pioneers’ Home constitutes a special trust fund. [AND  

S H A L L  BE DEPO SITED IN  A  SPECIAL FU N D  D ESIG N A TED  T H E  "A LA S K A  

P IO N E ER S ’ H O M E  TR U ST FUND."] Unless otherwise provided by the donor, 

interest from the special trust [THIS] fund is under the control and at the disposal of 

the Department of Administration, and expenditure from it is limited to the benefit and 

comfort of the residents of the home.

* Sec. 9. AS 47.65.010 is amended to read:

Sec. 47.65.010. O lder Alaskans service program s [ACCOUNT]. [THE 

O L D E R  A LA S K A N S  SERVICE PROGRAMS ACCO U NT IS ESTA B LISH E D  IN 

T H E  D E P A R T M E N T  OF A D M IN IS TR A TIO N .] An amount to carry out the
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provisions of AS 47.65.0)0 - 47.65.050 may be appropriated annually by the 
legislature [TO THE ACCOUNT], The amount appropriated [TO THE ACCOUNT] 
shall be fully distributed by the Alaska Commission on Aging to sponsors of older 
Alaskans service programs in accordance with the provisions of AS 47.65.010 - 
47.65 050.

* Sec. 10. AS 47.65.020 is amended to read:
Sec. 47.65.020. Grants for community service programs. Not less than 60 

percent of the amount appropriated by the legislature for older Alaskans service 
programs under AS 47.65.010 - 47.65.050 [TO THE ACCOUNT ESTABLISHED 
IN AS 47.65.010] shall be allocated annually by the commission as community 
program grants to sponsors of older Alaskans service programs. Payments shall be 
made on the basis of applications submitted to the commission by sponsors of 
community programs.

* Sec. 11. AS 47.65.030(a) is amended to read:
(a) The balance of the amount appropriated for older Alaskans service 

programs under AS 47.65.010 - 47.65.050 [TO THE ACCOUNT ESTABLISHED 
IN AS 47.65.010] not allocated under AS 47.65.020 shall be allocated annually by the 
commission as grants to support pilot projects for the benefit of older Alaskans under 
this section.

* Sec. 12. (a) AS 05.35.150 is repealed.
(b) AS 14.07.020(a)( 15); AS 14.14.115(b); AS 14.30.410(a), 14.30.510, 14.30.750; 

AS 14.40.455, and 14.40.610(a) are repealed.
(c) AS 18.28.030 is repealed.
(d> AS 26.10.020 is repealed.
(e) AS 29.65.080 is repealed.
(0 AS 37.20.020 is repealed.
(g) AS 41.98.010, 41.98.015, 41.98.020, 41.98.025, 41.98.030, 41.98.035, 41.98.040, 

and 41.98.100 are repealed.
(h) AS 41.98.170, 41.98.175, and 41.98.180 are repealed.
(i) AS 44.33.020(32), 44.33.436, 44.33.437, and 44.33.438 are repealed.
(j) AS 44.47.200, 44.47.210, 44.47.220, and 44.47.230 are repealed.
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(k) AS 45.92.010, 45.92.020, 45.92.030, 45.92.040, 45.92.050, 45.92.055, and
45.92.060 are repealed.

(1) AS 45.94.010, 45 94.020, 45.94.030, 45.94.040, 45.94.050, and 45.94.060 are 
repealed.

(m) AS 47.37.045(a) is repealed.
(n) AS 47.45.090, 47.45.100(2), and 47.45.100(3) are repealed.
(o) AS 47.80.200, 47.80.210, 47.80.220, 47.80.230, 47.80.240, and 47.80.290 are 

repealed.
* Sec. 13. DISTRIBUTION OF UNANTICIPATED RECEIPTS, (a) Except as provided 

under (b) of this section, if money accruing to a fund or account repealed by this Act is 
received by the State of Alaska on or after the effective date of this Act, the money shall be 
deposited into the general fund.

(b) If money accruing to a dedicated fund, trust fund, or account of a dedicated fund 
or trust fund that is repealed by this Act is received by the State of Alaska on or after die 
effective date of this Act, the money shall be subject to disposition in accordance with the 
dedication of the money or the terms of the trust.

