(ti1) Certain refunding bonds not taken into account is
determ ning small issuer status. There shall not be taken into
account under subcl ause (I1V) of clause (i) any bond issued to
refund (other than to advance refund) any bond to the extent the
amount of the refundi ng bond does not exceed the outstanding
amount of the refunded bond.

(iv) Certain issues issued by subordi nate governnent al
units, etc., exenpt fromrebate requirement. An issue issued by
a subordinate entity of a governmental unit with general taxing
powers shall be treated as described in clause (i)(l) if the
aggregate face amount of such issue does not exceed the |esser
of -

(1) $5,000, 000, or

(I'1) 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 limtation under clause (i) (IV) which
such governnental unit allocates to such entity.

For purposes of the preceding sentence, an entity which issues
bonds on behal f of a governnmental unit with general taxing powers
shal|l be treated as a subordinate entity of such unit. An

al | ocation shall be taken into account under subclause (11) only
if it is irrevocable and made before the issuance date of such

i ssue and only to the extent that the limtation so all ocated
bears a reasonable relationship to the benefits received by such
governnmental unit fromissues issued by such entity.

(v) Determ nation of whether refunding bonds eligible for
exception fromrebate requirement. |f any portion of an issue is
i ssued to refund other bonds, such portion shall be treated as a
separate i ssue which does not nmeet the requirenents of paragraphs
(2) and (3) by reason of this subparagraph unl ess-

(1) the aggregate face amobunt of such issue does not exceed
$5, 000, 000,

(I'l) each refunded bond was issued as part of an issue which
was treated as neeting the requirenents of paragraphs (2) and (3)
by reason of this subparagraph,

(I'11) the average maturity date of the refundi ng bonds
i ssued as part of such issue is not later than the average
maturity date of the bonds to be refunded by such issue, and

(I'V) no refunding bond has a maturity date which is |later
than the date which is 30 years after the date the original bond
was i ssued.

Subcl ause (I11) shall not apply if the average maturity of the
i ssue of which the original bond was a part (and of the issue of
whi ch the bonds to be refunded as a part) is 3 years of less. For



pur poses of this clause, average maturity shall be determned in
accordance with section 147(b)(2)(A).

(vi) Refundings of bonds issued under |aw prior to Tax
Ref orm Act of 1986. |If section 141(a) did not apply to any
ref unded bond, the issue of which such refunded bond was a part
shal |l be treated as neeting the requirenments of subclause (I1) of
clause (v) if-

(I') such issue was issued by a governnmental unit with
general taxing powers,

(I'l) no bond issued as part of such issue was an industrial
devel opnent bond (as defined in section 103(b)(2), but wthout
regard to subparagraph (B) of section 103(b)(3) or a private |oan
bond (as defined in section 103(0)(2)(A)), but without regard to
any exception fromsuch definition other than section 103(0)(2)
(O, and

(I'11) the aggregate face anmount of all tax-exenpt bonds
(ot her than bonds described in subclause (I1)) issued by such
unit during the cal endar year in which such issue was issued did
not exceed $5, 000, 000.

Ref erences in subclause (I1) to section 103 shall be to such
section as in effect on the day before the date of the enactnent
of the Tax Reform Act of 1986. Rules simlar to the rules of
clauses (ii) and (iii) shall apply for purposes of subcl ause
(1'1'1). For purposes of subclause (11) of clause (i), bonds
described in subclause (I1) of this clause to which section 141
(a) does not apply shall not be treated as private activity
bonds.

(E) Exception for certain qualified student | oan bonds.

(1) I'n general. In determ ning the aggregate anount earned
on nonpur pose investnents acquired with gross proceeds of an
i ssue of bonds for a program described in section 144(b)(1) (A,
t he amount earned frominvestnent of net proceeds of such iIssue
during the initial tenporary period under subsection (c) shal
not be taken into account to the extent that the amount so earned
Is used to pay the reasonabl e-

(I') adm nistrative costs of such programattributable to
such issue and the costs of carrying such issue, and

(I'l) costs of issuing such issue,

but only to the extent such costs were financed with proceeds of
such issue and for which the issuer was not reinbursed. Amounts
designated as interest on student |oans shall not be taken into
account in determ ning whether the issuer is reinbursed for such
costs. Except as otherw se hereafter provided in regul ations
prescri bed by the Secretary, cost described in subclause (lI) paid



from anmounts earned as described in the first sentence of this
clause may al so be taken into account in determning the yield on
t he student | oans under a program described in section 144(b) (1)

(A).

(ii) Only arbitrage on anmounts | oaned during tenporary
period taken into account for admnistrative costs, etc. The
amount earned frominvestnment of net proceeds of an issue during
the initial tenporary period under subsection (c) shall be taken
i nto account under clause (i)(l) only to the extent attributable
to proceeds which were used to nake or finance (not |ater than
the close of such period) student |oans under a program descri bed
in section 144(b) (1) (A).

