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Economic growth is a top priority of state
and local governments. Governments try to
promote economic development both to
enhance the public welfare through
expanded employment opportunities and to
generate new revenues for state and local tax
coffers. Local governmental officals can
offer businesses a variety of economic incen
tives to encourage industrial development
within their jurisdictions. None of these
incentives is more controversial, less under
stood, or more widely employed than the
tax-exempt industrial development bond
(IDB). The IDBs-which are widely used by
localities in Virginia-are attractive to busi
ness and industry because they provide
private enterprises with lower borrowing
costs than would be incurred through tradi
tional loan financing for capital ventures.
Local governments, in turn, benefit from
increased economic activity within their
communities.

virtually all parts of the nation. The IDBs
are issued by a state or local government unit
on behalf of a private business enterprise,
typically to begin or expand a business
within the issuer's jurisdiction. The IDBs are
virtually risk free for state and local govern
ments, however. The company or individual
that operates the bond-backed project
assumes all financial obligations, including
the liability of the issuer and the administra
tive cost of floating the bond. Thus, the
beneficiary of the IDB must meet all sched
uled interest and principal payments on the
debt obligation. If the business defaults, it is
reflected in the company's credit rating, not
in the rating of the government issuer.

Industrial development bonds can be eas
ily distinguished from general obligation
bonds, another form of government debt.
General obligation bonds are used to fund
public works projects such as water and
sewer treatment facilities, local parks,
schools, and roads. General obligation
bonds offer the "full faith and credit" of the

municipal issuer as security for the debt. In
other words, the purchasers of general obli
gation bonds may rely on the full taxing
power of the state or local government that
floats the bond issue to satisfy the debt.
General obligation bonds typically must be
approved in a referendum open to the regis
tered voters of the district.

Although a few states, on occasion, may
finance industrial projects with general obli
gation bonds, the vast majority of IDBs are
revenue bonds. Revenue bonds are based on
the theory that the beneficiary of a govern
ment service should discharge the indebted
ness such projects incur. (A toll road exem
plifies this philosophy. Highway improve
ments are financed by fees collected from
those drivers who use the road, ather than
by a general tax on all citizens.) Industrial
development projects financed with revenue
bonds are backed solely by revenues pledged
from the facility itself or by the credit and
assets of the business that operates the
facility.

PRINCIPLES OF IDB FINANCING

Industrial development bonds are tax
exempt government bonds that provide a
way to finance commercial investments in
land and equipment. They are available in

Author's Note: The information and statistics used in
this News Letter were gleaned from numerous sources,
including the following: u.s. Congressional Budget
Office, Small Issue Industrial Revenue Bonds (Sep
tember 1981); U.S. Congress, Public Hearing Records on
Small Issue Industrial Development Bonds, Hearings
Before the Subcommittee on Oversight ofthe Committee
on Ways and Means; Congressional Quarterly, Mar. 27,
1982; The Weekly Bond Buyer, Apr. 25, 1983; and the
c.ongressional Record-Senate, S 897.

The Institute of Government is pleased to announce the following new publication:

VIRGINIA VOTES 1979-1982
By Larry Sabato

This volume, the fourth in a continuing series, provides an analysis of major Virginia
elections during these years. A set of appendix tables includes official election results, by
individua.l city and county, for five of these elections, as well as two special elections on
constitutional referendums.

Copies of Virginia Votes 1979-1982 are available for $7.50 each from the Institute of
Government, 207 Minor Hall, University of Virginia, Charlottesville 22903. (phone:
804/924-0943). Please make checks payable to the University of Virginia.



In one maj or respect, however, IDBs and
general obligation bonds are identical: .both
are considered government obligations and,
as such, possess certain attractive features
for the sophisticated investor. Ipterest earn
ings on government obligations are exempt
from the gross income of the bondholder for
federal income tax purposes. In Virginia and
in most states, such income is excludable for
state income tax purposes as well, as long as
the. bond was issued within the jurisdiction
of the state. Investors in high marginal tax
brackets often will accept an. interest yield
that is below the prevailing .market rate in
exchange for the tax-exempt status of gov
ernment bonds, since the after-tax return on
the bonds frequently is greater than stan
dard interest rates. An investor in the 50
percent income tax bracket, for example,
would need to obtain a 12 percent return on
taxable investments to equal the yield on a
tax-exempt obligation with an interest rate
of 6 percent.

