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CHAPTER 9 - ADJUSTMENT OF DEBTS OF A MUNICIPALITY

SUBCHAPTER I- GENERAL PROVISIONS
Sec,
901. Applicability of other sections of this title.
902. Definitions for this chapter.
903. Reservation of State power to control mur:icipalities.'
904, Limitation on jurisdiction and powers of court.
SUBCHAPTER JI - ADMINISTRATION

921. Petition and proceedings relating to petition.
922. Automatic stay of enforcement of claims against the debtor.
923. Notice.
924. List of creditors,
925, Effect of list of claims.
926. Avoiding powers.
927. Limitation oni recourse.
928. Post petition effect of security interest. _
929. Municipal leases.
930. Dismissal.
SUBCHAPTER IIl - THE PLAN
941. Filing of plan. ) T

942. Modification of plan.

943, Confirmatjon.

944, Effect of confirmation.

945. Continuing jurisdiction and closing of the case.

946. Effect of exchange of securities before the date of the filing of the
petition.

AMENDMENTS

1988 - Pub. L. 100-597, Sec. 11, Nov. 3, 1988, 102 Stat. 3030, added items 927 to
929 and redesignated former item 927 as 930.
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SUBCHAPTER I - GENERAL PROVISIONS
Sec. 901. Applicability of other sections of this title

(a) Sections 301, 344, 347(b), 349, 350(b), 361, 362, 364(c), 364(d), 364(e),
364(f), 365, 366, 501, 502, 503, 504, 506, 507(a)(1), 509, 510, 524(a)(1), 524(a}(2),
544, 545, 546, 547, 548, 549(a), 549(c), 549(d), 550, 551, 552, 553, 557, 1102, 1103,
1109, 1111(b), 1122, 1123(a)(1), 1123(a)(2), 1123(a)(3), 1123(a){4), 1123(a) (),
1123(b), 1124, 1125, 1126(a), 1126(b), 1126(c), 1126(e), 1126(f), 1126(g), 1127(d),
1128, 1129(a)(2), 1129(2)(3), 1129(a)(6), 1129(a)(8), 1129(a)(10), 1129(b)(1),
1129(b)(2)(A), 1129(b)(2)(B), 1142(b), 1143, 1144, and 1145 of this title apply ina
case under this chapter.

(b) A term used in a section of this title made applicable in a case under
this chapter by subsection (a) of this section or section 103(e) of this title has the
meaning defined for such term for the purpose of such applicable section, unless
such term is otherwise defined in section 902 of this title.

(¢) A section made applicable in a case under this chapter by subsection
(a) of this section that is operative if the business of the debtor is authorized to
be operated is operative in a case under this chapter.

Sec. 902. Definitions for this chapter

In this chapter -

(1) ‘property of the estate’, when used in a section that is made
applicable in a case under this chapter by section 103(e) or 901 of this title,
means property of the debtor;

(2) ‘special revenues’ means -

(A) receipts derived from the ownership, operation, or disposition of
projects or systems of the debtor that are primarily used or intended to be used
primarily to provide transportation, utility, or other services, including the
proceeds of borrowings to finance the projects or systems;

(B) special excise taxes imposed on particular activities or transactions;

(C) incremental tax receipts from the benefited area in the case of tax-
increment financing; h

(D) other revenues or receipts derived from particular functions of the
debtor, whether or not the debtor has other functions; or

(E) taxes specifically levied to finance one or more projects or systems,
excluding receipts from general property, sales, or income taxes (other than tax-
increment financing) levied to finance the general purposes of the debtor;

_ (3) 'special tax payer’ means record owner or holder of legal or
equitable title to real property against which a special assessment or special tax
has been levied the proceeds of which are the sole source of payment of an
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H

obligation issued by the debtor to defray the cost of an improvement relating to
such real property;

(4) “spedial tax payer affected by the plan’ means spemal tax payer with
respect to whose real property the plan proposes to increase the proportion of
special assessments or special taxes referred to in paragraph (2) of this section
assessed against such real property; and

(5) ‘trustee’, when used in a section that is made applicable.in a case
under this chapter by section 103(e) or 901 of this title, means debtor, except as
provided in section 926 of this title.

Sec. 903. Reservation of State power to control mumupahtxes

This chapter does not limit or jmpair the power of a State to control, by
legislation or otherwise, a municipality of or in such State in the exercise of the
political or governmental powers of such municipality, including expenditures
for such exercise, but -

(1) a State law prescribing a method of composition of indebtedness of
such municipality may not bind any creditor that does not consent to such
compositiorn; and

(2) a judgment entered under such a Jaw may not bind a creditor that
does not consent to such composition.

Sec. 904. Limitation on jurisdiction and powers of court
Notwithstanding any power of the court, unless the debtor consents or

the plan so provides, the court may not, by any stay, order, or decree, in the
case or otherwise, interfere with -

(1) any of the political or governmental powers of the debtor;

(2) any of the property or revenues of the debtor; or

{3) the debtor’s use or enjoyment of any income-producing property.
SUBCHAPTER II - ADMINISTRATION

Sec. 921. Petition and proceedings relating to petition

(a) Notwithstanding sections 109(d) and 301 of this title, a case under this
chapter concerning an unincorporated tax or special assessment district that
does not have such district's own officials is commenced by the filing under
section 301 of this title of a petition under this chapter by such district's
governing authority or the board or body having authority to levy taxes or
assessments to meet the obligations of such district.

(b) The chief judge of the court of appeals for the circuit embracmg the
district in which the case is commenced shall designate the bankruptcy 3udge to
conduct the case.
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(c) After any objection to the petition, the court, after notice and a
hearing, may dismiss the petition if the debtor did not file the petition in good
faith or if the petition does not meet the requirements of this title.

(d) If the petition is not dismissed under subsection (c) of this section, the
court shall order relief under this chapter. '

(e) The court may not, on account of an appeal from an order for relief,
delay any proceeding under this chapter in the case in which the appeal is being
taken; nor shall any court order a stay of such proceeding pending such appeal.
The reversal on appeal of a finding of jurisdiction does not affect the validity of
any debt incurred that is authorized by the court under section 364(c) or 364(d)
of this title.

Sec. 922, Automatic stay of enforcement of claims against the debtor

(a) A petition filed under this chapter operates as a stay, in addition to
the stay provided by section 362 of this title, applicable to all entities, of -

(1) the commencement or continuation, including the issuance or
employment of process, of a judicial, administrative, or other action or
proceeding against an officer or inhabitant of the debtor that seeks to enforce a
claim against the debtor; and :

(2) the enforcement of a lien on or arising out of taxes or assessments
owed to the debtor.
(b) Subsections (c), (d), (e), {f), and (g) of section 362 of this title apply to a
stay under subsection (a) of this section the same as such subsectons apply to a
stay under section 362(a) of this title.

(¢) If the debtor provides, under section 362, 364, or 922 of this title,
adequate protection of the interest of the holder of a claim secured by a lien on
property of the debtor and if, notwithstanding such protection such creditor has
a claim arising from the stay of action against such property under section 362
or 922 of this title or from the granting of a lien under section 364(d) of this title,
then such claim shall be allowable as an administrative expense under section
503(b) of this title.

(d) Notwithstanding section 362 of this title and subsection (a) of this
section, a petition filed under this chapter does not operate as a stay of
application of pledged special revenues in a manner consistent with section 927
of this title to payment of indebtedness secured by such revenues.

Sec. 923. Notice

There shall be given notice of the commencement of a case under this
chapter, notice of an order for relief under this chapter, and notice of the
dismissal of a case under this chapter. Such notice shall also be published at
least once a week for three successive weeks in at least one newspaper of
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general circulation published within the district in which the case is
commenced, and in such other newspaper having a general circulation among
bond dealers and bondholders as the court designates.

Sec. 924. List of creditors

The debtor shall file a list of creditors.
Sec. 925, Effect of list of claims

A proof of claim is deemed filed under section 501 of this title for any
claim that appears in the list filed under section 924 of this title, except a claim
that is listed as disputed, contingent, or unliquidated.

Sec. 926. Avoiding powers

(a) If the debtor refuses to pursue a cause of action under section 544, 545,
547, 548, 549(a), or 550 of this title, then on request of a creditor, the court may
appoint a trustee to pursue such cause of action.

(b) A transfer of property of the debtor to or for the benefit of any holder
of a bond or note, on account of such bond or note, may not be avoided under
section 547 of this title.

Sec. 927, Limitation on recourse

The holder of a claim payable solely from special revenues of the debtor
under applicable nonbankruptcy law shall not be treated as having recourse
against the debtor on account of such claim pursuant to section 1111(b) of this
title. - *

Sec. 928, Post petition effect of security interest

(a) Notwithstanding section 552(a) of this title and subject to subsection
(b) of this section, special revenues acquired by the debtor after the
commencement of the case shall remain subject to any lien resulting from any
security agreement entered into by the debtor before the commencement of the
case.

(b) Any such lien on special revenues, other than municipal betterment
assessments, derived from a project or system shall be subject to the necessary
operating expenses of suich project or system, as the case may be.

Sec. 929. Municipal leases

A lease to a municipality shall not be treated as an executory contract or
unexpired lease for the purposes of section 365 or 502(b)(6) of this title solely by
reason of its being subject to termination in the event the debtor fails to
appropriate rent.

155
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Sec. 930. Dismissal
(a) After notice and a hearing, the court may dismiss a case under this

chapter for cause, including -

(1) want of prosecution;

(2) unreasonable delay by the debtor that is prejudicial to creditors;

(3) failure to propose a plan within the time fixed under section 941 of
this title;

(4) if a plan is not accepted within any time fixed by the court;

(5) denial of confirmation of a plan under section 943(b) of this title and
denial of additional time for filing another plan or a modification of a plan; or

(6) if the court has retained jurisdiction after confirmation of a plan -

(A) material default by the debtor with respect to a term of such plan;
or
(B) termination of such plan by reason of the occurrence of a condition
specified in such plan.
(b) The court shall dismiss a case under this chapter if confirmation of a
plan under this chapter is refused.

SUBCHAPTER I - THE PLAN
Sec. 941. Filing of plan

The debtor shall file a plan for the adjustment of the debtor’s debts. If
such a plan is not filed with the petition, the debtor shall file such a plan at such
later time as the court fixes. -

Sec, 942, Modification of plan
The debtor may modify the plan at any time before confirmation, but may
not modify the plan so that the plan as modified fails to meet the requirements

of this chapter. After the debtor files a modification, the plan as modified
becomes the plan.

Sec. 943. Confirmation
(a) A special tax payer may object to confirmation of a plan.
(b) The court shall confirm the plan if -

(1) the plan complies with the provisions of this title made applicabl
by sections 103(e) and 901 of this title;

(2) the plan complies with the provisions of this chapter;
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(3) all amounts to be paid by the debtor or by any person for services or
expenses in the case or incident to the plan have been fully disclosed and are
reasonable;

{4) the debtor is not prohibited by law from taking any action necessary
to carry out the plarn; - *

(5) except to the extent that the holder of a particular claim has agreed
to a different treatment of such claim, the plan provides that on the effective
date of the plan each holder of a claim of a kind specified in section 507(a}(1) of
this title will receive on account of such claim cash equal to the allowed amount
of such claim;

{6) any regulatory or electoral approval necessary under applicable
nonbankruptcy law in order to carry out any provision of the plan has been
obtained, or such provision is expressly conditioned on such approval; and

(7} the plan is in the best interests of creditors and is feasible.
Sec. 944. Effect of confirmation
(a) The provisions of a confirmed plan bind the debtor and any creditor,
whether or not - '

(1) a proof of such creditor’s claim is filed or deemed filed under
section 501 of this title;

(2) such claim is allowed under section 502 of this title; or
(8) such creditor has accepted the plan.

{b) Except as provided in subsection (c) of this section, the debtor is
discharged from all debts as of the time when -

(1) the plan is confirmed;

(2) the debtor deposits any consideration to be distributed under the
plan with a disbursing agent appointed by the court; and

(3) the court has determined -

(A) that any security so deposited will constitute, after distribution, a
valid legal obligation of the debtor; and

(B) that any provision made to pay or secure payment of such
obligation is valid.
() The debtor is not discharged under subsection (b) of this section from
any debt - :

(1) excepted from discharge by the plan or order confirming the plan;
or )

(2) owed to an entity that, before confirmation of the plan, had neither
notice nor actual knowledge of the case.

157
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Sec. 945. Continuing jurisdicﬁon and closing of the case

(a) The court may retain jurisdiction over the case for such period of time
as is necessary for the successful implementation of the plan.

{b) Except as provided in subsection (a) of this section, the court shall
close the case when administration of the case has been completed.
Sec. 946, Effect of exchange of securities before the date of the filing of the
petition :
The exchange of a new security under the plan for a claim covered by the
plan, whether such exchange occurred before or after the date of the filing of the
petition, does not limit or impair the effectiveness of the plan or of any
provision of this chapter. The amount and number specified in section 1126(c) of

this title include the amount and number of claims formerly held by a creditor
that has participated in any such exchange.

158
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TITLE 26 > Subtitle A > CHAPTER 1 > Subchapter B > PART III > § 103
§ 103. Interest on State and local bonds
How Current is This?
(a) Exclusion Search
Except as provided in subsection (b}, gross income does not include interest on any State or local this title:
bond. o
Notes
. Updates
{b) Exceptions paralel
Subsection {a) shall not apply to— authorities
(CFR)
{1) Private activity bond which is not a qualified bond Your
Any private activity bond which is not a qualified bond (within the meaning of section 141). comments
{2} Arbitrage bond
Any arbitrage bond (within the meaning of section 148).
{3) Bond not in registered form, etc.
Any bond unless such bond meets the applicable requirements of section 149,
{c) Definitions
For purposes of this section and part IV—
(1) State or local bond .
The term “State or local bond” means an obligation of a State or political subdivision thereof.
{2) State
The terr “State” includes the District of Columbia and any possession of the United States.
Prev | Next
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§ 141, Private activity bond; qualified bond
How Current is This?
(a} Private activity bond Search
For purposes of this title, the term “private activity bond” means any bond issued as part of an this title:
issue—
Notes
(1) which meets— Updates
" . . Parallel
{A) the private business use test of paragraph (1) of subsection {b), and authorities
(B) the private security or payment test of paragraph (2) of subsection (b}, or \({CFR)
our
comments

{2) which meets the private loan financing test of subsection {¢).

{b) Private business tests
{1) Private business use test

Except as otherwise provided in this subsection, an issue meets the test of this paragraph if
more than 10 percent of the proceeds of the issue are to be used for any private business use.

{2) Private security or payment test

Except as otherwise provided in this subsection, an issue meets the test of this paragraph if
the payment of the principal of, or the interest on, more than 10 percent of the proceeds of
such issue is (under the terms of such issue or any underlying arrangement) directly or
indirectly—

{A} secured by any interest in—

(i} property used or to be used for a private business use, or

{ii)} payments in respect of such property, or

{B) to be derived from payments {whether or not to the issuer) in respect of property,
or borrowed money, used or to be used for a private business use.

{3) 5 percent test for private business use not related or disproportionate to
government use financed by the issue

(A) In general
An issue shall be treated as meeting the tests of paragraphs (1) and (2) if such tests
would be met if such paragraphs were applied—

{i) by substituting *5 percent” for 10 percent” each place it appears, and

(i) by taking intoc account only—

{X) the proceeds of the issue which are to be used for any private business
use which is not related to any government use of such proceeds,

(II} the disproportionate related business use proceeds of the issue, and

(XI1) payments, property, and borrowed money with respect to any use of
proceeds described in subclause (I} or {II).

{B) Disproportionate related business use proceeds

For purposes of subparagraph (A}, the disproportionate related business use proceeds
of an issue is an amount equal to the aggregate of the excesses (determined under the
following sentence) for each private business use of the proceeds of an issue which is
related to a government use of such proceeds. The excess determined under this
sentence is the excess of—

(i} the proceeds of the issue which are to be used for the private business use,
over

{ii) the proceeds of the issue which are to be used for the government use to
which such private business use relates.
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{4) Lower limitation for certain output facilities

An issue 5 percent or more of the proceeds of which are to be used with respect to any output
facility (other than a facility for the furnishing of water) shall be treated as meeting the tests
of paragraphs {1} and (2} if the nonqualified amount with respect to such issue exceeds the
excess of—

{A) %$15,000,000, over

{B) the aggregate nonqualified amounts with respect to all prior tax-exempt issues 5
percent or more of the proceeds of which are or will be used with respect to such facility
{or any other facility which is part of the same project).

There shall not be taken into account under subparagraph {B) any bond which is not outstanding
at the time of the later issue or which is to be redeemed (other than in an advance refunding)
from the net proceeds of the later issue,
{5) Coordination with volume cap where nonqualified amount exceeds $15,000,000

If the nonqualified amount with respect to an issue—

(A} exceeds $15,000,000, but

(B} does not exceed the amount which would cause a bond which is part of such issue
to be treated as a private activity bond without regard to this paragraph,

such bond shall nonetheless be treated as a private activity bond unless the issuer allocates a
portion of its volume cap under section 146 to such issue in an amount equal to the excess of
such nonqualified amount over $15,000,000,
{6} Private business use defined

{A) In general

For purposes of this subseciion, the term “private business use” means use {directly or
indirectly) in & trade or business carried on by any person other than a governmentai
unit. For purposes of the preceding sentence, use as a member of the general public
shall not be taken into account.

(B) Clarification of trade or business

For purposes of the 1st sentence of subparagraph (A), any activity carried on by a
person other than a natural person shall be treated as a trade or business.

(7) Government use
The term “government use” means any use other than a private business use.

(8) Nonqualified amount

For purposes of this subsection, the term “nonqualified amount” means, with respect to an
issue, the lesser of—

{A) the proceeds of such issue which are to be used for any private business use, or

{B) the proceeds of such issue with respect to which there are payments (or property or
borrowed money) described in paragraph (2).

(9) Exception for qualified 501({c)(3) bonds

There shall not be taken into account under this subsection or subsection {c} the porticn of the
proceeds of an issue which (if issued as a separate issue} would be treated as a qualified 501
{c}{3) bond if the issuer elects to treat such portion as a qualified 501(c}{3} bond.

{c) Private loan financing test
{1) In general

An issue meets the test of this subsection if the amount of the proceeds of the issue which are
to be used {directly or indirectly) to make or finance loans {other than loans described in
paragraph {2)) to persons other than governmental units exceeds the lesser of—

{A) 5 percent of such proceeds, or
{B) $5.,000,000.
{2) Exception for tax assessment, etc., loans
For purposes of paragraph (1), a loan is described in this paragraph if such loan—

{A) enables the borrower to finance any governmental tax or assessment of general
application for a specific essential governmentat function, or

(B} is a nonpurpose investment {(within the meaning of section 148 (f){6)(A}}.
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{d) Certain issues used to acquire nongovernmental output property treated as private
activity bonds

{1} In general

For purposes of this title, the term “private activity bond” includes any bond issued as part of
an issue if the amount of the proceeds of the issue which are to be used {directly or indirectly)
for the acquisition by a governmental unit of nongovernmental output property exceeds the
lesser of—

{A) 5 percent of such proceeds, or

(B} $5,000,000.

{2) Nongovernmental cutput property

Except as otherwise provided in this subsection, for purposes of paragraph (1), the term
“nongovernmental output property” means any property (or interest therein) which before
such acquisition was used (or held for use) by a person other than a governmental unit in
connection with an output facility {within the meaning of subsection (b)(4)) {other than a
facility for the furnishing of water). For purposes of the preceding sentence, use (or the
holding for use) before October 14, 1387, shall not be taken into account.

{3) Exception for property acquired to provide ocutput to certain areas
For purposes of paragraph {1)—

({A) In general

The term “nongovernmental cutput property” shall not include any property which is to
be used in connection with an output facility 95 percent or more of the output of which
will be consumed in-—

(i} a qualified service area of the governmental unit acquiring the property, or

(ii)} a qualified annexed area of such unif.