(ti1) Election. This subparagraph shall not apply to any
issue if the issuer elects not to have the subparagraph apply to
such issue.

(iv) Termnation. This subparagraph shall not apply to any
bond i ssued after Decenmber 31, 1988.

(5) Exenption fromgross incone of sumrebated. G oss
i ncone shall not include the sum described in paragraph (2).
Not wi t hst andi ng any other provision of this title, no deduction
shal |l be allowed for any anmbunt paid to the United States under
par agraph (2).

(6) Definitions. For purposes of this subsection and
subsections (c) and (d)-

(A) Nonpurpose investnent. The term "nonpurpose investnent”
means any i nvestnment property which-

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

(i1i) is not acquired in order to carry out the governnental
pur pose of the issue.

(B) Gross proceeds. Except as otherw se provided by the
Secretary, the gross proceeds of an issue include-

(1) anounts received (including repaynments 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 exenption. In the case
of an issue which would (but for this paragraph) fail to neet the
requi renments of paragraph (2) or (3), the Secretary may treat
such issue as not failing to neet such requirenents 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 neet with such requirenents is not due to
wi | | ful neglect, and

(C the issuer pays to the United States a penalty in an
amount equal to the sum of -

(i) 50 percent to the anmpbunt which was not paid in
accordance wth paragraphs (2) and (3), plus

(ii) interest (at the underpaynent rate established under
section 6621) on the portion of the anbunt which was not paid on
t he date required under paragraph (3) for the period beginning on
such date.

The Secretary may wai ve all or any portion of the penalty under
t hi s paragraph.

(g) Student |oan incentive paynents. Except to the extent

ot herwi se provided in regul ati ons, paynents nade by the Secretary
of Education pursuant to section 438 of the Hi gher Education Act
of 1965 are not to be taken into account, for purposes of
subsection (a)(1), in determning yields on student | oan notes.

(h) Determ nations of yield. For purposes of this section, the
yield on an issue shall be determ ned on the basis of the issue
price (within the neaning of section 1273 and 1274).

(i) Regulations. The Secretary shall prescribe such regul ations

as may be necessary or appropriate to carry out the purposes of
this section.

Section 149. Bonds nust be registered to be tax exenpt; other
requirenents
(a) Bonds must be registered to be tax exenpt.

(1) General rule. Nothing in section 103(a) or in any other
provi sion of |aw shall be construed to provide an exenption from
Federal inconme tax for interest on any registration-required bond
unl ess such bond is in registered form

(2) Registration-required bond. For purposes of paragraph
(1), the term"registration-required bond" neans any bond ot her
than a bond whi ch-

(A) is not a type offered to the public

(B) has a maturity (at issue) of not nore than 1 year, or

(C is described in section 163(f)(2)(B)

(3) Special rules.



(A) Book entries permtted. For purposes of paragraph (1),
a book entry bond shall be treated as in registered formif the
right to the principal of, and stated interest on, such bond may
be transferred only through a book entry consistent with
regul ati ons prescribed by the Secretary.

(B) Nom nees. The Secretary shall prescribe such
regul ations as nay be necessary to carry out the purpose of
paragraph (1) where there is a nom nee or chain of nom nees.

(b) Federally guaranteed bond is not tax exenpt-

(1) General rule. Nothing in section 103(a) or in any other
provi sion of |aw shall be construed to provide an exenption from
Federal inconme tax for interest on any registration-required bond
unl ess such bond is in registered form

(2) Registration-required bond. For purposes of paragraph
(1), the term"registration-required bond" nmeans any bond ot her
than a bond whi ch-

(A) is not of a type offered to the public,

(B) has a maturity (at issue) of not nore than 1 year, or

(C is described in section 163(f)(2)(B)

(3) Special rules.

(A) Book entries permtted. For purposes of paragraph (1),
a book entry bond shall be treated as in registered formif the
right to the principal of, and stated interest on, such bond may
be transferred only through a book entry consistent with
regul ati ons prescribed by the Secretary.

(B) Nom nees. The Secretary shall prescribe such
regul ations as nay be necessary to carry out the purpose of
paragraph (1) where there is a nom nee or chain of nom nees.
(b) Federally guaranteed bond is not tax exenpt.

(1) I'n 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 paynent of principal or interest with respect to
such bond is guaranteed (in whole or in part) by the United
States (or any agency or instrunentality thereof),

(B) such bond is issued as part of an issue and 5 percent or
nore of the proceeds of such issue is to be-



(1) used in making | oans the paynent 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
t hereof), or

(1i) invested (directly or indirectly) in federally insured
deposits or accounts, or

(C the paynent of principal or interest on such bond is
ot herwi se indirectly guaranteed (in whole or in part) by the
United States (or an agency or instrunmentality thereof).

