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SPONSOR STATEMENT 
HB's: 102,103,104,105,106,107,108

The proposed package of seven bills enacts a major cleanup of nearly 30 inactive 
accoun ts from State Statutes. The legislation clearly reflects the mission of 
bringing about a "smaller, smarter" government through careful scrutiny of 
inefficient and unnecessary administrative functions.

During the past year, investigation by Representative Martin, the past Chairman 
of the Legislative Budget and Audit Committee, revealed that a large number of 
special accounts, established through the legislative process over the last thirty 
years, have been completely inactive since their creation.

Prior to introducing these bills, Co-Chair Therriault and Representative Martin 
contacted agencies responsible for the funds to insure their deletion would not be 
problematic. Without exception, the departments supported the elimination of 
the inactive accounts contained in these bills. In fact, it was discovered that in 
some cases, the departments were unaware of the accounts' existence.

A cooperative effort continued with the Administration, specifically the Office of 
M anagement and Budget, to develop a package of bills to repeal the non- 
operative statutes from the accounting process. In some cases, legislation does 
not actually repeal statutes, but rather changes the language to read "Program" 
rather than "Fund", in order to retain the integrity of a program w ithout 
maintaining a separate account.

This package of bills does not impede the intent of or appropriation to any 
existing program, but rather is a series of housekeeping measures designed to 
save the State from unnecessary administrative expense.
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HB 102
"An Act abolishing the Alaska Medical Facility Authority . . . "
This legislation follows up with last year's SB136, which transferred the 
balance remaining in the Alaska Medical Facilities Authority Fund to the 
State General fund, thus closing out all accounts pertaining to the Authority. 
Since that time, neither the Fund nor the Authority have been used. By 
repealing AS 18.26, the obsolete Alaska Medical Facility Authority would be 
cleared from the Statutes.

HB 103
"An Act repealing certain state funds and accounts and boards and programs 
related to those funds and accounts.,. "
Simple repeals of the following inactive accounts: Alaska Amateur Sports 
Fund; Cooperative arrangement grant fund; Bilingual-Bicultural Education 
Fund; Alaska Student Leadership Development Fund; Alaska School 
Counseling Program Grant Fund; University Risk Management Fund; 
Community College Fund; Community Health Aide Grant Account;
Veterans Service Fund; Alaska Municipal Land Account; Federal Transitional 
Grants Accounts; Mineral Resource Revolving Fund; Outdoor Recreational, 
Open Space, and Historic Properties Development Fund; Neighborhood 
Revitalization and Development Fund; Legal Assistance and Juvenile Justice 
Grant Fund; Fisheries Product Revolving Loan Guarantee Fund; Forest 
Products Business Loan Guarantee Fund; Community Action Against 
Substance Abuse Grant Fund; Alaska Longevity Bonus Fund; Seif-Suffidency 
Trust Fund; Alaska Pioneers' Home Trust Fund; Older Alaskans Service 
Programs Account; Community Schools Grant Fund; and Handicap & Mental 
Illness Charitable Account.

HB 104
"An Act repealing the search and rescue fund, relating to expenditures for 
search and rescue activities. . . "
Search and rescue activities are appropriated directly from the General Fund 
and not through the search and rescue fund, which has remained empty and
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BILL SUMMARIES 
HB’s 102,103,104,105,106,107,108



inactive. This legislation removes the fund from statutes, as well as reference 
to the fund.

HB 105
" An Act relating to the unorganized borough national forest receipts 
program . . . "
There is no present or anticipated use for the unorganized borough national 
forest receipts fund. Federal appropriations for the program go directly into 
the General Fund, leaving this special account inactive and empty. The 
legislation would clear the unused account from Statutes, by changing the 
reference from "fund" to "program".

HB 106
"An Act relating to the municipal assistance program and organization grant 
program..."
Although these programs remain operative, the municipal assistance and 
organization grant funds are inactive and empty. Legislation would clear the 
"fund"(s) from statutes, and refer only to the "program"(s).

