Section 144. (Qualified small issue bond; qualified student |oan
bond; qualified redevel opnment bond

(a) Qualified small issue bond.
(1) I'n general. For purposes of this part, the term
"qualified small issue bond" neans any bond i ssued as part of an

i ssue the aggregate authorized face anount of which is $1, 000,
000 or less and 95 percent or nore of the net proceeds of which
are to be used-

(A) for the acquisition, construction, reconstruction, or
i mprovenent of |and or property of a character subject to the
al | ownance for depreciation, or

(B) to redeempart or all of a prior issue which was issued
f or purposes described in subparagraph (A), or this subparagraph.

(2) Certain prior issues taken into account. If-

(A) the proceeds of 2 or nore issues of bonds (whether or
not the issuer of each such issue is the sane) are or will be
used primarily with respect to facilities located in the sane
i ncorporated nunicipality or located in the sane county (but not
in any incorporated nunicipality).

(B) the principal user of such facilities is or will be the
sane person or 2 or nore rel ated persons, and

(© but for this paragraph, paragraph (1) (or the
corresponding provision of prior law) would apply to each such
| ssue,

t hen, for purposes of paragraph (1), in determ ning the aggregate
face amobunt of any later issue there shall be taken into account
t he aggregate face anount of tax-exenpt bonds issued under al
prior such issues and outstanding at the time of such later issue
(not including as outstanding any bond which is to be redeened
(other than in an advance refunding) fromthe net proceeds of the
| at er issue).

(3) Rel ated persons. For purposes of this subsection, a
person is a related person to another person if-

(A) the relationship between such persons would result in a
di sal | owance of |osses under section 267 or 707(b), or

(B) such persons are nenbers of the sane controlled group of
corporations (as defined in section 1563(a), except that "nore
t han 50 percent" shall be substituted for "at |east 80 percent”
each place it appears therein).

(4) $10,000,000 limt in certain cases.



(A) In general. At the election of the issuer with respect
to any issue, this subsection shall be applied-

(i) by substituting "$10, 000, 000" for "$1, 000,000 in
paragraph (1), and

(ii) in determning the aggregate face anount of such issue,
by taking into account not only the anpunt described in paragraph
(2), but also the aggregate anmount of capital expenditures with
respect to facilities described in subparagraph (B) paid or
i ncurred during the 6-year period beginning 3 years before the
date of such issue and ending 3 years after such date (and
fi nanced otherwi se than to of the proceeds of outstanding tax-
exenpt issues to which paragraph (1) (or the correspondi ng
provision of prior law) applied), as if the aggregate anount of
such capital expenditures constituted the face anmount of a prior
out st andi ng i ssue described in paragraph (2).

(B) Facilities taken into account. For purposes of
subparagraph (A)(ii), the facilities described in this
subparagraph are facilities-

(i) located in the sanme incorporated municipality or |ocated
in the sanme county (but not in any incorporated nunicipality),
and

(ii) the principal user of which is or will be the sane
person or 2 or nore rel ated persons.

For purposes of clause (i), the determ nation of whether or not
facilities are located in the sanme governnmental unit shall be
made as of the date of issue of the issue in question

(C Certain capital expenditures not taken into account. For
pur poses of subparagraph (A)(I1), any capital expenditure-

(1) to replace property destroyed or damaged by fire, storm
or other casualty, to the extent of the fair market val ue of the
property repl aced,

(ii) required by a change nade after the date of issue of
the issue in question in a Federal or State |aw or |oca
ordi nance of general application or required by a change nade
after such date in rules and regul ati ons of general application
i ssued under such a | aw or ordi nance.

(ti1) required by circunmstances which could not be
reasonably foreseen on such date of issue or arising out of a
m stake of |aw or fact (but the aggregate anount of expenditures
not taken into account under this clause with respect to any
i ssue shall not exceed $1, 000, 000), or

(iv) described in clause (i) or (ii) of section 41(b)(2)(A)
for which a deduction was all owed under section 174(a),



shall not be taken into account.

(D) Limtation of |oss of tax exenption. 1In applying
subparagraph (A)(ii) with respect to capital expenditures made
after the date of any issue, not bond issued as a part of such
| ssue shall cease to be treated as a qualified small issue bond
by reason of any such expenditure for any period before the date
on which such expenditure is paid or incurred.

(E) Certain refinancing issues. 1In the case of any issue
descri bed in paragraph (1)(B), an election may be made under
subparagraph (A) of this paragraph only if all of the prior
| ssues being redeened are issues to which paragraph (1) (or the
correspondi ng provision of prior |law) applied. 1In applying
subparagraph (A)(ii) with respect to such a refinancing issue,
capital expenditures shall be taken into account only for
pur poses of determ ning whether the prior issues being redeened
qualified (and woul d have continued to qualify) under paragraph
(1) (or the correspondi ng provision of prior |aw).

(F) Aggregate amobunt of capital expenditures where there is
ur ban devel opnent action grant. |[If the case of any issue 95
percent or nore of the net proceeds of which are to be used to
provide facilities with respect to which an urban devel opnent
action grant has been nade under section 119 of the Housing and
Conmuni ty Devel opnment Act of 1974, capital expenditures of not to
exceed $10, 000, 000 shall not be taken into account for purposes
of appl yi ng subparagraph (A) (ii).