(3) Exceptions.

(A) Certain insurance prograns. A bond shall not be treated
as federally guaranteed by reason of

(1) any guarantee by the Federal Housing Adm nistration, the
Vet erans’ Admi nistration, the Federal National Mortgage
Associ ati on, the Federal Honme Loan Mrtgage Corporation, or the
Gover nment National Mrtgage Associ ation,

(1i) any guarantee of student |oans and any guarantee by the
St udent Loan Marketing Association to finance student |oans, or

(i1i1) any guarantee by the Bonneville Power Authority
pursuant to the Northwest Power Act (16 USC 839d) as in effect on
the date of the enactnent of the Tax Reform Act of 1984.

(B) Debt service, etc. Paragraph (1) shall not apply to-

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

(1i) investnents of a bona fide debt service fund,

(ti1) investnents of a reserve which neet the requirenents
of section 148(d),

(iv) investnents in bonds issued by the United States
Treasury, or

(v) other investnents permtted under regul ations.
(C Exception for housing program

(1) I'n general. Except as provided in clause (ii),
paragraph (1) shall not apply to-

(I') 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,

(I'1) a qualified nortgage bond, or



(I'11) a qualified veterans' nortgage bond.

(1i)Exception not to apply where bond invested in federally
i nsured deposits or accounts. Cause (i) shall not apply to any
bond which is federally guaranteed within the neani ng of

paragraph (2)(B)(ii).

(D) Loans to, or guarantees by, financial institutions.
Except as prOV|ded in paragraph (2)(B)(ii), a bond which is
i ssued as part of an issue shall not be treated as federally
guaranteed nerely by reason of the fact that the proceeds of such
i ssue 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 or account.

(4) Definitions. For purposes of this subsection-

(A) Treatnent of certain entities with authority to borrow
fromUnited States. To the extent provided in regul ations
prescribed by the Secretary, any entity with statutory authority
to borrow fromthe United States shall be treated as an
instrunmentality of the United States. Except in the case of an
exenpt facility bond, a qualified snmall issue bond, and a
qual i fied student |oan bond, nothing in the precedi ng sentence
shal |l be construed as treating the District of Colunbia or any
possession of the United States as an instrunentality 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 |aw by the Federal Deposit
| nsurance Corporation, the Federal Savings and Loan | nsurance
Cor poration, the National Credit Union Adm nistration, or any
simlar federally chartered corporation

(c) Tax exenption nust be derived fromthis title.

(1) CGeneral rule. Except as provided in paragraph (2), no
nterest on any bond shall be exenpt fromtaxation under this
tle unless such interest is exenpt fromtax under this title
thout regard to any provision of law which is not contained in
S tltle and which is not contained in a revenue Act.
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(2) Certain prior exenptions.

(A) Prior exenptions continued. For purposes of this title,
not wi t hst andi ng any provision of this part, any bond the interest
on which is exenpt fromtaxation 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 requirenents for bonds issued after 1983.
Subpar agraph (A) shall not apply to a bond (not described in
subparagraph (C)) issued after 1983 if the appropriate
requi renents of this part (or the correspondi ng provisions of
prior law) are not met with respect to such bond.

(C) Description of bond. A Bond is described in the
subparagraph (and treated as descri bed in subparagraph (A)) if-

(i) such bond is issued pursuant to the Northwest Power Act
(16 USC 839D), as in effect on July 18, 1984;

(1i) such bond is issued pursuant to section 608(a)(6)(A) of
Public Law 97-468, as in effect on the date of the enactnent of
the Tax Reform Act of 1986; or

(ti1) such bond is issued before June 19k, 1984 under
section 11(b) of the United States Housing Act of 1937.

(d) Advance refundi ngs.

(1) I'n general. Nothing in section 103(a) or in any other
provi sion of |aw shall be construed to provide an exenption for
Federal inconme tax for interest on any bond issued as part of an
| ssue 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
i ssued to advance refund a private activity bond (other than a
qual i fied 501(c)(3) bond).

(3) O her 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 unl ess-
(1) the refunding bond is only-

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

(I'l) 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 redeened not later than the earliest date on
whi ch such bond may be redeenmed at par or at a prem umof 3
percent or |ess,

(tii) in the case of refunded bonds issued after 1985, the
ref unded bond is redeened not later than the earliest date on
whi ch such bond may be redeened,



(tv) the initial tenporary period under section 148(c) ends-

(I') with respect to the proceeds of the refundi ng bond not
| ater than 30 days after the date of issue of such bond, and

(I') 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 anount of proceeds of the refunded bond invested in
hi gher yielding investnents (as defined in section 148(b)) which
are nonpurpose investnments (as defined in section 148(f)(6)(A))
does not exceed-

(I') the anpbunt so invested as part of a reasonably required
reserve or replacenent fund or during an allowabl e tenporary
period, and

(I'1) the amount which is equal to the | esser of 5 percent of
t he 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 redenptions.