(B} Definitions
For purposes of subparagraph (A)—

{I}) Qualified service area The term “qualified service area” means, with respect
to the governmental unit acquiring the property, any area throughout which such
unit provided (at all times during the 10-year period ending on the date such
property is acquired by such unit) output of the same type as the output to be
provided by such property. For purposes of the preceding sentence, the period
before October 14, 1987, shall not be taken into account,

(ii) Qualified annexed area The term “qualified annexed area” means, with
respect to the governmental unit acquiring the property, any area if—

{1} such area is contiguous to, and annexed for general governmental
purposes into, a qualified service area of such unit,

{IT) output from such property is made available to all members of the
general public in the annexed area, and

{III) the annexed area is not greater than 10 percent of such qualified
service area.

(C) Limitation on size of annexed area not to apply where cutput capacity does
not increase by more than 10 percent

Subclause (III) of subparagraph (B){ii} shall not apply to an annexation of an area by a
governmental unit if the output capacity of the property acquired in connection with the
annexation, when added to the output capacity of all other property which is not
treated as nongovernmental output property by reason of subparagraph (A)(ii) with
respect to such annexed area, does not exceed 10 percent of the output capacity of the
property providing output of the same type to the qualified service area into which it is
annexed.

{D) Rules for determining relative size, etc.
For purposes of subparagraphs (B){ii) and (C}—
(i)} The size of any qualified service area and the eutput capacity of property
serving such area shall be determined as the close of the calendar year preceding

the calendar year in which the acquisition of nengovernmental output property or
the annexation occurs.

{ii) A gualified annexed area shall be treated as part of the qualified service area
into which it is annexed for purposes of determining whether any other area
annexed in a later year is a qualified annexed area.

(4) Exception for property converted to nonoutput use
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For purposes of paragraph {1)—

{A) In general

The term “nongovernmental output property” shall not include any property which is to
be converted to a use not in connection with an output facility.

{B) Exception

Subparagraph (&) shall not apply to any property which is part of the cutput function of
a nuclear power facility.

{5) Special rules
In the case of a bond which is a private activity bond solely by reason of this subsection—

(A) subsections {c) and (d) of section 147 (relating to limitations on acquisition of land
and existing property) shall not apply, and

(B) paragraph (8) of section 142 {a) shall be applied as if it did not contain “local”.

{6) Treatment of joint action agencies

With respect to nongovernmental output property acquired by a joint action agency the
members of which are governmental units, this subsection shall be applied at the member
level by treating each member as acquiring its proportionate share of such property.

{e) Qualified bond
For purposes of this part, the term “qualified bond” means any private activity bond if—

{1) In general
Such bond is—

(A} an exempt facility bond,
{B) a qualified mortgage bond,
{C) a gqualified veterans’ mortgage bond,
(D) a qualified small issue bond,
{(E) a qualified student loan bond,
{F) a qualified redevelopment bond, or
(G) a qualified 501(c)(3) bond.
(2) Volume cap

Such bond is issued as part of an issue which meets the applicable requirements of section
146, and 11

{3) Oother requirements
Such bond meets the applicable requirements of each subsection of section 147.

[1] So in original. Probably should end with a period after *146“.

LIT has no control over and does not endorse any external Internet site that
contains finks to or references LI
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§ 148. Arbitrage

How Current is This?

{a) Arbitrage bond defined

For purposes of section 103, the term “arbitrage bond” means any bond issued as part of an issue
any portion of the proceeds of which are reascnably expected (at the time of issuance of the bend} to
be used directly or indirectly—

{1} to acquire higher vielding investments, or

{2) to replace funds which were used directly or indirectly to acquire higher yielding
investments.

For purposes of this subsection, a bond shall be treated as an arbitrage bond if the issuer intentionally
uses any portion of the proceeds of the issue of which such bond is a part in a manner described in
paragraph (1) or (2)}.

{b) Higher yielding investments
For purposes of this section—

{1} In general

The term “higher yielding investments” means any investment property which produces a vield
over the term of the issue which is materially higher than the yield on the issue.

{2) Investment property
The term “investment property” means—

(A} any security (within the meaning of section 165 {g}{2)}(A) or (B)),
(B} any obligation,

{C) any annuity contract,

{D) any investment-type property, or

{E) in the case of a bond other than a private activity bond, any residential rental
property for family units which is not located within the jurisdiction of the issuer and
which is not acquired to implement a court ordered or approved housing desegregation
plan.

{3) Alternative minimum tax bonds treated as investment property in certain cases
{A) In general

Except as provided in subparagraph (B}, the term “investment property” does not
include any tax-exempt bond.

{B) Exception

With respect to an issue other than an issue a part of which is a specified private
activity bond (as defined in section 57 (@)}(5}{C)), the term “investment property”
includes a specified private activity bond {(as so defined).

{c) Temporary period exception
(1) In general

For purposes of subsection (a), a bond shall not be treated as an arbitrage bond solely by
reason of the fact that the proceeds of the issue of which such bond is a part may be invested
in higher vielding investments for a reasonable temporary period until such proceeds are
needed for the purpose for which such issue was issued.

{2) Limitation on temporary period for pooled financings
{A) In general

The temperary period referred to in paragraph (1) shall not exceed 6 months with
respect to the proceeds of an issue which are to be used to make or finance loans
{other than nonpurpose investments) to 2 or mare persons.
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{B) Shorter temporary period for loan repayments, etc.

Subparagraph (A} shall be applied by substituting “3 months” for “6 months” with
respect to the proceeds from the sale or repayment of any loan which are to be used to
make or finance any loan. For purposes of the preceding sentence, a nonpurpose
investment shail not be treated as a loan.

{C) Bonds used to provide construction financing

In the case of an issue described in subparagraph (A} any portion of which is used to
make or finance loans for construction expenditures {within the meaning of subsection

{FH{)(CY(iv))—
(i) rules similar to the rules of subsection (f){(4}{C)(v) shall apply, and

{ii} subparagraph {A) shall be applied with respect to such portion by
substituting “2 years” for 6 months”.

{D) Exception for mortgage revenue bonds

This paragraph shall not apply to any qualified mortgage bond or qualified veterans”
mertgage bond.

{d) Special rules for reasonably required reserve or replacement fund

(1) In general
For purposes of subsection {a), a bond shall not be treated as an arbitrage bond solely by
reason of the fact that an amount of the proceeds of the issue of which such bond is a part
may be invested in higher yielding investments which are part of a reascnably required
reserve or replacement fund, The amount referred to in the preceding sentence shall not
exceed 10 percent of the proceeds of such issue unless the issuer establishes to the
satisfaction of the Secretary that a higher amount is necessary.

(2) Limitation on amount in reserve or replacement fund which may be financed by
issue

A bond issued as part of an issue shall be treated as an arbitrage bond if the amount of the
proceeds from the sale of such issue which is part of any reserve or replacement fund exceeds
10 percent of the proceeds of the issue (or such higher amount which the issuer establishes is
necessary to the satisfaction of the Secretary}.

(e) Mincr portion may be invested in higher yielding investments

Notwithstanding subsections (a), (c), and (d}, a bond issued as part of an issue shall not be treated
as an arbitrage bond solely by reason of the fact that an amount of the proceeds of such issue (in
addition to the amounts under subsections {c) and (d)) is invested in higher yielding investments if
such amount does not exceed the lesser of —

{1) 5 percent of the proceeds of the issue, or

{2) $100,000.

{f) Required rebate to the United States

(1} In general
A bond which is part of an issue shall be treated as an arbitrage bond if the requirements of
paragraphs (2} and {3} are not met with respect to such issue. The preceding sentence shall
not apply to any gualified veterans’ mortgage bond.

{2) Rebate to United States
An issue shall be treated as meeting the requirements of this paragraph oniy if an amount
equal to the sum of—

{A) the excess of—
{i) the amount earned on all nonpurpose investments {other than investments
attributable to an excess described in this subparagraph}, over

(if) the amount which would have been earned if such nonpurpose investments
were invested at a rate equal to the yield on the issue, plus

(B} any income attributable to the excess described in subparagraph (A},

is paid to the United States by the issuer in accordance with the requirements of paragraph (3).

{(3) Due date of payments under paragraph (2)

Except to the extent provided by the Secretary, the amount which is required to be paid te the
United States by the issuer shall be paid in instaliments which are made at least once every 5
years. Bach installment shall be in an amount which ensures that 90 percent of the amount
described in paragraph {2) with respect to the issue at the time paymaent of such installment is

[1I-18




required will have been paid to the United States. The last installment shall be made no later
than 60 days after the day on which the last bond of the issue is redeemed and shall be in an
amount sufficient to pay the remaining balance of the amount described in paragraph (2) with
respect to such issue, A series of issues which are redeemed during a 6-month period (or such
longer period as the Secretary may prescribe) shall be treated {at the election of the issuer) as
1 issue for purposes of the preceding sentence if no bend which is part of any issue in such
series has a maturity of more than 270 days or is a private activity bond. In the case of a tax
and revenue anticipation bond, the last installment shall not be required to be made before the
date 8 months after the date of issuance of the issue of which the bond is a part.

{4) Special rules for applying paragraph {2)
{A) In general

In determining the aggregate amount earned on nonpurpose investments for purposes
of paragraph {2)—

{i) any gain or loss on the disposition of a nonpurpose investment shall be taken
into account, and

(ii) any amount earned on a bona fide debt service fund shall not be taken into
account if the gross earnings on such fund for the bond year is less than
$100,000.

In the case of an issue no bond of which is a private activity bond, clause (i) shall be
applied without regard to the dollar limitation therein if the average maturity of the issue
{determined in accordance with section 147 (b)(2){A)) is at least 5 years and the rates of
interest on bonds which are part of the issue do not vary during the term of the issue,

{B) Temporary investments
Under regulations prescribed by the Secretary—

(i) In general An issue shall, for purposes of this subsection, be treated as
meeting the requirements of paragraph (2} if—

(I} the gross proceeds of such issue are expended for the governmental
purposes for which the issue was issued no later than the day which is 6
months after the date of issuance of the issue, and

(II) the requirements of paragraph (2) are met with respect to amounts
not required to be spent as provided in subclause {I) {other than earnings on
amounts in any bona fide debt service fund).

Gross proceeds which are held in a bona fide debt service fund or a reasonably
required reserve or replacement fund, and gross proceeds which arise after such 6
months and which were not reasonably anticipated as of the date of issuance,
shall not be considered gross proceeds for purposes of subclause (1) only.

(ii) Additional period for certain bonds

{I) Ingeneral In the case of an issue described in subclause (II), clause
{i) shall be applied by substituting *1 year” for "6 months” each place it
appears with respect to the portion of the proceeds of the issue which are
not expended in accordance with clause (i) if such portion does not exceed 5
percent of the proceeds of the issue.

(XI} Issues to which subclause (I) applies An issue is deseribed in this
subclause if no bond which is part of such issue is a private activity bond
{other than a qualified 501(c){3) bond) or a tax or revenue anticipation
bond.

{iii} Safe harbor for determining when proceeds of tax and revenue anticipation
bonds are expended

{X} In general For purposes of clause (i}, in the case of an issue of tax or
revenue anticipation bonds, the net proceeds of such issue (including
earnings thereon) shall be treated as expended for the governmental
purpose of the issue on the 1st day after the date of issuance that the
cumtlative cash flow deficit to be financed by such issue exceeds 90 percent
of the proceeds of such issue.

{XI) Cumulative cash flow deficit For purposes of subclause (I}, the term
“cumulative cash flow deficit” means, as of the date of computation, the
excess of the expenses paid during the period described in subclause (III)
which would ordinarily be paid out of or financed by anticipated tax or other
revenues over the aggregate amount available {other than from the
proceeds of the issue) during such period for the payment of such expenses.

{XIX) Period Involved For purposes of subclause (11}, the period described
in this subclause is the period beginning on the date of issuance of the issue
and ending on the earlier of the date 6 months after such date of issuance or
the date of the computation of cumulative cash flow deficit.

{iv} Payments of principal not to affect requirements For purposes of this
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subparagraph, payments of principal on the bonds which are part of an issue shall
not be treated as expended for the governmental purposes of the issue.

{C) Exception from rebate for certain proceeds to be used to finance
construction expenditures

(i) Ingeneral In the case of a construction issue, paragraph (2) shall not apply
to the available construction proceeds of such issue if the spending requirements
of clause (ii) are met.

(ii} Spending requiremenis The spending requirements of this clause are met if
at least—

(I) 10 percent of the available construction proceeds of the construction
issue are spent for the governmenta!l purposes of the issue within the &6-
month period beginning on the date the bonds are issued,

(ITI) 45 percent of such proceeds are spent for such purposes within the 1-
year period beginning on such date,

(III} 75 percent of such proceeds are spent for such purposes within the
18-month period beginning on such date, and

{(IV} 100 percent of such proceeds are spent for such purposes within the
2-year period beginning on such date.

(iii) Exception for reasonable retainage The spending requirement of clause (ii}
(iv) shall be treated as met if—

{I} such requirement would be met at the close of such 2-year period but
for a reasonable retainage {not exceeding 5 percent of the available
construction proceeds of the construction issue), and

{II} 100 percent of the available construction proceeds of the construction
issue are spent for the governmental purposes of the issue within the 3-year
period beginning on the date the bonds are issued.

{iv) Construction issue For purposes of this subparagraph, the term
“construction issue” means any issue if—

{I) at least 75 percent of the available construction proceeds of such issue
are to be used for construction expenditures with respect to property which
is to be owned by & governmental unit or a 501(c){(3) organization, and

(IX)} all of the bonds which are part of such issue are qualified 501(c){3)
bonds, bonds which are not private activity bonds, or private activity bonds
issued to finance property to be owned by a governmental unit or a 501(c)
(3) organization.

For purposes of this subparagraph, the term “construction” includes
reconstruction and rehabilitation, and rules similar to the rules of section 142 (b}

{1¥{B) shall apply.
{v) Portions of issues used for construction If—

(I} all of the construction expenditures to be financed by an issue are to be
financed from a portion thereof, and

{II) the issuer elects to treat such portion as a construction issue for
purposes of this subparagraph,

then, for purposes of this subparagraph and subparagraph (B), such portion shall
be treated as a separate issue.

{vi) Available construction proceeds For purposes of this subparagraph—

(I} Ingeneral The term “available construction proceeds” means the
amount equal to the issue price (within the meaning of sections 1273 and
1274) of the construction issue, increased by earnings on the issue price,
earnings on amounts in any reasonably required reserve or replacement
fund not funded from the issue, and earnings on all of the foregoing
earnings, and reduced by the amount of the issue price in any reasonably
required reserve or replacement fund and the issuance costs financed by the
issue,

(I1) Earnings on reserve included only for certain pericds The term
“availahle construction proceeds” shall not include amounts earned on any
reasonably required reserve or replacement fund after the earlier of the
close of the 2-year period described in clause (ii} or the date the
construction is substantially completad.

{I11) Payments on acquired purpose obligations excluded The term
“available construction proceeds” shall not include payments on any
obligation acquired to carry out the governmental purposes of the issue and
shall not include earnings on such payments.
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(IV} Election to rebate on earnings on reserve At the election of the
issuer, the term “available construction proceeds” shall not include earnings
oh any reasonably required reserve or replacement fund.

{vii) Election to pay penalty in lieu of rebate

(1) Ingeneral Atthe election of the issuer, paragraph (2} shall not apply
to available construction proceeds which do not meet the spending
requirements of clause (ii) if the issuer pays a penalty, with respect to each
6-month period after the date the bonds were issued, equal to 11/2 percent
of the amount of the available construction proceeds of the issue which, as
of the close of such 6-month period, is not spent as required by clause (ii).

(II) Termination The penaity imposed by this clause shall cease to apply
only as provided in clause (vliii} or after the latest maturity date of any bond
in the issue (including any refunding bond with respect thereto).

{viii) Election to terminate 11/2 percent penalty At the election of the issuer
{made not later than 30 days after the earlier of the end of the initial temporary
period or the date the construction is substantially completed), the penalty under
clause (vii) shall not apply to any 6-month period after the initial temporary period
under subsection (c) if the requirements of subclauses (I), {11}, and {III} are met.

(I} 3 percent penalty The requirement of this subclause is met if the
issuer pays a penalty equal to 3 percent of the amount of available
construction proceeds of the issue which is not spent for the governmental
purposes of the issue as of the close of such initial temporary period
muitiplied by the number of years {including fractions thereof) in the initial
temporary period.

(II) Yield restriction at close of temporary period The requirement of this
subclause is met if the amount of the available construction proceeds of the
issue which is not spent for the governmental purpeses of the issue as of the
close of such initial temporary period is invested at a yield not exceeding the
yield on the Issue or which Is invested in any tax-exempt bond which is not
investment property.

(III) Redemption of bonds at earliest call date The requirement of this
subclause is met if the amount of the available construction proceeds of the
issue which is not spent for the governmental purposes of the issue as of the
earliest date on which bonds may be redeemed is used to redeem bonds on
such date.

(ix) Election to terminate 11/2 percent penalty before end of temporary pericd
If—

(I) the construction to be financed by a construction issue is substantially
completed before the end of the initial temporary period,

(11} the issuer identifies an amount of available construction proceeds
which will not be spent for the governmental purposes of the issue,

(III) the issuer has made the election under clause (viii), and

(IV) the issuer makes an election under this clause before the close of the
initial temporary period and not later than 90 days after the date the
construction is substantially completed,

then clauses (vii) and (viii} shall be applied to the available construction
proceeds so identified as if the initial temporary period ended as of the date the
election is made.

{x) Failure to pay penalties In the case of a failure {which is not due to willful
neglect) to pay any penalty required to be paid under clause {vii} or {viii) in the
amount or at the time prescribed therefor, the Secretary may treat such failure as
not occurring if, in addition fo paying such penalty, the issuer pays a penalty equal
to the sum of —

{I) 50 percent of the amount which was not paid in accordance with
clauses {vii) and {viii}, plus

(XX} interest (at the underpayment rate established under section 6621) on
the portion of the amount which was not paid on the date required for the
period beginning on such date.

The Secretary may waive all or any portion of the penalty under this clause.
Bonds which are part of an issue with respect to which there is a failure to pay the
amount required under this clause {and any refunding bond with respect thereto)
shall be treated as not being, and as never having been, tax-exempt bonds.

{xi) Election for pooled financing bonds At the election of the issuer of an issue
the proceeds of which are to be used to make or finance loans (other than
nenpurpese investments) to 2 or more persons, the periods described in clauses
(ii) and (iii} shall begin on—
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(I} the date the loan is made, in the case of loans made within the 1-year
period after the date the bonds are issued, and

the date foilowing such 1-year period, in the case of loans made after

(i)
such 1-year period.

I
Lt

If such an election applies to an issue, the requirements of paragraph {2} shall
apply to amounts earned before the beginning of the periods determined under
the preceding sentence.

{xii) Payments of principal not to affect requirements For purposes of this
subparagraph, payments of principal on the bonds which are part of the
construction issue shall not be treated as an expenditure of the available
construction proceeds of the issue.

{xiii}) Refunding bonds

(I} In general Except as provided in this clause, clause {vii}{I1), and the
last sentence of clause {x}, this subparagraph shall not apply to any
refunding bond and noc proceeds of a refunded bond shall be treated for
purposes of this subparagraph as proceeds of a refunding bond.

{II} Determination of construction portion of issue For purposes of clause
(v}, any portion of an issue which is used to refund any issue (or portion
thereof) shall be treated as a separate issue.

(III} Coordination with rebate requirement on refunding bonds The
requirements of paragraph {2) shall be treated as met with respect to
earnings for any period if a penalty is paid under clause (vii) or {viii} with
respect to such earnings for such period.

{xiv}) Determinaticn of initial temporary period For purposes of this

subpargraph,m the end of the initial temporary period shall be determined
without regard to section 149 {d){3){A)(iv).

{xv) Elections Any election under this subparagraph {other than clauses {viii}
and (ix)) shall be made on or before the date the bonds are issued; and, once
made, shall be irrevocable.

{xvi} Time for payment of penalties Any penalty under this subparagraph shall
be paid to the United States not later than 90 days after the period to which the
penalty relates.

{xvii) Treatment of bona fide debt service funds If the spending requirements of
clause {ii) are met with respect to the available construction proceeds of a
construction issue, then paragraph (2} shall not apply to earnings on a bona fide
debt service fund for such issue.

