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ASSEMBLY, No. 1706

STATE OF NEW JERSEY

INTRODUCED MAY 19, 1980

By Assemblyman BURSTEIN, Assemblywoman GARVIN, Assembly-

© M -3 S O i W R M M M b M

[ e e T
H o W RO

men KARCHER, DOYLF and BENNETT

Referred to Committee on FKducation

AN Acr to secure the payment of the principal of and interest on
bonds issued for school purposes by counties, municipalities or
school districts by pledging a portion of the fund for the support
of free public schools for that payment in the event of the in-
ability of the issuer to meet payments due, amending N. J. S.
18A:56-5 and 18A:56-16 and supplementing chapter 56 of Title
18A of the New Jersey Statutes.

BE 1T ENACTED by the Senate and (lemeral Assembly of the State
of New Jersey:

1. This act shall be known and may be cited as the ‘“‘New Jersey
School Bond Reserve Act.”’

2. The Legislature finds and declares that:

a. It has the authority pursuant to Article VIII, Section IV,
paragraph 2 of the State Constitution to secure the payment of
principal of and interest on bonds issued for school purposes by
counties, municipalities or school districts by means of a pledge
of a portion of the assets of the fund for the support of free public
schools created by that paragraph of the Constitution;

b. It wishes to exercise its authority under that paragraph in
the manner specified in this act to provide a source of funds to
act as a reserve for the prompt payment of principal of and interest
on bonds issued for school purposes, in the event of the inability
of the 1ssuer to make payment, out of that portion of the resources
of the fund for the support of free public schools hereinafter
pledged for that purpose.

3. N. J. S. 18A:56-5 is amended to read as follows:

18A :56-5. All lands belonging to this State now or formerly

lying under water are dedicated to the support of public schools.

EXPLANATION—DMatter enclosed in bold-faced brackets L[thus] in the above bill
is not enacted and is intended to be omitted in the law.
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All moneys hereafter received from the sales of such lands shall
be paid to the board of trustees, and shall constitute a part of the
permanent school fund of the State. T'o the extent that moneys
recewved from the sales of these lands may, bii law, be made pay-
able to awy *[sowrcesY” “purposes™® other than the school fund, these
moneys shall not be paid to other *Lsources]* *purposes* so long as
there is a deficiency n Lhe school bond reserve.

4. N. J. S. 18A:56-16 is amended to read as follows:

18A:56-16. In the event that a school district or a county or
municipality anticipates that it will be unable to meet the payment
of principal or interest on any of ils bonds issued for school pur-
poses after December 4, 1958, it shall certify such inability to the
commissioner and the Director of the Division of Local Finance
at least 10 days prior to the date any such payment is due. If the
commissioner and director shall approve said certification, they
shall immediately certify the same to the trustees of the fund for
the support of public schools. Upon the receipt thereof, or in the
event any such distriet, county or municipality fails to certify its
anticipated inability to meet any such payments, upon notice and
verification of such inability, the trustees shall, within the limits
of [moneys available in the fund, use said funds including the
income therefrom to] the school bond guaranty reserve established
within the fund purchase any such bonds at a price equivalent to
the face amount thereof or pay to the holder of any such bond
the interest due or to become due thereon, as the case may be, and
such purchases and payments of interest may continue so long as
the district, county or municipality remains unable to make such
payments. Upon making any such payment of interest, the trustees
of the fund shall be subrogated to all rights of the bondholder
against the issuer in respect to the collection of such interest and
if such interest is represented by a coupon such coupon shall be
delivered to the trustees of the fund. [No such purchase or interest
payment herein provided shall be made unless the sums available
to said district as State building aid shall be insufficient for such
purpose.]

The State Treasurer shall act as agent of the trustees of the fund
in making any such payments or purchases, and he shall prescribe,
in consultation with the commissioner, such rules and regulations
as may be necessary and proper to effectuate the purposes of this
[chapter] section.