HB 107
"An Act relating to water quality enhancement and water supply, waste 
water, and solid waste systems grants . . . "
This legislation removes from Statutes the Water Quality Enhancement and 
Water Supply, Wastewater, and Solid Waste Systems Fund. The fund is 
empty and is not used in making appropriations to the program.

HB 108
"An Act relating to the crime victim compensation program. . ."
The crime victim compensation program does not receive allocations from 
the fund established by statute. The inactive account is cleared by changing 
reference from "fund" to "program".



H B’s 102 - 108 
Inactive Funds and Accounts
(Listed by Department)

CHI# Agsncy Fund/Account Cits Balance Notes
HB 103 DCED Alaska Amateur Sports Fund 05.35.150 $0
HB 103 DCED Neighborhood Revitalization and Development Fund 44.33.436 $0
HB 103 DCRA Legal Assistance and Juvenile Justice Grant Fund 44.47.200 $0
HB 105 DCRA Unorganized Borough National Forest Receipts Fund 41.15.180(b) $0
HB 106 DCRA Organization Grant Fund 29.05.200(a) $0
HB 106 DCRA Municipal Assistance Fund 29.60.350 $0
HB 107 DEC Water Supply, Wastewater, and Solid Waste Systems Fund 46.03.030(c) $0
HB 103 DHSS Community Health Aide Grant Account 18.28.030 $0
HB 103 DHSS Self-Sufficiency Trust Fund 47.80.200 $0
HB 103 DHSS Handicap & Mental Illness Charitable Account 47.80.240(a) $0
HB 103 DMVA Veterans Service Fund 26.10.020 $0
HB 103 DNR Alaska Municipal Land Account 29.65.080 $0

HB 103 DNR Mineral Resource Revolving Fund 41.90.015 $0

HB 103 DNR Outdoor Recreation, Open Space, and Historic Properties Dev. Fund 41.98.170 $0

HB 103 DOA Federal Transitional Grants Account 37.20.020 $0

HB 103 DOA Alaska Longevity Bonus Fund 47.45.090 $0

HB 103 DOA Alaska Pioneers' Home Trust Fund 47.55.060 $0

HB 103 DOA Older Alaskans Service Programs Account 47.65.010 $0
HB 103 DOE Cooperative Arrangement Grant Fund 14.14.115(b) $0
HB 103 DOE BHIngual-Blcultural Education Fund 14.30.410(a) $0
HB 103 DOE Alaska Student Leadership Development Fund 14.30.510 $0
HB 103 DOE Alaska School Counseling Program Grant Fund 14.30.750 $0
HB 103 DOE Community Schools Grant Fund 14.36.020 $0
HB 102 DOR Medical Facilities Special Bond Guarantee Account 18.26.260(a) $0

HB 103 DOR Fishery Product Revolving Loan Guarantee Fund 45.92.010 $0
HB 103 DOR Forest Products Business Loan Guarantee Fund 45.94.010 so
HB 104 DPS Search and Rescue Fund 18.t0.145 so
HB 108 DPS Crime Victims Compensation Fund 43.23.028(b) so
HB 103 HSS Community Action Against Substance Abuse Grant Fund 47.37.045 SO

HB 103 UA University Risk Management Fund 14.40.455 so
HB 103 UA Community College Fund 14.40.610(a) so



HB's 102 - 108 
Inactive Funds and Accounts

(Listed by Bill #)