(D) Exception for governmental units issuing $5,000,000 or less of bonds

(i} In general An issue shall, for purposes of this subsection, be freated as
meeting the requirements of paragraphs (2) and (3) if—

(if)

{I} the issue is issued by a governmental unit with general taxing powers,
(I1} no bond which is part of such issue is a private activity bond,

(III) 95 percent or more of the net proceeds of such issue are to be used
for local governmental activities of the issuer {or of a governmental unit the
jurisdiction of which is entirely within the jurisdiction of the issuer), and

(IV} the aggregate face amount of all tax-exempt bonds (cther than
private activity bonds} issued by such unit during the calendar year in which
such issue is issued is not reasonably expected to exceed $5,000,000,

Agaregation of issuers For purposes of subclause {(Iv) of clause (i}—

{1) an issuer and all entities which issue bonds on behalf of such issuer
shall be treated as 1 issuer,

{I1} all bonds issued by a governmental unit to make loans to other
governmental units with general taxing powers not subordinate to such unit
shall, for purposes of applying such subcfause to such unit, be treated as not
issued by such unit.

(III) all bonds issued by a subordinate entity shall, for purposes of
applying such subclause to each other entity to which such entity is
subordinate, be treated as issued by such other entity, and

{IV) an entity formed {or, to the extent provided by the Secretary, availed
of) to avoid the purposes of such subclause {1V} and all other entities
benefiting thereby shall be treated as 1 issuer.

(iit) Certain refunding bonds not taken into account in determining smaii issuer
status There shall not be taken into account under subclause {IV) of clause {i}
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any bond issued to refund {other than to advance refund) any bond to the extent
the amount of the refunding bond does not exceed the outstanding amount of the
refunded bond.

(iv) Certain issues issued by subordinate governmental units, etc., exempt from
rebate requirement An issue issued by a subordinate entity of a governmental
unit with general taxing powers shall be treated as described in clause {(){I) if the
aggregate face amount of such issue does not exceed the lesser of—

(I) $5,000,000, or

{11} the amount which, when-added to the aggregate face amount of other
issues issued by such entity, does not exceed the portion of the $5,000,000
limitation under clause (1}{IV) which such governmental unit allocates to
such entity.

For purposes of the preceding sentence, an entity which issues honds on behalf
of a governmental unit with general taxing powers shall be treated as a
subordinate entity of such unit. An allocation shall be taken into account under
subctause (II) only if it is irrevocable and made before the issuance date of such
issue and only to the extent that the limitation so allocated bears a reasonable
relationship to the benefits received by such governmental unit from issues issued
by such entity.

{v) Determination of whether refunding bonds eligible for exception from rebate
requirement If any portion of an issue is issued to refund other bonds, such
portion shall be treated as a separate issue which does not meet the requirements
of paragraphs (2} and (3) by reason of this subparagraph unless—

{I} the aggregate face amount of such issue does not exceed $5,000,000,

(X1} each refunded bond was issued as part of an issue which was treated
as meeting the requirements of paragraphs {2) and {3} by reason of this
subparagraph,

(III) the average maturity date of the refunding bonds issued as part of
such issue is not later than the average maturity date of the bonds to be
refunded by such issue, and

(I¥) no refunding bond has a maturity date which is later than the date
which is 30 years after the date the original bond was issued.

Subclause (1) shall not apply if the average maturity of the issue of which the
original bond was a part (and of the issue of which the bonds to be refunded are a
part) is 3 years or less. For purposes of this clause, average maturity shall be
determined in accordance with section 147 (b)(2){A).

{vi) Refundings of bonds issued under law prior to Tax Reform Act of 1986 If
section 141 (a) did not apply tc any refunded bond, the issue of which such
refunded bond was a part shall be treated as meeting the requirements of
subclause (I1) of clause (v) if—

{I} such issue was issued by a governmental unit with general taxing
powers,

{I1) no bond issued as part of such issue was an industrial development
bond (as defined in section 103 (b){2), but without regard to subparagraph
{B) of section 103 (b)}{3)) or a private loan bond (as defined in section 103
(0)(2)(A), but without regard to any exception from such definition other
than section 103 {0)(2)(C)), and

(III) the aggregate face amount of all tax-exempt bonds {other than
bends described in subclause (II}} issued by such unit during the calendar
year in which such issite was issued did not exceed $5,000,000.

References in subclause (II) to section 103 shall be to such section as in effect
on the day before the date of the enactment of the Tax Reform Act of 1586, Rules
simijar to the rules of clauses {ii} and (iii} shall apply for purposes of subclause
(III}. For purposes of subclause (II) of clause (i), bonds described in subclause
(11} of this clause to which section 141 (a} does not apply shall not be treated as
private activity bonds.

(vii) Increase in exception for bonds financing public school capital expenditures

Each of the $5,000,000 amounts in the preceding provisions of this subparagraph
shall be increased by the lesser of $10,000,000 or so much of the aggregate face
amount of the bonds as are attributable to financing the construction {(within the
rmeaning of subparagraph (C)}{iv)} of public school facilities,

{5) Exemption from gross income of sum rebated

Gross income shall not include the sum described in paragraph {2). Notwithstanding any other
provision of this title, no deduction shall be allowed for any amount paid to the United States
under paragraph {2)}.
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{6) Definitions
For purposes of this subsection and subsections (¢} and (d)—

{A) Nonpurpose investment
The term “nonpurpose investment” means any investment property which—

(i) is acquired with the gross proceeds of an issue, and

{ii} is not acquired in order to carry out the governmental purpose of the issue.

{B)} Gross proceeds
Except as otherwise provided by the Secretary, the gross proceeds of an issue include—

{i} amounts received {including repayments of principal} as a result of investing
the original proceeds of the issue, and

(ii) amounts to be used to pay debt service on the issue.

{7) Penalty in lieu of loss of tax exemption

In the case of an issue which would {but for this paragraph) fail t¢ meet the requirements of
paragraph (2) or (3}, the Secretary may freat such issue as not failing to meet such
requirements if—

{A) no bond which is part of such issue is a private activity bond (other than a qualified
501{c){3) bond),

{B) the failure to meef such requirements is not due to willful neglect, and

{C) the issuer pays to the United States a penalty in an amount equal to the sum of—
{i) 50 percent of the amount which was not paid in accordance with paragraphs
(2) and (3), plus

(ii) intersst (at the underpayment rate established under section 6621) on the
portion of the amount which was not paid on the date required under paragraph
{3) for the period beginning on such date.

The Secretary may waive all or any portion of the penalty under this paragraph.

{g) Student loan incentive payments

£xcept to the extent otherwise provided in regulations, payments made by the Secretary of Education
pursuant to section 438 of the Higher Education Act of 1965 are not to be taken into account, for
purposes of subsaction (a){1), in determining yields on student loan notes.

{h} Determinations of yield

For purposes of this section, the yield on an issue shall be determined on the basis of the issue price
{within the meaning of sections 1273 and 1274).

{i) Regulations

The Secretary shall prescribe such regulations as may be necessary or appropriate to carry out the
purposes of this section,

[1} So in original. Probably should be “subparagraph,”.
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How Current is This?
(a} Bonds must be registered to be tax exempt Search
(1) General rule this title:
Nothing in section 103 (a) or in any other provision of law shall be construed to provide an Motes
exemption from Federal income tax for interest on any registration-required bond unless such Updates
bond is in registered form. Parallel
authorities
(2) Registration-required bond (CFR)
For purposes of paragraph (1), the term “registration-required bond” means any bond other Your
than a bond which— comments

{A) is not of a type offered to the public,
{B) has a maturity (at issue) of not more than 1 year, or

{C) is described in section 163 (f)(2}{B).

(3) Special rules
(A) Book entries permitted

For purposes of paragraph (1), a book entry bond shall be treated as in registered form
if the right to the principal of, and stated interest on, such bond may be transferred
only through a book entry consistent with regulations prescribed by the Secretary.

(B) Nominees

The Secretary shall prescribe such regulations as may be necessary to carry out the
purpose of paragraph (1) where there is a nominee or chain of nominees.

{b) Federally guaranteed bond is not tax exempt
{1} In general
Section 103 {a) shall not apply to any State or local bond if such bond is federally guaranteed,

(2) Federally guaranteed defined
For purposes of paragraph {1), a bond is federally guaranteed if—

(A) the payment of principal or interest with respect to such bond is guaranteed {in
whole or in part) by the United States (or any agency or instrumentality thereof),

{B)} such bond is issued as part of an issue and 5 percent or mare of the proceeds of
such issue is to be—

{i) used in making loans the payment of principal or interest with respect to
which are to be guaranteed {in whole or in part) by the United States {(or any
agency or instrumentality thereof), or

{it) invested (directly or indirectly) in federally insured depuosits or accounts, or

{C) the payment of principal or interest on such bond is otherwise indirectly guaranteed
{in whole or in part} by the United States {or an agency or instrumentality thereof).

{3) Exceptions
{A) Certain insurance programs
A bond shall not be treated as federally guaranteed by reason of—
{i} any guarantee by the Federal Housing Administration, the Veterans’

Administration, the Federal National Mortgage Association, the Federal Home Loan
Mortgage Corporation, or the Government National Mortgage Association,

(ii) any guarantee of student ioans and any guarantee by the Student Loan
Marketing Association to finance student loans, or

(iii} any guarantee by the Bonneville Power Authority pursuant to the Northwest
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Power Act (16 U.S.C. 839d) as in effect on the date of the enactment of the Tax
Reform Act of 1984,

{B) bebt service, etc.
Paragraph (1) shali not apply to—

(i) proceeds of the issue invested for an initial temperary period until such
proceeds are needed for the purpose for which such issue was issued,

{ii} investments of a bona fide debt service fund,
(iii) investments of a reserve which meet the requirements of section 148 {d),
{iv) investments in bonds issued by the United States Treasury, or

{v) other investments permitted under regulations.

(C) Exception for housing programs

(i) Ingeneral Exceptas provided in clause (ii), paragraph (1) shall not apply
to—

(1) a private activity bond for a qualified residential rental project or a
housing program obligation under section 11{b} of the United States Housing
Act of 1937,

(11} a qualified mortgage bond, or

(111} a qualified veterans’ mortgage bond.

(it} Exception not to apply where bond invested in federally insured deposits or
accounts Clause (i) shall not apply to any bond which is federally guaranteed
within the meaning of paragraph (2}(B}{ii).

(D) Loans to, or guarantees by, financial institutions

Except as provided in paragraphn {2)}(B)}{ii}, a bond which is issued as part of an issue
shall not be treated as federally guaranteed merely by reason of the fact that the
proceeds of such issue are used in making loans to a financial institution or there is a
guarantee by a financial institution unless such guarantee constitutes a federally
insured deposit cor account.

(4) Definitions
For purposes of this subsection—

{A) Treatment of certain entities with authority to borrow from United States

To the extent provided in regulations prescribed by the Secretary, any entity with
statutory authority to borrow from the United States shall be treated as an
instrumentality of the United States. Except in the case of an exempt facility bond, a
qualified small issue bend, and a qualified student loan bond, nothing in the preceding
sentence shall be construed as treating the District of Columbia or any possession of
the United States as an instrumentality of the United States.

{B} Federally insured deposit or account

The term “federally insured deposit or account” means any deposit or account in a
financial institution to the extent such deposit or account is insured under Federal law
by the Federal Deposit Insurance Corporation, the Federal Savings and Loan Insurance
Corporation, the National Credit Union Administration, or any similar federally chartered
corporation.

{¢) Tax exemption must be derived from this title
(1) General rule

Except as provided in paragraph (2), no interest on any bond shall be exempt from taxation
under this title unless such interest is exempt from tax under this title without regard to any
provision of law which is not contained in this title and which is not contained in a revenue Act.

(2) Certain prior exemptions
{A) Prior exemptions continued

For purposes of this title, notwithstanding any provision of this part, any bond the
interest on which is exempt from taxation under this title by reason of any provision of
law (other than a provision of this title) which is in effect on January 6, 1983, shall be
treated as a bond described in section 103 (a).

{B) Additional requirements for bonds issued after 1983

Subparagraph {A) shall not apply to a bond {not described in subparagraph (C)) issued
after 1983 if the appropriate requirements of this part (or the corresponding provisions
of prior law) are not met with respect to such bond.
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{C) Description of bond
A bond is described in this subparagraph (and treated as described in subparagraph
{A)) if—

(i} such bond is issued pursuant to the Northwest Power Act {16 U.5.C. 839d), as
in effect on July 18, 1984;

(ii} such bond is issued pursuant to section 608(a}{8){A) of Public Law 97-468,
as in effect on the date of the enactment of the Tax Reform Act of 1986; or

(iii) such bond is issued before June 19, 1984 under section 11(b) of the United
States Housing Act of 1937,

{d) Advance refundings
{1) In general

Nothing in section 103 {a) or in any other provision of law shall be construed to provide an
exemption from Federal income tax for interest on any bond issued as part of an issue
described in paragraph (2), (3), or (4).

(2) Certain private activity bonds

An issue is described in this paragraph if any bond (issued as part of such issue) is issued to
advance refund a private activity bond (other than a qualified 501{c}{3) bond).

(3) Other bonds
{A} In general

An issue is described in this paragraph if any bond (issued as part of such issue),
hereinafter in this paragraph referred to as the “refunding bond”, is issued to advance
refund a bond unless—

(i) the refunding bond is only—

(I} the 1st advance refunding of the original bond if the original bond is
issued after 1985, or

(1Y) the 1st or 2nd advance refunding of the original bond if the original
bond was issued before 1986,

(ii) in the case of refunded bonds issued before 1986, the refunded bond is
redeemed not later than the earliest date on which such bond may be redeemed
at par or at a premium of 3 percent or less,

{iii) in the case of refunded bonds issued after 1985, the refunded bond is
redeemed not later than the earliest date on which such bond may be redeemed,

(iv} the initial temperary period under section 148 (c) ends—

{1) with respect to the proceeds of the refunding bond not later than 30
days after the date of issue of such bond, and

(II) with respect to the proceeds of the refunded bond on the date of issue
of the refunding bond, and

{v} in the case of refunded bonds to which section 148 (e) did not apply, on and
after the date of issue of the refunding bond, the amount of proceeds of the
refunded bond invested in higher yielding investments (as defined in section 148
{b}) which are nonpurpose investments (as defined in section 148 (f}(6)(A)) does
not exceed—

{I) the amount so invested as part of a reasonably required reserve or
replacement fund or during an allowable temporary period, and

{11} the amount which is equal to the lesser of 5 percent of the proceeds of
the issue of which the refunded bond is a part or $100,000 (to the extent
such amount is allocable to the refunded bond).

{B) Special rules for redemptions

(i} Issuer must redeem only if debt service savings Clause {ii) and {iii} of
subparagraph {A) shall apply only if the issuer may realize present value debt
service savings (determined without regard to administrative expenses)} in
connection with the issue of which the refunding bond is a part.

{ii) Redemptions not required before 90th day For purposes of clauses (ii} and
(iii} of subparagraph {A), the earliest date referred to in such clauses shall not be
earlier than the §0th day after the date of issuance of the refunding bond.

{4) Abusive transactions prohibited

=27




An issue is described in this paragraph if any bond (issued as part of such issue) is issued to
advance refund ancther bond and a device is employed in connection with the issuance of such
issue to obtain a material financial advantage (based on arbitrage) apart from savings
attributable to lower interest rates.

{5) Advance refunding

For purposes of this part, a bond shall be treated as issued to advance refund another bond if
it is issued more than 90 days before the redemption of the refunded bond.

(6) Special rules for purposes of paragraph (3)
For purposes of paragraph {3}, bonds issued before the date of the enactment of this
subsection shall be taken into account under subparagraph (A)(i) thereof except—

(A) a refunding which occurred before 1986 shall be treated as an advance refunding
only if the refunding bond was issued more than 180 days before the redemption of the
refunded bond, and

(B} a bond issued before 1986, shall be treated as advance refunded no more than once
before March 15, 1986.

{7) Regulations

The Secretary shall prescribe such regulations as may be necessary or appropriate to carry out
the purposes of this subsection.

{e) Information reporting
{1) In general

Nothing in section 103 (a} or any other provision of law shail be construed to provide an
exemption from Federal income tax for interest on any bond unless such bond satisfies the
requirements of paragraph (2).

{2} Information reporting requirements

A bond satisfies the requirements of this paragraph if the issuer submits to the Secretary, not
later than the 15th day of the 2d calendar month after the close of the calendar quarter in
which the bond is issued {or such later time as the Secretary may prescribe with respect to
any portion of the statement), a statement concerning the issue of which the bond is a part
which contains—

{A} the name and address of the issuer,

(B} the date of issue, the amount of net proceeds of the issue, the stated interest rate,
term, and face amount of each bond which is part of the issue, the amount of issuance
costs of the issue, and the amount of reserves of the issue,

{(C) where required, the name of the applicable elected representative who approved the
issue, or a description of the voter referendum by which the issue was approved,
{b) the name, address, and employer identification number of—
(i} each initial principal user of any facility provided with the proceeds of the
issue,

{(ii) the common parent of any affiliated group of corporations {within the
meaning of section 1504{a)) of which such initial principal user is a member, and

(iii) if the issue is treated as a separate issue under section 144 {a)(6)(A), any
person treated as a principal user under section 144 (a)}{6){B},

{E) a description of any property to be financed from the proceeds of the issue,

(F) a certification by a State official designated by State law (or, where there is no such
official, the Governor) that the bond meets the requirements of section 146 (relating to
cap on private activity bonds), if applicable, and

{G) such other information as the Secretary may require.

Subparagraphs (C} and (B) shall not apply to any bond which is not a private activity bond. The
Secretary may provide that certain information specified in the 1st sentence need not be
included in the statement with respect to an issue where the inclusion of such information is not
necessary to carry out the purposes of this subsection.

{3) Extension of time

The Secretary may grant an extension of time for the filing of any statement required under
paragraph (2) if the failure to file in a timely fashion is not due to willful neglect.

(f) Treatment of certain pooled financing bonds
{1) In general
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Section 103 {a) shall not apply to any pooled financing bond unless, with respect to the issue
of which such bond is a part, the requirements of paragraphs (2) and (3) are met.

(2) Reasonable expectation requirement
{A) In general

The requirements of this paragraph are met with respect to an issue if the issuer
reasonably expects that as of the close of the 3-year period beginning on the date of
issuance of the issue, at least 85 percent of the net proceeds of the issue {(as of the
close of such period) will have been used directly or indirectly to make or finance loans
to uitimate borrowers.

{B) Certain factors may not be taken into account in determining expectations

Expectations as to changes in interest rates or in the provisions of this title (or in the
regulations or rulings thereunder) rmay not be taken into account in determining
whether expectations are reasanable for purposes of this paragraph.

{C) Net proceeds

For purposes of subparagraph (A}, the term “net proceeds” has the meaning given such
term by section 150 but shall not include proceeds used to finance issuance costs and
shall not include proceeds necessary to pay interest {during such petiod) on the bonds
which are part of the issue.

(D) Refunding bonds

For purposes of subparagraph (A}, in the case of a refunding bond, the date of issuance
taken into account is the date of issuance of the original bond,

{3) Cost of issuance payment requirements
The requirements of this paragraph are met with respect to an issue if—

(A) the payment of legal and underwriting costs associated with the issuance of the
issue is not contingent, and

{B) at least 95 percent of the reasconably expected legal and underwriting costs
associated with the issuance of the issue are paid not later than the 180th day after the
date of the issuance of the issue.

(4) Pooled financing bond
For purposes of this subsection—

(A) In general

The term “pooled financing bond” means any bond issued as part of an issue more than
$5,000,000 of the proceeds of which are reasonably expected (at the time of the
issuance of the bonds) to be used (or are intentionally used) directly or indirectly to
make or finance loans to 2 or more ultimate borrowers.

(B) Exceptions
Such term shall not include any bond if—

(i) section 146 applies to the issue of which such bond is a part (other than by
reason of section 141 (b)(5)) or would apply but for section 146 (i}, or

(ii) section 143 (B{3) applies to such issue.

{5) Definition of loan; treatment of mixed use issues
{A) Loan
For purposes of this subsection, the term “loan” does not include—

{i) any loan which is a nonpurpose investment {within the meaning of section
148 (FY(6)(A), determined without regard to section 148 {b}(3))}, and

{it) any use of proceeds by an agency of the issuer unless such agency is a
political subdivision or instrumentality of the issuer,

{B} Portion of issue to be used for Ioans treated as separate issue

If only a portion of the proceeds of an issue is reasonably expected (at the time of
issuance of the bond) to be used {cr is intentionally used) as described in paragraph (4)
{A}, such portion and the other portion of such issue shall be treated as separate issues
for purposes of determining whether such portion meets the requirements of this
subsection.

