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X am today submitting to your Honorable Bodies the
attached legislation entitled, "An Act to Authorize the
Advance Refunding of Ceraln Bonds of the Commonwealth to
Reduce the Net Borrowing Cost of Such Bonds."
In March, 1976, in the midst of a fiscal crisis caused
part by the necessity to renew a large amount of
outstanding commonwealth-guaranteed short-term debt Issued by
local housing authorities, the commonwealth issued and sold
$535 million of general obligation public housing bonds to
eliminate that short-term debt.
Because of the condition
of the bond market at the time, principally as a result of
the financial problems of New York City and to a lesser extent.
New York State, the Commonwealth sold those bonds at an
interest rate of nine percent
a high but regrettably necessary
rate to insure the sale of the bonds.
The success of that
sale solved the short-term debt problem that threatened to
destroy our financial stability.
I am pleased to report that
less than $1 million of local housing authority short-term
commonwealth-guaranteed debt is outstanding at this time and that
more than one-half billion dollars of such short-term debt has
been retired.
in

great

-

In addition, since March 1976, the commonwealth has with
each sale of bonds increased our market acceptance in the financial
community and has achieved lower rates of Interest and net
Interest costs at each successive sale.
The bond market in
general has also improved for issuers,
in part due to the recent
rapid growth of so-called municipal bond funds which have
extended the federal tax benefits of municipal investments to
many persons who historically had not had effective access to
this market.
The last two tines the commonwealth marketed its
bonds, in October and January, our borrowing cost was better
than the municipal bond index for those dates.
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The state treasurer, with the assistance of the Finance
Advisory Board, has been studying the feasibility of an advance
refunding of the public housing bonds issued in March, 1976;
that is, selling new bonds now to provide the funds to pay for
last year's public housing bonds on their call date in 1987
and to pay the interest until then.
The finance Advisory
Board has advised the treasurer and me that the taxpayers of
the commonwealth can realize significant savings by an advance
these bonds in a favorable market.
The overall
cost of that $535 million of bonds can,
therefore, be significantly
reduced.
The Finance Advisory Board urged that legislation to
authorize such an advance refunding be filed as promptly as
possible.
The treasurer and I agree that if steps can be taken
which will reduce net borrowing costs for the taxpayers of
Massachusetts,
Consequently,
those steps should be taken.
legislation has been prepared which I am submitting with this
message, authorizing the treasurer, when he believes market
conditions are favorable, with my approval, to proceed with
the refunding of the March, 1976, public housing bonds -and to
provide broader .authority for authenticating bonds sold by the
Commonwealth generally.
refunding of

In addition, good marketing practices for government
bonds now dictate
government agencies retain bond counsel
that
to assist in the preparation of disclosure statements as well
as to certify Independently that such bonds are lawful obligations of the Issuing authority.
The practice before the
onslaught of New York's financial problems was to omit outside
bond counsel and rely on the attorney general's certification.
the
I hope that as the municipal bond market stabilizes,
commonwealth and its issuing authorities can prudently return
However, until that
to this former, more economical practice.
time, an appropriate and equitable mechanism should be provided
and law firms competent to serve as
to insure that attorneys
bond counsel, have the opportunity to do so on an equal basis.
Thus, the attached legislation provides that the state tresurer,
and each other state Issuing authority, shall pre-qualify lists
of acceptable bond counsel, and shall then, when outside bond
counsel is needed, select such counsel from their respective
lists on a rotational basis.
The state treasurer and the issuing
authorities are also directed to promulgate regulations for the
basis and method of compensating bond counsel, and to report
annually to the comptroller on the counsel employed and their
compensation during each fiscal year.
I hope that you will schedule this legislation for an early
hearing.
The office of the State treasurer and my office are
fully available to
/a important legislation with you
as

you desire.
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Commontoealfl) of iflassacfjugetts
In the Year One Thousand Nine Hundred and

Seventy-Se

An Act

to authorize the advance refunding of certain bonds
OF THE COMMONWEALTH TO REDUCE THE NET BORROWING COST OF
SUCH BONDS.