Thanks to this tax-exempt status of gov
ernment bonds, state and local governments
are able to borrow funds in the capital
market at interest rat'es lower than those
available to private borrowers. Tax-exempt
obligations generally command interest
rates that fluctuate anywhere from 67 to 75
percent of the prime rate (the interest rate
charged by banks to commercial customers
with good credit ratings). State and local
governments can enable a private enterprise
to take advantage of this low-cost borrowing
by floating an IDB on behalf of the business.
An IDB in effect subsidizes business and
industry, since the federal government fore
gos tax revenues to lower the borrowing
costs to private enterprises.

THE ISSUERS

To obtain IDB financing, businesses must
submit an application to a bond issuing
authority. Industrial development bond
authorities have been authorized at both the
state and local levels of government. While
all authorities must comply with the federal
requirements in Section 103 of the Federal
Revenue Code, state legislatures may enact
additional guidelines applicable to IDB
action within their respective states. As a
result of state regulations, therefore~ the
characteristics of IDB issues vary through
out the country.

Some states have established IDB authori
ties at a statewide level. Such a centraliza
tion streamlines the decision-making pro
cess and allows a state agency to target its
IDB aid to certain areas or particular types
of business. The expertise of highly trained
economic analysts often found in a central
'state agency also may lend :a degree of
efficiency, consistency, and professionalism
to the task of issuing the bonds. Some states
even regulate the cost of the complex legal
work involved with IDB financings as an
additional savings for businesses.
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Virginia and most other states have estab
lished IDB authorities at the local govern
ment level. Each IDB project is a separate
bond issue, floated by the locality on behalf
of a business to be located at that particular
area. Less than half of the states have any
type of state review or approval of locally
administered IDBs. The theory behind this
IDB philosop~y is that local residents can
best serve and define local needs.

Virginia's IDB authorities are established
at the discretion of either the local govern
ment or several political jurisdictions acting.
jointly. The Commonwealth imposes no
restrictions on the number of IDBs that a
local industrial development authority may
issue. The state's IDB legislation sets forth
organizational guidelines to help the authori
ties operate. Each Virginia authority is to be
composed of seven directors, selected by the
lo~al governing body for a four-year term.
Appointments are staggered to avoid whole
sale personnel turnover. No director may be
an officer or employee of the local govern
ment, and each director must subscribe to an
oath of office and resid~ within the bound
aries of the authority's jurisdiction or in an
adjoining municipality.

The vast range of local conditions across
the Commonwealth and the country assures
that each IDB authority will have its own
distinctive personality. IDB authorities
located in major metropolitan areas or
medium-sized cities usually are highly orga
nized and bureaucratic. They tend to pursue
economic development more aggressively
and efficiently than rural or small town
authorities. Cities and urban counties
account for .the major slice of the IDB pie,
since businesses naturally gravitate toward
the services and conveniences offered in
established areas. Rural counties or small
towns in outlying areas generally are more
informal and lethargic; they are responsible
for only a small portion of IDB volume
nationally. Whereas active IDB issuers meet
on a regular basis, often monthly, others
may get together only to address specific
bond proposals and otherwise annually to
elect officers.

HISTORY OF IDB FINANCING

State and local governments have been
using IDBs to aid and attract industry since
the Depression. Mississippi pioneered in the
use of tax-exempt IDBs, with the state's
1936 "Balance Agriculture with Industry"
plan, which made IDB financing available to
all Mississippi communities. That legisla
tion was designed to assist the depressed
agricultural economy by promoting indus
trial development. The Town of Durant
floated the first such bond issue later that
year; $85,000 in general obligation bonds
were issued on behalf of Realsilk Hosiery
Mills to construct a manufacturing plant in a
small, rural community. The "public pur
pose" and constitutionality of the legislation

was established two years later in a Missis
sippi court and dismissed by the United
States Supreme Court. 1

The idea oflDB financing was not enthusi
astically received by other states at first. In
fact, by 1950 only Mississippi, Alabama,
and Kentucky had authorized IDBs. Gradu
ally IDBs began to spread, however, primar
ily to rural southern states in need of eco
nomic diver·sity and growth. By 1960
seventeen states permitted the use of IDBs.

. As the IDB program spread across the
country, many state governments felt com
pelled to participate in order to compete for
business and industry with nearby states that
made IDBs freely available. Many northeast
ern states authorized the use of IDBs to stem
the flow of established businesses into the
rapidly blossoming Sun Belt. A domino
effect toppled IDB barriers everywhere, and
by 1968 forty states had authorized the use
of IDBs in one form or another.