{g) Treatment of hedge bonds
(1) In general
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Section 103 {a) shall not apply to any hedge bond unless, with respect to the issue of which
such bond is a part—

{A) the requirement of paragraph (2) is met, and

(B} the requirement of subsection (f)(3) is met.

{2) Reasonable expectations as to when proceeds will be spent
An issue meets the requirement of this paragraph if the issuer reasonably expects that—
{A) 10 percent of the spendable proceeds of the issue will be spent for the

governmental purposes of the issue within the 1-year period beginning on the date the
bonds are issued,

{B) 30 percent of the spendable proceeds of the issue will be spent for such purposes
within the 2-year period beginning on such dateg,

(C) 60 percent of the spendable proceeds of the issue will be spent for such purposes
within the 3-year period beginning on such date, and

(D} 85 percent of the spendable proceeds of the issue will be spent for such purposes
within the 5-year period beginning on such date.

{3) Hedge bond
(A) In general

For purposes of this subsection, the term “hedge bond” means any bond issued as part
of an issue unless—

(i) the issuer reasonably expects that 85 percent of the spendable proceeds of
the issue will be used to carry out the governmental purposes of the issue within
the 3-year period beginning on the date the bonds are issued, and

(ii) not more than 50 percent of the proceeds of the issue are invested in
nonpurpose investments {as defined in section 148 (f}{6)}{A)) having a
substantially guaranteed yield for 4 years or more.

(B} Exception for investment in tax-exempt bonds not subject to minimum tax

(i} In general Such term shall not include any bond issued as part of an issue 95
percent of the net proceeds of which are invested in bonds—

{I)} the interest on which is not includible in gross income under saction
103, and

{II} which are not specified private activity bonds (as defined in section 57
(@)(5X(C)).

(ii} Amounts in bona fide debt service fund Amounts in a bona fide debt service
fund shall be treated as invested in baonds described in clause {i}.

(iii) Amounts held pending reinvestment or redemption Amounts held for not
more than 30 days pending reinvestment or bond redemption shall be treated as
invested in bonds described In clause ().

{C) Exception for refunding bonds

{i) In general A refunding bond shall be treated as meeting the requirements of
this subsection only if the original bond met such requirements,

(ii) General rule for refunding of pre-effective date bonds A refunding bond shall
be treated as meeting the requirements of this subsection if—

(I} this subsection does not apply to the original bond,

{I1) the average maturity date of the issue of which the refunding bond is
a part is not later than the average maturity date of the bonds to be
refunded by such issue, and

{II1) the amount of the refunding bond does not exceed the outstanding
amount of the refunded bond.

{ili} Refunding of pre-effective date bonds entitled to 5-year temporary period A
refunding bond shall be treated as meeting the requirements of this subsection if—

{1} this subsection does not apply to the original bond,

(II) the issuer reasonably expected that 85 percent of the spendable
proceeds of the issue of which the original bond is a part would be used to
carry out the governmental purposes of the issue within the S-year period
beginning on the date the original bonds were issued but did not reasonably
expect that 85 percent of such proceeds would be so spent within the 3-year
period beginning on such date, and

{IIX} at least 85 percent of the spendable proceeds of the ariginal issue
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{and all other prior original issues issued to finance the governmental
purposes of such issue) were spent before the date the refunding bonds are
issued.

{4) Special rules
For purposes of this subsection—

{A) Construction period in excess of 5 years

The Secretary may, at the request of any issuer, provide that the requirement of
paragraph {2) shall be treated as met with respect to the portion of the spendable
proceeds of an issue which is to be used for any construction project having a
construction period in excess of 5 years if it is reasonably expected that such proceeds
will be spent over a reasonable construction schedule specified in such request,

{B) Rules for determining expectations
The rules of subsection {f}{2)}(B) shall apply.

{5) Regulations

The Secretary may prescribe regulations to prevent the avoidance of the rules of this
subsection, including through the aggregation of projects within a single issue.

LIT has no controf over and does not endorse any external Internet site that
coniains links to or references LII.
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TITLE 26 > Subtitle A > CHAPTER 1 > Subchapter B > PART IX > § 265 !
§ 265. Expenses and interest relating to tax-exempt income
How Current is This?
{a) General rule Search
No deduction shall be allowed for— this title:
{1) Expenses Notes
Any amount otherwise allowable as a deduction which is allocable to one or more classes of ggg?f:;s
income other than interest {whether or not any amount of income of that class or classes is authorities
received or accrued) wholly exempt from the taxes imposed by this subtitle, or any amount (CFR)
otherwise allowable under section 212 (relating to expenses for production of income) which is Your
allocable to interest (whether or not any amount of such interest is received or accrued) wholly t
exempt from the taxes imposed by this subtitle. comments

{2) Interest

Interest on indebtedness incurred or continued to purchase or carry obligations the interest on
which is whelly exempt from the taxes imposed by this subtitle.

(3) Certain regulated investment companies

In the case of a regulated investment company which distributes during the taxable year an
exempt-interest dividend (including exempt-interest dividends paid after the close of the
taxable year as described in section 855), that portion of any amount otherwise allowable as a
deduction which the amount of the income of such company wholly exempt from taxes under
this subtitie bears to the total of such exempt income and its gross income (excluding from
gross incomne, for this purpose, capital gain net income, as defined in section 1222 (9)).

{4} Interest related to exempt-interest dividends

Interest on indebtedness incurred or continued %o purchase or carry shares of stock of a
regulated investment company which during the taxable year of the holder thereof distributes
exempt-interest dividends.

{5) Special rules for application of paragraph (2) in the case of short sales
For purposes of paragraph (2)—

{A) In general
The term “interest” includes any amount paid or incurred—

(i) by any person making a short sale in connection with personal property used
in such short sale, or

(if) by any other person for the use of any collateral with respect to such short
sale.

{B) Exception where no return on cash collateral
f—
(i) the taxpayer provides cash as collateral for any shert sale, and

(i) the taxpayer receives no material earnings on such cash during the period of
the sale,

subparagraph (A)}(i} shall not apply to such short sale.

(6) Section not to apply with respect to parsonage and military housing allowances

No deduction shall be denied under this section for interest on a mortgage on, or real property
taxes on, the home of the taxpayer by reason of the receipt of an amount as—

(A) a military housing allowance, or

{B} a parsonage allowance excludable from gross income under section 107.

{b) Pro rata allocation of interest expense of financial institutions to tax-exempt interest
(1) In general
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In the case of a financial institution, no deduction shall be allowed for that portion of the
faxpayer’s interest expense which is allocable to tax-exempt interest.

(2) Allocation

For purposes of paragraph (1), the portion of the taxpayer’s interest expense which is allocable
fo tax-exempt interest is an amount which bears the same ratio to such interest expense as—

(A) the taxpayer’s average adjusted bases {within the meaning of section 1016) of tax-~
exempt cbligations acquired after August 7, 1986, bears to

{B) such average adjusted bases for all assets of the taxpayer.

(3) Exception for certain tax-exempt obligations
{A) In general

Any qualified tax-exempt obligation acquired after August 7, 1986, shall be treated for
purposes of paragraph (2) and section 281 (e){1)(B) as if it were acquired on August 7,
1986.

(B) Qualified tax-exempt obligation

{i)} Ingeneral For purposes of subparagraph (A), the term “qualified tax-exempt
obligation” means a tax-exempt obligation—

{X) which is issued after August 7, 1986, by a qualifiad small issuer,
{II) which is not a private activity bond (as defined in section 141), and

(XIX} which is designated by the issuer for purposes of this paragraph.

{ii) Certain bonds not treated as private activity bonds For purposes of clause
(i)(11), there shall not be treated as a private activity bond—

{I} any qualified 501(c}(3) bend {as defined in section 145}, or

{ITI} any obligation issued to refund {or which is part of a series of
obligations issued te refund) an obligation issued before August 8, 1986,
which was not an industrial development bond (as defined in section 103 (b}
{2} as in effect on the day before the date of the enactment of the Tax
Reform Act of 1986) or a private loan bond (as defined in section 103 {0}{2)
{A}, as so in effect, but without regard to any exemption from such
definition other than section 103 (0){2){A}).

{C) Qualified small issuer

{i) In general For purposes of subparagraph (B), the term “qualified small
issuer” means, with respect to obligations issued during any calendar year, any
issuer if tha reasonably anticipated amount of tax-exempt cbligations {other than
obligations described in clause (i)} which will be fssued by such issuer during such
calendar year does not exceed $10,000,000.

{ii) Obligations not taken into account in determining status as qualified small
issuer For purposes of clause (i), an obligation is described in this clause if such
obligation is—

(I) a private activity bond {other than a qualified 501{c}{3) bend, as
defined in section 145),

(XI) an obligation to which section 141 {a) does not apply by reason of
section 1312, 1313, 1316(g), or 1317 of the Tax Reform Act of 1986 and
which would {if issued on August 15, 1986) have been an industrial
development bond {(as defined in section 103 (b}{(2} as in effect on the day
before the date of the enactment of such Act) or a private loan bond (as
defined in section 103 (0}{2)(A), as sa in effect, but without regard to any
exception from such definition other than section 103 (0){2)(A)), or

{III) an obligation issued to refund (other than to advance refund within
the meaning of section 149 (d){5)) any cbligation to the extent the amount
of the refunding obligation does not exceed the outstanding amount of the
refunded obligation.

(iii) Allocation of amount of issue In certain cases In the case of an issue under
which more than 1 governmental entity receives benefits, if—

(1) all governmental entities receiving benefits from such issue irrevocably
agree {before the date of issuance of the issue) on an allocation of the
amount of such issue for purposes of this subparagraph, and

{II) such allocation bears a reasonable relationship to the respective
benefits received by such entities,

then the amount of such issue so allocated to an entity (and only such amount
with respect to such issue) shall be taken into account under clause (i} with
respect to such entity.
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(D) Limitation on amount of obligations which may be designated

(i} In general Not more than $10,000,000 of obligations issued by an issuer
during any calendar year may be designated by such issuer for purposes of this
paragraph.

(i) Certain refundings of designated obligations deemed designated Except as
provided in clause (iii}, in the case of a refunding (or series of refundings) of a
qualified tax-exempt obligation, the refunding obligation shall be treated as a
qualified tax-exempt obligation {and shall not be taken into account under clause
(i)} if—
(I} the refunding obligation was not taken intc account under
subparagraph (C) by reason of clause (ii}{I1I) thereof,

(X1) the average maturity date of the refunding obligations issued as part
of the issue of which such refunding obligation is a part is not later than the
average maturity date of the obligations to be refunded by such issue, and

(IIT) the refunding cbligation has a maturity date which is not later than
the date which is 30 years after the date the original qualified tax-exempt
obligation was issued.

Subclause (II} shall not apply if the average maturity of the issue of which the
original qualified tax-exempt obligation was a part (and of the issue of which the
obligations to be refunded are a part) is 3 years or less. For purposes of this
clause, average maturity shail be determined in accordance with section 147 {b)
{2)(A}.

{iii} Certain obligations may not be designated or deemed designated No
obligation issued as part of an issue may be designated under this paragraph (or
may be treated as designated under clause (ii)} if—

{X) any obligation issued as part of such issue is Issued to refund another
obligation, and

{I1) the aggregate face amount of such issue exceeds $10,000,000.

{E) Aggregation of issuers
For purposes of subparagraphs {C) and (D)—

{1} an issuer and all entities which issue obligations on behalf of such issuer shall
be treated as 1 issuer,

{ii) all obligations issued by a suberdinate entity shall, for purposes of applying
subparagraphs (C} and (D) to each other entity to which such entity is
subordinate, be treated as issued by such other entity, and

(iii} an entity formed (or, to the extent provided by the Secretary, availed of) to
avoid the purposes of subparagraph (C) or (D} and all entities benefiting thereby
shall be treated as 1 issuer.

{F) Treatment of composite issues
In the case of an obligation which is issued as part of a direct or indirect composite
issue, such obligation shall not be treated as a qualified tax-exempt obligation unless—

{i) the requirements of this paragraph are met with respect to such composite
issue (determined by treating such compaosite issue as a single issue), and

(ii) the requirements of this paragraph are met with respect to each separate lot
of obligations which are part of the issue {determined by treating each such
separate lot as a separate issue).

(4) Definitions
For purposes of this subsection—

{A) Interest expense

The term “interest expense” means the aggregate amount allowable to the taxpayer as
a deduction for interest for the taxable year (determined without regard to this
subsection, section 264, and section 291}, For purposes of the preceding sentence, the
term “interest” includes amounts (whether or not designated as interest) paid in
respect of deposits, investment certificates, or withdrawable or repurchasable shares.

(B) Tax-exempt obligation

The term “tax-exempt cbligation” means any obligation the interest on which is wholly
exempt from taxes imposed by this subtitle. Such term includes shares of stock of a
regulated investment company which during the taxable year of the holder thereof
distributes exempt-interest dividends.

{5) Financial institution
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For purposes of this subsection, the term “financial institution” means any person who—

{A) accepts deposits from the public in the ordinary course of such person’s trade or
bBusiness, and is subject to Federal or State supervision as a financial institution, or

{B) is a corporation described in section 585 (a)(2).

(6) Special rules
{A) Coordination with subsection (a)
If interest on any indebtedness is disallowed under subsection (a) with respect to any
tax-exempt obligation—

{i) such disallowed interest shall not be taken into account for purposes of
applying this subsection, and

(ii) for purposes of applying paragraph (2), the adjusted basis of such tax-
exemnpt obligation shall be reduced {but not below zero) by the amount of such
indebtedness.

(B) Coordination with section 263A

This section shall be applied before the application of section 263A (relating to
capitalization of certain expenses where taxpayer produces property}.

LIT has no controf over and does not endorse any external Internet site that
contains finks to or references LIl
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Certain taxpayers holding tax-exempt State and local obligations are provided guidelines for
the application of Section 265(2) of the Code, relating to the nondeductibility of interest on
indebtedness incurred for obligations on which interest is exempt from tax.

Rev. Proc. 72-18
SECTION 1. PURPOSE.

The purpose of this Revenue Procedure is to set forth guidelines for taxpayers and field
offices of the Internal Revenue Service for the application of section 265 (2) of the Internal
Revenue Code of 1954 to certain taxpayers holding state and local obligations the interest on
which is wholly exempt from Federal income tax. Guidelines for the application of section 263
(2) of the Code to banks holding such tax-exempt obligations were set forth in Revenue
Procedure 70-20, C.B. 1970-2, 499. This Revenue Procedure provides guidelines for the
application of section 265(2) of the Code to individuals, to dealers in tax-exempt obligations,
and to business enterprises that are not dealers in tax-exempt obligations, and to banks in
situations not dealt with in Revenue Procedure 70-20.

SEC. 2. BACKGROUND.

.01 Section 265 (2) of the Code provides, with two exceptions not here relevant, that no
deductions shall be allowed for interest on indebtedness "incurred or continued to purchase or
carry obligations * * * the interest on which is wholly exempt" from Federal income tax.

.02 Section 265 (2) of the Code is derived from section 1201(1) of the Revenue Act of 1817
and section 234 (a) (2) of the Revenue Act of 1918. It is clear from the legisiative history. of
those sections and of subsequent unsuccessful efforts to amend such sections (or their
successors) that Congress intended to disallow interest under section 265 (2) of the Code only
upon a showing of a purpose by the taxpayer to use borrowed funds to purchase or carry tax-
exempt securities. See, e.g. , H. Rept. 767, 65th Cong., 10; S. Rept. 617, 65th Cong., 6, 7
(1918) ; 65 Cong. Rec. 7541-7542 (1924} ; and 67 Cong. Rec. 2964 (1925).

.03 Where the required purposive relationship is established, section 265 (2) of the Code will
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be applicable even though the taxpayer does not receive tax-exempt interest, as for example,
where the taxpayer holds defaulted obligations (see Clyde C. Pierce Corp. v. Commissioner ,
120 F. 2d 206 (1941) ), or where the taxpayer holds the obligation for a period before interest
begins to accrue (see llinois Terminal Railroad Co. v. United States , 375 F. 2d 1016, 1022
(1967) ) . Similarly, section 265 (2) of the Code may be applicable even though the taxpayer's
purpose in purchasing or carrying the tax-exempt obligations is to produce a taxable profit rather
than tax-exempt interest. See Denman v. Slayton , 282 U.S. 514 (1931) .

SEC. 3. GENERAL RULES.

.01 Section 265 (2) of the Code is only applicable where the indebtedness is incurred or
continued for the purpose of purchasing or carrying tax-exempt securities. Accordingly, the
application of section 265 (2) of the Code requires a determination, based on all the facts and
circumstances, as to the taxpayer's purpose in incurring or continuing each item of indebtedness.
Such purpose may, however, be established either by direct evidence or by circumstantial
evidence.

.02 Direct evidence of a purpose to purchase tax-exempt obligations exists where the
proceeds of indebtedness are used for, and are directly traceable to, the purchase of tax-exempt
obligations. Wynn v. United States , 411 F. 2d 614 (1969), certiorari denied 396 U.S. 1008
(1970) . Section 265 (2) does not apply, however, where proceeds of a bona fide business
indebtedness are temporarily invested in tax-exempt obligations under circumstances similar to
those set forth in Revenue Ruling 55-389, C.B. 1955-1, 276.

.03 Direct evidence of a purpose to carry tax-exempt obligations exists where tax-exempt
obligations are used as collateral for indebtedness. "[O]ne who borrows to buy tax-exempts and
one who borrows against tax-exempts already owned are in virtually the same economic
position. Section 265 (2 ) makes no distinction between them." Wisconsin Cheeseman v. United
States , 338 F. 2d 420, at 422 (1968) .

.04 In the absence of direct evidence linking indebtedness with the purchase or carrying of
tax-exempt obligations as illustrated in paragraphs .02 and .03 above, section 265 (2) of the
Code will apply only if the totality of facts and circumstances supports a reasonable inference
that the purpose to purchase or carry tax-exempt obligations exists. Stated alternatively, section
265 (2) will apply only where the totality of facts and circumstances establishes a "sufficiently
direct relationship” between the borrowing and the investment in tax-exempt obligations. See
Wisconsin Cheeseman , 388 F. 2d 420, at 422. The guidelines set forth in sections 4, 5, and 6
shall be applied to determine whether such a relationship exists.

.05 Generally, where a taxpayer's investment in tax-exempt obligations is insubstantial, the
purpose to purchase or carry tax-exempt obligations will not ordinarily be inferred in the
absence of direct evidence as set forth in sections 3.02 and 3.03. In the case of an individual,
investment in tax-exempt obligations shall be presumed insubstantial only where during the
taxable year the average amount of the tax-exempt obligations (valued at their adjusted basis)
does not exceed 2 percent of the average adjusted basis of his portfolio investments (as defined
in section 4.04) and any assets held in the active conduct of a trade or business. In the case of a
corporation, an investment in tax-exempt obligations shall be presumed insubstantial only where
during the taxable year the average amount of the tax-exempt obligations (valued at their
adjusted basis) does not exceed 2 percent of the average total assets (valued at their adjusted
basis) held in the active conduct of the trade or business. This paragraph shall not apply to a
dealer in tax-exempt obligations.

SEC. 4. GUIDELINES FOR INDIVIDUALS.
.01 In the absence of direct evidence of the purpose to purchase or carry tax-exempt
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obligations (as set forth in sections 3.02 and 3.03), the rules set forth in this section shall
apply.

.02 An individual taxpayer may incur a variety of indebtedness of a personal nature, ranging
from short-term credit for purchases of goods and services for personal consumption to a
mortgage incurred to purchase or improve a residence or other real property which is held for
personal use. Generally, section 265 (2) of the Code will not apply to indebtedness of this type,
because the purpose to purchase or carry tax-exempt obligations cannot reasonably be inferred
where a personal purpose unrelated to the tax-exempt obligations ordinarily dominates the
transaction. For example, section 265 (2) of the Code generally will not apply to an individual
who holds salable municipal bonds and takes out a mortgage to buy a residence instead of
selling his municipal bonds to finance the purchase price. Under such circumstances the purpose
of incurring the indebtedness is so directly related to the personal purpose of acquiring a
residence that no sufficiently direct relationship between the borrowing and the investment in
tax-exempt obligations -nay reasonably be inferred.