(1) Issuer nmust redeemonly if debt service savings. C ause
(ii) and (iii) of subparagraph (A) shall apply only if the issuer
may realize present val ue debt service savings (determ ned
Wi t hout regard to adm ni strative expenses) in connection with the
i ssue of which the refunding bond is a part.

(1i) Redenptions 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 90th
day after the date of issuance of the refunding bond.

(4) Abusive transactions prohibited. An issue is described
in this paragraph if any bond (issued as part of such issue) is
| ssued to advance refund anot her bond and a device is enployed in
connection with the i ssuance of such issue to obtain a materi al
financi al advantage (based on arbitrage) apart from savings
attributable to | ower interest rates.

(5) Advance refunding. For purposes of this part, a bond
shal | be treated as issued to advance refund another bond if it
is issued nore than 90 days before the redenption of the refunded
bond.

(6) Special rules for purposes of paragraph (3). For
pur poses of paragraph (3), bonds issued before the date of the
enact nent 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
nore than 180 days before the redenption of the refunded bond,
and

(B) a bond issued before 1986, shall be treated as advance
ref unded not nore than once before March 15, 1986.

(7) Regulations. The Secretary shall prescribe such
regul ations as nay be necessary or appropriate to carry out the
pur poses of this subsection.

(e) Information reporting.

(1) I'n general. Nothing in section 103(a) or any other
provi sion of |aw shall be construed to provide an exenption from
Federal inconme tax for interest on any bond unless such bond
satisfies the requirenents of paragraph (2).

(2) Information reporting requirenents. A bond satisfies
the requirenents of this paragraph if the issuer submts to the
Secretary, not later than the 15th day of the 2d cal endar nonth
after the close of the calendar quarter in which the bond is
i ssued (or such later tine as the Secretary may prescribed with
respect to any portion of the statenent), a statenment concerning
the issue of which the bond is part which contains-

(A) the nanme and address of the issuer,

(B) the date of issue, the amobunt of net proceeds of the
i ssue, the stated interest rate, term and face anpbunt 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
representati ve who approved the issue, or a description of the
vot er referendum by which the i ssue was approved,

(D) the nane, address, and enpl oyer identification nunber
of -

(i) each initial principal user of any facility provided
Wi th the proceeds of the issue,

(i1i) the common parent of any affiliated group of
corporations (within the nmeaning of section 1504(a)) of which
such initial principal user is a nenber, and

(i) 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 fromthe
proceeds of the issue,



(F) acertification by a State official designated by State
| aw (or, where there is no such official, the Governor) that the
bond neets the requirenents of section 146 (relating to cap on
private activity bonds), if applicable, and

(G such other infornmation as the Secretary nay require.

Subparagraph (C) and (D) shall not apply to any bond which is not
a private activity bond. The Secretary may provide that certain
i nformati on specified in the 1st sentence need not be included in
the statenent 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 statenent required under paragraph
(2) if the failure to file in atinely fashion is not due to
wi | | ful neglect.

(f) Treatnent of certain pooled financing bonds.

(1) I'n general. Section 103(a) shall not apply to any
pool ed financing bond unless, with respect to the issue of which
such bond is a part, the requirenments of paragraphs (2) and (3)
are net.

(2) Reasonabl e expectation requirenent.

(A) In general. The requirenents of this paragraph are net
Wi th respect to an issue if the issuer reasonably expects that as
of the close of the 3-year period beginning on the date of
i ssuance of the issue, at |east 95 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 ultinate
borr owers.

(B) Certain factors nmay not be taken into account in
det erm ni ng expectations. Expectations as to changes in interest
rates or in the provisions of this title (or in the regulations
or rulings thereunder) may not be taken into account in
det er mi ni ng whet her expectations are reasonabl e for purposes of
t hi s paragraph.

(C Net proceeds. For purposes of subparagraph (A), the
term "net proceeds” has the meani ng given such termby section
150 but shall not include proceeds used to finance issuance costs
and shall not include proceeds necessary to pay interest (during
such period) 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 paynment requirenents. The requirenents
of this paragraph are net with respect to an issue if-



(A) the paynent of legal and underwiting costs associ ated
Wi th the issuance of the issue is not contingent, and

(B) at |east 95 percent of the reasonably expected | egal and
underwiting costs associated with the issuance of the issue are
paid not |ater than the 180th day after the date of the issuance
of the issue.