(5) Issues for residential purposes. This subsection shal
not apply to any bond issued as part of an issue 5 percent or
nore of the net proceeds of which are to be used directly or
indirectly to provide residential real property for famly units.

_ (6) Limtations on treatnment of bonds as part of the sanme
| ssue.

(A) I'n general. For purposes of this subsection, separate
| ot s of bonds which (but for this subparagraph) would be treated
as part of the same issue shall be treated as separate issues
unl ess the proceeds of such lots are to be used with respect to 2
or nore facilities-

(i) which are located in nore than 1 State, or

(i1i) which have, or will have, as the sane principal user
t he same person or related persons.

(B) Franchises. For purposes of subparagraph (A), a person
(ot her than a governnental unit) shall be considered a principa
user of a facility if such person (or a group of rel ated persons
whi ch i ncl udes such person) -

(1) guarantees, arranges, participates in, or assists with
t he i ssuance (or pays any portion of the cost of issuance) of any



bond the proceeds of which are to be used to finance or refinance
such facility, and

(ii) provides any property, or any franchise, tradenmark, or
trade name (within the nmeaning of section 1253), which is to be
used in connection with such facility.

(7) Subsection not to apply if bonds issued with certain
ot her tax-exenpt bonds. This subsection shall not apply to any
bond i ssued as part of an issue (other than an issue to which
paragraph (4) applies) if the interest on any other bond which is
part of such issue is excluded fromgross incone under any
provi sion of |aw other than this subsection.

(8) Restrictions on financing certain facilities. This
subsection shall not apply to an issue if-

(A) nmore than 25 percent of the net proceeds of the issue
are to be used to provide a facility the primary purpose of which
is one of the following: retail food and beverage services,
aut onobi |l e sal es or service, or the provision of recreation or
entertai nment; or

(B) any portion of the proceeds of the issue is to be used
to provide the followi ng: any private or commercial golf course,
country club, massage parlor, tennis club, skating facility
(including roller skating, skateboard, and ice skating), racquet
sports facility (including any handball or racquetball court),
hot tub facility, suntan facility, or racetrack.

(9) Aggregation of issues with respect to single project.
For purposes of this subsection, 2 or nore issues part or all of
the net proceeds of which are to be used with respect to a single
bui | di ng, an encl osed shopping mall, or a strip of offices,
stores, or warehouses using substantial common facilities shal
be treated as 1 issue (and any person who is a principal user
Wi th respect to any of such issues shall be treated as a
principal user with respect to the aggregated issue).

(10) Aggregate limt per taxpayer.

(A) I'n general. This subsection shall not apply to any
i ssue if the aggregate authorized face anount of such issue
all ocated to any test-period beneficiary (when increased by the
out st andi ng tax-exenpt facility-related bonds of such
beneficiary) exceeds $40, 000, 000.

(B) Qutstanding tax-exenpt facility-rel ated bonds.

(i) I'n general. For purposes of applying subparagraph (A
Wi th respect to any issue, the outstanding tax-exenpt facility-
rel ated bonds of any person who is a test-period beneficiary with
respect to such issue is the aggregate anmount of tax-exenpt bonds
referred to in clause (ii)



(I') which are allocated to such beneficiary, and

(I'l) which are outstanding at the tine of such |ater issue
(not including as outstanding any bond which is to be redeened
(other than in an advance refunding) fromthe net proceeds of the
| at er issue).

(ii) Bonds taken into account. For purposes of clause (i),
the bonds referred to in this clause are-

(1) exenpt facility bonds, qualified small issue bonds, and
qual i fi ed redevel opment bonds, and

(I'1) industrial devel opnent bonds (as defined in section 103
(b)(2), as if effect on the day before the date of the enactnment
of the Tax Reform Act of 1986) to which section 141(a) does not

apply.
(C Allocation of face anbunt of issue.

(i) I'n general. Except as otherw se provided in
regul ations, the portion of the face anmpbunt of an issue allocated
to any test-period beneficiary of a facility financed by the
proceeds of such issue (other than an owner of such facility) is
an anount which bears the sane relationship to the entire face
amount of such issue as the portion of such facility used by such
beneficiary bears to the entire facility.

(ii) Omers. Except as otherw se provided in regul ations,
the portion of the face anmount of an issue allocated to any test-
period beneficiary who is an owner of a facility financed by the
proceeds of such issue is an anmount which bears the sane
relationship to the entire fact anobunt of such issue as the
portion of such facility owned by such beneficiary bears to the
entire facility.

(D) Test-period beneficiary. For purposes of this
par agr aph, except as provided in regulations, the term"test-
peri od beneficiary” neans any person who is an owner or a
principal user of facilities being financed by the issue at any
tinme during the 3-year period beginning on the later of-

(1) the date such facilities were placed in service, or

(i1i) the date of issue.

(E) Treatnent of related persons. For purposes of this
paragraph, all persons who are related (within the neaning of
paragraph (3)) to each other shall be treated as 1 person.

(11) Limtation on acquisition of depreciable farm property.

(A) I'n general. This subsection shall not apply to any

issue if nmore than $250, 000 of the net proceeds of such issue are
to be used to provide depreciable farmproperty with respect to



whi ch the principal user is or will be the sanme person or 2 or
nore rel ated persons.