.03 The purpose to purchase or carry tax-exempt obligations generally does not exist with
respect to indebtedness incurred or continued by an individual in connection with the active
conduct of trade or business (other than a dealer in tax-exempt obligations) unless it is
determined that the borrowing was in excess of business needs. However, there is a rebuttable
presumption that the purpose to carry tax-exempt obligations exists where the taxpayer
reasonably could have foreseen at the time of purchasing the tax-exempt obligations that
indebtedness probably would have to be incurred to meet future economic needs of the business
of an ordinary, recurrent variety. See Wisconsin Cheeseman v. United States , 388 F. 2d 420, at
422. The presumption may be rebutted, however, if the taxpayer demonstrates that business
reasons, unrelated to the purchase or carrying of tax-exempt obligations, dominated the
transaction.

.04 Generally, a purpose to carry tax-exempt obligations will be inferred, unless rebutted by
other evidence, wherever the taxpayer has outstanding indebtedness which is not directly con-
nected with personal expenditures (see section 4.02) and is not incurred or continued in
connection with the active conduct of a trade or business (see section 4.03) and the taxpayer
owns tax-exempt obligations. This inference will be made even though the indebtedness is
ostensibly incurred or continued to purchase or carry other portfolio investments.

Portfolio investment for the purposes of this Revenue Procedure includes transactions
entered into for profit (including investment in real estate) which are not connected with the ac-
tive conduct of a trade or business. Purchase and sale of securities shall not constitute the active
conduct of a trade or business unless the taxpayer is a dealer in securities within the meaning of
section 1.471-5 of the Income Tax Regulations. A substantial ownership interest in a corporation
will not be considered a portfolio investment. For example,. where a taxpayer owns at least 80
percent of the voting stock of a corporation that is engaged in the active conduct of a trade or
business, the investment in such controlling interest shall not be considered to be a portfolio
investment.

A sufficiently direct relationship between the incurring or continuing of indebtedness and the
purchasing or carrying of tax-exempt obligations will generally exist where indebtedness is in-
curred to finance portfolio investment because the choice of whether to finance a new portfolio
investment through borrowing or through the liquidation of an existing investment in tax-exempt
obligations typically involves a purpose either to maximize profit or to maintain a diversified
portfolio. This purpose necessarily involves a decision, whether articulated by the taxpayer or
not, to incur (or continue) the indebtedness, at least in part, to purchase or carry the existing
investment in tax-exempt obligations.

A taxpayer may rebut the presumption that section 265 (2) of the Code applies in the above
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circumstances by establishing that he could not have liquidated his holdings of tax-exempt
obligations in order to avoid incurring indebtedness. The presumption may be overcome where,
for example, liquidation is not possible because the tax-exempt obligations cannot be sold. The
presumption would not be rebutted, however, by a showing that the tax-exempt obligations
could only have been liquidated with difficulty or at a loss; or that the taxpayer owned other
investment assets such as common stock that could have been liquidated; or that an investment
advisof recommended that a prudent man should maintain a particular percentage of assets in
tax-exempt obligations. Similarly, the presumption would not be rebutted by a showing that
liquidating the holdings of tax-exempt obligations would not have produced sufficient cash to
equal the amount borrowed.

The provisions of this paragraph may be illustrated by the following example:

Taxpayer A, an individual, owns common stock listed on a national securities exchange, having an adjusted
basis of $200,000; he owns rental property having an adjusted basis of $200,000; he has cash of $10,000; and he
owns readily marketable municipal bonds having an adjusted basis of $41,000. A borrows $100,000 to invest in a
limited partnership interest in a real estate syndicate and pays $8,000 interest on the loan which he claims as an
interest deduction for the taxable year. Under these facts and circumstances, there is a presumption that the
$100,000 indebtedness which is incurred to. finance A's portfolio investment is also incurred to carry A's existing
investment in tax-exempt bonds since there are no additional facts or circumstances to rebut the presumption, Ac-
cordingly, a portion of the $8,000 interest payment will be disallowed under section 265 {2) of the Code.

See section 7 concerning the amount to be disallowed.

.05 In the case of a partnership which incurs indebtedness or which holds tax-exempt
obligations, the partners shall be treated as incurring or holding their partnership share of such
indebtedness or tax-exempt obligations. For purposes of this Revenue Procedure, the interest of
a partner in the partnership's assets and indebtedness shall be determined in accordance with his
capital interest in the partnership. The purposes for which the partnership incurs any
indebtedness shall be attributed to the general partners in applying section 265 (2) . A general
partner's interest in corporate stock owned by a partnership will ordinarily be considered a
portfolio investment unless the partnership meets the substantial ownership requirement of sec-
tion 4.04; and (1) the partner has at least an 80 percent interest in the partnership or (2) the
business of the corporation and of the partner are closely related and the partner has an interest
of more than 50 percent in the partnership. A limited partnership interest will be considered as
representing portfolio investment.

SEC. 5. GUIDELINES FOR DEALERS IN TAX-EXEMPT OBLIGATIONS.

.01 A dealer in tax-exempt obligations (whether a corporation, partnership, or sole
proprietorship) is subject to section 265 (2) of the Code where it is established that indebtedness
is incurred or continued for the purpose of holding tax-exempt obligations, even though the tax-
exempt obligations are held for the purpose of resale at a gain rather than for the purpose of
receiving tax-exempt interest income. See Denman v. Slayton, supra .

.02 Where the proceeds of indebtedness are directly traceable to the purchase of tax-exempt
obligations by a dealer in such obligations, section 265 ( 2) of the Code applies as specified in
section 3.02. Direct tracing may occur for example, where a brokerage business maintains a
municipal bond account with a bank through which it purchases and sells all of its municipal
bonds, with the brokerage business incurring an indebtedness to the bank during any period in
which purchases exceed receipts from sales in the account. See Wynn v. United States, supra .
As provided in section 7, where there is such direct tracing the entire interest on the
indebtedness is nondeductible under section 265 (2) of the Code.

.03 Where indebtedness is incurred or continued for the general purpose of carrying on a
brokerage business which includes the purchase of both taxable and tax-exempt obligations, and
the use of the borrowed funds cannot be directly traced, it is reasonable to infer that the
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borrowed funds were used for all the activities of the business which include the purchase of
tax-exempt obligations. Accordingly, section 265 (2) of the Code is applicable in such
circumstances. See Commissioner v. Leslie , 413 F. 2d 636 (1969), certiorari denied, 396 U.S.
1007 (1970) . However, in such a case only an allocable portion of the interest deduction is dis-
allowed, as provided in section 7.

.04 The purpose to purchase or carry tax-exempt obligations generally cannot be inferred
where indebtedness is incurred to acquire or improve physical facilities. In such circumstances a
dominant business purpose apart from the purchasing or carrying of tax-exempt obligations is
sufficiently established, with the result that any inference that the indebtedness was incurred or
continued for the proscribed purpose is adequately rebutted. Compare Wisconsin Cheeseman,
supra .

SEC. 6. GUIDELINES FOR CORPORATIONS THAT ARE NOT DEALERS IN TAX-
EXEMPT OBLIGATIONS.

.01 Where there is no direct evidence of the purpose to purchase or carry tax-exempt
obligations (as set forth in sections 3.02 and 3.03), the rules set forth in this section shall apply
to a corporation which is not a dealer in tax-exempt obligations.

The purpose to purchase or carry tax-exempt obligations will generally not be inferred with
respect to indebtedness incurred or continued to provide funds for carrying on an active trade or
business, not involving the holding of tax-exempt obligations, unless it is determined that the
borrowing was in excess of business needs. Thus the purpose may be present where the
borrowings exceed the reasonable needs of business or provide funds for portfolio investments.
For example, where indebtedness is incurred and the proceeds are used, directly or indirectly, to
purchase tax-exempt obligations which are retained for a substantial period of time as an
investment, the purpose to purchase or carry tax-exempt obligations may be inferred. Similarly,
where the taxpayer invests a disproportionately large portion of its liquid assets in tax-exempt
obligations and there are no facts indicating that such investment is related to the reasonable
needs of the taxpayer's business operations or is required on the basis of the financial conditions
prevailing with respect thereto, the required purpose may also be inferred with respect to
indebtedness of the taxpayer. On the other hand, temporary, short-term, investment of working
capital in tax-exempt obligations, particularly where such obligations are of a nature suited for
such investment (such as 90 day tax anticipation notes), and where such investments are
liquidated frequently to provide funds for use in the taxpayer's business, normally provides no
basis for inferring that the purpose to purchase or carry tax-exempt obligations exists with
respect to indebtedness of the taxpayer. An inference may arise, however, with respect to in-
debtedness which is itself short-term and is incurred other than in the normal course of the
taxpayer's trade or business.

.02 Generally, the purpose to carry tax-exempt obligations will be inferred unless rebutted
by other evidence where the taxpayer could reasonably have foreseen at the time of purchasing
the tax-exempt obligations that indebtedness probably would have to be incurred to meet future
economic needs of the corporation of an ordinary, recurrent variety. For example, a purpose to
carry tax-exempt obligations can be inferred in a case (such as Wisconsin Cheeseman, supra)
where the regular business pattern of a corporation shows that it would be required to borrow
funds to meet its recurring needs for working capital if it bought or retained tax-exempt
obligations as a long-term investment. The presumption will not apply, however, if the taxpayer
demonstrates that business reasons unrelated to the purchase or carrying of tax-exempt
obligations dominated the transaction. For example, the purpose to carry tax-exempt obligations
generally cannot be inferred where a mortgage debt is incurred to finance a new plant which is a
nonrecurrent major expenditure. In such cases, a dominant business purpose, other than the pur-
chase or carrying of tax-exempt obligations will normally exist and, accordingly, any inference
will be rebutted. On the other hand, the purpose to carry tax-exempt obligations can be inferred
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where a corporation continues indebtedness which it could discharge, in whole or in part, by
liquidating its holdings of tax-exempt obligations without withdrawing any capital which is
committed to, or held in reserve for, the corporation's regular business activities. See Illinois
Terminal Railroad Co. v. United States, supra .

.03 The required relationship will generally not be present where the taxpayer's holdings of
tax-exempt obligations are nonnegotiable obligations acquired in the ordinary course of business
in payment for services performed for, or goods supplied to, state or local governments. R. B.
George Machinery Co. , 26B.T.A.594 (1932) (Acquiesced C.B. XI-2, 4) . Similarly, it generally
will not be present where such holdings are required as a condition to performing a contract to
provide services or property other than money to a state or local government in the ordinary
course of the taxpayet's trade or business. See Commissioner v. Bagley & Sewall Co. ,221 F. 2d
944 (1955) .

SEC. 7. PROCEDURES.

.01 When there is direct evidence under sections 3.02 and 3.03 establishing a purpose to
purchase or carry tax-exempt obligations (either because tax-exempt obligations were used as
collateral for indebtedness or the proceeds of indebtedness were directly traceable to the holding
of particular tax-exempt obligations) no part of the interest paid or incurred on such in-
debtedness may be deducted. However, if only a fractional part of the indebtedness is directly
traceable to the holding of particular tax-exempt obligations, the same fractional part of the
interest paid or incurred on such indebtedness will be disallowed. For example, if A borrows
$100,000 from a bank and invests $75,000 of the proceeds in tax-exempt obligations, 75 percent
of the interest paid on the bank borrowing would be disallowed as a deduction.

.02 In any other case where interest is to be disallowed in accordance with this Revenue
Procedure, an allocable portion of the interest on such indebtedness will be disallowed. The
amount of interest on such indebtedness to be disallowed shall be determined by multiplying the
total interest on such indebtedness by a fraction, the numerator of which is the average amount
during the taxable year of the taxpayer's tax-exempt obligations (valued at their adjusted basis)
and the denominator of which is the average amount during the taxable year of the taxpayer's
total assets (valued at their adjusted basis) minus the amount of any indebtedness the interest on
which is not subject to disallowance to any extent under this Revenue Procedure.

SEC. 8. INQUIRIES.

Inquiries in regard to this Revenue Procedure should refer to its number and be addressed to
Assistant Commissioner (Technical), Attention: T: I: C, Washington, D.C. 20224.

Copyright © 2003 - 2006 Mayfield Publishing Company. All Rights Reserved. | Terms of Use | Privacy Statement
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4. IRS(HNEAFT) Form 8038-G



fom 8038-6G Information Return for Tax-Exempt Governmental Obligations

» Under Internal Revenue Code section 149(e) OMB No. 1545-0720

(Rev. November 2000) > See separate Instructions.

Department of the Treasury Caution: If the issue price is under $100,000, use Form 8038-GC.

m Reporting Authority If Amended Return, check here B[]
1 Issuer’'s name 2 Issuer’s employer identification number
3 Number and street (or P.O. box if mail is not delivered to street address) Room/suite| 4 Report number

3
5 City, town, or post office, state, and ZIP code 6 Date of issue
7  Name of issue 8 CUSIP number

9 Name and title of officer or legal representative whom the IRS may call for more information |10 Telephone number of officer or legal representative

( )
m Type of Issue (check applicable box(es) and enter the issue price) See instructions and attach schedule

11 [0 Education . . O M
12 [0 Health and hospltal O
13 [ Transportation . . . . . . . . . . . . . . . . . .. ... . . |18
14 [ Public safety. . . . . P
15 [ Environment (including sewage bonds) e e e e e e e e e e e e e e 15
16 [ Housing . . . . . . . . . . . . . . . . . ... ...
17 [ Utilities . . N ¥ |
18 [ Other. Describe >

18
19  If obligations are TANs or RANs, check box » [ If obligations are BANs, check box » []
20 I obligations are in the form of a lease or installment sale, check box . . . . . . »[]

Description of Obligations. Complete for the entire issue for which this form is being filed.

(a) Final maturity date (b) Issue price (© Sptﬁtczdartegéﬁeitti;n a(\%r\zla\gig;taetﬂrity (e) Yield
21 $ $ years %
Iﬁln Uses of Proceeds of Bond Issue (including underwriters' discount)
22 Proceeds used for accrued interest . . . . e
23 Issue price of entire issue (enter amount from I|ne 21 column o). . . . ... 23
24  Proceeds used for bond issuance costs (including underwriters’ discount) . 24 7
25 Proceeds used for credit enhancement . . . . B 2
26  Proceeds allocated to reasonably required reserve or replacement fund . .| 26
27 Proceeds used to currently refund prior issues . . . . . . . . .|27
28 Proceeds used to advance refund prior issues . . . . . . . . .28
29 Total (add lines 24 through 28). . . . .. .29
30 Nonrefunding proceeds of the issue (subtract I|ne 29 from I|ne 23 and enter amount here) .. 30
Description of Refunded Bonds (Complete this part only for refunding bonds.)
31 Enter the remaining weighted average maturity of the bonds to be currently refunded . . . P years
32  Enter the remaining weighted average maturity of the bonds to be advance refunded . . . P years
33 Enter the last date on which the refunded bonds willbecalled . . . . . . . . . . .W»

34 Enter the date(s) the refunded bonds were issued »
Part VI Miscellaneous

35 Enter the amount of the state volume cap allocated to the issue under section 141(b)(5) . . . |35
36a Enter the amount of gross proceeds invested or to be invested in a guaranteed investment contract (see instructions) | 362
b Enter the final maturity date of the guaranteed investment contract »
37 Pooled financings: a Proceeds of this issue that are to be used to make loans to other governmental units 37a
b If this issue is a loan made from the proceeds of another tax-exempt issue, check box » [ and enter the name of the

issuer » and the date of the issue »

38 If the issuer has designated the issue under section 265(b)(3)(B)()(Ill) (small issuer exception), check box . . . P O

39 f the issuer has e:ected to pay a penay in :ieu of arbitrage rebate, checkbox . . . . . . . . . . . . »[Q

40 If the issuer has identified a hedge, check box . . . .. . N
Under penalties of perjury, | declare that | have examined this return and accompanying schedules and statements, and to the best of my knowledge
and belief, they are true, correct, and complete.

Sign

Here
} Signature of issuer’s authorized representative Date } Type or print name and title

For Paperwork Reduction Act Notice, see page 2 of the Instructions. Cat. No. 63773S Form 8038-G (Rev. 11-2000)
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5. TTHUM 1933 F£RB &



THE REVENUE BOND ACT OF 1933
Act 94 of 1933

AN ACT to authorize public corporations to purchase, acquire, construct, improve, enlarge, extend, or
repair public improvements within or without their corporate limits, and to own, operate, and maintain the
same; to authorize the condemnation of property for such public improvements; to provide for the imposition
and collection of charges, fees, rentals, or rates for the services, facilities, and commodities furnished by such
public improvements; to provide for the issuance of bonds and refunding bonds payable from the revenues of
public improvements; to provide for a pledge by public corporations of their full faith and credit and the levy
of taxes without limitation as to rate or amount to the extent necessary for the payment of the bonds, or for
advancing money from general funds for payment of bonds; to provide for payment, retirement, and security
of such bonds; to provide for the imposition of special assessment bonds for the purpose of refunding
outstanding revenue bonds; to prescribe the powers and duties of the department of treasury and of the
municipal finance commission or its successor agency relative to such bonds and relative to private activity
bonds issued by a state or local governmental entity; to provide for other matters in respect to such public
improvements and bonds and to validate action taken and bonds issued; and to prescribe penalties and provide
remedies.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1935, Act 66, Imd. Eff. May 17, 1935;—Am. 1946, 1st Ex. Sess., Act 23, Eff.
June 7, 1946;—Am. 1959, Act 78, Imd. Eff. June 29, 1959;—Am. 1969, Act 87, Imd. Eft. July 24, 1969;—Am. 1974, Act 27, Imd. Eff.

Feb. 26, 1974;—Am. 1983, Act 76, Imd. Eff. June 6, 1983;—Am. 1987, Act 263, Imd. Eff. Dec. 28, 1987,—Am. 1998, Act 196, Eff.
Mar. 23, 1999.

The People of the State of Michigan enact:

141.101 Short title; revenue bond act of 1933.
Sec. 1. This act shall be known and may be cited as “the revenue bond act of 1933.”

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1935, Act 66, Imd. Eff. May 17, 1935;—Am. 1939, Act 2, Imd. Eff. Feb. 15,
1939:—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;:—CL 1948, 141.101.

141.102 Construction of act.

Sec. 2. This act shall be construed as cumulative authority for the exercise of the powers herein granted
and shall not be construed to repeal any existing laws with respect thereto, it being the purpose and intention
of this act to create full and complete additional and alternate methods for the exercise of such powers. The
powers conferred by this act shall not be affected or limited by any other statute or by any charter, except as
otherwise herein provided. The functions, powers and duties of the state commissioner of health in connection
with any such public improvement shall remain unaffected by this act.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—CL 1948, 141.102.

141.103 Definitions.

Sec. 3. As used in this act:

(a) “Public corporation” means a county, city, village, township, school district, port district, or
metropolitan district of the state or a combination of these if authorized by law to act jointly; an authority
created by or under an act of the legislature; or a municipal health facilities corporation or subsidiary
municipal health facilities corporation incorporated as provided in the municipal health facilities corporations
act, 1987 PA 230, MCL 331.1101 to 331.1507.

(b) “Public improvements” means only the following improvements: housing facilities; garbage disposal
plants; rubbish disposal plants; incinerators; transportation systems, including plants, works, instrumentalities,
and properties used or useful in connection with those systems; sewage disposal systems, including sanitary
sewers, combined sanitary and storm sewers, plants, works, instrumentalities, and properties used or useful in
connection with the collection, treatment, or disposal of sewage or industrial wastes; storm water systems,
including storm sewers, plants, works, instrumentalities, and properties used or useful in connection with the
collection, treatment, or disposal of storm water; water supply systems, including plants, works,
instrumentalities, and properties used or useful in connection with obtaining a water supply, the treatment of
water, or the distribution of water; utility systems for supplying light, heat, or power, including plants, works,
instrumentalities, and properties used or useful in connection with those systems; approved cable television
systems, approved cable communication systems, or telephone systems, including plants, works,
instrumentalities, and properties used or useful in connection with those systems; automobile parking
facilities, including within or as part of the facilities areas or buildings that may be rented or leased to private

Rendered Friday, June 23, 2006 Page 1 Michigan Compiled Laws Complete Through PA 194, plus PA
214 of 2006
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enterprises serving the public; yacht basins; harbors; docks; wharves; terminal facilities; elevated highways;
bridges over, tunnels under, and ferries across bodies of water; community buildings; public wholesale
markets for farm and food products; stadiums; convention halls; auditoriums; dormitories; hospitals and other
health care facilities; buildings devoted to public use; museums; parks; recreational facilities; reforestation
projects; aecronautical facilities; and marine railways; or any right or interest in or equipment for these
improvements. The term “public improvement” means the whole or a part of any of these improvements or of
any combination of these improvements or any interest or participation in these improvements, as determined
by the governing body. The definition contained in this subdivision does not broaden or enlarge the extent of
a particular public improvement made by a public corporation.