Virginia brushed aside a long history of
fiscal conservatism in government to
embrace IDBs in the mid-1960s. The court
ship was a gradual one, though. The General
Assembly initially authorized the use of
IDBs in 1964, but in a controlled arena.
Industrial development authorities with the
power to issue IDBs were established only in
Fairfax County and the cities of Danville
and Virginia Beach. Two years later, IDB
financing was made available statewide,

'largely due to the efforts of the Virginia
Industrial Commission. That commission,
in a 1966 report to the General Assembly,
emphasized the desire to attract "blue chip"
industry to Virginia and the need to be able
to compete for business on even terms with
the IDB p.rograms of neighboring states.

At the encouragement of the Industrial
Commission, the General Assembly passed
the Industrial Development and Revenue
Bond Act of 1966.2 That act, which is
modeled after Tennessee's IDB statute,
allows government units, at their own discre
tion, to create industrial development
authorities to issue IDBs. The power of these
local industrial development authorities is
broadly defined; IDBs ean be issued "to
promote industry and develop trade by
inducing manufacturing, industrial, govern
mental and commercial enterprises . . . to
locate in or remain in this Commonwealth"
(Va. Code, sec. 15.1-1375).

The early relationship between IDBs and
the Commonwealth was destined to be a
stormy marriage until the act weathered
certain judicial challenges. Opponents of
IDBs attacked the constitutionality of the
act, asserting that the bonds served private
interests. (Without a public purpose, the use '"'

lA/britton v. City of Winona, 181 Miss. 75, 178 So. 799, 115.
A.L.R. 1436; appeal dismissed pereuriam 303 U.S. 627, L.Ed. 1088
(1938).

2The entire state statute is set forth in Code of Virginia, 1950,
sees. 15.1-1372 through 15.1-1391.



Issuers of IDBs can establish additional
criteria to define appropriate bond recip
ients, provided that all federal requirements
are met. The General Assembly amended
Virginia's statute this year to include a
prohibition on bonds issued to finance
banks, savings and loan institutions, mort
gage loan companies, and any commercial
facilities used primarily for single- or multi
family residences. Virginia's new IDB restric
tions went into effect on July 1.

The TEFRA legislation imposes a
"sunset" date on IDBs for all facilities. No
IDBs may be issued after December 31,
1986. Despite the financial and philosophi
cal arguments against them, however, IDBs
have maintained broad-based support at
both state and local government levels.
Thus, many IDB supporters are optimistic
that the deadline will be pushed back or
eliminated. In any event, the sunset date
certainly will ensure that our national law
makers take another close look at IDBs over
the next three years.

The TEFRA legislation entails new
requirements that make IDBs less attractive
for many conventional facilities. Industries
now are forced to choose between IDB
financing and the use of the Accelerated
Cost Recovery System (ACRS), an asset
depreciation schedule permitted under the
Economic Recovery Tax Act of 1981 that
offers considerable savings to businesses
using it as a method of depreciation. The
IDB-backed facilities are required to use the
traditional straight-line depreciation
method for tax deductions. In many instances,
use of the ACRS generally would represent
the less costly alternative, especially for large
companies~Violation of these new standards
or any previous requirements in Section 103
of the Internal Revenue Code results in the
loss of tax exemption for the bonds in
question. In any event of taxability, the
business that benefited from the bonds usu
ally is required to pay all additional costs
brought to bear on the bondholder, includ
ing supplemental interest, legal fees, and
auditing costs.

Both TEFRA and the amended Virginia
statute impose new "sunshine" requirements
on IDB financings. No such restrictions
existed before. Before an IDB issue is
approved, a public hearing must be held.
Public notice must be reasonably published,
and thus IDB opponents are given an

11

appropriate forum to voice their opinions.
The IDB issuer then must submit a recom
mendation to an elected government body.
According to Virginia law, this recommenda
tion must be accompanied by a fiscal impact
statement that contains information on the
taxable value of the facility; the estimated
personal property tax and capital tax; the
dollar value per year of goods and services to
be purchased locally; and the number of
regular employees and average salary of
each worker. The governing body responsi
ble for creating the bond issuer must give
final approval before any IDB is issued. The
approval of this governing body must be
obtained within sixty days after the public
hearing. These new requirements mean that
local authorities must answer to the voters,
since the local officials who make the final
decisions on IDBs must withstand the test of
the electorate.