(B) Depreciable farm property. For purposes of this
paragraph, the term "depreciable farm property" means property of
a character subject to allowance for depreciation which is to be
used in a trade or business of farm ng.

(C Prior issues taken into account. In determning the
amount of proceeds of an issue to be used as described in
subparagraph (A), there shall be taken into account the aggregate
amount of each prior issue to which paragraph (1) (or the
correspondi ng provisions of prior |law applied which were or w |
be so used.

(12) Term nation dates.
(A) I'n general. This subsection shall not apply to

(1) any bond (other than a bond described in clause (ii))
i ssued after Decenber 31, 1986, or

(ii) any bond (or series of bonds) issued to refund a bond
i ssued on or before such date unl ess-

(I') 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,

(I'l1) the amount of the refunding bond does not exceed the
out st andi ng anount of the refunded bond, and

(I'11) the net proceeds of the refunding bond are used to
redeem the refunded bond not |ater than 90 days after the date of
t he i ssuance of the refunding bond.

For purposes of clause (ii)(1), average maturity shall be
determ ned in accordance with section 147(b)(2)(A).

(B) Bonds issued to finance manufacturing facilities and
farm property. In the case of any bond issued as part of an issue
95 percent or nore of the net proceeds of which are to be used to
provi de-

(1) any manufacturing facility, or

(ii) any land or property in accordance with section 147(c)

(2),

subparagraph (A) shall be applied by substituting "June 30, 1992"
for "Decenber 31, 1986"

(C© Manufacturing facility. For purposes of this paragraph,
the term"manufacturing facility” nmeans any facility which is
used in the manufacturing or production of tangi ble person



property (including the processing resulting in a change in the
condi tion of such property). A rule simlar to the rule of
section 142(b)(2) shall apply for purposes of the preceding
sentence. For purposes of the 1st sentence of this subparagraph,
the term"manufacturing facility” includes facilities which are
directly related and ancillary to a manufacturing facility
(determ ned without regard to this sentence) if-

(1) such facilities are | ocated on the sanme site as the
manuf acturing facility, and

(ii) not nore than 25 percent of the net proceeds of the
| ssue are used to provide such facilities.

(b) Qualified student | oan bond. For purposes of this part-

(1) I'n general. The term"qualified student |oan bond"
means any bond issued as part of an issue the applicable
percentage or nore of the net proceeds of which are to be used
directly or indirectly to make or finance student | oans under-

(A) a program of general application to which the Hi gher
Educati on act of 1965 applies if-

(i) limtations are inposed under the program on-

(1) the maxi mum anmount of | oans outstanding to any student,
and

(I'1) the maximumrate of interest payable on any | oan,

(ii) the loans are directly or indirectly guaranteed by the
Federal Governnent,

(tii1) the financing of |oans under the programis not
limted by Federal law to the proceeds of tax-exenpt bonds, and

(iv) special allowance paynments under section 438 of the
Hi gher Education Act of 1965

(I') are authorized to be paid with respect to | oans nade
under the program or

(I'1) would be authorized to be nade with respect to | oans
under the programif such | oans were not financed with the
proceeds of tax-exenpt bonds, or

(B) a program of general application approved by the State
i f no | oan under such program exceeds the difference between the
total cost of attendance and other forms of student assistance
(not including | oans pursuant to section 428B(a)(1) of the Hi gher
Education Act of 1965 (relating to parent |oans) or subpart | of
part C of title VII of the Public Health Service Act (relating to
st udent assistance)) for which the student borrower may be



eligible. A programshall not be treated as described in this
subparagraph is such programis described in subparagraph (A).

A bond shall not be treated as a qualified student |oan bond if
the issue of which such bond is part neets the private business
tests of paragraphs (1) and (2) of section 141(b) (determ ned by
treating 501(c)(3) organizations as governnental units with
respect to their activities which do not constitute unrel ated
trades or businesses, determ ned by applying section 513(a)).

(2) Applicable percentage. For purposes of paragraph (1),
the item "applicabl e percentage” neans-

(A) 90 percent in the case of the program described in
paragraph (1)(A), and

(B) 95 percent in the case of the program described in
par agraph (1) (B)

(3) Student borrowers nmust be residents of issuing State,
etc. A student loan shall be treated as bei ng made or fi nanced
under a program described in paragraph (1) with respect to an
i ssue only if the student is-

(A) a resident of the State from which the vol une cap under
section 146 for such |oan was derived, or

(B) enrolled at an educational institution located in such
St at e.

(4) Discrimnation on basis of school |ocation not
permtted. A programshall not be treated as described in
paragraph (1)(A) if such programdiscrimnates on the basis of
the location (in the United States) of the educati onal
institution in which the student is enrolled.

(c) Qualified redevel opnent bond. For purposes of this part-

(1) I'n general. The term "qualified redevel opnment bond"
means any bond issued as part of an issue 95 percent or nore of
t he net proceeds of which are to be used for 1 or nore
redevel opnent purposes in any designated blighted area.