(c) “Borrower” means a public corporation exercising the power to issue bonds as provided in this act.

(d) “Governing body” means for a county, the board of commissioners; for a city, the body having
legislative powers; for a village, the body having legislative powers; for a township, the township board; for a
school district, the board of education; for a port district, the port commission; for a metropolitan district, the
legislative body of the district; for a municipal health facilities corporation, the board of trustees; for a
nonprofit subsidiary municipal health facilities corporation, the nonprofit subsidiary board; and for an
authority, the body in which is lodged general governing powers. If the charter of a public corporation or
applicable law provides that a separate board has general management over a public improvement, “governing
body” means, with respect to that public improvement, the separate board, subject to review by the legislative
body of the public corporation as the charter or law may provide. Unless the charter or law specifically
provides otherwise, the separate board shall adopt the bond authorizing ordinance, but shall not pledge full
faith and credit.

(e) “Rates” means the charges, fees, rentals, and rates that may be fixed and imposed for the services,
facilities, and commodities furnished by a public improvement.

(f) “Revenues” means the income derived from the rates charged for the services, facilities, and
commodities furnished by a public improvement. Revenues include, to the extent provided in the authorizing
ordinance, earnings on investment of funds of the public improvement and other revenues derived from or
pledged to operation of the public improvement.

(g) “Net revenues” means the revenues of a public improvement remaining after deducting the reasonable
expenses of administration, operation, and maintenance of the public improvement.

(h) “Project cost” or “costs” means the costs of purchasing, acquiring, constructing, improving, enlarging,
extending, or repairing a public improvement, including any engineering, architectural, legal, accounting,
financial, and other expenses incident to the public improvement. Project costs include interest on the bonds,
and other obligations of the borrower issued to pay project costs, during the period of construction and until
full revenues are developed. Project costs include a reserve or addition to a reserve for payment of principal
and interest on the bonds and the amount required for operation and maintenance until sufficient revenues
have developed.

(i) “Ordinance” means an ordinance, resolution, or other appropriate legislative enactment of the governing
body of a public corporation.

(j) “Approved cable television system” or “approved cable communication system” means a cable
television or communication system to which 1 of the following applies:

(/) A municipality acquires or establishes the system either before January 1, 1987 or before a system is
established in that municipality by a private person.

(if) A municipality acquires or establishes the system after a system is established in that municipality by a
private person and after approval by a majority of the electors in the affected area of that municipality voting
on the question of the sale of revenue bonds to finance the acquisition or establishment of the municipal
system.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1943, Act 219, Imd. Eff. Apr. 20, 1943;—Am. 1946, 1st Ex. Sess., Act 23,
Eff. June 7, 1946;:—Am. 1947, Act 204, Imd. Eff. June 13, 1947;,—CL 1948, 141.103;—Am. 1949, Act 244, Eft. Sept. 23, 1949;—Am.
1952, Act 152, Imd. Eff. Apr. 24, 1952;—Am. 1954, Act 136, Eff. Aug. 13, 1954,—Am. 1956, Act 134, Imd. Eff. Apr. 13, 1956;:—Am.
1966, Act 294, Imd. Eff. July 14, 1966:—Am. 1968, Act 253, Imd. Eff. July 1, 1968;—Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am.
1986, Act 40, Imd. Eff. Mar. 17, 1986;—Am. 1986, Act 246, Imd. Eff. Dec. 4, 1986;:—Am. 1987, Act 229, Imd. Eff. Dec. 28, 1987:—

Am. 1988, Act 501, Imd. Eff. Dec. 29, 1988;—Am. 1992, Act 305, Imd. Eff. Dec. 21, 1992;—Am. 2002, Act 465, Imd. Eff. June 21,
2002.

141.104 Municipal public improvements; limitations; bonds; acquiring utility for supplying
light, heat or power; referendum; powers exercised.
Sec. 4. Any public corporation is authorized to purchase, acquire, construct, improve, enlarge, extend or
repair 1 or more public improvements and to own, operate and maintain the same, within or without its
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corporate limits, and to furnish the services, facilities and commodities of any such public improvement to
users within or without its corporate limits. The exercise by any public corporation of such powers outside its
corporate limits shall be subject to the legal rights of the political subdivision within which such powers are to
be exercised and shall also be subject to any and all constitutional and statutory provisions relating thereto.
The authority herein granted shall be further limited as follows:

(a) No public corporation shall establish warehouses for the purpose of storing or dispensing alcoholic
beverages.

(b) School districts shall be limited to such public improvements as are within the scope of their powers
under other statutory provisions.

(c) Port districts shall be limited to such public improvements as are within the scope of their powers under
acts creating the same.

(e) No public corporation may acquire a utility for the supplying of light, heat or power unless such
proposition shall have first received the affirmative vote of 3/5 of the electors of such public corporation
voting thereon at a regular or special municipal election.

The powers in this act granted may be exercised notwithstanding that no bonds are issued hereunder.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff.
June 13, 1947,—CL 1948, 141.104;—Am. 1954, Act 136, Eff. Aug. 13, 1954,—Am. 1966, Act 179, Imd. Eff. July 1, 1966.

141.105 Estimate of cost and period of usefulness.

Sec. 5. Whenever the governing body of any public corporation shall determine to purchase, acquire,
construct, improve, enlarge, extend and/or repair any public improvement and to issue bonds under this act, it
shall first cause an estimate to be made of the cost and the period of usefulness thereof, and the fact that such
estimate has been made and the amount and period of time thereof shall appear in the ordinance authorizing
and providing for the issuance of the bonds.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1935, Act 66, Imd. Eff. May 17, 1935;—Am. 1939, Act 2, Imd. Eff. Feb. 15,
1939;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;.—CL 1948, 141.105;:—Am. 1949, Act 244, Eff. Sept. 23, 1949.

141.106 Ordinances; adoption; purpose; approval or disapproval; veto; effective date;
referendum; record; authentication; publication.

Sec. 6. The governing body of a public corporation by the affirmative vote of a majority of its elected
members, at the meeting at which it is introduced or any subsequent meeting, may adopt an ordinance relating
to the exercise of the powers granted in this act and to other matters necessary or desirable to effectuate this
act, to provide for the adequate operation of a public improvement established under this act, and to insure the
security of bonds issued. The adoption shall be subject to applicable statutory or charter provisions in respect
to the approval or disapproval of the chief executive or other officer of the public corporation and the
adoption of the ordinance over his or her veto, except in case of the adoption of an ordinance under this act by
the board of commissioners of a county, it shall not be necessary to submit the ordinance to the governor for
approval. An ordinance adopted under this act shall become effective upon its adoption unless otherwise
specified in the ordinance. It shall not be subject to a referendum vote of the electors of the public corporation
except as provided in section 33. The ordinance shall be recorded in the minutes of the meeting of the
governing body of the public corporation as soon as practicable after its passage. The record shall be
authenticated by the signatures of the presiding officer and the clerk or other recording officer of the
governing body. The ordinance shall be published once in a newspaper of general circulation within the
boundaries of the public corporation. The publication of the ordinance as a part of the minutes of the meeting
at which it was adopted, shall be considered a publication in conformity with this act. Except as otherwise
provided in this act, this section shall constitute the sole requirements in respect to the adoption and
publication of an ordinance and shall not be limited by a charter or statutory provisions.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1943, Act 219, Imd. Eff. Apr. 20, 1943;—Am. 1946, 1st Ex. Sess., Act 23,
Eff. June 7, 1946;—CL 1948, 141.106;—Am. 1978, Act 216, Imd. Eff. June 5, 1978.

141.107 Bonds; issuance; form; term; interest; exclusion from net bonded indebtedness;
registration; pledge of funds; statutory first lien.

Sec. 7. (1) For the purpose of defraying the whole or a part of project costs, a public corporation may
borrow money and issue its negotiable bonds. The bonds shall not be issued unless and until authorized by an
ordinance, which shall set forth a brief description of the contemplated project, the estimated cost of the
project, and the amount, maximum rate of interest, and time of payment of the bonds. The bonds shall be
serial bonds or term bonds, or a combination of serial and term bonds, and shall be payable semiannually or
annually by maturity of serial bonds or maturity or required redemption of term bonds. The last annual
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principal installment shall be not longer than the estimated period of usefulness of the public improvement for
which the bond is issued, but the last installment shall not be more than 40 years from the date of the bond.
The bonds shall bear interest, payable as provided in the authorizing ordinance, except that the first interest
installment shall be payable not later than 10 months following the delivery date of the bonds. The bonds and
coupons shall be substantially in the form provided in the authorizing ordinance and shall be executed in the
manner prescribed in the bond, which may be by facsimile signature or signatures. The bonds and the interest
on the bonds shall be made payable in lawful money of the United States, and shall be exempt from taxation
by this state or by any taxing authority within this state. The public corporation may provide that the
redemption of term bonds may be satisfied in whole or in part by the purchase and cancellation of term bonds
otherwise required to be redeemed. As used in this subsection, “annual principal installment” means a
maturity of serial bonds, an amount of term bonds required to be redeemed in that year, or a maturity of term
bonds less amounts previously required to be redeemed.

(2) The principal of and interest on the bonds shall be payable, except as provided in this act, solely from
the net revenues derived from the operation of the public improvement purchased, acquired, constructed,
improved, enlarged, extended, or repaired from the proceeds of the bonds, as shall be pledged to the bonds in
the authorizing ordinance, which may include if the ordinance so provides, net revenues derived by reason of
future improvements, enlargements, extensions, or repairs to the improvement, and payments made to the
public corporation issuing the bonds by any other governmental entity pursuant to another law of this state or
the United States for payment of principal and interest on the bonds, even though the payments are made from
or include grants or other funds provided by this state or the United States or the proceeds of taxes levied on
taxable property as provided by other law.

(3) As additional security for the payment of bonds that are used to finance the local share of projects that
receive more than 25% of financing from federal or state grants or that are being initially purchased, in whole
or in part, by the Michigan municipal bond authority created under the shared credit rating act, 1985 PA 227,
MCL 141.1051 to 141.1076, or if specifically authorized by another law pertaining to the public
improvements for which bonds are to be issued under this act, a public corporation, by majority vote of the
elected members of its governing body, may include as a part of the ordinance authorizing the issuance of the
bonds a pledge of its full faith and credit for payment of the principal of an interest on the bonds. For bonds
issued for airports or airport improvements under the acronautics code of the state of Michigan, 1945 PA 327,
MCL 259.1 to 259.208, a public corporation, by majority vote of the elected members of its governing body,
may agree that if funds pledged for payment of bonds are not sufficient to pay principal and interest on the
bonds as the bonds become due, the public corporation shall advance sufficient funds out of its general funds
for the payment if the proceeds of the bonds are used exclusively within the territorial limits of the county in
which the political corporation is located. If a pledge is made, and the net revenues primarily pledged to the
payment are insufficient to make a payment, the public corporation shall be obligated to pay the bonds and
interest on the bonds in the same manner and to the same extent as other general obligation bonds of the
public corporation, including the levy, when necessary, of a tax on all taxable property in the public
corporation without limitation as to rate or amount, in addition to all other taxes that the public corporation is
authorized to levy, but not exceeding the rate or amount necessary to make the payment. If a public
corporation makes payment from taxes or general funds pursuant to a full faith and credit pledge or agreement
to advance, it shall be reimbursed from net revenues subsequently received by the public improvement for
which the bonds are issued that are not otherwise pledged or encumbered. A bond or coupon issued under this
act shall not be general obligation or constitute an indebtedness of the borrower unless its full faith and credit
are pledged. Unless a public corporation pledges its full faith and credit for the payment of bonds issued
pursuant to this act, or unless otherwise exempt, the amount of the bonds shall not be included in computing
the net bonded indebtedness of the public corporation for the purposes of debt limitations imposed by any
statutory or charter provisions. Bonds may be made registerable as to principal, or principal and interest,
under terms and conditions determined by the governing body of the borrower.

(4) The governing body in the ordinance authorizing the bonds or in an agreement entered into under
section 7a(l)(a) may pledge any funds established by the ordinance or agreement for the payment of the
bonds or other obligations of the public corporation under the agreement and create a statutory first lien in
favor of the holders of the bonds or a party subject to the agreement.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1935, Act 66, Imd. Eff. May 17, 1935;—Am. 1939, Act 2, Imd. Eff. Feb. 15,
1939:—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff. June 13, 1947,—CL 1948, 141.107;—Am.
1949, Act 244, Eff. Sept. 23, 1949;—Am. 1960, Act 24, Eff. Aug. 17, 1960;—Am. 1969, Act 87, Imd. Eff. July 24, 1969;—Am. 1973,
Act 40, Imd. Eff. June 29, 1973;—Am. 1974, Act 27, Imd. Eff. Feb. 26, 1974;—Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am. 1985,
Act 26, Imd. Eff. May 31, 1985;—Am. 2002, Act 465, Imd. Eff. June 21, 2002.
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141.107a Powers of public corporation in determining to issue bonds; terms of payment;
interest; sale or remarketing; tender of bonds by holders; determining aggregate
authorized amount of bonds outstanding; remarketing or resale of tendered bonds or
incurrence of obligation of public corporation; provisions of section construed.

Sec. 7a. (1) A public corporation in determining to issue bonds, including refunding bonds, may do the
following:

(a) As additional security to assure timely payment of the bonds, authorize and enter into an insurance
contract, agreement for lines of credit, letter of credit, commitment to purchase obligations, remarketing
agreement, reimbursement agreement, tender agreement, and any other transaction to provide security to
assure timely payment of any bond, and may pledge and create a statutory lien on 1 or more of the following
for timely payment of the bonds or payment of any obligations of the public corporation under any of the
foregoing:

(7)) Proceeds of additional security provided to assure timely payment of the bonds.

(if) Proceeds of bonds.

(iif) Earnings on proceeds of bonds or other funds held for payment of bonds.

(iv) Revenues.

(b) If the bonds are additionally secured as provided in subsection (1)(a), authorize, from the proceeds of
the bonds or other available funds, payment of the cost of issuing the bonds, which may include, but is not
limited to, fees for placement, fees or charges for insurance, letters of credit, lines of credit, remarketing
agreements, reimbursement agreements, tender agreements, or purchase or sales agreements or commitments,
or other agreements to provide security to assure timely payment of bonds.

(c) Authorize or provide for an officer of the public corporation, but only within limitations which shall be
contained in the ordinance of the governing body authorizing the bonds, to do 1 or more of the following:

(7) Sell and deliver and receive payment for bonds.

(if) Refund bonds by the delivery of new bonds, whether or not the bonds to be refunded have matured or
are subject to redemption prior to maturity on the date of delivery of the refunding bonds.

(iif) Buy and hold without cancellation or sell bonds so issued.

(iv) Deliver bonds partly to refund bonds and partly for any other authorized purpose.

(v) Approve interest rates or methods for fixing interest rates, prices, discounts, maturities, principal
amounts, denominations, dates of issuance, interest payment dates, optional or mandatory redemption or
tender rights, obligations to be exercised by the public corporation or the holder of the bond, the place of
delivery and payment, and other matters and procedures necessary to complete the transactions authorized.

(2) If the bonds are additionally secured as provided in subsection (1)(a) and notwithstanding other
provisions of this act, the bonds, including an obligation of the public corporation to a provider of additional
security under subsection (1)(a) relating to that additional security, may be made payable on demand or prior
to maturity at the option of the public corporation or the holder, or made subject to a tender, right, or
obligation, at the time and in the manner determined by the governing body in the ordinance authorizing the
bonds. If payable on demand or prior to maturity at the option of the public corporation or the holder, or if
subject to a tender, right, or obligation, the bonds, including an obligation of the public corporation to a
provider of additional security under subsection (1)(a) relating to that additional security, may bear no rate of
interest or bear interest at a rate or rates which may be variable and which shall not be subject to the
limitations provided in section 12, may be in a form with or without interest coupons, and may be sold at
discount which shall not be subject to the limitation on discount provided in section 12 all as provided by the
governing body in the ordinance authorizing the bonds.

(3) Bonds which are additionally secured under subsection (1)(a), and which are tendered by the holder or
considered tendered as provided in this subsection to the public corporation, to the trustee appointed pursuant
to section 38, or to any other entity appointed pursuant to an agreement authorized by subsection (1)(a), shall
not be redeemed by an optional or mandatory tender, but may be sold or remarketed by the public
corporation, by the trustee appointed pursuant to section 38, or by any other entity appointed pursuant to an
agreement authorized by subsection (1)(a) without the sale or remarketing being a reissuance or refunding. If
so provided by the governing body in the ordinance authorizing the bonds, bonds which are additionally
secured under the provisions of subsection (1)(a) may contain provisions under which the holders of the
bonds may be considered to have tendered the bonds pursuant to the ordinance and the bonds. For purposes of
determining the aggregate authorized amount of bonds outstanding, bonds which are considered tendered are
no longer outstanding and may be replaced without redemption by bonds which may be sold or remarketed as
provided in this subsection without the sale or remarketing being a reissuance or refunding.
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(4) The remarketing or resale of tendered bonds or the incurrence of an obligation of the public corporation
pursuant to an agreement providing additional security under subsection (1)(a) is not subject to referendum by
the qualified electors of the public corporation pursuant to section 33 and may be sold or remarketed in the
case of tendered bonds, or incurred in the case of an obligation pursuant to an agreement providing additional
security under section 7a(1)(a), at public or private sale as determined by the governing body in the ordinance
authorizing the bonds. The remarketing or resale of tendered bonds is not subject to the prior approval of the
department of treasury as provided in this act if the original issue of bonds to which the tendered bonds or
agreement relates was approved or excepted from approval by the department of treasury.

(5) The provisions of this section specify general authority under this act, may be exercised
notwithstanding a charter provision to the contrary, and may be included in bonds issued before the effective
date of this section which bonds are ratified and validated by this section.

(6) The amendatory act which added this section shall not be construed to expand or diminish the authority
of a public corporation to pledge its full faith and credit without a referendum of the qualified electors.

History: Add. 1985, Act 26, Imd. Eff. May 31, 1985.

141.108 Lien on revenue in favor of bondholders.

Sec. 8. There shall be created in the authorizing ordinance a lien, by this act made a statutory lien, upon the
net revenues pledged to the payment of the principal of and interest upon such bonds, to and in favor of the
holders of such bonds and the interest coupons pertaining thereto, and each of such holders, which liens shall
be a first lien upon such net revenues, except where there exists a prior lien or liens then such new lien shall
be subject thereto.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1935, Act 66, Imd. Eff. May 17, 1935;—Am. 1939, Act 2, Imd. Eff. Feb. 15,
1939:—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;:—CL 1948, 141.108.

141.109 Statutory lien on net revenues; duration; enforcement.

Sec. 9. The net revenues which are pledged shall be and remain subject to the statutory lien until the
payment in full of the principal of and interest upon the bonds unless the authorizing ordinance provides for
earlier discharge of the lien by substitution of other security. The holder of the bonds, representing in the
aggregate not less than 20% of the entire issue then outstanding, may protect and enforce the statutory lien
and enforce and compel the performance of all duties of the officials of the borrower, including the fixing of
sufficient rates, the collection of revenues, the proper segregation of revenues, and the proper application of
the revenues. The statutory lien shall not be construed to give a holder or owner of a bond or coupon authority
to compel the sale of the public improvement, the revenues of which are pledged to the improvement.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, Ist Ex. Sess., Act 23, Eff. June 7, 1946;,—CL 1948, 141.109;—Am.
1978, Act 216, Imd. Eff. June 5, 1978.