* Sec. 14. This Act takes effect July 1, 1997.
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Bill Summary

Section 1

Section 1 amends AS 14.36.020, which establishes a separate Community 
Schools Grant Fund within the General Fund. The fund is currently empty 
and inactive. The Department of Education concurred that the account is 
unnecessary. As provided under Section 13 of the proposed legislation, any 
moneys received by the State intended for Community School Grants would 
be deposited into the General Fund.

Section 2

Eliminates from Statutes reference to the Veterans Service Fund, created as a 
separate account in the Treasury by AS 26.10.020. The Statute creating the 
account is repealed in Section 12 of the proposed legislation. As provided in 
Section 13, on or after the enactment of this legislation, any moneys received 
by the State for the dedicated purposes of Department of Military and 
Veterans Affairs will be deposited into the General Fund and "used in 
accordance with the donor's instructions" (AS 26.10.030). According to the 
Department, the account is inactive and can be deleted.

Section 3

Amends AS 28.10.421(f) to eliminate reference to the Alaska Amateur Sports 
Fund, as created by AS 05.35.150. The Statute which establishes the separate 
account within the Department of Commerce and Economic Development is 
repealed in Section 12. The account is inactive and empty and the 
Department recommends deletion.
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Cc-Ĉ air 

'397) U65 ̂ 399 
r Q M  1 9 0 7 :  4 G 5 ' 2 J * 8

'fiTEPiM AOCjPESS 
7  ’ 5  / J  <3tn 3 0 0

Ancnorsge. A  orjko 9 9 5 0 1 - 9 1 3 3  

’3 3 7 )  2 5 B - B 1 9 3  

Fa* { 0 0 7 1  5 5 8 - 3 1 6 6

Sllaska ,State legislature
House finance Committee

S c a c e  Capico l, J u n e a u ,  A la sk a  93301-1  13 3

HB 103
Repealing Funds and Accounts



Sections 4 & 5

Eliminates language which refers to the Alaska Municipal Land Account, 
established as a separate account in the General Fund under AS 29.65.080.
The statute creating .he account is repealed in Section 12 of the legislation. 
Again, the account not only is inactive and empty, but has never been 
activated since its creation (17 ch. 74 SLA 1985).

Section 6

Eliminates reference to the Federal Transitional Grants Account, established 
under AS 37.20.020. This special account in the General Fund is empty and 
inactive and according to the Department of Administration, can be 
eliminated. The Statute establishing the account is repealed in Section 12 of 
the proposed legislation.

Section 7

The amendments to AS 47.45.110 eliminate reference to the Alaska Longevity 
Bonus Fund, created under AS 47.45.090. The statute is repealed in Section 12, 
as well as other references to the Fund. The account is currently inactive and 
empty and can be deleted without any effect to the Program.

Section 8

Amends AS 47.55.060, which designates a special fund called The Alaska 
Pioneers' Home Trust Fund. It was established to be used by the Department 
of Administration as a repository for funds bequeathed to the Pioneers'
Home. The Fund is empty and inactive and the Department suggests we clear 
the account from Statutes. Section 13 provides that any subsequent donations 
be deposited into the General Fund and then appropriated to the Department 
for the Pioneers' Home in accordance with the donors' instructions.

Section 9

Amends AS 47.65.010 to remove reference to the "account" reserved for the 
Gilder Alaskans Program Service Programs. Appropriations for the Program 
are currently made directly from the General Fund by the Legislature and 
distributed by the Alaska Commission on Aging.

Sections 10 & 11

Amends AS 47.65.020, and 47.65.030(a) to remove reference to the account 
established in 47.65.010 (Section 9).