To maintain a close surveillance on IDB
activity, the TEFRA legislation requires
that a copy of Internal Revenue Form 8038
be filed with the IRS for each IDB facility
approved. Certain information must be
reported to the federal government so IDBs
can be monitored properly at the national
level. Virginia law requires this information
to be sent to the state's Division of Industrial
Development and to the local government
unit that has final authorization of the bond
issue.

The IDB controversy has not abated, and
several proposals have been circulated in
Congress that would further restrict the
bonds. As this News Letter went to press, the
House Ways and Means Committee
approved legislation that would signifi
cantly affect IDBs. The bill would eliminate
the use of tax-exempt bonds for all liquor
stores, skyboxes, airplanes, and gambling
establishments and would retain the straight
line depreciation for IDBs. It also would
establish a new $40 million nationwide capi
tal expenditure ceiling on companies that
use IDBs. The most significant consequence
of the legislation is that it would impose a
cap on bond volume in each state; the
volume for each state would be set by
multiplying $150 by the state's population
according to the latest census report and
modified by a four-year phase-in period
beginning in 1984. States thus would be
faced with the difficult task of implementing
this decree and allocating the bond dollars.

CONCLUSION

It is ironic that industrial development
bonds are being restricted at a time when
state and local governments need them the
most. Over the past few years, businesses
have folded at an alarming rate. The percent
of unemployed persons has hovered near
double figures and reached a post-Depres
sion high. Industrial development bonds
have made capital available to thousands of
small businesses, have generated billions of
dollars worth of economic growth, and have
been responsible for the creation of tens of
thousands of jobs. The greed of some bond
issuing authorities, however, has increased
the costs and raised questions about the
effectiveness of the IDE programs across the
nation.

Perhaps one sound approach to the IDB
dilemma would be to "target" the bonds in
an effective manner at the state level. A state
would allow IDBs to be used on a statewide
basis for legitimate projects, but the financ
ing of certain types of facilities would be
limited to designated distress areas. Only
designated communities could issue bonds
on behalf of the more controversial commer
cial and retail properties. In depressed areas,
jobs are the bottom line; a commercial or
retailjob isjust as significant as an industrial
one. New employment opportunities of any
kind would help to revitalize the economic
health in those areas. This, in turn, could
lead to the location of industrial projects
within that particular community.

The issue of IDB financing is a proble
matic one with no easy answers. While IDBs
are not a panacea for each and every state
and local economic woe, their disappear
ance is not the antidote for the staggering
federal deficit. Although the TEFRA legisla
tion leaves many questions on tax-exenlpt
financing unanswered, it is also too early to
reap the full benefits of that legislation. The
data obtained through the new reporting
requirements may provide Congress with
enough information to decide the fate of
IDBs before the sunset date (December 31,
1986). Industrial development bonds are
valuable economic tools if used approp
riately, and national lawmakers should be
careful not to cripple IDB financing entirely.

Persons or institutions may beplaced on the mailing list to receive copies ofthe News Letter by sending a written request to News
Letter, 207Minor Hall, University of Virginia, Charlottesville, Virginia 22903. The complete mailing address shouldbeprintedor
typed, and the Zip Code should be included.



that during a five-year period, IDBs from
that state cost the federal government $29
million in lost income tax revenue, but
employee payroll taxes alone from the busi
nesses financed return $32 million to the
federal treasury over the same period. The
conflicting data lead to the conclusion that
there is no clear-cut answer to this difficult
question ofIDB costs to the federal treasury.

Perhaps the most alarming criticism of
IDBs comes from an unexpected source: the
financial community. Bond dealers and eco
nomic analysts fear that IDBs drive up the
costs of municipal borrowing for state and
local governments. In 1981 IDBs repre
sented about 19 percent of the entire munici
pal bond market, according to the CBO, and
many fear this percentage is rising. The easy
availability of these tax-exempt obligations
puts a strain on the demand for general
obligation bonds used to finance public
works such as water and sewer systems for
local governments. The IDBs generally
carry a better interest rate for investors,
since the small businesses usually financed
are not as creditworthy as municipal govern
ments. As a result, governments have had to
pay higher borrowing costs for traditional
government projects to compete with the
IDBs. The municipal bond market is not an
infinite source of low cost capital. Supply
and demand factors are at work; and as the
market becomes saturated with a flood of
IDBs, communities that indiscriminately
float IDBs on a regular basis will force other
local governments to pay for their bad
judgments with inflated borrowing costs.