(2) Additional requirenments. A bond shall not be treated as
a qualified redevel opnment bond unl ess-

(A) the issue described in paragraph (1) is issued pursuant
t o-

(i) a State |law which authorizes the issuance of such bonds
f or redevel opnent purposes in blighted areas, and

(1i) a redevel opnent plan which is adopted before such
| ssuance by the governing body described in paragraph (4)(A) wth
respect to the designated blighted area,



(B)(i) the paynent of the principal and interest on such
issue is primarily secured by taxes of general applicability
| nposes by a general purpose governnental unit, or

(ii) any increase in real property tax revenues
(attributable to increases in assessed value) by reason of the
carrying out of such purposes in such area is reserved
exclusively for debt service on such issue (and simlar issues)
to the extent such increase does not exceed such debt service,

(C each interest in real property located in such area

(i) which is acquired by a governnental unit with the
proceeds of the issue, and

(ii) which is transferred to a person other than a
governnmental unit, is transferred for fair market val ue,

(D) the financed are with respect to such issue neets the no
addi tional charge requirenents of paragraph (5), and

(E) the use of the proceeds of the issue neets the
requi renents of paragraph (6).

(3) Redevel opnment purposes. For purposes of paragraph (1)-

(A) I'n general. The term "redevel opnent purposes” neans,
Wi th respect to any designated blighted area-

(i) the acquisition (by a governnmental unit having the power
to exercise enm nent donmain) of real property located in such
ar ea,

(ii) the clearing and preparation of redevel opnment of |and
i n such area which was acquired by such governnental unit,

(tii1) the rehabilitation of real property located is such
area whi ch was acquired by such governnental unit, and

(iv) the relocation of occupants of such real property.

(B) New construction not permtted. The term "redevel opnent
pur poses” does not include the construction (other than the
rehabilitation) of any property or the enlargenent of an existing
bui | di ng.

(4) Designated blighted area. For purposes of this
subsecti on-

(A) In general. The term "designated blighted area” neans
any blighted area designated by the governing body of a |ocal
general purpose governnental unit in the jurisdiction of which
such area is |ocated.



(B) Blighted area. The term"blighted area” neans any area
whi ch t he governing body described in subparagraph (A) determ nes
to be a blighted area on the basis of the substantial presence of
factors such as excessive vacant |and on which structures were
previously | ocated, abandoned or vacant buil di ngs, substandard
structures, vacancies, and delingquencies in paynent of real
property taxes.

(C) Designated areas may not exceed 20 percent of tota
assessed val ue of real property in government's jurisdiction.

(1) I'n general. An area may be designated by a governnent al
unit as a blighted area only if the designation percentage with
respect to such area, when added to the designation percentages
of all other designated blighted areas within the jurisdiction of
such governnental unit, does not exceed 20 percent.

(1i) Designation percentage. For purposes of this
subpar agraph, the term "designati on percentage"” neans, wth
respect to any area, the percentage (determ ned at the tine such
area i s designated) which the assessed val ue of real property
| ocated in such area is of the total assessed value of all rea
property located within the jurisdiction of the governnmental unit
whi ch desi gnated such area.

(1i1) Exception where bonds not outstanding. The
desi gnati on percentage of a previously designated blighted area
shal |l not be taken into account under clause (i) if no qualified
redevel opnent bond (or simlar bond) is or will be outstanding
Wi th respect to such area.

(D) M ni mum desi gnat ed ar ea.

(1) I'n general. Except as provided in clause (ii), an area
shall not be treated as a designated blighted area for purposes
of this subsection unless such area is contiguous and conpact and
its area equals or exceeds 100 acres.

(i1i) 10-acre minimumin certain cases. Cause (i) shall be
applied by substituting "10 acres” for "100 acres” if not nore
t han 25 percent of the financed area is to be provided (pursuant
to the issue and all other such issues) to 1 person. for
pur poses of the preceding sentence, all related persons (as
defined in subsection (a)(3)) shall be treated as 1 person. for
pur poses of this clause, an area provided to a devel oper on a
short-terminterimbasis shall not be treated as provided to such
devel oper.

(5) No additional charge requirenents. The financed area
Wi th respect to any issue neets the requirenents of this
paragraph if, while any bond which is part of such issue is
out st andi ng-

(A) no owner or user of property located in the financed
area is subject to a charge or fee which simlarly situated



owners or users of conparable property | ocated outside such area
are not subject, and

(B) the assessnent nethod or rate of real property taxes

Wi th respect to property located in the financed area does not
differ fromthe assessnent nethod or rate of real property taxes
Wi th respect to conparable property |ocated outside such area.

For purposes of the preceding sentence, the term "conparable
property” means property which is of the same type as the
property to which it is being conpared and which is | ocated
Wi thin the jurisdiction of the designating governnental unit.

(6) Use of proceeds requirenents. The use of the proceeds
of an issue neets the requirenents of this paragraph if-

(A) not nore than 25 percent of the net proceeds of such
i ssue are to be used to provide (including the provision of |and
for) facilities described in subsection (a)(8) or section 147(e)
, and

(B) no portion of the proceeds of such issue is to be used
to provide (including the provision of land for) any private or
conmmerci al golf course, country club, massage parlor, hot tub
facility, suntan facility, racetrack or other facility used for
ganbling, or any store the principal business of which is the
sal e of al coholic beverages for consunption off prem ses.