Bill# Agency Fund/Account Cits Balance Notes I
HB 102 DOR Medical Facilities Special Bond Guarantee Account 18.26.260(a) $0 I
HB 103 DCED Alaska Amateur Sports Fund 05.35.150 $0
HB 103 DOE Cooperative Arrangement Grant Fund 14.14.115(b) $0
HB 103 DOE BHIngual-Blcultural Education Fund 14.30.410(a) $0
HB 103 DOE Alaska Student Leadership Development Fund 14.30.510 $0
HB 103 DOE Alaska School Counseling Program Grant Fund 14.30.750 $0
HB 103 UA University Risk Management Fund 14.40.455 $0
HB 103 UA Community College Fund 14.40.610(a) $0
HB 103 DHSS Community Health Aide Grant Account 18.20.030 $0
HB 103 DMVA Veterans Service Fund 26.10 020 $0
HB 103 DNR Alaska Municipal Land Account 29.65.080 sc
HB 103 DOA Federal Transitional Grants Account 37.20.020 $0
HB 103 DNR Mineral Resource Revolving Fund 41.98.015 $0
HB 103 DNR Outdoor Recreation, Open Space, and Historic Properties Dev. Fund 41.98.170 $0
HB 103 DCED Neighborhood Revitalization and Development Fund 44.33.436 $0
H3 103 DCRA Legal Assistance and Juvenile Justice Grant Fund 44.47.200 so
HB 103 DOR Fishery Product Revolving Loan Guarantee Fund 45.92.010 SO
HB 103 DOR Forest Products Business Loan Guarantee Fund 45.94.010 so
HB 103 HSS Community Action Against Substance Abuse Grant Fund 47.37.045 so
HB 103 DOA Alaska Longevity Bonus Fund 47.45.090 so
HB 103 DHSS Self-Sufficiency Trust Fund 47.80.200 so
HB 103 DOA Alaska Pioneers’ Home Trust Fund 47.55.060 so
HB 103 DOA Older Alaskans Service Programs Account 47.65.010 so
HB 103 DOE Community Schools Grant Fund 14.36.020 $0
HB 103 DHSS Handicap & Mental Illness Charitable Account 47.80.240(a) so
HB 104 DPS Search and Rescue Fund 18.60.145 SO
HB 105 DCRA Unorganized Borough National Forest Receipts Fund 41.15.180(b) $0
HB 106 DCRA Organization Grant Fund 29.05.200(a) $0
HB 106 DCRA Municipal Assistance Fund 29.60.350 so
HB 107 DEC Water Supply, Wastewater, and Solid Waste Systems Fund 46.03.030(c) $0
HB 108 DPS Crime Victims Compensation Fund 43.23.028(b) $0
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Mr. G a r r e y  M. P e s k a
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  H o n e  A s s o c i a t i o n  
P. 0. B o x  2401 8 5  
D o uglas, A l a s k a  99824

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  File No. 4566-1.0

D e a r  G a rrey:

Y o u  h a v e  a s k e d  m e  to r e v i e w  R e p r e s e n t a t i v e  T h e r r i a u l t 7s 
p r o p o s e d  l e g i s l a t i o n  r e p e a l i n g  AS 18.26, w h i c h  e s t a b l i s h e s  t h e  
A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y .  I u n d e r s t a n d  f r o m  t h e  t e l e p h o n e  
m e s s a g e  t h a t  I r e c e i v e d  f r o m  y o u  l a t e  y e s t e r d a y  a f t e r n o o n  t h a t  s u c h  
a bi l l  n o w  h a s  b e e n  i n t r o d u c e d  and t h a t  a h e a r i n g  is s c h e d u l e d  at 
1:30 on M o n d a y  a fternoon, F e b r u a r y  10.