Another legitimate concern over IDBs
focuses on the types of businesses that state
and local governments make eligible for tax
exempt aid. As the number of IDBs has
grown, so has the variety of activities benefit
ing from them. Many state and local issuers
of the IDBs have stretched their authority to
issue bonds to all kinds of facilities, and IDB
issuers are under continuing pressure to
construe IDB statutes more broadly. Since
IDB costs to local governments are virtually
nonexistent, bond issuers can afford to be
generous with their definitions of "public
purpose."

Factories and heavy industry originally
were the beneficiaries of IDB aid, but now
IDBs are used to benefit commercial and
retail facilities as well as manufacturing
plants. Local merchants have complained
the loudest about IDB aid to commercial
and retail stores in their communities. Com
mercial projects create jobs, but they com
pete primarily with established area busi
nesses. Local business people feel that the
IDB financing technique provides an unfair
advantage to their competition since IDB
aid often was unavailable to them when they
began their businesses.

The validity of IDBs issued on behalf of
commercial and retail projects has been
upheld by judicial review in virtually every
instance. The Virginia Court acknowledged
the legitimacy of such projects in 1981 with
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the decision rendered in City ofLexington v.
Industrial Development Authority (221 Va.
876,275 S.E.2d 881). The legitimacy ofIDBs
for commercial and retail facilities finally
was given official legislative approval in
1983, when the General Assembly amended
the state statute explicitly to include commer
cial enterprises within the definition of facili
ties eligible to be financed with IDBs.

Some economists do question the "public
purpose" of the IDBs issued on behalf of
commercial and retail facilities. When IDB
statutes were first enacted, manufacturing
was at the top tier of the American economic
pyramid. Factories create jobs and bring
money into an area in the form of wages by
"exporting" goods out of the local economy.
These wages support the ancillary service
and commercial activity in the area. When a
manufacturing plant is established, commer
cial and service facilities follow. In contrast,
many commercial projects are "derivative"
in nature. Commercial and retail facilities
produce a net flow of income away from the
area in which they operate. Stores frequently
get inventory from sources outside their
service area. Resources are merely reallo
cated since no goods are created. Service
activities create no products to be
"exported" at all.

Commercial and service projects clearly
do not provide for industrial growth as
effectively as manufacturing facilities. The
United States, however, has evolved from a
manufacturing to a service-based economy.
Local conditions are perhaps the prime
consideration for IDBs. Commercial and
retail projects that are inappropriate for a
healthy metropolitan community may be a
blessing for a depressed rural county. Local
governments in an economically distressed
area can benefit by the issuance of IDBs on
behalf of any business, big or small, commer
cial or industrial, if the company provides
jobs that alleviate the labor surplus in the
community.

For every horror story that appears about
IDBs, one can point to dozens of new firms
and jobs that the bonds made possible.
Senator Alfonse D'Amato (R., N.Y.) testi
fied at the House Oversight Subcommittee
hearing that IDBs had been responsible over
an eleven-year period for the creation or
retention of 80,666 jobs in New York alone.
Similar success stories can be cited at ran
dom from geographically diverse sections of
the Commonwealth. Rural Washington
County in southwest Virginia estimates that
five hundred jobs have been created with
IDBs in a five-year period. The City of
Fredericksburg reported similar results.
Gloucester County in the Northern Neck
area issued six IDBs and created 193 jobs in
a two-year period.

Unquestionably, some bond issuing
authorities have used poor judgment and
tax-exempt dollars to finance a rainbow
array of projects with IDBs in the past. Even
the most vocal IDB supporter has trouble
defending the local officials in Pennsylvania

who approved a $400,000 IDB to finance an
"adult" bookstore and topless go-go bar in
Philadelphia. Several more well-docu
mented "abuses" of the IDB privilege
include ski slopes, golf courses, massage
parlors, and hot tub facilities. Critics of
IDBs are quick to note that big businesses
such as McDonald's and Merrill Lynch,
which would never be eligible for direct
federal aid, have benefited from IDBs, too.
In fact, K-Mart was the largest single user of
IDBs from 1976 to 1981.