(4) Pool ed financing bond. For purposes of this subsection

(A) In general. The term "pooled financing bond" neans any
bond i ssued as part of an issue nore than $5, 000,000 of the
proceeds of which are reasonably expected (at the time of the
| ssuance of the bonds) to be used (or are intentionally used)
directly or indirectly to nake or finance loans to 2 or nore
ul ti mate borrowers.

(B) Exceptions. Such termshall not include any bond if-

(1) 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

(1i) section 143(1)(3) applies to such issue.
(5) Definition of |oan; treatnent of m xed use issues.

(A) Loan. For purposes of this subsection, the term"l| oan"
does not i ncl ude-

(1) any loan which is a nonpurpose investnment (within the
meani ng of section 148(f)(6)(A), determ ned without regard to
section 148(b)(3), and

(i1i) any use of proceeds by an agency of the issuer unless
such agency is a political subdivision or instrumentality of the
i ssuer.

(B) Portion of issue to be used for |oans 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 (or 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 determ ning whet her
such portion neets the requirenments of this subsection.

(g) Treatnent of hedge bonds.
(1) I'n general. Section 103(a) shall not apply to any hedge
bond unl ess, with respect to the issue of which such bond is a

part -

(A) the requirenment of paragraph (2) is net, and



(B) the requirement of subsection (f)(3) is net.

(2) Reasonabl e expectations as to when proceeds w Il be
spent. An issue neets the requirenent of this paragraph if the
| ssuer reasonably expects that-

(A) 10 percent of the spendable proceeds of the issue wll
be spent for the governnental purposes of this issue within the
1-year period beginning on the date the bonds are issued,

(B) 30 percent of the spendable proceeds of the issue wll
be spent for such purposes within the 2-year period begi nning on
such dat e,

(C 60 percent of the spendabl e proceeds of the issue wll
be spent for such purposes within the 3-year period begi nning on
such dat e,

(D) 85 percent of the spendabl e proceeds of the issue wll
be spent for such purposes within the 5-year period begi nning on
such date.

(3) Hedge bond.

(A) I'n general. For purposes of this subsection, the term
"hedge bond" neans any bond issued as part of an issue unless-

(1) the issuer reasonably expects that 85 percent of the
spendabl e proceeds of the issue wll be used to carry out the
gover nment al purposes of the issue within the 3-year period
begi nning on the date the bonds are issued, and

(i1i) not nore than 50 percent of the proceeds of the issue
i nvested in nonpurpose Investnents (as defined in section 148

(A)) having a substantially guaranteed yield for 4 years or

(B) Exception for investnment in tax-exenpt bonds not subject
to m ni num t ax.

(1) I'n general. Such termshall not include any bond issued
as part of an issue 95 percent of the net proceeds of which are
i nvested in bonds

(I') the interest on which is not includible in gross incone
under section 103, and

(I'l) which are not specified private activity bonds (as
defined in section 57(a)(5)(0)).

(1i) Amounts in bona fide debt service fund. Anobunts in a
bona fide debt service fund shall be treated as invested in bonds
described in clause (i).



(ti1) Investnment earnings held pending reinvestnent.
| nvest nent earnings held for not nore than 30 days pendi ng
rei nvestment shall be treated as invested in bonds described in
clause (i).

(C Exception for refunding bonds.

(i) I'n general. A refunding bond shall be treated as
nmeeting the requirenments of this subsection only if the original
bond nmet such requirenents.

(ii) General rule for refunding of pre-effective date bonds.
A refundi ng bond shall be treated as neeting the requirenents of
this subsection if-

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

(I'l) 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

(1) the amount of the refunding bond does not exceed the
out st andi ng anount of the refunded bond.

(1i1) Refunding of pre-effective date bonds entitled to 5-
year tenporary period. A refunding bond shall be treated as
nmeeting the requirements of this subsection if-

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

(I'l) the issuer reasonably expected that 85 percent of the
spendabl e proceeds of the issue of which the original bond is a
part would be used to carry out the governnental purposes of the
| ssue within the 5-year period beginning on the date the original
bonds were issued but did not reasonably expect that 85 percent
of such proceeds woul d be so spent within the 3-year period
begi nni ng on such date, and

(1) at least 85 percent of the spendabl e proceeds of the
original issue (and all other prior original issues issued to
fi nance the governnental purposes of such issue) were spent
before the date the refundi ng 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 requirenent
of paragraph (2) shall be treated as net with respect to the
portion of the spendabl e 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
wi | | be spent over a reasonable construction schedul e specified
i n such request.



(B) Rules for determ ning 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
t hrough the aggregation of projects within a single issue.

Section 150. Definitions and special rules
(a) General rule. For purposes of this part-
(1) Bond. The term "bond" includes any obligation.