M y  u n d e r s t a n d i n g  of t h e  s u p p o s e d  p u r p o s e  o f  this 
l e g i s l a t i o n  is b a s e d  on c o m m e n t s  t h a t  w e r e  m a d e  in the m e e t i n g s  of 
A S H N H A ' s  L e g i s l a t i v e  Corunittee and the E x e c u t i v e  C o m m i t t e e  on 
T h u r s d a y ,  F e b r u a r y  6. S p e c i f i c a l l y ,  it w a s  e x p l a i n e d  that, 
o r i g i n a l l y ,  t h e  A u t h o r i t y  h a d  b e e n  e s t a b l i s h e d  t o  t a k e  a d v a n t a g e  of 
a f i n a n c i n g  m e c h a n i s m  that h a d  b e e n  a u t h o r i z e d  b y  f e d e r a l  law and 
t h a t  in 1986 f e d e r a l  l a w  h a d  b e e n  c h a n g e d  so t h a t  s u c h  f i n a n c i n g  
w a s  no l o n g e r  p o s s i b l e .  B e f o r e  a d o p t i n g  a p o s i t i o n  on the p r o p o s e d  
repeal, A S H N H A  w a n t e d  t o  d e t e r m i n e  d e f i n i t e l y  w h e t h e r  t h a t  
b a c k g r o u n d  i n f o r m a t i o n  w a s  accurate. Yi:« s p e c i f i c  c o n c e r n  w a s  to
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Mr. G a r r e y  Peska
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  Home 

A s s o c i a t i o n  
F e b r u a r y  8, 1997 
P a g e  2

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  Fi l e  No. 4 5 6 6 - 1 0

c o n f i r m  th a t  t h e  r e p e a l  w o u l d  n o t  e l i m i n a t e  a p o s s i b l e  m e a n s  of 
f i n a n c i n g  the c o n s t r u c t i o n  o f  h e a l t h  care f a c i l i t i e s  th a t  m i g h t  n o t  
o t h e r w i s e  b e  available.

R e a d i n g  b e t w e e n  t h e  lines, T b e l i e v e  t h e  1986 c h a n g e  in 
f e d e r a l  law t h a t  w a s  m e n t i o n e d  m u s t  h a v e  b e e n  the a d o p t i o n  c f  the 
T a x  R e f o r m  A c t  of 1986. T h a t  law p l a c e d  c e r t a i n  l i m i t a t i o n  j  on the 
t a x  e x e m p t i o n s  t h a t  are a v a i l a b l e  for i n t e r e s t  e a r n e d  on sta t e  a n d  
l o c a l  bonds. A m o n g  o t h e r  things, t h e  A l a s k a  M e d i c a l  F a c i l i t y  
A u t h o r i t y  is a u t h o r i z e d  to iss u e  r e v e n u e  b o n d s  for t h e  p u r p o s e  of 
e s t a b l i s h i n g  a n d  e q u i p p i n g  h e a l t h  c a r e  facilities. T h o s e  b o n d s  are 
e x e m p t  fr o m  s t a t e  taxes. Clearly, however, if the b o n d s  w e r e  
e x e m p t  f r o m  sta t e  tax e s  b u t  n o t  e x e m p t  fr o m  fe d e r a l  taxes, t h e y  
w o u l d  n o t  be as a t t r a c t i v e .  I h a v e  r e s e a r c h e d  t h e  c u r r e n t  stat u s  
of t h e  a v a i l a b i l i t y  of a f e deral t a x  e x e m o t i o n  for s t a t e  arid local 
g o v e r n m e n t  b o n d s  u s e d  to f i n a n c e  c o n s t r u c t i o n  of h e a l t h  car« 
f a c i l i t i e s ,  a n d  I h a v e  d e t e r m i n e d  that, w i t h  some r e s t rictions, the 
t a x  e x e m p t i o n  is still avail a b l e .  Speci f i c a l l y ,  t h e  federal t a x  
e x e m p t i o n  c o n t i n u e s  to b e  a v a i l a b l e  w i t h o u t  l i m i t a t i o n  for n o n­
p r o f i t  h o s p i t a l  b o n d s  a n d  is a v a i l a b l e  for o t h e r  n o n - p r o f i t  
p u r p o s e s ,  w i t h  so m e  limi t a t i o n s .