The CBO's figures indicate that the abuses
of IDBs by large corporate conglomerates,
although well publicized, were not substan
tial. In general, the CBO concluded that the
small issue exemption successfully directs
IDBs toward small business. Although large
companies sometimes can squeeze under the
$10 million capital expenditure ceiling
within a given jurisdiction-especially busi
nesses that operate many geographically
dispersed facilities-most IDBs have been
issued overwhelmingly on behalf of small
businesses. In 1981 more than 90 percent of
all IDBs were floated for closely held com
panies not listed on any stock exchange.
Only 7 percent of the IDBs were on behalf of
Fortune 500 companies that year. Often
these small businesses can obtain no loans
without IDBs. This has been true particu
larly during the recent times of tight credit
and high interest rates. The IDB benefits
make capital available to hundreds of busi
nesses that otherwise might be unable to
finance the projects that foster economic
growth across the nation.

TEFRA REGULATIONS

Federal lawmakers initiated no legislation
in 1981 in response to the House Committee
hearings on IDBs. The following year, how
ever, the 97th Congress did enact new restric
tions on IDBs. Section 103 of the Internal
Revenue Code was amended pursuant to the
Tax Equity and Fiscal Responsibility Act of
1982 (TEFRA), a massive tax bill designed
to produce some $98.~ billion in federal
revenue over a three-year period. The legisla
tion went into effect on January 1, 1982, and
alters both the types of facilities that may be
financed with IDBs and the procedures by
which such bonds are issued.

The TEFRA legislation removes some
discretion from local bond issuing authori-
ties, with an eye towards the growing list of
unconventional projects financed with
IDBs. Now a project is not entitled to the
IDB tax exemption if more than 25 percent
of the bond proceeds are used to finance
facilities that provide (a) automobile sales
and service, (b) retail food and beverage
services (excluding grocery stores) and (c)
recreation and entertainment. IDBs cannot
be issued at all to finance golf courses,
country clubs, massage parlors, racetracks,
tennis clubs, skating rinks, or racket sports,
hot tub, and suntanning facilities.



of IDBs would be unconstitutional.) The
Virginia Supreme Court affirmed the valid
ity of IDBs on two separate occasions soon
after the state act went into effect. 3 The court
found that by i ducing new industries to
locate in the Commonwealth and therefore
aiding the Virginia economy, IDBs did serve
primarily a public purpose and thus were a
proper function of government. The private
interests served were incidental to the com
munity good that the bonds advanced. Even
though some private individual or corpora
tion would benefit from IDB financing, its
public character was not destroyed.

Thus, the State Supreme Court merely
deferred to the wisdom of the state legisla
tors when it upheld the state's IDB statute;
the court presumed the correctness of the
legislative determination that the promotion
of industrial de elopment is for a public
purpose. A look at the act's legislative
history reveals that the lawmakers indeed
were keenly aware of the public purpose of
IDBs and referred to that purpose within the
act. The use of IDBs was legitimate as long
as local authorities issued the bonds "for the
benefit of the inhabitants of the Common
wealth, either through the increase of their
commerce, or through the promotion of
their safety, health, welfare, convenience, or
prosperity" (Va. Code, sec. 15.1-1375).

By the time that Virginia entered upon the
scene, the use of IDBs was firmly established
across the country. The annual volume of
reported IDB sales nationally reached $100
million for the first time in 1960; from 1960
to 1968, the average annual volume rose
from $100 million to $1.8 billion. The aver
age size of a single IDB issue ballooned from
$366,000 in 1957 to $7.8 million in 1967. "
Even big corporations were employing IDBs .:
to defray the cost of huge facilities. .

Even though Congress recognized the
value of IDBs as an aid to small businesses
and the economic growth of communities,
the use of IDB financing by big businesses,
coupled with the urging IDB volume level
across the country, prompted it to reevalu
ate lOB policies. The lawmakers were
appalled by the size of the bond issues
floated, some in excess of $100 million, and
by the fact that wealthy corporate conglom
erates were the major recipients of this
government assistance. In 1968 Congress
acted to curtail and restructure the IDB
procedure with passage of the Revenue and
Expenditures and Control Act of 1968 (Pub
lic Law 90-364), which amended Section 103
of the Internal Revenue Code in regard to
"private purpose" government bonds. After
1968 all government obligations were
required to meet certain new requirements
before tax-exempt status for a bond issue
could be obtained.