5. (New section) There is established within the fund for the

support of free public schools a school bond reserve in an amount
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equal to *at least* 134 % of the aggregate issued and outstanding
honded indehtedness of counties, municipalities or school distriets
for school purposes, *exclusive of bonds the debt service for which
is provided by State appropriations* but not to exceed the moneys
available in the fund. The school bond reserve shall he composed
entirely of direet obligations of the United States Government or
obligations cuaranteed by the full faith and eredit of the United
States Government.

*[AtY* *Securities representing at* least one-third of the *[ohli-
eations* *minimonn narket ralue to be* held in the school hond
reserve shall he due to mature within 1 vear of the date of issnance
*or purchase*. Tt shall he the duty of the trustees of the fund to
determine that the school hond reserve is established at the proper
level. based on the market value of the obligations on the effective
date of this act, to ascertain annually on or before September 15 the
ageregate amount of honds issued and outstanding and to maintain
the school hond reserve at the appropriate level for the ensuing vear
bhased on annual market valuations of the obligations. The trustees
arve authorized to retain so much of the income earned by the fund
in the preceding year as they may determine to be required to main-
tain tlie reserve at the level herein specified. The amount of the
reserve so established is pledged as security for prompt payment,
in acecordance with the provisions of N. J. S. 18A:56-16, to holders
of houds issned for school purposes by counties, municipalities or
school distriets of principal of and interest on the bonds in the
event of the inability of the issuer to make payment.

6. (New section) Bonds issued for school purposes by counties,
municipalities or school distriets subsequent to the effective date
of this act shall bear the following legend: ‘‘Payment of this
obligation is secured under the provisions of the ‘New Jersey
School Bond Reserve Act’ in accordance with which an amounnt
equal to 1%, % of the aggregate outstanding bonded indebtedness
(but not to exceed the moneys available in the fund), of New
Jersey counties, municipalities and school disiricts for school pur-
poses as of September 15 of each year, is held within the State
Fund for the Support of Free Public Schools as a school bond
reserve pledged by law to secure payments of principal and in-
terest due on sueh bonds in the event of the inability of the issuer
to make payment.”’

7. This act shall take effect immediately.
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equal to 14 % of the aggregate issued and outstanding bonded
indebtedness of counties, municipalities or school distriets for
school purposes, but not to exceed the monevs available in the
fund. The school bond reserve shall be composed entirely of direct
obligations of the United States Government or obligations guar-
anteed by the full faith and credit of the United States (overn-
ment,

At least one-third of the obligations held in the school bond
reserve shall be due to mature within 1 vear of the date of issuance.
It shall be the duty of the trustees of the fund to determine that
the school bond reserve is established at the proper level, based
on the market value of the obligations on the effective date of this
act, to ascertain annually on or before September 15 the aggregate
amount of bonds issued and outstanding and to maintain the school
bond reserve at the appropriate level for the ensuing vear based
on annual market valuations of the obligations. The trustees are
authorized to retain so much of the income earnced by the fund in
the preceding year as they may determine to be required to main-
tain the reserve at the level herein specified. The amount of the
reserve so established is pledged as security for prompt payment,
in accordance with the provisions of N. .J. S. 18A :56-16, to holders
of bonds issued for school purposes by counties, municipalities or
school districts of principal of and inferest on the bonds in the
event of the inability of the issuer to make pavment.

6. (New section) Bonds issued for school purposes by counties,
municipalities or school districts subsequent to the effective date
of this act shall bear the following legend: ‘‘Pavment of this
obligation is secured under the provisions of the ‘New Jersey
School Bond Reserve Act’ in accordance with which an amount
equal to 1%6% of the aggregate outstanding honded indebtedness
(but not to exceed the moneys available in the fund), of New
Jersey counties, municipalities and school districets for school pur-
poses as of September 15 of each year, is held within the State
Fund for the Support of Free Public Schools as a school bond
reserve pledged by law to secure payments of principal and in-
terest due on such bonds in the event of the inability of the issuer
to make payment.”’