Section 12
Contains straight Repeals of Statutes which establish, or make reference to, 
the following inactive, empty accounts: Cooperative Arrangement Grant 
Fund (DOE); Bilingual-Bicultural Education Fund (DOE); Alaska Student 
Leadership Development Fund (DOE); Alaska School Counseling Program 
Grant Fund (DOE); Community College Fund of University of Alaska (UA); 
University of Alaska Risk Management Fund (UA); Community Health Aide 
Grant Account (DHSS); Mineral Resource Revolving Fund (DNR); Outdoor 
Recreation, Open Space and Historical Property Development Fund (DNR); 
Neighborhood Revitalization and Development Fund (DCED); Community 
Legal Assistance Grant Fund (DCRA); Fishery Production Revolving Loan 
Guarantee Fund (DOR); Forest Product Business Loan Guarantee Fund 
(DOR); Community Action Against Substance Abuse Grant Fund (DHSS); Self 
Sufficiency Trust Fund (DHSS); and Handicap & Mental Illness Charitable 
Account (DHSS).

Section 13

The final section in the Bill pertains to all of the accounts eliminated through 
the proposed repeal of statutes. Section 13 directs any moneys accruing to a 
fund or account repealed by this act to be deposited into the General Fund.

If moneys accrue to a dedicated fund, trust fund, or account of a dedicated 
fund or trust fund that is repealed by this Act, they shall be subject to 
disposition in accordance with the dedication or the terms of the trust.
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BILL SUMMARIES 
KB's 102,103,104,105,106,107,108

HB 102
"An Act abolishing the Alaska Medical Facility Authority. . . "
This legislation follows up with last year’s SB136, >,vhich transferred the 
balance remaining in the Alaska Medical Facilities Authority Fund to the 
State General fund, thus closing out all accounts pertaining to the Authority. 
Since chat time, neither the Fund nor the Authority have been used. By 
repealing AS 18.26, the obsolete Alaska Medic*! Facility Authority would be 
cleared from the Statutes.

HB 103
"An Act repealing certain «tate funds and accounts and boards and programs 
related to those funds and accounts... "
Simple repeals of the following inactive accounts: Alaska Amateur Sports 
Fund; Cooperative arrangement grant fund; Bilingual-Bicultural Education 
Fund; Alaska Student Leadership Development Fund; Alaska School 
Counseling Program Grant Fund; University Risk Management Fund; 
Community College Fund; Community Health Aide Grant Account;
Veterans Service Fund; Alaska Municipal Land Account; Federal Transitional 
Grants Accounts; Mineral Resource Revolving Fund; Outdoor Recreational, 
Open Space, and Historic Properties Development Fund; Neighborhood 
Revitalization and Development Fund; Legal Assistance and Juvenile Justice 
Grant Fund; Fisheries Product Revolving Loan Guarantee Fund; Forest 
Products Business Loan Guarantee Fund; Community Action Against 
Substance Abuse Grant Fund; Alaska Longevity Bonus Fund; Self-Suffidency 
Trust Fund; Alaska Pioneers' Home Trust Fund; Older Alaskans Service 
Programs Account; Community Schools Grant Fund; and Handicap & Mental 
Illness Charitable Account.

HB 104
"An Act repealing the search and rescue fund, relating to c.rpenditures for 
search and rescue activities . . ."
Search and rescue activities are appropriated directly from the General Fund 
and not through the search and rescue fund, which has remained empty and
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inactive. This legislation removes the fund from statutes, as well as reference 
to the fund.

HB 105
" An Act relating to the unorganized borough national forest receipts 
program. . . "
There is no present or anticipated use for the unorganized borough national 
forest receipts fund. Federal appropriations for the program go directly into 
the General Fund, leaving this special account inactive and empty. The 
legislation would clear the unused account from Statutes, by changing the 
reference from "fund" to "program".

HB 106
"An Act relating to the municipal assistance program and organization grant 
program..."
Although these programs remain operative, the municipal assistance and 
organization grant funds are inactive and empty. Legislation would dear the 
"fund"(s) from statutes, and refer only to the "program"(s).

HB 107
"An Act relating to water quality enhancement and water supply, waste 
water, and solid waste systems grants . . . "
This legislation removes from Statutes the Water Quality Enhancement and 
Water Supply, Wastewater, and Solid Waste Systems Fund. The fund is 
empty and is not used in making appropriations to the program.