(7) Financed area. For purposes of this subsection, the
term"financed area" nmeans, with respect to any issue, the
portion of the designated blighted area with respect to which the
proceeds of such issue are to be used.

(8) Restriction on acquisition of land not to apply. Section
147(c) (other than paragraphs (1)(B) and (2) thereof) shall not
apply to any qualified redevel opnent bond.

Section 145. Qualified 501(c)(3) bond

(a) In general. For purposes of this part, except as otherw se
provided in this section, the term"qualified 501(c)(3) bond"
means any private activity bond issued as part of an issue if-

(1) all property which is to be provided by the net proceeds
of the issue is to be owned by a 501(c)(3) organi zation or a
governnmental unit, and

(2) such bond would not be a private activity bond if-

(A) 501(c)(3) organizations were treated as governnent al
units with respect to their activities which do not constitute
unrel ated trades or businesses, determ ned by applying section
513(a), and



(B) paragraphs (1) and (2) of section 141(b) were applied by
substituting "5 percent” for "10 percent” each place it appears
and by substituting "net proceeds” for "proceeds" each place it
appears.

(b) $150, 000,000 Iimtation on bonds other than hospital bonds.

(1) I'n general. A bond (other than a qualified hospital
bond) shall no be treated as a qualified 501(c)(3) bond if the
aggregate authorized face anmount of the issue (of which such bond
is a part) allocated to any 501(c)(3) organization which is a
test-period beneficiary (when increased by the outstanding tax-
exenpt nonhospital bonds of such organization) exceeds $150, 000,
000.

(2) Qutstanding tax-exenpt nonhospital bonds.

(A) I'n general. For purposes of applying paragraph (1) with
respect to any issue, the outstandi ng tax-exenpt nonhospital
bonds of any organi zation which is a test-period beneficiary with
respect to such issue is the aggregate anmount of tax-exenpt bonds
referred to in subparagraph (B)-

(i) which are allocated to such organi zation, and

(1i) which are outstanding at the tine of such |ater issue
(not including as outstanding any bond which is to be redeened
(other than in an advance refunding) fromthe net proceeds of the
| at er issue).

(B) Bonds taken into account. For purposes of subparagraph
(A), the bonds referred to in this subparagraph are-

(1) any qualified 501(c)(3) bond other than a qualified
hospi tal bond, and

(1i) any bond to which section 141(a) does not apply if-

(1) such bond woul d have been an industrial devel opnent bond
(as defined in section 103(b)(2), as in effect on the day before
the date of the enactnment of the Tax Reform Act of 1986) if 501
(c)(3) organizations were not exenpt persons, and

(I'l) such bond was not described in paragraph (4), (5), or
(6) of such section 103(b) (as in effect on the date such bond
was i ssued).

(C© Only nonhospital portion of bonds taken into account.

(i) I'n general. A bond shall be taken into account under
subparagraph (B) only to the extent that the proceeds of the
I ssue of which such bond is a part are not used with respect to a
hospi t al



(ii) Special rule. If 90 percent or nore of the net
proceeds of an issue are used wth respect to a hospital, no bond
which is part of such issue shall be taken into account under
subparagraph (B) (ii).

(3) Aggregation rule. For purposes of this subsection, 2 or
nore organi zati ons under comon managenent or control shall be
treated as 1 organization.

(4) Allocation of face anmount of issue; test-period
beneficiary. Rules simlar to the rules of subparagraphs (O
(D), and (E) of section 144(a)(10) shall apply for purposes of
this subsection

(c) Qualified hospital bond. For purposes of this section, the
term"qualified hospital bond" neans any bond issued as part of
an issue 95 percent or nore of the net proceeds of which are to
be used with respect to a hospital.

(d) Restrictions on bonds used to provide residential rental
housing for famly units.

(1) I'n general. Except as otherw se provided in this
subsection, a bond which is part of an issue shall not be
qualified 501(c)(3) bond if any portion of the net proceeds of
the issue are to be used directly or indirectly to provide
residential rental property for famly units.

(2) Exception for bonds used to provide qualified
residential rental projects. Paragraph (1) shall not apply to
any bond issued as part of an issue if the portion of such issue
which is to be used as described in paragraph (1) is to be used
to provide-

(A) a residential rental property for famly units if the
first use of such property is pursuant to such issue,

(B) qualified residential rental projects (as defined in
section 142(d)), or

(C) property which is to be substantially rehabilitated in a
rehabilitation beginning within the 2-year period ending 1 year
after the date of the acquisition of such property.

(3) Certain property treated as new property. Solely for
pur poses of determ ning under paragraph (2)(A) whether the 1st
use of property is pursuant to tax-exenpt financing-

(A In general. |If-

(i) the 1st use of property is pursuant to taxable
fi nanci ng,

(ii) there was a reasonabl e expectation (at the time such



t axabl e financing was provided) that such financing woul d be
repl aced by tax-exenpt financing, and

(i) the taxable financing is in fact so replaced within a
reasonabl e period after the taxable financing was provided.

then the 1st use of such property shall be treated as being
pursuant to the tax-exenpt financing.