7. This act shall take effect immediately.

STATEMENT
This bill is intended to exercise the full extent of the Legisla-

ture’s authority under Article VIII, Section IV, paragraph 2 of
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the State Constitution to devote a portion c¢f the fund for the
support of free public schools as security for payment of school
bonds issued by local government. It enacts a formal pledge of
an amount equal to 174 % of the aggregate outstanding local honded
indebtedness for school purposes, to be determined annually, but
not to excecd the moneys available in the fund from the assets of
the fund as a school bond guaranty reserve for this purpose and
amends N. J. S, 18A:56-5 and 18A :56-16 aund supplements chapter
56 of Title 18A of the New Jersev Statutes to specify the pro-

cedures by which payments from tlic reserve are to be made.



ASSEMBLY EDUCATION COMMITTEE
STATEMENT TO

ASSEMBLY, No. 1706

with Assembly committee amendments

STATE OF NEW JERSEY

DATED: MAY 19, 1980

Purrosr :
The Assembly ltducation Committee favorably reports Assembly No.
1706 with Assembly committee amendments which improves the credit

and reduces the borrowing costs of New Jersey school distriets.

Backerouny:

T order to imiprove the credit and reduce the horrowing costs of
New .Jersey school districts, Assewbly No. 1706 with Assembly com-
mittee amendments proposes to set aside a reserye from the school fund
to sevve local school distriets. The school fund is constitutionally dedi-
cated to securing school indebtedness and receives its revenues (cur-
rently $33 million) from the sale and lease of riparian rights.

With current school indebtedness at $1.6 billion the initial reserve
would be $24 million.

Currently, scliool districts receive hond ratings from rating agencies
such as Standard and Poors’ and Moody’s. Ratings range from ‘““AAA’’
to “B". It is predicted that Assembly No. 1706 will cause all school
distriet bonds to achieve at least a “AA” rating. Currently, only eight
local distriets enjov a Standard and Poors’ rating of “AA” while 100
districts have received an “A” rating, 100 districts have received a
“BBB” rating, and ten districts have been given a “BB” rating. If
Assembly No. 1706 were to be enacted and districts were to receive at
least a “AA” rating it is estimated that local schools would realize
interest savings of $10 million.

The committee amendments were technical changes suggested by the

Division of Insurance.



SENATE REVENUE, FINANCE AND APPROPRIATIONS
COMMITTEE

STATEMENT T0O

ASSEMBLY, No. 1706

[OrrFiciaL Cory RepPrINT]

STATE OF NEW JERSEY

DATED: JUNE 26, 1980

Assembly Bill No. 1706 establishes a school hond reserve account in
the fund for the support of the free public sechools. The reserve account
1s to he at least equal to 114 % of the aggregate issued and outstanding
school purpose honded indebtedness of municipalities, counties, and
school distriets except for local school purpose honds, whose deht ser-
vice is provided for by State appropriations. The school hond reserve
account can in no case exceed the amount ot money in the fund for the
support of the free public schools.

The fund for the support of the free public schools has a $33.6 million
balance. If needed, the money could provide a reserve fund for up

to $2.2 billion in school purpose honds.
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Mow Jersay school debi is currenitly $1.6 billion aand the
initial ressrve from the school fund will b2 $24 million. The school fund

its revenuas from the sale and lease of State ripariar rights. Currently,

schonl fuad revences stand at $33 nillion.

Thz rese from the school fund will a2ffectively upgrads school hoad
racings and thus lowsr bond interast rates.

Standasd and Poors' and Moody's. Rating rande from "AAA" to YB". Oaly

eizht school districts currently enjoy a rating of'"AA" while 100 distrcicts

havae received an "A" rotiaz, 109 districts have recaived a ”B%"" ratinz and

en districts have bzan given a "B3" rating.

It is estimated that the bill will causz all school district.bonds to
. . . . . B i
achieve at least a VAA" rating aad if they do, local schools would realize '

an estinated interest savings of $10 million.
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