(2) Governnental unit not to include federal governnent. The
term"governnmental unit" does not include the United States or
any agency or instrunentality thereof.

(3) Net proceeds. The term "net proceeds” neans, with
respect to any issue, the proceeds of such issue reduced by
amounts in a reasonably required reserve or replacenent fund.

(4) 501(3) organi zation. The term "501(3) organization"
means any organi zati on described in section 501(c)(3) and exenpt
fromtax under section 501(a).

(5) Ownership of property. Property shall be treated as
owned by a governnmental unit if it is owned on behalf of such
unit.

(6) Tax-exenpt bond. The term "tax-exenpt” neans, wth
respect to any bond (or issue), that the interest on such bond
(or on the bonds issued as part of such issue) is excluded from
gr oss i ncorne.

(b) Change in use of facilities financed with tax exenpt private
activity bonds.

(1) Mortgage revenue bonds.

(A) In general. 1In the case of any residence with respect
to which financing is provided fromthe proceeds of a tax-exenpt
qual i fi ed nortgage bond or qualified veterans' nortgage bond, if
there is a continuous period of at l|east 1 year during which such
residence is not the principal residence of at least 1 of the
nort gagors who received such financing, then no deduction shal
be all owed under this chapter for interest on such financing
whi ch accrues on or after the date such period began and before
the date such residence is again the principal residence of at
| east 1 of the nortgagors who received such financing.

(B) Exception. Subparagraph (A) shall not apply to the
extent the Secretary determnes that its application would result
i n undue hardship and that the failure to neet the requirenents



of subparagraph (A) resulted fromcircunstances beyond the
nort gagor's control

(2) Qualified residential rental projects. In the case of
any project for residential rental property-

(A) with respect to which financing is provided fromthe
proceeds of any private activity bond which, when issued,
purported to be a tax-exenpt bond described in paragraph (7) of
section 142(a), and

(B) which does not neet the requirenments of section 142(d),

no deduction shall be allowed under this chapter for interest on
such financi ng which accrues during the period beginning on the
1st day of the taxable year in which such project fails to neet
such requirenments and ending on the date such project neets such
requirenments. |If the provisions of prior |law corresponding to
section 142(d) apply to a refunded bond, such provisions shal
apply (in lieu or section 142(d)) to the refundi ng bond.

(3) Qualified 501(c)(3) bonds.

(A) In general. In the case of any facility with respect to
whi ch financing is provided fromthe proceeds of any private
activity bond which, when issued, purported to be a tax-exenpt
qualified 501(c)(3) bond, if any portion of such facility-

(i) is used in a trade or business of any person other than
a 501(c)(3) organization or a governnmental unit, but

(ii) continues to be owned by a 501(c)(3) organi zati on,

t hen the owner of such portion shall be treated for purposes of
this title as engaged in an unrel ated trade or business (as
defined in section 513) with respect to such portion. The anount
of gross incone attributable to such portion for any period shal
not be less than the fair rental value of such portion for such
peri od.

(B) Denial of deduction for interest. No deduction shall be
al | oned under this chapter for interest on financing described in
subpar agraph (A) which accrues during the period beginning on the
date such facility is used as described in subparagraph (A) (i)
and ending on the date such facility is not so used.

(4) Certain exenpt facility bonds and small|l issue bonds.

(A) In general. 1In the case of any facility with respect to
whi ch financing is provided fromthe proceeds of any private
activity bond to which this paragraph applies, if such facility
is not used for a purpose for which a tax exenpt bond coul d be
i ssue on the date of such issue, no deduction shall be all owed
under this chapter for interest on such financing which accrues



during the period beginning on the date such facility is not so
used an ending on the date such facility is so used.

(B) Bonds to which paragraph applies. This paragraph
applies to any private activity bond which, when issued,
purported to be a tax exenpt facility bond described in a
par agraph (other than paragraph (7)) of section 142(a) or a
qualified small issue bond.

(5) Facilities required to be owned by governnmental units or
501(c) (3) organizations. If-

(A) financing is provided with respect to any facility from
t he proceeds of any private activity bond which, when issued,
purported to be a tax enmenpt bond,

(B) such facility is required to be owned by a governnent al
unit or a 501(c)(3) organization as a condition of such tax
exenption, and

(© such facility is not so owned,

t hen no deduction shall be allowed under this chapter for

i nterest on such financi ng which accrues during the period

begi nning on the date such facility is not so owned and endi ng on
the date such facility is so owned.

(6) Small issue bonds which exceed capital expenditure
limtation. In the case of any financing provided fromthe
proceeds of any bond which, when issued, purported to be a
qualified small issue bond, no deduction shall be allowed under
this chapter for interest on such financing which accrues during
t he period such bond is not a qualified small issue bond.