(B) Special rule where no operating state or |ocal program
for tax-exenpt financing. |If, at the time of the 1lst use of
property, there was no operating State or |ocal programfor tax-
exenpt financing of the property, the 1st use of the property
shal |l be treated as pursuant to the 1st tax-exenpt financing of
t he property.

(C) Definitions. For purposes of this paragraph-

(i) Tax-exenpt financing. The term "tax-exenpt financing"
means financing provided by tax-exenpt bonds.

(1i) Taxable financing. The term "taxable financing” neans
financi ng which is not tax-exenpt financing.

(4) Substantial rehabilitation.

(A) I'n general. Except as provided in subparagraph (B)
rules simlar to the rules of section 47(c)(1)(C shall apply in
determ ni ng for purposes of paragraph (2)(C) whether property is
substantially rehabilitated.

(B) Exception. For purposes of subparagraph (A), clause
(ii) of section 47(c)(1)(C (i) shall not apply, but the Secretary
may extend the 24-nonth period in section 46(c)(1)(C (i) where
appropriate due to circunstances not within the control of the
owner .

(e) Election out. This section shall not apply to an issue if-

(1) the issuer elects not to have this section apply to such
i ssue, and

(2) such issue is an issue of exenpt facility bonds, or
qual i fi ed redevel opment bonds, to which section 146 applies.

Section 146. Vol unme cap

(a) General rule. A private activity bond issued as part of an

i ssue neets the requirenents of this section if the aggregate
face ampbunt of the private activity bonds issued pursuant to such
I ssue, when added to the aggregate face anmpunt of tax-exenpt
private activity bonds previously issued by the issuing authority
during the cal endar year, does not exceed such authority's vol une
cap for such cal endar year.



(b) Volume cap for State agencies. For purposes of this section-

(1) I'n general. The volune cap for any agency of the State
aut hori zed to issue tax-exenpt private activity bonds for any
cal endar year shall be 50 percent of the State ceiling for such
cal endar year.

(2) Special rule where State has nore than 1 agency of the
State is authorized to issue tax-exenpt private activity bonds,
all such agencies shall be treated as a single agency.

(c) Volume cap for other issuers. For purposes of this section-

(1) I'n general. The volune cap for any issuing authority
(other than a State agency)) for any cal endar year shall be an
amount whi ch bears the sanme ratio to 50 percent of the State
ceiling for such cal endar year as-

(A) the population of the jurisdiction of such issuing
aut hority, bears to

(B) the population of the entire State.

(2) Overlapping jurisdictions. For purposes of paragraph
(1)(A), if an area is within the jurisdiction of 2 or nore
governnmental units, such area shall be treated as only within the
jurisdiction of the unit having jurisdiction over the snall est
geogr aphi cal area unl ess such unit agrees to surrender all or
part of such jurisdiction for such cal endar year to the unit with
over | appi ng jurisdiction which has the next small est geographi cal
ar ea.

(d) State ceiling. For purposes of this section-

(1) I'n general. The State ceiling applicable to any State
for any cal endar year shall be the greater of-

(A) an anount equal to $75 multiplied by the State
popul ation, or

(B) $250, 000, 000.

Subparagraph (B) shall not apply to any possession of the United
St at es.

(2) Adjustnment after 1987. |In the case of cal endar years
after 1987, paragraph (1) shall be applied by substituting-

(A) "$50" for "$75", and
(B) "$150, 000, 000" for "$250, 000, 000".

(3) Special rule for States with constitutional hone rule
cities. For purposes of this section-



(A) In general. The volune cap for any constitutional hone
rule city for any cal endar year shall be determ ned under
paragraph (1) of subsection (c) by substituting "100 percent” for
"50 percent".

(B) Coordination with other allocations. In the case of any
State which contains 1 or nore constitutional home rule cities,
f or purposes of applying subsections (b) and (c) with respect to
I ssuing authorities in such State other than constitutional hone
rule cities, the State ceiling for any cal endar year shall be
reduced by the aggregate volune caps determ ned for such year for
all constitutional hone rule cities in such State.

(C Constitutional home rule city. For purposes of this
section, the term"constitutional honme rule city" nmeans, wth
respect to any cal endar year, any political subdivision of a
State which, under a State constitution which was adopted in 1970
and effective on July 1, 1971, had honme rul e powers on the 1st
day of the cal endar year.

(4) Special rule for possessions with popul ations of |ess
t han the popul ation of the |east popul ous State.

(A) In general. [If the population of any possession of the
United States for any cal endar year is | ess than the popul ation
of the | ease popul ous State (other than a possession) for such
cal endar year, the Iimtation under paragraph (1)(A) shall not be
| ess than the anpunt determ ned under subparagraph (B) for such
cal endar year.

(B) Limtation. The limtation determ ned under this
subparagraph, with respect to a possession, for any cal endar year
is an anount equal to the product of

(1) the fraction-

(1) the nunerator of which is the anount applicabl e under
paragraph (1)(B) for such cal endar year, and

(I'l) the denom nator of which is the State popul ati on of the
| east popul ous State (other than a possession) for such cal endar
year, and

(1i) the popul ation of such possession for such cal endar
year .

(e) State may provide for different allocation. For purposes of
this section-

(1) I'n general. Except as provided in paragraph (3), a
State may, by law provide a different formula for allocating the
State ceiling anong the governnmental units (or other authorities)
in such State having authority to issue tax-exenpt private
activity bonds.