3Fairfax County Industrial Development Authority v. Coyner,
207 Va. 351, 150 S. E.2d 87 (1966); and Industrial Development
Authority of the City of Chesapeake v. Suthers, 208 Va. 51, 155
S.E. 2d 326 (1967).
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The 1968 legislation amended Section 103
to create three distinct categories of "private
person" bonds: "exempt facilities bonds,"
"exempt person bonds," and "exempt small
issue bonds. ""Exempt facilities" eligible for
tax-exempt treatment are all facilities speci
fically delineated as such by the Internal
Revenue Code; these include pollution con
trol projects, airports, and sports stadiums,
to name but a few. "Exempt persons" with
the tax-exempt privilege are those organiza
tions or businesses that qualify as charitable
organizations under Section 501(C)(3) of the
Internal Revenue Code. Bonds can be issued
on behalf of "exempt facilities" or "exempt

r persons" in unlimited amounts.
The so-called "small issue exemption"

tightened the restrictions on those IDBs
issued to finance private business enter
prises. After 1968, the tax-exempt status still
could be extended to bonds used to finance
plants and equipment for business and indus-

.try, but only as long as the face value of the
10B issues did not exceed $1 million. The
"small issue exemption" was modified by
Congress several months after the original
legislation to permit state and local agencies
to issue on behalf of business enterprises
IDBs up to but not exceeding $5 million if
certain capital expenditure requirements
were met by the company. (Inflation and
subsequent congressional action in 1978
have raised this limit to $10 million.) A
business using IDB financing cannot exceed
this dollar ceiling with the total value of its
capital projects undertaken in the city or
county where the bonds are issued for the
three years before or the three years after
10B action is taken. The capital expenditure
ceiling may be raised to $20 million if the
lOB is issued in conjunction with a federal
Urban Development Action Grant. The
"small issue" requirements adopted in 1968
are still applicable to IDB financing today.

The IDB volume dropped sharply after
the 1968 federal legislation, and in the early
1970s the volume of small issue IDBs
appears to have been fairly low. Within a
decade IDB levels reached new plateaus,
however, and IDBs have exploded over the
past seven years. The Congressional Budget
Office estimates that IDB dollar volume
between 1975 and 1981 increased from
approximately $1.3 billion to $10.5 billion.
Preliminary CBO estimates project IDB
issues to total $19 billion for 1982 when final
figures come forward.

Once again, controversy has followed this
IDB growth, and the bonds are the subject of
a heated national policy debate. The rapid
proliferation of IDBs fueled growing con
cerns on Capitol Hill about the political and
economic costs of the bonds. The Treasury
Department had bemoaned the loss of fed
eral tax revenue from tax-exempt IDB obli
gations for years, and a dramatic report by
CBS television's "60 Minutes" forced
national attention upon the misuse of such
bonds by state and local issuers. In 1981 the
Oversight Subcommittee of the House Ways

and Means Committee addressed the con
troversy and began formal hearings to dis
cuss the value of IDBs.

Opponents of IDBs cannot be labeled by a
particular political party or ideology.
According to some conservatives, lOBs
represent the nightmare ofgovernment intru
sion in the private sector. These critics
believe that tax-exempt IDBs distort the free
market economy. To many liberals, lOBs
illustrate the dangers of municipalities
becoming the tools of big business. They see
IDBs as a government-sanctioned subsidy
that produces tax benefits for big business,
wealthy taxpayers, and commercial banks
but does little to promote the social policies
that traditionally comprise the party plat
form. Both liberals and conservatives alike
wonder if IDB costs may outstrip economic
gains.

A 1981 CBO study prepared on behalf of
the Oversight Subcommittee offered some
widely circulated and damaging figures on
the dollar costs of IDBs to the federal
government. That study estimated that fed
eral dollar losses as a result of the potential
tax revenues given up to support tax-exempt
IDBs would amount to approximately $1
billion in fiscal year 1981 and would rise to
between $2.9 billion and $4.4 billion for
fiscal year 1986. Such figures made lOBs a
vulnerable target in an era of huge budget
deficits and declining federal aid to state and
local governments.

The revenue loss that the CBO associates
with IDBs could be greatly exaggerated. The
tax revenue that the federal government
gives up to support the bonds fosters eco
nomic growth that in many instances might
not have occurred without IDB aid. The loss
of income tax revenue from the holders of
the tax-exempt obligations may be more
than offset by the multiplier effect of an
expanding economy. Businesses grow and
expand with the aid of IDBs, and new jobs
are created. Corporate tax returns increase,
employee payroll taxes rise, and the federal
costs for unemployment compensation are
lowered. Consumers have more money to
purchase goods, and their dollars trickle
down through the economy to promote still
more economic growth.