(c) Exception and special rules for purposes of subsection (b).
For purposes of subsection (b)-

(1) Exception. Any use with respect to facilities financed
Wi th proceeds of an issue which are not required to be used for
t he exenpt purpose of such issue shall not be taken into account.

(2) Treatnent of anounts other than interest. |[|f the anount
payable for the use of a facility are not interest, subsection
(b) shall apply to such amounts as if they were interest but only
to the extent such anounts for any period do not exceed the
amount of interest accrued on the bond financing for such peri od.

(3) Use of portion of facility. 1In the case of any person
whi ch used only a portion of the facility, only the interest
accruing on the financing allocable to such portion shall be
taken into account by such person.

(4) Cessation with respect to portion of facility. 1In the
case of any facility where part but not all of the facility is



not used for an exenpt purpose, only the interest accruing on the
financing all ocable to such part shall be taken into account.

(5) Regulations. The Secretary shall prescribe such
regul ations as nay be necessary or appropriate to carry out the
pur poses of this subsection and subsection (b).

(d) Qualified scholarship funding bond. For purposes of this
part and section 103-

(1) Treatnent as State or local bond. A qualified
schol arshi p funding bond shall be treated as a State or |ocal
bond.

(2) Qualified scholarship funding bond defined. The term
"qual i fied schol arshi p funding bond" neans a bond issued by a
cor porati on whi ch-

(A) is a corporation not for profit established and operated
exclusively for the purpose of acquiring student |oan notes
i ncurred under the H gher Education Act of 1965, and

(B) is organized at the request of the State or 1 or nore
political subdivisions thereof or is requested to exercise such
power by 1 or nore political subdivisions and required by its
corporate charter and bylaws, or required by State law, to devote
any income (after paynment of expenses, debt service, and the
creation of reserves for the sane) to the purchase of additional
student | oan notes or to pay over any incone to the United
St at es.

(e) Bonds of certain volunteer fire departnents. For purposes of
this part and section 103-

(1) I'n general. A bond of a volunteer fire departnment shal
be treated as a bond of a political subdivision of a State if-

(A) such departnment is a qualified volunteer fire departnment
Wi th respect to an area within the jurisdiction of such political
subdi vi si on, and

(B) such bond is issued as part of an issue 95 percent or
nore of the net proceeds of which are to be used for the
acqui sition, construction, reconstruction, or inprovenent of a
firehouse (including |land which is functionally rel ated and
subordi nate thereto) or firetruck used or to be used by such
depart ment .

(2) Qualified volunteer fire departnment. For purposes of
this subsection, the term™"qualified volunteer fire departnent”
nmeans, with respect to a political subdivision of a State, any
or gani zat i on-

(A) which is organi zed and operated to provide firefighting
or energency nedical services of persons in an are (wthin the



j urisdiction of such political subdivision) which is not provided
Wi th any other firefighting services, and

(B) which is required (by witten agreenent) by the
political subdivision to furnish firefighting services in such
ar ea.

For purposes of subparagraph (A), other firefighting services
provided in an are shall be disregarded in determ ni ng whether an
organi zation is a qualified volunteer fire departnment if such
other firefighting services are provided by a qualified vol unteer
fire departnent (determined with the application of this
sentence) and such organi zati on and the provider of such other
servi ces have been continuously providing firefighting services
to such are since January 1, 1981.

(3) Treatnent as private activity bonds only for certain
pur poses. Bonds which are part of an issue which neets the
requi renents of paragraph (1) shall not be treated as private
activity bonds except for purposes of sections 147(f) and 149(d)

Section 151. Allowance of deductions of personal exenptions

(a) Allowance of deductions. |In the case of an individual, the
exenptions provided by this section shall be allowed as
deductions in conputing taxable incone.

(b) Taxpayer and spouse. An exenption of the exenption anount
for the taxpayer; and an additional exenption of the exenption
amount for the spouse of the taxpayer if a joint return is not
made by the taxpayer and his spouse, and if the spouse, for the
cal endar year in which the taxable year of the taxpayer begins,
has no gross incone and is not the dependent of another taxpayer.

(c) Additional exenption for dependents.

(1) I'n general. An exenption of the exenption amount for
each dependent (as defined in section 152)

(A) whose gross incone for the cal endar year in which the
t axabl e year of the taxpayer begins in | ess than the exenption
anount, or

(B) who is a child of the taxpayer and who (i) has not
attained the age of 19 at the close of the cal endar year in which
t he taxabl e year of the taxpayer begins, or (ii) is a student who
has not attained the age of 24 at the close of such cal endar
year .

(2) Exenption denied in case of certain nmarried dependents.
No exenption shall be allowed under this subsection for any
dependent who has made a joint return with his spouse under



section 6013 for the taxable year beginning in the cal endar year
in which the taxabl e year of the taxpayer begins.