(2) Interimauthority for governor.

(A) In general. Except as otherw se provided in paragraph
(3), the Governor of any State may proclaima different fornula
for allocating the State ceiling anong the governnental units (or
ot her authorities) in such State having authority to issue
private activity bonds.

(B) Termination of authority. The authority provided in
subparagraph (A) shall not apply to bonds issued after the
earlier of-

(1) the last day of the 1st cal endar year after 1986 during
whi ch the legislature of the State net in regular session, or

(i1i) the effective date of any State legislation with
respect to the allocation of the State ceiling.

(3) State may not alter allocation to constitutional hone
rule cities. Except as otherwi se provided in a State
constitutional amendnent (or |aw changing the honme rul e provision
adopted in the nmanner provided by the State constitution), the
aut hority provided in this subsection shall not apply to that
portion of the State ceiling which is allocated to any
constitutional home rule city in the State unless such city
agrees to such different allocation.

(f) Elective carryforward of unused limtation for specified
pur pose.

(1) I'n general. |If-

(A) an issuing authority's volune cap for any cal endar year
after 1985, exceeds

(B) the aggregate anount of tax-exenpt private activity
bonds i ssued during such cal endar year by such authority,

such authority nmay elect to treat all (or any portion) of such
excess as a carryforward for 1 or nore carryforward purposes.

(2) Election must identify purpose. 1In any election under
paragraph (1), the issuing authority shall -

(A) identify the purpose for which the carryforward is
el ected, and

(B) specify the portion of the excess described in paragraph
(1) which is to be a carryforward for each such purpose.

(3) Use of carryforward.

(A) In general. |If any issuing authority elects a
carryforward under paragraph (1) with respect to any carryforward



pur pose, any private activity bonds issued by such authority

Wi th respect to such purpose during the 3 cal endar years

foll owi ng the cal endar year in which the carryforward arose shal
not be taken into account under subsection (a) to the extent the
amount of such bonds does not exceed the anmpbunt of the
carryforward el ected for such purpose.

(B) Order in which carryforward used. Carryforwards el ected
Wi th respect to any purpose shall be used in the order of the
cal endar years in which they arose.

(4) Election. Any election under this paragraph (and any
identification or specification contained therein), once nade,
shal | be irrevocabl e.

(5) Carryforward purpose. The term "carryforward purpose”
means-

(A) the purpose of issuing exenpt facility bonds descri bed
in 1 of the paragraphs of section 142(a),

(B) the purpose of issuing qualified nortgage bonds or
nortgage credit certificates,

(C the purpose of issuing qualified student |oan bonds, and
(D) the purpose of issuing qualified redevel opnment bonds.

(g) Exception for certain bonds. Only for purposes of this
section, the term"private activity bond" shall not include-

(1) any qualified veterans' nortgage bond,
(2) any qualified 501(c)(3) bond,

(3) any exenpt facility bond issued as part of an issue
described in paragraph (1) or (2) of section 142(a) (relating to
hi gh-speed intercity rail facilities).

(4) 75 percent of any facility bond issued as part of an
| ssue described in paragraph (11) of section 142(a) (relating to
hi gh-speed intercity rail facilities).

(h) Exception for governnent-owned solid waste disposa
facilities.

(1) I'n general. Only for purposes of this section, the term
"private activity bond" shall not include any exenpt facility
bond described in section 142(a)(6) which is issued as part of an
issue if all of the property to be financed by the net proceeds
of such issue is to be owned by a governnental unit.

(2) Safe harbor for determ nation of governnment ownership.
In determ ning ownership for purposes of paragraph (1), section
142(b) (1) (B) shall apply, except that a | ease termshall be



treated as satisfying clause (ii) thereof if it is not nore than
20 years.

(i) Treatnent of refunding issues. For purposes of the volune
cap i nposed by this section-

(1) I'n general. The term"private activity bond" shall not
i ncl ude any bond which is issued to refund anot her bond to the
extent that the ambunt of such bond does not exceed the
out st andi ng anount of the refunded bond.

(2) Special rules for student |oan bonds. |In the case of
any qualified student |oan bond, paragraph (1) shall apply only
if the maturity date of the refunding bond is not later than the
| ater of -

(A) the average maturity date of the qualified student | oan
bonds to be refunded by the issue of which the refunding bond is
a part, or

(B) the date 17 years after the date on which the refunded
bond was issued (or in the case of a series of refundings, the
date on which the original bond was issued).

(3) Special rules for qualified nortgage bonds. In the case
of any qualified nortgage bond, paragraph (1) shall apply only if
the maturity date of the refunding bond is not later than the
| at er of -

(A) the average maturity date of the qualified nortgage
bonds to be refunded by the issue of which the refunding bond is
a part, or

(B) the date 32 years after the date on which the refunded
bond was issued (or in the case of a series of refundings, the
date on which the original bond was issued).

(4) Average maturity. For purposes of paragraphs (2) and
(3), average maturity shall be determ ned in accordance with
section 147(b)(2) (A).

(5) Exception for advance refunding. This subsection shal
not apply to any bond issued to advance refund anot her bond.