The benefits of supply-side economics and
the multiplier effect are indeed difficult to
calculate with any degree of precision. Many
studies indicate that when increases in indi
vidual and corporate tax returns are taken
into account, revenue losses from IDBs, if
they indeed exist at all, are much lower than
the CBO's figures. Research by highly
respected economists at the University of
Chicago revealed that the cost of IDB finan
cing in foregone tax revenue is on the order
of $4 million to $6 million for each billion
dollars of IDBs issued, rather than the CBO
estimate of $30 million to $40 million per
billion. IDBs may even generate net revenue
gains for the federal government, according
to some sources. A study by the Mississippi
Research and Development Center reveals
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VIRGINIA WOMEN'S CULTURAL HISTORY PROJECT

The Virginia Women's Cultural History
Project was initiated to explore and acknow
ledge the contributions Virginia women
have made to the state and the country over
the past three and one half centuries. This is
a unique undertaking, prompted by the
desire to document the important achieve
ments of women of all class, ethnic, and
cultural backgrounds. Virginia is a state
especially proud of its rich historical tradi
tion. This project will offer the public an
exciting and new perspective on the cultural
and historical development of the
Commonwealth.

The Project's main focus will be an exhibi
tion at the Virginia Museum of Fine Arts in
Richmond, which will open the middle of
November 1984, and will close in January
1985. The exhibition will then travel to the
Chrysler Museum in Norfolk (February 1
March 18, 1985) and the Museum of Fine
Arts in Roanoke (April 5-May 19, 1985). In
addition, the Project hopes that the exhibi
tion will travel in the form of a panel show,
which could be available to a great variety of
sites throughout the state. The exhibition,
consisting of 250 objects, will highlight
women's individual and collective achieve
ments in fields such as art, education,

religion, business, labor, science, govern
ment and medicine. Paintings, photographs,
textiles, the decorative arts, and artifacts of
all kinds will illuminate the diverse experi
ences of women.

Mrs. Lynda Johnson Robb, the origina
tor of the Project, is the chairman and Mrs.
Helen Bradshaw Byrd serves as president of
the board, which is comprised of profes
sional women across the state representing
many fields. The staff of the Project consists
of historian Dr. Suzanne Lebsock, curator
Ms. Kym Rice, and Project coordinator Sue
Ann Messmer.

Virginia women have a fascinating his
tory, much of which is yet untold. It begins
with native American women. Women were
among the first settlers from Europe and
Africa. Their homes and land became battle
fields during the American Revolution, the
VVar of 1812, and the War Between the
States. They made their homes in the moun
tains on the Western Frontier, in the valleys
along the rivers, on plantations in the Tide
water area, and on the lowlands of the coast
to the cities in the north. They lived and
worked on rural farms in Southside Virgi
nia. Their varying ethnic and cultural back
grounds as well as differing religious convic-

tions have helped to shape and enrich the
history of the Commonwealth.

The purpose of the exhibition is to edu
cate as well as entertain the public. Accom
panying the exhibition will be a richly illus
trated catalog with a scholarly introductory
text and object checklist. The celebration of
Virginia women's history will also, be carried
out through ancillary programs such as
,symposia, conferences, and performing and
cultural arts events, which will be coordi
nated throughout the state.

The Project is extremely pleased that two
very prominent institutions have been so
supportive of the goals and purpose of its
work. The Virginia Museum of Fine Arts is
an excellent museum with a national reputa
tion, and such a site lends a great deal of
prestige to the Project's efforts. The Virginia
Foundation for the Humanities and Public
Policy awarded the Project the largest out
right grant it has ever given. That grant was
crucial in the development and planning
stages of the Virginia Women's Cultural
History Project.

For further information on the project,
contact Sue Ann Messmer at the Virginia
Women's Cultural History Project, Box
7378, Richmond, Virginia23221 (phone 804/
355-3913).

Editor's note: Since 1987 will mark the 200th anniversary ofthe United States Constitution, the News Letter is carrying regularly in this space announcements ofupcoming activities
and publications on constitutional themes ofinterest to Virginians. Fundingfor this service has been provided in part by a grant from the Virginia Foundation for the Humanities and
Public Policy. For further information on the 200th anniversary of the U.S. Constitution in Virginia, contact Timothy G. 0' Rourke at the Institute of Government, 207 Minor Hall,
University of Virginia, Charlottesville 22903 or A. E. Dick Howard at the Office of the Governor, Richmond 23219.
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