HB 108
"An Act relating to the crime victim compensation program..."
The crime victim compensation program does not receive allocations from 
the fund established by statute. The inactive account is deared by changing 
reference from "fund" to "program".
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No. 1FISCAL NOTE Bill Version: hb 103______
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Dept. Affected ___ Various Departments
Repealing Funds and Accounts _BRU

Component
Sponsor
Requester

House Finance Committee

House Finance Committee Component Serial No.

Expenditures/Revenues
OPERATING EXPENDITURES FY 98 FY 99 FY 00 FY 01 FY 02 FY 03
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES [ ]

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate o f any current year (FY97) coat: 0.0

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separaf* page ifnoeotury)

This hill eliminates several inactive accounts and funds, which are no longer needed. There is no fiscal impact on the 
departments.

Prepared by 
Division

Approved by 
Agency

OMB

OMB
Annalee McConne!

465-4690

2/7/97

2/7/97

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE 
COMMITTEE COPY For further distnbubon information, cel the Governor's legislative Office 
(R»» 1 i/ve) 97fnfo«m xLs Page 1 of 1







STATE OF ALASKA 
1997 LEGISLATIVE SESSION

FISCAL NOTE
BILL NO: HB 104

Revision D a te : _________________________________________
Title: "An Act repealing the sea rch  and rescue fund ; BRU :

relating to  expend itu res fo rs ea rch  and _______ C om ponen t :
Sponso r :  H ouse  Finance________________________________
Requesto r : ______________________________________________

Dep t . A f fe c ted :  Pub lic Safety
S ta tew ide Support
Administrative Serv ices

COM PONENT  SERIAL NO. 0 5 2 5

EXPEND ITURES/REVENUES : (T h ousands  o f  Do l la rs ) (in f lat ion no t  inc luded )
OPERATING FY 9 8 FY 9 9 FY 0 0 FY 01 FY 0 2 FY 0 3
PERSONAI SERVICES
TRAVEI
CONTRACTUAL
StJPPI IFS
EOIJIPMFNT
I AND A STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL EXPENDITL' :S 0 0 0 0 0 0

CHANGE IN REVENUES ( ) 
Revenue Code

0 0 0 0 0 0

FUNDING: (Thousands of Dollars)
1002 Fede ra l Rece ip is
1003 G F  Match
1004 G F
1005 G F /P rog ram  Receipts
100R GF/MHTIA
Other
TOTAL 0 0 0 0 0 0

Estimate o f  current yea r (F Y  97 ) impact: S 0

POS IT IONS :
FIJI I -TIMF 0 0 0 0 0 0
PART-T IMF 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Approved by Commissioner: 
Agency: Ronald L. Otte. Dept, of Public Safety

Date: 2 /  J /  97

PREPARER TO PROVIDE ALL D ISTRIBUTION COPIES TO GOVERNOR'S LEG ISLATIVE OFFICE

For further distribution information call the Governor's Legislative Office
11/34 G ’Jogts977iDlC4rn doc Page 1 of 1
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FISCAL NOTE
STATE OF ALASKA BILL NO: HB104____________________
1997 LEGISLATIVE SESSION
Rev ision  D a t e : ______________________________________ Dept. A ffected: Public_Safety_______________________________
Title: An act repealing the SAR fund: relating_to______  BRU: Fish and Wildlife Protection________________

expenditures for SAR activities...________________ C om ponen t: Detachments-------------------------
S p o n s o r  ...Hquss-Ej nance___________________________ ________________________________________________________________
R eques to r: House Finance COM PONENT SERIAL NO.___ 0490_________________________

EXPENDITURES/REVENUES: ( T h o u s a n d s  o f  D ollars) (inflation not included)
OPERATING FY 98 FY 99 FYOO FY 01 FY 02 FY 03
PERSO N A L SERV ICES
TRAVEL
CONTRACTUAL
SU PPL IES
EQUIPM ENT
LAND & STR U C TU R ES
GRANTS. CLAIMS
M ISCELLANEOUS
TOTAL O PERA TIN G .  .................  -0- -0- 1 -O- -o- -0- -0-