Be it enacted by the Senate and House of Representatives in
General Court assembled, and by the authority of the same, as
follows:
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SECTION 1. Chapter 4 of the Acts of 1976 is hereby amended
by adding the following section after section 10:
Section 10A. Whenever the state treasurer determines it to be
in the best interests of the commonwealth to refund outstanding
bonds issued pursuant to Section 10 or this section, the state
treasurer may, with the approval of the governor, issue and sell
bonds for the purposes of purchasing, funding or refunding all or
any of the principal of and the interest payable with respect to
such outstanding bonds to the redemption or maturity dates
thereof, together with any sinking funds with respect thereto,
redemption premiums, if any, all expenses incidental to the
calling, retirement or payment of the outstanding bonds and to
the issuance of the refunding bonds including, without limitation,
bond discount, and any amount necessary for the payment of
interest upon the bonds issued pursuant to this section from the
date of their sale to the date of maturity of the outstanding bonds
to be refunded or to the date upon which the outstanding bonds
to be refunded will be paid pursuant to the call thereof or any
agreement with the holders thereof. The state treasurer may issue
and sell for such purposes such combination of general obligation
bonds of the commonwealth and special obligation bonds as he
shall determine to be in the best interests of the commonwealth.
All bonds issued as aforesaid shall be designated on their lace
either “General Obligation 1977 Debt Service Refunding Bond,”
which bonds shall be general obligations of the commonwealth to
which its full faith and credit is pledged for the punctual payment
of principal and interest, or “Special Obligation 1977 Debt
Service Refunding Bond,” which bonds shall not be general
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obligations of the commonwealth and to which the full faith and
credit of the commonwealth shall not be pledged, as the case may
be. Such special obligation bonds shall not be deemed to be any
part of the debt of the commonwealth. Such bonds may be issued
at a price not less than ninety-seven percent of the face value
thereof, at public or private sale, registered or with interest
coupons attached, and may be subject to sell for redemption at
any time or from time to time, with or without premium. Such
bonds may be issued on a serial payment plan or may be issued as
term bonds, or in any combination thereof, and section forty-nine
of chapter twenty-nine of the General Laws shall not apply to the
repayment provisions of any term bonds. The rate or rates of
interest shall be as the state treasurer shall designate or approve,
and the bonds shall be sold at such interest costs as he and the
governor shall approve. Except as may be otherwise provided in
this section, all of the terms and conditions of the issue and sale of
such bonds, and of such bonds, shall be as the state treasurer shall
determine to be in the best interests of the commonwealth.
Section fifty-three of said chapter twenty-nine shall not apply to
any such sale.
If any general obligation bonds are issued hereunder as term
bonds, the state treasurer may establish or cause to be established
a reserve or sinking fund for the payment or redemption of any
such term bonds and for the payment of interest thereon.
Payments to any such reserve or sinking fund of amounts
available for the payment of principal and interest, according to a
schedule established by the state treasurer at the time any such
general obligation term bonds are issued, shall for all purposes,
including the purposes of section fifty of said chapter twentynine, be deemed to be serial payments of the bonds, and the full
faith and credit of the commonwealth is pledged to the making of
such payments. Amounts in such reserve or sinking funds may be
invested as provided in the following paragraph, and earnings
thereon may be taken into account in establishing or making
payments to any such reserve or sinking fund. Payments from any
such reserve or sinking fund for the payment or redemption of
bonds and the payment of interest thereon shall be made without
further appropriation or authorization by any officer of the
commonwealth. The principal of and interest on special
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obligation bonds issued hereunder by the state treasurer shall be
secured by and payable solely from the interest to be received on
obligations of the United States of America to be purchased with
the proceeds of bonds sold hereunder.
Pending the application of the proceeds of general obligation
bonds and special obligation bonds issued in accordance with this
section, such proceeds, together with investment earnings
therefrom, and amounts in the sinking fund, together with
investment earnings thereon, shall be held by the state treasurer in
trust, or may be deposited by the state treasurer in trust, on such
terms as the state treasurer shall approve, with a trustee or escrow
agent, which trustee or escrow agent shall be a banking institution
or trust company with trust powers having a paid up capital and
surplus of not less than $50,000,000, for investment in (i) direct
general obligations of, or obligations the payment of the principal
and interest of which are unconditionally guaranteed by, the
United States of America; (ii) bonds debentures, participation
certificates or notes issued by the Federal National Mortgage
Association or by any other agency or corporation which has
been or is hereafter created pursuant to an act of the Congress of
the United States as an agency or instrumentality thereof; (iii)
housing authority bonds issued by public agencies or
municipalities and fully secured as to the payment of both
principal and interest by a pledge of annual contributions under
an annual contributions contract or contracts with the United
States of America; or project notes issued by public agencies or
municipalities and fully secured as to the payment of both
principal and interest by a requisition or payment agreement with
the United States of America; (iv) interest-bearing time deposits
or certificates of deposit of banking institutions or trust companies organized under the laws of any state of the United States or
any national banking association, provided that such deposits or
certificates shall be continuously and fully secured by obligations
described in clauses (i), (ii) and (iii) having a market value
(exclusive of accrued interest) at least equal to the aggregate
amount of such deposits and certificates; or (v) any of the
securities described in clauses (i) through (iii) which are subject to
repurchase agreements with any bank or trust company
organized under the laws of any state of the United States or any
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institution. Such proceeds, including
earnings from any such investments, shall be applied for
purposes specified in this section; provided, however, that
earnings on investments or proceeds of bonds issued

national banking

the
the
net

in
accordance with the provisions of this section not used for such
purposes shall be deposited by the state treasurer in the general
fund.