141.110 Receiverships for public improvements.

Sec. 10. If there be any default in the payment of the principal of or interest upon any of said bonds, any
court having jurisdiction in any proper action may appoint a receiver to administer and operate on behalf of
the borrower, under the direction of said court, any public improvement the revenues of which are pledged to
the payment of such principal and interest; and by and with the approval of said court, to fix and charge rates
and collect revenues sufficient to provide for the payment of any bonds or other obligations outstanding
against the revenues of said public improvement and for the payment of the expenses of operating and
maintaining the same and to apply the income and revenues of said public improvement in conformity with
this act and the ordinance providing for the issuance of such bonds and in accordance with such orders as the
court shall make.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—CL 1948, 141.110.

141.111 Bonds; application of other laws and charters.

Sec. 11. The bonds authorized hereunder shall not be subject to any limitations or provisions contained in
the laws of the state of Michigan, pertaining to public corporations or in the charters of public corporations, as
now in force or hereafter amended, other than as provided for in this act.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—CL 1948, 141.111.

141.112 Bonds; discount; sale price; interest; competitive or negotiated sale; notice;
publication.
Sec. 12. (1) Bonds issued under this act may be sold at a discount but may not be sold at a price that would
make the interest cost on the money borrowed after deducting any premium or adding any discount exceed
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10% per annum or the maximum rate permitted by the revised municipal finance act, 2001 PA 34, MCL
141.2101 to 141.2821, whichever is greater, and may bear a stated rate of interest or no rate of interest.

(2) A public corporation may sell bonds at a competitive sale or a negotiated sale as determined in the
authorizing ordinance. If a public corporation determines to sell a bond at a negotiated sale, the governing
body shall expressly state the method and reasons for choosing a negotiated sale instead of a competitive sale
in the resolution or ordinance authorizing the issuance or sale of the bonds.

(3) Bonds sold at a competitive sale shall not be sold until notice by publication at least 7 days before the
sale in a publication printed in the English language and circulated in this state that carries as a part of its
regular service notices of the sale of municipal bonds.

(4) A public corporation shall award a bond sold at a competitive sale to the bidder whose bid meets all
specifications and requirements and results in the lowest interest cost to the public corporation, unless all bids
are rejected.

(5) A public corporation may accept bids for the purchase of a bond made in person, by mail, by facsimile,
by electronic means, or by any other means authorized by the public corporation.

History: 1933, Act 94, Imd. Eff. May 26, 1933;:—Am. 1941, Act 210, Imd. Eff. June 16, 1941;:—Am. 1943, Act 219, Imd. Eff. Apr.
20, 1943:—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff. June 13, 1947.—CL 1948, 141.112;—
Am. 1949, Act 244, Eff. Sept. 23, 1949;—Am. 1968, Act 68, Imd. Eff. May 28, 1968:—Am. 1973, Act 40, Imd. Eff. June 29, 1973;—
Am. 1974, Act 27, Imd. Eff. Feb. 26, 1974—Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am. 1982, Act 485, Imd. Eff. Dec. 30, 1982;
—Am. 1983, Act 76, Imd. Eff. June 6, 1983;—Am. 1985, Act 26, Imd. Eff. May 31, 1985;—Am. 2002, Act 465, Imd. Eff. June 21, 2002

141.112a Bonds subject to revised municipal finance act.

Sec. 12a. (1) Bonds issued under this act for which a municipality pledges its full faith and credit are also
subject to the revised municipal finance act, 2001 PA 34, MCL 141.2101 to 141.2821, except for part VI and
section 503 of the revised municipal finance act, 2001 PA 34, MCL 141.2601 to 141.2613, and MCL
141.2503.

(2) For bonds issued under this act, the first principal amount maturity date or mandatory redemption date
shall be not later than 5 years after the date of issuance and some principal amount shall mature or be subject
to mandatory redemption in each subsequent year of the term of the bond.

(3) As used in this section, “municipality” means that term as defined in the revised municipal finance act,
2001 PA 34, MCL 141.2101 to 141.2821.

(4) Except as otherwise provided in this act, bonds subject to this act are not subject to the revised
municipal finance act, 2001 PA 34, MCL 141.2101 to 141.2821.

History: Add. 2002, Act 465, Imd. Eff. June 21, 2002.

141.112b Bulletins; issuance by department of treasury.

Sec. 12b. The department of treasury is authorized to issue bulletins as necessary to carry out the purposes
of this act. A bulletin issued under this section shall include a statement of the department's specific statutory
authority for any substantive requirement contained within the bulletin.

History: Add. 2002, Act 465, Imd. Eff. June 21, 2002.

141.113 Bonds; statement on face of bond or on face of interest coupon.

Sec. 13. (1) There shall be plainly stated on the face of each bond: that it is issued under this act; that it is a
self-liquidating bond and is not a general obligation of the borrower, unless the full faith and credit of the
issuer are pledged; that it does not constitute an indebtedness of the borrower within any constitutional,
statutory, or charter limitation; that the principal of the bond and the interest on the bond are payable solely
from revenues, which shall be identified by reference to the public improvement, or part of the public
improvement, from which the revenues are to be derived; and that the payment of the principal and interest
are secured by a statutory lien on the revenues, the priority of which lien shall be stated.

(2) Unless the full faith and credit of the borrower are pledged, there shall be plainly stated on the face of
each interest coupon language substantially as follows: This coupon is not a general obligation of the
borrower and is payable solely from certain revenues as set forth in the bond to which this coupon pertains.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, Ist Ex. Sess., Act 23, Eff. June 7, 1946;,—CL 1948, 141.113;—Am.
1969, Act 87, Imd. Eff. July 24, 1969;—Am. 1974, Act 27, Imd. Eff. Feb. 26, 1974;—Am. 1978, Act 216, Imd. Eff. June 5, 1978.

141.114 Bonds; qualities of negotiable instruments.

Sec. 14. The bonds shall have all the qualities of negotiable instruments as provided for in the uniform
commercial code, 1962 PA 174, MCL 440.1101 to 440.11102.
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History: 1933, Act 94, Imd. Eff. May 26, 1933;—CL 1948, 141.114;—Am. 1978, Act 216, Imd. Eff. June 5, 1978;:—Am. 2000, Act
350, Eff. Mar. 28, 2001.

141.115 Bonds; deposit and investment of sale proceeds.

Sec. 15. The governing body shall require that the proceeds of the sale of bonds issued under this act be
deposited in an account or accounts separate from other money of the borrower in 1 or more banks, savings
and loan associations, or credit unions, each having unimpaired capital and surplus amounting to at least
$2,000,000.00 or that are insured by the federal deposit insurance corporation, the federal savings and loan
insurance corporation, or the national credit union share insurance fund. However, the proceeds may be
invested, in whole or in part, in the manner provided in section 24 for other funds, if the investment is
authorized in the ordinance or approved by the department of treasury.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff.

June 13, 1947;—CL 1948, 141.115;—Am. 1951, Act 63, Eff. Sept. 28, 1951;:—Am. 1983, Act 76, Imd. Eff. June 6, 1983;—Am. 1988,
Act 228, Eff. Oct. 1, 1988.

141.116 Bonds; use of sale proceeds; cancellation of bonds acquired by purchase; payment
of capitalized interest.

Sec. 16. Money received from the sale of bonds shall be used solely for the payment of project costs. An
unexpended balance of the proceeds of the sale of any bonds remaining after the completion of the project for
which issued, may be used for the improvement, enlargement, or extension of the public improvement, if the
use is approved by the department of treasury. Any remaining balance shall be paid immediately into the bond
and interest redemption deposit account for the bonds, and the money shall be used only for meeting bond
reserve requirements or for the redemption or purchase, at not more than the fair market value, of outstanding
bonds of the issue from which the proceeds were derived. Bonds acquired by purchase shall be canceled and
shall not be reissued. Each ordinance shall state the period for which interest is to be capitalized, and the
amount of reserves to be funded from the bonds. Upon receipt of the proceeds of the bonds, there shall be set
aside, in the bond and interest redemption deposit account, the amount of interest that will accrue during the
period at the interest rate specified in the bonds and the amount required to be set aside in the bond and
interest redemption account. Money set aside shall be used solely for the payment of the capitalized interest or
to satisfy bond reserve requirements.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff.

June 13, 1947,—CL 1948, 141.116:—Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am. 1983, Act 76, Imd. Eff. June 6, 1983;—Am.
2002, Act 465, Imd. Eff. June 21, 2002.

141.117 Bonds; validity of signatures.

Sec. 17. In case any of the officers whose signatures or counter-signatures appear on the bonds or coupons
shall cease to be such officers before delivery of such bonds, such signatures or counter-signatures shall
nevertheless be valid and sufficient for all purposes the same as if they had remained in office until such
delivery.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—CL 1948, 141.117.

141.118 Charges for services; providing medical care without charge or at reduced rates.

Sec. 18. (1) Except as provided in subsection (2), free service shall not be furnished by a public
improvement to a person, firm, or corporation, public or private, or to a public agency or instrumentality. The
reasonable cost and value of any service rendered to a public corporation, including the borrower, by a public
improvement shall be charged against the public corporation and shall be paid for as the service accrues from
the public corporation's current funds or from the proceeds of taxes which the public corporation, within
constitutional limitations, is hereby authorized and required to levy in an amount sufficient for that purpose,
or both, and those charges, when so paid, shall be accounted for in the same manner as other revenues of the
public improvement.

(2) A public improvement that is a hospital or other health care facility may provide medical care to the
indigent without charge or at reduced rates and may provide medical care without charge to comply with
conditions for the receipt of a grant or contribution from a public or private donor.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, Ist Ex. Sess., Act 23, Eff. June 7, 1946;,—CL 1948, 141.118;—Am.
1974, Act 27, Imd. Eff. Feb. 26, 1974;—Am. 1987, Act 229, Imd. Eff. Dec. 28, 1987.

141.119 Additional bonds.
Sec. 19. (1) A borrower issuing bonds for any public improvement pursuant to this act, at the time of the
authorization of the bonds, may provide in the authorizing ordinance for the issuance of additional bonds of
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equal standing for its completion in the event the bonds first authorized shall prove to be insufficient therefor,
or for its subsequent enlargement, extension, improvement, or repair, or to refund part or all of 1 or more
outstanding issues, or for any of these purposes, which additional bonds may be issued and be negotiated from
time to time as the proceeds therefrom may be necessary for that purpose. The bonds, when sold, shall have
equal standing with those issued in the first instance. The additional bonds may be issued in separate series
from the original bonds, with different dates of issuance, and with changes in the form thereof which are
consistent with that equality of standing.

(2) The provisions of section 7 providing for annual installments, the amounts of the installments, and the
due date of the first installment shall not be controlling as to each additional series whether the additional
series is of equal or subordinate standing. Instead, section 7 shall be applied to the combined annual principal
installments and interest at actual rates on outstanding bonds and at the maximum authorized rate on the
additional series. Additional bonds of equal standing shall not be issued unless authorized as provided in this
section.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1943, Act 219, Imd. Eff. Apr. 20, 1943;—Am. 1946, 1st Ex. Sess., Act 23,
Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff. June 13, 1947,—CL 1948, 141.119;—Am. 1969, Act 87, Imd. Eff. July 24, 1969;—
Am. 1974, Act 27, Imd. Eff. Feb. 26, 1974;—Am. 1978, Act 216, Imd. Eff. June 5, 1978.

141.120 Revenue refunding bonds.

Sec. 20. (1) If a borrower has outstanding any bonds issued under this act, it may issue and negotiate new
bonds under this act for the purpose of providing for the retirement of those outstanding bonds, in whole or in
part. The new bonds shall be designated “revenue refunding bonds”. Except as otherwise provided in the
refunding ordinance, revenue refunding bonds shall be secured to the same extent and shall have the same
source of payment as the bonds to be refunded, or may be payable from earnings on investments held in trust
to pay refunded bonds for the period of time specified in the ordinance authorizing the bonds or from any
other source provided in the ordinance authorizing the refunding bonds. The revenue refunding bonds may be
issued to include the amount of any premium to be paid upon the calling of the bonds to be refunded, interest
to the maturity or the earliest or any subsequent redemption date of the bonds to be refunded, and the cost of
issuing the refunding bonds, or if the bonds are not callable, any premium necessary to be paid in order to
secure the surrender of the bonds to be refunded. This section shall not be construed as providing for the
redemption of noncallable unmatured bonds without the consent of the holder or holders of the bonds.

(2) The borrower may issue bonds partly to refund outstanding bonds, which portion shall be considered a
revenue refunding bond for purposes of this section, and partly for any other purpose contemplated by this act
but which would not include loans for private mortgage purposes.

(3) Bonds issued to refund outstanding bonds and bonds issued partly to refund outstanding bonds and
partly for any other purposes may be issued in a principal amount and may bear an interest rate that is greater
than, the same as, or lower than the principal amount and interest rate of the bonds to be refunded. The
refunding bonds and the bonds issued pursuant to subsection (2) may be sold as provided in section 12 or, to
the extent the bond is issued to refund an outstanding bond, may be exchanged for the obligations to be
refunded by the obligations, and if sold, the proceeds attributable to the purpose of refunding an outstanding
obligation shall be deposited in a bank, trust company, savings and loan association, or credit union in a
special trust account or escrow account to be used only for the payment at maturity or redemption or purchase
of the outstanding bonds. If refunding bonds or bonds issued pursuant to subsection (2) are to be issued and
sold for the sole or partial purpose of refunding unmatured noncallable bonds, the latter shall be surrendered
and canceled at the time of the delivery to the purchaser of the refunding bonds, or the proceeds of the bonds
attributable to the purpose of refunding an outstanding obligation and sufficient other funds shall be deposited
in trust to pay principal and interest to maturity or principal, interest, and redemption premium to the earliest
or any subsequent redemption date together with irrevocable instructions to the paying agent to call the bonds
for redemption on that date. The borrower may deposit in trust direct obligations of, or obligations the
principal and interest of which are unconditionally guaranteed by, the United States that do not permit
redemption at the option of the issuer and the principal and interest on which when due, without reinvestment,
provide funds sufficient to pay principal, interest, and call premium, when due, on the bonds being refunded.

History: 1933, Act 94, Imd. Eff. May 26, 1933;:—Am. 1941, Act 210, Imd. Eff. June 16, 1941;:—Am. 1943, Act 219, Imd. Eff. Apr.
20, 1943;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff. June 13, 1947,—CL 1948, 141.120;—
Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am. 1983, Act 76, Imd. Eff. June 6, 1983;—Am. 1988, Act 228, Eff. Oct. 1, 1988.

141.120a Combined public improvements; bonds; revenues pledged; retirement.
Sec. 20a. Any public corporation may determine to operate 2 or more public improvements as a combined
public improvement and in such case it may pledge the revenues of such combined public improvement to the

Rendered Friday, June 23, 2006 Page 9 Michigan Compiled Laws Complete Through PA 194, plus PA
214 of 2006
© Legislative Council, State of Michigan Courtesy of www.legislature.mi.gov

[11-53



payment of revenue bonds issued to defray the cost of purchasing, acquiring, constructing, improving,
enlarging, extending and/or repairing the whole or any part of such combined public improvement. Whenever
any public corporation shall determine to issue any bonds under this act and pledge thereto the revenues of a
public improvement or a combined public improvement, if there shall be outstanding bonds pledging the
revenues of such public improvement or any unit or units of such combined public improvement, then such
new bonds may be issued subject to such prior pledge, or may include an amount sufficient to retire such
outstanding bonds, and to the extent that they are issued for such retirement, they shall be subject to the
provisions of section 20 of this act, except that in lieu of being designated as refunding bonds, such new
bonds shall recite the extent to which they refund outstanding obligations.

History: Add. 1943, Act 219, Imd. Eff. Apr. 20, 1943;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;:—CL 1948, 141.120a.

141.120b Issuance of revenue bonds to retire outstanding bonds for public improvements;
revenue refunding bonds; noncallable unmatured bonds.

Sec. 20b. If a township, city, or village has outstanding bonds issued for acquiring or constructing public
improvements, whether the bonds are payable from revenues, special assessments, or taxes, it may issue
revenue bonds under this act for the purpose of retiring the outstanding bonds. If a city or village has issued
refunding bonds, including in a single series, or bonds for 1 or more of the public improvements together with
bonds for other purposes, the governing body may designate by number and amount the refunding bonds of
the series that represent the original bonds issued for the public improvements and may refund the bonds
designated by the issuance of revenue refunding bonds under this act. The revenue refunding bonds shall be
valid notwithstanding a defect in the proceedings for the issuance of the bonds refunded or for the acquisition
of the public improvement if, at the time of refunding, the public improvement can be acquired and revenue
bonds can be issued for the improvement under this act. If this act applies to the issuance, the new bonds shall
be authorized in the same manner, shall be subject to the same conditions, shall be secured to the same extent,
and shall have the same source of payment as other bonds issued under this act for like improvements. The
bonds may include the costs of issuing the bonds and the amount of the premium to be paid on the calling of
the outstanding bonds, or if the bonds are not callable, the premium necessary to be paid to secure the
surrender of the bonds. If revenue refunding bonds are to be issued, the amount due upon a bond to be
refunded may be reduced by consent of the holder of the bond, and refunding bonds may be issued for the
reduced amount. This section shall not be construed as providing for the redemption of noncallable unmatured
bonds without the consent of the holder of the bond. The bonds may be exchanged for the outstanding bonds
or may be sold as provided in section 12. If sold, the proceeds shall be deposited in a bank, trust company,
savings and loan association, or credit union in a special trust account or escrow account to be used only for
the redemption or purchase of the outstanding bonds. If refunding bonds are to be issued and sold for the
purpose of refunding noncallable unmatured bonds, the noncallable unmatured bonds shall be surrendered and
canceled at the time of the delivery to the purchaser of the refunding bonds, or sufficient funds deposited in
trust to pay principal and interest to maturity on noncallable bonds and principal, interest, and redemption
premium to the earliest redemption date on callable bonds together with irrevocable instructions to the paying
agent to call the bonds for redemption on that date. If the ordinance authorizing the bonds to be refunded
permits, the borrower may deposit in trust direct obligations of, or obligations the principal and interest of
which are unconditionally guaranteed by, the United States that do not permit redemption at the option of the
issuer and the principal and interest on which when due, without reinvestment, provide funds sufficient to pay
principal, interest, and call premium, when due, on the bonds being refunded.

History: Add. 1943, Act 219, Imd. Eff. Apr. 20, 1943;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—CL 1948, 141.120b;—
Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am. 1988, Act 228, Eff. Oct. 1, 1988.

141.120c Parking revenue bonds; special assessments on benefited properties.

Sec. 20c. When a borrower has outstanding any parking revenue bonds issued under the provisions of this
act, it may thereafter levy special assessments against properties specially benefited by the parking facilities
originally financed by the bonds, but no assessment shall be made at large, and may issue special assessment
bonds therefor in anticipation of the payment of the special assessments for the purpose of providing for the
retirement of the outstanding bonds in whole or in part. The special assessment bonds may pledge the full
faith and credit of the public corporation issuing them, as determined by the governing body of the public
corporation. The special assessment bonds may be issued to include the amount of any premium to be paid
upon the calling of the parking revenue bonds to be refunded or if such bonds are not callable, any premium
necessary to be paid in order to secure the surrender of the bonds to be refunded; but the amount of the
premium so included shall not exceed 5% of the principal amount of the bonds to be refunded. The
procedures for levying the special assessments and for issuing the special assessment bonds shall be the same
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as that provided by charter or other applicable law. Nothing in this section shall be construed as providing for
the refunding of noncallable unmatured bonds without the consent of the holders thereof.
History: Add. 1959, Act 78, Imd. Eff. June 29, 1959.

141.121 Rates for services; sufficiency; fixing and revising; pledge for payment of bonds;
charges for services as lien on premises; certification of delinquent charges; notice of
tenants' responsibility for payment of charges; cash deposit; discontinuance of service to
enforce payment of charges; validation of enforcement methods included in ordinance.
Sec. 21. (1) Rates for services furnished by a public improvement shall be fixed before the issuance of the

bonds. The rates shall be sufficient to provide for all the following:

(a) The payment of the expenses of administration and operation and the expenses for the maintenance of
the public improvement as may be necessary to preserve the public improvement in good repair and working
order.