(j) Population. For purposes of this section, determnations of
t he popul ation of any State (or issuing authority) shall be made
Wi th respect to any cal endar year on the basis of the npst recent
census estinmate of the resident population of such State (or

i ssuing authority) rel eased by the Bureau of Census before the
begi nni ng of such cal endar year.

(k) Facility nust be located within State.

(1) I'n general. Except as provided in paragraphs (2) and
(3), no portion of the State ceiling applicable to any State for



any cal endar year may be used with respect to financing for a
facility | ocated outside such State.

(2) Exception for certain facilities where state will get
proportionate share benefits. Paragraph (1) shall not apply to
any exenpt facility bond described in paragraph (4), (5), (6), or
(10) of section 142(a) if the issuer establishes that the State's
share of the use of the facility (or its output) will equal or
exceed the State's share of the private activity bonds issued to
finance the facility.

(3) Treatnent of governnental bonds to which vol une cap
al |l ocated. Paragraph (1) shall not apply to any bond to which
vol unme cap is allocated under section 141(b)(5)-

(A) for an output facility, or

(B) for a facility of a type described in paragraph (4), (5)
, (6), or (10) of section 142(a),

if the issuer establishes that the State's share of the private
busi ness use (as defined by section 141(b)(6)) of the facility

Wi | | equal or exceed the State's share of the volume cap

all ocated with respect to bonds issued to finance the facility.

(i) Treatnent of refunding issues. For purposes of the volune
cap i nposes by this section-

(1) I'n general. The term"private activity bond" shall not
i ncl ude any bond which is issued to refund anot her bond to the
extent that the amount of such bond does not exceed the
out st andi ng anount of the refunded bond.

(2) Special rules for student |oan bonds. In the case of
any qualified student |oan bond, paragraph (1) shall apply only
if the maturity date of the refunding bond is not later than the
| at er of -

(A) the average maturity date of the qualified student | oan
bonds to be refunded by the issue of which the refunding bond is
a part, or

(B) the date 17 years after the date on which the refunded
bond was issued (or in the case of a series of refundings, the
date on which the original bond was issued).

(3) Special rules for qualified nortgage bonds. In the case
of any qualified nortgage bond, paragraph (1) shall apply only if
the maturity date of the refunding bond is not later than the
| at er of -

(A) the average maturity date of the qualified nortgage
bonds to be refunded by the issue of which the refunding bond is
a part, or



(B) the date 32 years after the date on which the refunded
bond was issued (or in the case of a series of refundings, the
date on which the original bond was issued).

(4) Average maturity. For purposes of paragraphs (2) and
(3), average maturity shall be determ ned in accordance with
section 147(b)(2) (A).

(5) Exception for advance refunding. This subsection shal
not apply to any bond i ssued to advance refund anot her bond.

(j) Popul ation. For purposes of this section, determnations of
t he popul ation of any State (or issuing authority) shall be made
Wi th respect to any cal endar year on the basis of the npbst recent
census estinmate of the resident population of such State (or

i ssuing authority) rel eased by the Bureau of Census before the
begi nni ng of such cal endar year.

(k) Facility nust be located within State.

(1) I'n general. Except as provided in paragraphs (2) and
(3), no portion of the State ceiling applicable to any State for
any cal endar year may be used with respect to financing for a
facility | ocated outside such State.

(2) Exception for certain facilities where state will get
proportionate share of benefits. Paragraph (1) shall not apply
to any exenpt facility bond described in paragraph (4), (5), (6)
, or (10) of section 142(a) if the issuer establishes that the
State's share of the use of the facility (or its output) wll
equal or exceed the State's share of the private activity bonds
i ssued to finance the facility.

(3) Treatnent of governnental bonds to which vol une cap
al | ocat ed.

Paragraph (1) shall not apply to any bond to which volune cap is
al | ocat ed under section 141(b)(5)-

(A) for an output facility, or

(B) for a facility of a type described in paragraph (4), (5)
, (6), or (10) of section 142(a),

if the issuer establishes that the state's share of the private
busi ness use (as defined by section 141(b)(6)) of the facility

Wi | | equal or exceed the State's share of the volume cap

all ocated with respect to bonds issued to finance the facility.

(1) Issuer of qualified scholarship funding bonds. 1In the case
of a qualified scholarship funding bond, such bond shall be
treated for purposes of this section as issued by a State or

| ocal issuing authority (whichever is appropriate).



(m Treatnent of anounts allocated to private activity portion of
gover nnment use bonds.

(1) I'n general. The volune cap of an issuer shall be
reduced by the anmpbunt allocated by the issuer to an issue under
section 141(b)(5).

(2) Advance refundi ngs. Except as otherw se provided by the
Secretary, any advance refunding of any part of an issue to which
an anount was all ocated under section 141(b)(5) (or would have
been allocated if such section applied to such issue) shall be
taken into account under this section to the extent of the anmount
of the volune cap which was (or woul d have been) so all ocated.

(n) Reduction for nortgage credit certificates, etc. The vol une
cap of any issuing authority for any cal endar year shall be
reduced by the sum of -

(1) the anount qualified nortgage bonds which such authority
el ects not to issue under section 25(c)(2)(A)(ii) during such
year, plus

(2) the anpbunt of any reduction is such ceiling under
section 25(f) applicable to such authority for such year.