CAPITAL -0- -n- -0- -0- -0- -0-

CHANGE IN REVENUES( ) -0 - 1 0 1 1 0 1 - 0 - -0 - - f l -
Revenue Cede

FUNDING: ( T h o u s a n d s  o f  D ollars)
1002 F ed e ra l R ece ip ts
1003 G F  M atch
1004 G F
1005 G F/P roqram
1006 GF/MHTIA
O the r
TOTAL -0- -0- -0- -0- -0-

E stim a te  of cu rren t y e a r  (FY 97) im pact: $ ________ -0-

POSIT IO N S:
FULL-TIME 0 n 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEM PORARY 0 0 0 0 0 0

ANALYSIS: (Attach a s e p a ra te  p ag e  if n ecessa ry .)
If enacted, this Bill will elim inate the search and rescue fund identified in Title IS. It will also lim it the monetary amount an 
authorized person can obligate during a search and rescue operation to a maximum of S2500 unless the commissioner 
approves a higher amount.

It will not significantly impact our program objectives or budget provided the eliminated fund is not confused with the search 
and rescue budget component within the Division o f Alaska State Troopers.

P rep a re d  By: Lt. Joel L._Hard______________________________  P hone  269-5409
Division: Fish and Wildlife_Protection_________________________________Date: February 7. 1997

A pproved  by C om m issioner: 0 Q    Date: 3-/ 1 / *  ?
A gency: Ronn'd L. Otte. Department o f Public Safety



1997 LEGISLATIVE SESSION
Revision Date: ______________________________________  Dept. A ffected: Public Safety_________
Title: An act repealing the SAR fund: relating to BRU: Alaska State T roopers

expenditures for SAR activities..._______________  C om ponen t: Detachments_________
Sponsor: House Finance___________________________ ______________________
R equesto r: House Finance___________________________COMPONENT SERIAL NO. 0799

FISCAL NOTE
STATE OF ALASKA BILL NO: HB104

EXPENDITURES/REVENUES: (Thousands o f Dolla rs) (inflation no t included)
OPERATING rY  98 FY 99 FY 00 FY 01 FY 02 FY 03
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING - 0 - -0- 1 -0- -0- *0- . . . .  . -o-

CAPITAL i -0- -0- -0- -0- -0- 1 -0-

CHANGE IN REVENUES( ) -0 - -0 - -0 - - 0 - ! -0 - -0 -
Revenue Code 1

FUNDING: (Thousands o f Do lla rs)
1002 F ede ra l R ece ip ts
1003 GF M atch
1004 GF
1005 GF/Proqram
1006 GF/MHTIA
O ther
TOTAL -0- -0- -0- -0- -n- -o-

Estim ate of curren t y ea r (FY 97) im pact: S  41-

POSITIONS:
FULL-TIME 0 0 0 0 0 n
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 n 0 0 0

ANALYSIS: (Attach a se p a ra te  p ag e  if necessary .)
If enacted, this Bill will eliminate the search and rescue fund identified in Title 18. It will also limit the monetary amount an 
authorized person can obligate during a search and rescue operation to a maximum of S2500 unless the commissioner 
approves a higher amount.

It will not significantly impact our program objectives or budget provided the elim inated funa is n Jt confused with the search 
and rescue budget component w ithin the Division o f Alaska State Troopers.

P rep a red  By: Capt. Ted_Bachman_______________________________________  P hon e  269-5409
Division: Alaska Slate Troopers  D ate: February 7. 1997

A pproved by C om m issioner:   Date: o 1 /  7 / ^ 7
Agency: Ronald L. Ottc. Department of Public Safety
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HOUSE BILL NO. 104

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - FIRST SESSION
B If THE HOUSE FINANCE COM M ITTEE

Introduced: 2/3/97 
Referred: Finance

A BILL 

FOR AN ACT ENTITLED

1 "An Act repealing the search and rescue fund; relating to expenditures for search

2 and rescue activities; and providing for an effective date."