In connection with the issuance of bonds pursuant to thisA
section, the state treasurer may covenant from time to time with v
the purchasers or with the holders of such bonds or with a trustee
or trustees, which shall be banking institutions or trust companies
with trust powers having paid up capital and surplus of not less
than fifty million dollars, for the benefit of the holders, with
respect to the proceeds and investment earnings thereon of bonds
issued pursuant to this section, to mandatory and voluntary
redemptions, the prices thereof and the manner of notice therefor,
to the operation of and investment of amounts in any reserve or
sinking fund, to the terms of other bonds and the amount and
terms of notes which may be issued or guaranteed by the
commonwealth for purposes of housing projects under chapter
one hundred and twenty-one B of the General Laws, provided
that any covenant regarding the amount of said notes shall not
include any provision restricting the amount of notes that may be
issued or guaranteed for such purposes to any amount of notes
less than that amount authorized by the provisions of said
chapter one hundreti and twenty-one B in effect on March 9,
1976, and to any other matter appropriate and proper and not
inconsistent with law in connection with the bonds. Such
covenants may appear on the bonds or may be included in a
separate contract or trust indenture, a copy of which shall be
available for public inspection at the office of the state treasurer,
in which case reference to such contract or indenture on the
bonds shall be sufficient to incorporate its terms into the bonds d
and shall be full notice of the terms thereof to any holder of a

140
141 bond.
142
No bond issued pursuant to this section shall mature more than
143 twenty-five years after the date of its issuance.
144
Any right against the commonwealth of a holder of a bond
145 issued hereunder may be enforced as provided in chapter two
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hundred fifty-eight of the General Laws. The pendency of any
action pursuant thereto or the existence of a judgment thereunder
shall not relieve the obligation of the commonwealth to pay when
due the principal of and the interest on general obligation bonds
issued pursuant to this section, and the full faith and credit of the
commonwealth is pledged to such payment. Nothing contained in
this paragraph shall enlarge the rights of a holder of a special
obligation bond issued pursuant to this section, and such holder’s
right to payment shall be subject to the limitations set forth in the
last and second paragraphs of this section.
SECTION 2. Chapter 29 of the General Laws is hereby
amended by striking out Section 48, as most recently amended by
Chapter 4 of the Acts of 1976, and inserting in place thereof the
following section:
Section 48. Bonds issued by the Commonwealth shall be signed
by the state treasurer or a deputy treasurer and approved by the
governor. Notes issued by the commonwealth shall be signed by
the state treasurer or a deputy treasurer, approved by the
governor, and countersigned by the comptroller or a deputy
comptroller or an assistant to the comptroller.
SECTION 3. Said chapter 29 is hereby amended by adding the
following section after Section 48A.
Section 488. The state treasurer, after consultation with the
finance advisory board, and each agency, instrumentality or
independent authority of the commonwealth, having the
authority to issue bonds or notes, shall from time to time file with
the comptroller a list of attorneys and law firms qualified on the
basis of skill and experience to serve as counsel with respect to the
issuance of bonds and notes. Whenever the commonwealth, or
any agency, instrumentality or independent authority of the
commonwealth intends to issue bonds or notes in their judgment
require the employment of bond counsel, the treasurer or such
agency, instrumentality or authority shall retain such counsel on
a rotating basis in the order such counsel appear on their list on
file at such time with the comptroller.
The state treasurer shall from time to time promulgate
regulations subject to the provisions of chapter 30A establishing
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18 the method of compensating counsel retained in connection with
19 the issuance of bonds or notes by the commonwealth. Each
20 agency, instrumentality, or independent authority having the
21 authority to issue bonds or notes shall from time to time
22 promulgate regulations, subject to the provisions of said chapter
23 30A, establishing the method of compensating counsel retained in
24 connection with the issuance of its bonds or notes; provided,
25 however, that if such regulations are not in effect, then counsel
26 retained by such agency, instrumentality or authority shall be|^
27 compensated in accordance with the regulations issued by the
28 state treasurer.
29
The state treasurer, and each agency, instrumentality and
30 independent authority of the commonwealth issuing any notes or
31 bonds in connection with which bond counsel was retained shall
32 within 90 days after the end of the fiscal year in which said bonds
33 or notes were issued report to the comptroller the names of all
34 bond counsel retained and the fees or other compensation paid to
35 each counsel for each issuance.
*
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