(3) Child defined. For purposes of paragraph (1)(B), the
term"child" neans an individual who (within the neaning of
section 152) is a son, stepson, daughter, or stepdaughter of the
t axpayer.

(4) Student defined. For purposes of paragraph (1)(B)(ii),
the term "student” means an individual who during each of 5
cal endar nonths during the cal endar year in which the taxable
year of the taxpayer begins-

(A) is a full-tinme student at an educati onal organization
described in section 170(b) (1) (A (ii); or

(B) in pursuing a full-tinme course of institutional on-farm
training under the supervision of an accredited agent of an
educati onal organi zati on described in section 170(b)(1)(A(ii) or
of a State or political subdivision of a State.

(5) Certain incone of handi capped dependents not taken into
account .

(A) I'n general. For purposes of paragraph (1)(A), the gross
i ncone of an individual who is permanently and totally disabled
shal |l not include incone attributable to services perfornmed by
the individual at a sheltered workshop if-

(1) the availability of medical care at such workshop is the
principal reason for his presence there, and

(ii) the income arises solely fromactivities at such
wor kshop whi ch are incident to such nedical care.

(B) Sheltered workshop defined. For purposes of
subparagraph (A), the term "sheltered workshop” nmeans a school

(1) which provides special instruction or training designed
to alleviate the disability of the individual, and

(1i) which is operated by

(I') an organi zation described in section 501(c)(3) and
exenpt fromtax under section 501(a), or

(I'l) a State, a possession of the United States, any
political subdivision of any of the foregoing, the United States,
or the District of Col unbia.

(C Permanent and total disability defined. An individual
shal |l be treated as permanently and totally di sabled for purposes
of this paragraph if such individual would be so treated under
par agraph (3) of section 22(e).



(d) Exenption anpbunt. For purposes of this section-

(1) I'n general. Except as otherw se provided in this
subsection, the term "exenption anount" neans $2, 000.

(2) Exenption anmount disallowed in case of certain
dependents. In the case of an individual with respect to whom a
deducti on under this section is allowable to another taxpayer for
a taxabl e year beginning in the cal endar year in which the
i ndi vidual's taxabl e year begins, the exenption anmount applicable
to such individual for such individual's taxable year shall be
zero.

(3) Phaseout.

(A) In general. In the case of any taxpayer whose adjusted
gross income for the taxable year exceeds the threshold anount,
t he exenption anount shall be reduced by the applicable
per cent age.

(B) Applicable percentage. For purposes of subparagraph (A
, the term "applicabl e percentage" neans 2 percentage points for
each $2,500 (or fraction thereof) by which the taxpayer's
adj usted gross inconme for the taxable year exceeds the threshold

amount. In the case of a married individual filing a separate
return, the preceding sentence shall be applied by substituting
"$1, 250" for "$2,500". In the event shall the applicable

per cent age exceed 100 percent.

(© Threshold anmount. For purposes of this paragraph, the
term"threshold anount™ neans

(i) $150,000 in the case of a joint of a return or a
survi ving spouse (as defined in section 2(a)),

(i) $125,000 in the case of head of a household (as
defined in section 2(b)),

(iii) $100,000 in the case of an individual who is not
married and who is not a surviving spouse or head of a househol d,
and

(iv) $75,000 in the case of a married individual filing a
separate return

For purposes of this paragraph, marital status shall be
det ermi ned under section 7703.

(D) Coordination with other provisions. The provisions of
t hi s paragraph shall not apply for purposes of determ ning
whet her a deduction under this section with respect to any
i ndividual is allowable to another taxpayer for any taxable year.

(E) Term nation. This paragraph shall not apply to any
t axabl e year beginning after Decenber 31, 1995.



(4) Inflation adjustnents.

(A) Adjustnment to basic anobunt of exenption. In the case of
any taxabl e year beginning in a cal endar year after 1989, the
dol I ar amount contai ned in paragraph (1) shall be increased by an
amount equal to-

(1) such dollar amount, multiplied by

(i1i) the cost-of-living adjustnment determ ned under section
1(f)(3) for the cal endar year in which the taxable year begins,
by substituting "cal endar year 1988" for "cal endar year 1989" in
subpar agraph (B) thereof.

(B) Adjustnment to threshold anobunts for years after 1991. In
the case of any taxable year beginning in a cal endar year after
1991, each dollar amount contained in paragraph (3)(C) shall be
i ncreased by an amount equal to-

(1) such dollar amount, multiplied by

(i1i) the cost-of-living adjustnment determ ned under section
1(f)(3) for the cal endar year in which the taxable year begins,
by substituting "cal endar year 1990" for "calendar year 1980"

i n subpar agraph (B) thereof.