(b) The payment of the interest on and the principal of bonds payable from the public improvements when
the bonds become due and payable.

(¢) The creation of any reserve for the bonds as required in the ordinance.

(d) Other expenditures and funds for the public improvement as the ordinance may require.

(2) The rates shall be fixed and revised by the governing body of the borrower so as to produce the amount
described in subsection (1). The borrower shall covenant and agree in the ordinance authorizing the issuance
of the bonds and on the face of each bond to maintain at all times the rates for services furnished by the public
improvement sufficient to provide for the amount described in subsection (1). Rates pledged for the payment
of bonds that are fixed and established pursuant to a contract or lease shall not be subject to revision or
change, except in the manner provided in the lease or contract.

(3) Charges for services furnished to a premises may be a lien on the premises, and those charges
delinquent for 6 months or more may be certified annually to the proper tax assessing officer or agency who
shall enter the lien on the next tax roll against the premises to which the services shall have been rendered,
and the charges shall be collected and the lien shall be enforced in the same manner as provided for the
collection of taxes assessed upon the roll and the enforcement of the lien for the taxes. The time and manner
of certification and other details in respect to the collection of the charges and the enforcement of the lien
shall be prescribed by the ordinance adopted by the governing body of the public corporation. However, in a
case when a tenant is responsible for the payment of the charges and the governing body is so notified in
writing, the notice to include a copy of the lease of the affected premises, if there is one, then the charges shall
not become a lien against the premises after the date of the notice. In the event of filing of the notice, the
public corporation shall render no further service to the premises until a cash deposit in a sum fixed in the
ordinance authorizing the issuance of bonds under this act is made as security for the payment of the charges.
In addition to any other lawful enforcement methods, the payment of charges for water service to any
premises may be enforced by discontinuing the water service to the premises and the payment of charges for
sewage disposal service or storm water disposal service to a premises may be enforced by discontinuing the
water service, the sewage disposal service, or the storm water disposal service to the premises, or any
combination of the services. The inclusion of these methods of enforcing the payment of charges in an
ordinance adopted before February 26, 1974, is validated.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1941, Act 210, Imd. Eff. June 16, 1941;—Am. 1946, 1st Ex. Sess., Act 23,
Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff. June 13, 1947.—CL 1948, 141.121;—Am. 1974, Act 27, Imd. Eff. Feb. 26, 1974;,—
Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am. 1992, Act 305, Imd. Eff. Dec. 21, 1992.

141.122 Accounting of revenues; order of priority; disposition of surplus.

Sec. 22. (1) In the authorizing ordinance the governing body of the borrower shall provide that the
revenues of the public improvement be accounted for separately from the other funds and accounts of the
borrower in the following order of recorded priority:

(a) After provision for the payment for the next succeeding period of all current expenses of administration
and operation and the current expenses for that period for maintenance as may be necessary to preserve the
public improvement in good repair and working order.

(b) There shall be next set aside a sum sufficient to provide for the payment of the principal of and the
interest upon all bonds payable from those revenues, as and when the bonds become due and payable. This
account shall be designated “bond and interest redemption account”. In the event that the revenues of any
operating year over and above those necessary for the operation and maintenance expenses shall be
insufficient to pay the principal of and interest on the bonds maturing in any operating year, then an additional
amount sufficient to pay the principal and interest shall be set aside out of the revenues of the next succeeding
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operating year, after provision for the expenses of operation and maintenance. In respect to the allocation and
use of money in the bond and interest redemption account, due recognition shall be given as to priority rights,
if any, between different issues or series of outstanding bonds. The public corporation may provide by
ordinance that a reasonable excess amount shall be set aside in the bond and interest redemption account from
time to time so as to produce and provide a reserve to meet any possible future deficiencies.

(c) Next there shall be set aside, in the manner and priority provided by the ordinance, the sum or sums
necessary for the additional accounts as may be required.

(2) Revenues remaining, after satisfaction of subsection (1), at the end of any operating year shall be
considered surplus and shall be disposed of by the governing body as provided in this act.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff.
June 13, 1947,—CL 1948, 141.122;—Am. 2002, Act 465, Imd. Eff. June 21, 2002.

141.123 Appropriation and use of revenues for payment of operation and maintenance
expenses; appropriation and use of moneys raised by tax levy.

Sec. 23. The borrower may appropriate and use, and may covenant to appropriate and use, any part of its
available income or revenues derived from any source other than from the operation of the public
improvement in paying any expenses of operation or maintenance of the public improvement, but nothing in
this act shall be construed to require the borrower to do so. Where the borrower is an authority incorporated
under Act No. 31 of the Public Acts of the First Extra Session of 1948, as amended, being sections 123.951 to
123.965 of the Michigan Compiled Laws, any public corporation to which the public improvement or other
property is leased by the authority may appropriate and use, and may covenant to appropriate and use, any
part of its available income or revenues derived from any source other than from the operation of the public
improvement or other property in paying any expenses of operation or maintenance of the public
improvement or other property, but this act shall not be construed to require the public corporation to do so.
The provisions of this act requiring the production, setting aside, and use of revenues for payment of
operation and maintenance expenses shall be deemed to refer to such expenses, if any, which are in excess of
any income or revenue appropriated and used as authorized in this section. Moneys raised by levy of taxes
without limitation as to rate or amount in fulfillment of the pledge by a public corporation of its full faith and
credit shall be appropriated only to the bond and interest redemption fund, and used only to pay principal of
and interest on bonds.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, Ist Ex. Sess., Act 23, Eff. June 7, 1946;—CL 1948, 141.123;—Am.
1974, Act 27, Imd. Eff. Feb. 26, 1974.

141.124 Money in several accounts of public improvement; separate deposit account;
investment.

Sec. 24. (1) Money in the several accounts of the public improvement shall be deposited as designated by
the governing body of the borrower. Money in the several accounts of the public improvement, except money
in the bond and interest redemption account and money derived from the proceeds of sale of the bonds each of
which shall be kept in a separate deposit account, may be kept in 1 deposit account. In that case the money in
the combined deposit accounts shall be allocated on the books and records of the borrower to the various
accounts in the manner provided in the authorizing ordinance. The governing body of the borrower may
provide that the money in the several accounts of the public improvement may be kept in separate depository
accounts. The money in the bond and interest redemption account shall be accounted for separately.

(2) Subject to the limitations and conditions provided in the authorizing ordinance, money in the several
accounts of the public improvement may be invested in accordance with the public corporation's investment
policy adopted by the legislative body or governing body of the public corporation under 1943 PA 20, MCL
129.91 to 129.96.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff.
June 13, 1947;—CL 1948, 141.124;—Am. 1960, Act 91, Eff. Aug. 17, 1960;—Am. 1963, Act 192, Eff. Sept. 6, 1963;—Am. 1978, Act
216, Imd. Eff. June 5, 1978;—Am. 1985, Act 26, Imd. Eff. May 31, 1985;—Am. 1987, Act 263, Imd. Eff. Dec. 28, 1987,—Am. 1988,
Act 228, Eff. Oct. 1, 1988;—Am. 2002, Act 465, Imd. Eff. June 21, 2002.

141.125 Fixing dates of operating year for public improvement.

Sec. 25. The ordinance authorizing the issuance of such bonds shall fix the dates of the beginning and
ending of the operating year for such public improvement, subject to the right of the department of treasury to
require that it correspond with the fiscal year of the borrower.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, Ist Ex. Sess., Act 23, Eff. June 7, 1946;—CL 1948, 141.125;—Am.
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1983, Act 76, Imd. Eff. June 6, 1983.

141.126 Receiving fund surplus; deposit.

Sec. 26. Any money remaining in the accounts of the public improvement at the end of any operating year,
which under the provisions of section 22 shall be considered surplus, may be transferred to other accounts of
the public improvement or may be used for the purpose or purposes as the governing body may determine to
be for the best interests of the borrower, unless some other disposition shall have been made in the ordinance
authorizing the issuance of bonds under this act. In the event that money of the public improvement is
insufficient to provide for the current expenses of the operation and maintenance account or the bond and
interest redemption account, any money or securities in other accounts of the public improvement shall be
transferred first to the operation and maintenance account and second to the bond and interest redemption
account to the extent of any deficits in those accounts.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff.
June 13, 1947,—CL 1948, 141.126;—Am. 2002, Act 465, Imd. Eff. June 21, 2002.

141.127 Issuance of bonds by public corporation; applicable laws.

Sec. 27. A public corporation issuing bonds under this act is subject to all of the following:

(a) If the public corporation issuing the bonds meets the requirements of qualified status under section
303(3) of the revised municipal finance act, 2001 PA 34, MCL 141.2303, the public corporation complies
with section 319(1) of the revised municipal finance act, 2001 PA 34, MCL 141.2319.

(b) If the public corporation issuing the bonds does not meet the requirements of qualified status under
section 303(3) of the revised municipal finance act, 2001 PA 34, MCL 141.2303, the public corporation meets
the requirements of section 303(7) and (8) and section 319(2) of the revised municipal finance act, 2001 PA
34, MCL 141.2303 and 141.2319.

(c) Section 321 of the revised municipal finance act, 2001 PA 34, MCL 141.2321.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, Ist Ex. Sess., Act 23, Eff. June 7, 1946;,—CL 1948, 141.127,—Am.
1983, Act 76, Imd. Eff. June 6, 1983;—Am. 1985, Act 26, Imd. Eff. May 31, 1985;:—Am. 2002, Act 465, Imd. Eff. June 21, 2002.

141.128 Effect of approval permitting issuance of bonds.

Sec. 28. Qualification or approval to issue obligations under the revised municipal finance act, 2001 PA
34, MCL 141.2101 to 141.2821, that permits the issuance of bonds under this act shall not be considered an
approval of the legality of issuing bonds under this act.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1946, Ist Ex. Sess., Act 23, Eff. June 7, 1946;,—CL 1948, 141.128;—Am.
1983, Act 76, Imd. Eff. June 6, 1983;—Am. 2002, Act 465, Imd. Eff. June 21, 2002.

141.129 Service rates not subject to supervision by state agency.

Sec. 29. Rates charged for the services furnished by any public improvement purchased, acquired,
constructed, improved, enlarged, extended and/or repaired under the provisions of this act shall not be subject
to supervision or regulation by any state bureau, board, commission or other like instrumentality or agency
thereof.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1937, Act 246, Imd. Eff. July 21, 1937;,—Am. 1939, Act 34, Eff. Sept. 29,
1939:—Am. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;:—CL 1948, 141.129.

141.130 Books of record and account; annual audit report.

Sec. 30. (1) Any borrower issuing revenue bonds under this act shall install, maintain, and keep proper
books of record and account, separate from other records and accounts of such borrower, in which full and
correct entries shall be made of all dealings or transactions of or in relation to the properties, business, and
affairs of the public improvement.

(2) Each public corporation shall file an audit report annually with the department of treasury within 6
months from the end of its fiscal year or as otherwise provided in the uniform budgeting and accounting act,
1968 PA 2, MCL 141.421 to 141.440a.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1941, Act 210, Imd. Eff. June 16, 1941;—Am. 1946, 1st Ex. Sess., Act 23,

Eff. June 7, 1946;—CL 1948, 141.130;—Am. 1963, Act 192, Eff. Sept. 6, 1963;—Am. 1983, Act 76, Imd. Eff. June 6, 1983;—Am.
2002, Act 465, Imd. Eff. June 21, 2002.

141.131 Redemption of bonds before maturity.

Sec. 31. The governing body of the borrower authorizing bonds under this act may make provisions in the
authorizing ordinance for the redemption before maturity of the bonds or a part of the bonds. In case of
refunding, bonds of an issue less than all the outstanding bonds of the issue, shall not be called for redemption
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unless the borrower has on hand in its bond and interest redemption fund sufficient money to refund the bonds
not otherwise appropriated or pledged, in excess of the amount of interest and principal maturing within the
next 12 months from the redemption date.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1941, Act 210, Imd. Eff. June 16, 1941;—Am. 1946, 1st Ex. Sess., Act 23,
Eft. June 7, 1946:—CL 1948, 141.131;—Am. 1978, Act 216, Imd. Eff. June 5, 1978.

141.132 Breach of contract not authorized; pledging of revenues; disconnection of lands not
to affect liability under bond issue.

Sec. 32. Nothing in this act shall be construed as authorizing any borrower to impair or commit a breach of
the obligation of any valid lien or contract created or entered into by it, the intention hereof being to authorize
the pledging, setting aside and segregation of gross revenues only where consistent with outstanding
obligations of such borrower. The severance of any lands from the jurisdiction of the borrower subsequent to
the issuance of bonds under this act, shall be subject to the obligations created by the issuance of such bonds.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1941, Act 210, Imd. Eff. June 16, 1941;—CL 1948, 141.132.

141.133 Issuance of bonds without submitting proposition to voters for approval; notice of
intent to issue bonds; petition requesting referendum; special election; verification and
rejection of signatures; determining number of registered electors.

Sec. 33. Unless otherwise provided in this act, the powers conferred upon public corporations by this act
shall be exercised by their respective governing bodies and this act shall be construed as authorizing the
issuance of bonds under this act without submitting the proposition for the approval of the proposition to the
voters of the borrowers. Except in the case of refunding bonds or bonds issued to comply with an order of a
court or an order or permit requirement of a state or federal agency of competent jurisdiction to prevent or
limit pollution of the environment, the governing body shall publish a notice of intent to issue bonds. If within
45 days after the publication of the notice a petition, signed by not less than 10% or 15,000 of the registered
electors, whichever is less, residing within the limits of the borrower, is filed with the clerk, or other recording
officer, of the borrower, requesting a referendum upon the question of the issuance of the bonds, then the
bonds shall not be issued until approved by the vote of a majority of the electors of the borrower qualified to
vote and voting on the bonds at a general or special election. The notice shall be directed to the electors of the
borrower, and, if the borrower is an authority, to the electors of its constituent public corporations, and shall
be published in a newspaper which has general circulation in the territory of the borrower, and shall state the
maximum amount of bonds to be issued, the purpose of the bonds, source of payment, right of referendum on
the bonds, and other information the governing body determines necessary to adequately inform the electors
of the nature of the issue. A special election called for this purpose shall not be included in a statutory or
charter limitation as to the number of special elections to be called within a period of time. Signatures on the
petition shall be verified by a person under oath, as the actual signatures of the persons whose names are
signed to the petition, and the clerk, or other recording officer, of the borrower shall have the same power to
reject signatures and petitions as city clerks pursuant to section 25 of Act No. 279 of the Public Acts of 1909,
as amended, being section 117.25 of the Michigan Compiled Laws. The number of registered electors in any
borrower shall be determined by the township or city registration books, or both, or if the borrower is a
village, then by the village registration books. Section 5(g) of Act No. 279 of the Public Acts of 1909, as
amended, being section 117.5 of the Michigan Compiled Laws, relative to notice of intention to issue bonds,
shall not apply to the authorization of the issuance of bonds under this act.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—Am. 1941, Act 210, Imd. Eff. June 16, 1941;—Am. 1946, 1st Ex. Sess., Act 23,
Eff. June 7, 1946;—Am. 1947, Act 204, Imd. Eff. June 13, 1947,—CL 1948, 141.133;—Am. 1969, Act 79, Imd. Eff. July 23, 1969;—
Am. 1974, Act 27, Imd. Eff. Feb. 26, 1974;—Am. 1978, Act 216, Imd. Eff. June 5, 1978;—Am. 1982, Act 188, Imd. Eff. June 21, 1982.

141.133a Validation of bonds heretofore issued.

Sec. 33a. All bonds heretofore issued under this act as originally adopted or subsequently amended are
hereby validated. A public corporation shall not contest the validity of any such bonds after the bonds have
been sold and delivered and the public corporation has received the consideration therefor.

History: Add. 1974, Act 27, Imd. Eff. Feb. 26, 1974.

141.133b Violation of §§ 168.1 to 168.992 applicable to petitions; penalties.

Sec. 33b. A petition under section 33, including the circulation and signing of the petition, is subject to
section 488 of the Michigan election law, 1954 PA 116, MCL 168.488. A person who violates a provision of
the Michigan election law, 1954 PA 116, MCL 168.1 to 168.992, applicable to a petition described in this
section is subject to the penalties prescribed for that violation in the Michigan election law, 1954 PA 116,
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MCL 168.1 to 168.992.
History: Add. 1998, Act 196, Eff. Mar. 23, 1999.

141.134 Liberal construction of act.

Sec. 34. This act, being necessary for and to secure the public health, safety, convenience and welfare of
the counties, cities, incorporated villages, townships, school districts, port districts, and metropolitan districts
of the state of Michigan, shall be liberally construed to effect the purposes hereof.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—CL 1948, 141.134.

141.136 Immediate necessity.

Sec. 36. This act, being necessary for and to secure the public health, safety, convenience and welfare of
the counties, cities, incorporated villages, townships, school districts, port districts, and metropolitan districts
of the state of Michigan, shall be given immediate effect.

History: 1933, Act 94, Imd. Eff. May 26, 1933;—CL 1948, 141.136.

141.137 Condemnation of property.

Sec. 37. Public corporations shall have the right and power to condemn property for public improvements.
In the condemnation of property, public corporations may proceed under any act applicable thereto, or they
may invoke and proceed under the provisions of Act No. 149 of the Public Acts of 1911, as the same may
from time to time exist, and in so doing shall have all the rights, powers and privileges granted to “public
corporation” as defined in that act.

History: Add. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;:—CL 1948, 141.137.

Compiler's note: For provisions of Act 149 of 1911, referred to in this section, see § 213.21 et seq.

141.138 Trustee; appointment; powers and duties; pledging of trust funds.

Sec. 38. An ordinance authorizing the issuance of bonds under this act may provide for the appointment of
a trustee with the powers and duties prescribed in the ordinance in respect to the bonds and the payment and
security of the bonds including provision that funds, including the proceeds of bonds, which are trust funds
under the ordinance, may be held in trust by the trustee for the primary benefit and payment of the holders of
the bonds. These trust funds may also be pledged by the trustee pursuant to the ordinance to an entity
providing additional security for the bonds pursuant to section 7a(1)(a).

History: Add. 1946, 1st Ex. Sess., Act 23, Eff. June 7, 1946;:—CL 1948, 141.138;:—Am. 1985, Act 26, Imd. Eff. May 31, 1985.

141.139 Water pollution; prevention or abatement; public corporation may accept grants or
aid from U.S. government.

Sec. 39. Any public corporation is hereby authorized to apply for and accept grants or any other aid which
the United States government or any agency thereof has authorized or may hereafter authorize to be given or
made to the several states of the United States or to any political subdivisions or agencies thercof within the
states for the construction of public improvements, including all necessary action preliminary thereto, the
purpose of which is to aid in the prevention or abatement of water pollution.

History: Add. 1949, Act 244, Eff. Sept. 23, 1949.

*xk** 141.140 SUBSECTION (1) SHALL NOT APPLY AFTER DECEMBER 31, 1988: See (4) of 141.140

skskeoskeoskosk

141.140 Allocation system for private activity bonds; establishment; purpose; applicability;

ratification of prior allocations; revocation of allocation; applicability of subsection (1).

Sec. 40. (1) Until otherwise provided by law, the state treasurer may establish and maintain an allocation
system for private activity bonds, which system shall be considered to provide, pursuant to the authority
granted by section 146(e) of the internal revenue code, a different formula for allocating the state ceiling
among governmental units of the state having the authority to issue bonds from the formula provided in the
internal revenue code. The allocation system established by the state treasurer shall apply to allocations made
against the unified volume limitation per calendar year 1988 and each year thereafter and for bonds issued
after December 31, 1987, that have allocations ratified by subsection (2).

(2) An allocation made under executive orders 1984-11, 1985-7, 1986-6, and 1986-18 for bonds issued on
or after January 1, 1988, shall be considered ratified and issued with an allocation authorized by this section
unless the allocation issued pursuant to an executive order was a carryforward allocation for the state volume
cap for any calendar year prior to 1986.
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(3) An allocation made other than through orders issued pursuant to this section or executive orders
1984-11, 1985-7, 1986-6 and 1986-18 is revoked.
(4) Subsection (1) shall not apply after December 31, 1988.

History: Add. 1987, Act 263, Imd. Eff. Dec. 28, 1987.
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