3 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

4 * Section 1. AS 18.60.140 is amended to read:
5 Sec. 18.60.140. Limitation of amount of expenditure for search and rescue.
6 A designee of the commissioner of public safety may obligate the state in an amount
7 up to $2.500 [ONE PERCENT OF THE MAXIMUM AMOUNT OF THE SEARCH
8 AND RESCUE FUND] in any one case of search and rescue. If the commissioner of
9 public safety approves, the commissioner shall state the additional amount that may

10 be expended in each case, and the approval shall be attached to the voucher.
1 1 ^ I AS 18.60.145 is repealed. UO.IHO
12 * Sec. ̂ DISTRIBUTION OF UNANTICIPATED RECEIPTS. If money accruing to the
13 search and rescue fund is received by the State of Alaska after the effective date of this Act,
14 the money shall be deposited into the general fund.

HL>0104a -1-

New Text Underlined [DELETED TEXT BRACKETED]
HB  104
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1 * Sec. 4. This Act takes effect July 1, 1997.

#

HB 104 -2-

New Text Underlined [DELETED TEXT BRACKETED]
HB0104a
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BILL SUMMARIES 
HB's 102,103,104,105,106,107,108

HB 102
"An Act abolishing the Alaska Medical Facility Authority. . . "
This legislation follows up with last year’s SB136, which transferred the 
balance remaining in the Alaska Medical Facilities Authority Fund to the 
State General fund, thus closing out all accounts pertaining to the Authority. 
Since that time, neither the Fund nor the Authority have been used. By 
repealing AS 18.26, the obsolete Alaska Medical Facility Authority would be 
cleared from the Statutes.

HB 103
"An Act repealing certain state funds and accounts and boards and programs 
related to those funds and accounts... "
Simple repeals of the following inactive accounts: Alaska Am; teur Sports 
Fund; Cooperative arrangement grant fund; Bilingual-Bicultural Education 
Fund; Alaska Student Leadership Developnvnt Fund; Alaska School 
Counseling Program Grant Fund; University Risk Management Fund; 
Community College Fund; Community Health Aide Grant Account;
Veterans Service Fund; Alaska Municipal Land Account; Federal Transitional 
Grants Accounts; Mineral Resource Revolving Fund; Outdoor Recreational, 
Open Space, and Historic Properties Development Fund; Neighborhood 
Revitalization and Development Fund; Legal Assistance and Juvenile Justice 
Grant Fund; Fisheries Product Revolving Loan Guarantee Fund; Forest 
Products Business Loan Guarantee Fund; Community Action Against 
Substance Abuse Grant Fund; Alaska Longevity Bonus Fund; Self-Sufficiency 
Trust Fund; Alaska Pioneers' Home Trust Fund; Older Alaskans Service 
Programs Account; Community Schools Grant Fund; and Handicap & Mental 
Illness Charitable Account.

HB 104
"An Act repealing the search and rescue fund, relating to expenditures for 
search and rescue activities . . . "
Search and rescue activities are appropriated directly from the General Fund 
and not through the search and rescue fund, which has remained empty and



inactive. This legislation removes the fund from statutes, as well as reference 
to the fund.

HB 105
" An Act relating to the unorganized borough national forest receipts 
program. . . "
There is no present or anticipated use for the unorganized borough national 
forest receipts fund. Federal appropriations for the program go directly into 
the General Fund, leaving this special account inactive and empty. The 
legislation would clear the unused account from Statutes, by changing the 
reference from "fund" to "program".

HB 106
"An Act relating to the municipal assistance program and organization grant 
program..."
Although these programs remain operative, the municipal assistance and 
organization grant funds are inactive and empty. Legislation would dear the 
”fund"(s) from statutes, and refer only to the "program"(s).

HB 107
"An Act relating to water quality enhancement and water supply, waste 
water, and solid waste systems grants . . . "
This legislation removes from Statutes the Water Quality Enhancement and 
Water Supply, Wastewater, and Solid Waste Systems Fund. The fund is 
empty and is not used in making appropriations to the program.

HB 108
"An Act relating to the crime victim compensation program..."
The crime victim compensation program does not receive allocations from 
the fund established by statute. The inactive account is cleared by changing 
reference from "fund" to "program".