O n d e r  s e c t i o n s  145 a n d  501(c)(3) of t h e  I n t e r n a l  R e v e n u e
Code, if 95 p e r c e’,it of a s t ate o r  loc a l  b o n d  issue is for the use
of a " h o s p i t a l "  t h a t  is o t h e r w i s e  e x e m p t  from federal income t a x  
u n d e r  s e c t i o n  5 0 1 ( c ) (3), t h e n  t h e  i n t e r e s t  on t h o s e  b o n d s  is e x e m p t  
a n d  t h e r e  is no limit on t h e  a m o u n t  of such b o n d s  that can be 
issued. O t h e r  s o - c a l l e d  "501(c)(3) b o n d s "  a l s o  a r e  t a x  exempt, 
but, e x c e p t  for " h o s p i t a l  b o n d s , "  t h e r e  is a $150 m i l l i o n  lim i t  on 
t h e  a m o u n t  of b o n d s  t h a t  m a y  b e  o u t s t a n d i n g  at a n y  o n e  time.

As b a c k - u p  d o c u m e n t a t i o n ,  e n c l o s e d  I am s e n d i n g  y o u
c o p i e s  of the following:

1, S e c t i o n  145 of t h e  Int e r n a l  R e v e n u e  Code, " Q u a l i f i e d  
501(c)(3) Bond";

2. I n t e r n a l  R e v e n u e  S e r v i c e  P r i v a t e  L e t t e r  R u l i n g  
9 2 2 6 0 6 2  (March 3, 1992) ( d i s c u s s i n g  s t a n d a r d s  for i d e n t i f y i n g  a 
" h o s p i t a l "  not s u b j e c t  to t h e  $150 m i l l i o n  l i m i t  on t a x  e x e m p t  
b o n d s ) ; and



0 2 •' 0 8 >' 9 7 SAT 13:32 F.AI 907 279 4239 KEESAL YOUNG 4 LOGAN 2)004

Mr. G a r r e y  Pes k a
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  H o m e  

A s s o c i a t i o n  
F e b r u a r y  8, 1997 
P a g e  3

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  Fi l e  No. 4 5 6 6 - 1 0

3. F. Ballard, " T a x  E x e m p t  F i n a n c i n g  a n d  C h a r i t i e s , "
A L I - A B A  C o u r s e  of S t u d y  (Dec. 2, 1993) (in o u t l i n e  format,
s u m m a r i z e s  m e c h a n i s m  a n d  s t a n d a r d s  f o r  t a x - e x e m p t  b o n d s ) .

G i v e n  t h e  c o n t i n u i n g  a v a i l a b i l i t y  of a f e d e r a l  t a x
e x e m p t i o n  for " h o s p i t a l  b o n d s , "  it m a y  w e l l  be a d v i s a b l e  to a t t e m p t  
t o  r e t a i n  t h e  A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y  as a v e h i c l e  for 
i s s u i n g  s u c h  bonds. T h e r e  a p p e a r s  t o  b e  no r e q u i r e m e n t  th a t  su c h  
b o n d s  b e  i s s u e d  by an A u t h o r i t y ,  a n d  p r e s u m a b l y  t h e y  al s o  c o u l d  be 
i s s u e d  d i r e c t l y  b y  t h e  s t a t e  o r  l o c a l  go v e r n m e n t .  T h a t  m i g h t  
r e q u i r e  a p u b l i c  vote, h o w e v e r .  (The o u t l i n e  l i s t e d  as I t e m  3 
a b o v e  states, in p a r a g r a p h  1(a), " C i t y  or state, o r  a u t h o r i t y  
f o r m e d  b y  c i t y  o r  s t a t e  . . . i s s u e s  b o n d s  t h a t  are e x e m p t  from 
F e d e r a l  i n c o m e  t a x  . . . .")

As y o u  know, b o n d  f i n a n c i n g  and the r e l a t e d  t a x
e x e m p t i o n s  are a v e r y  c o m p l e x  area, a n d  I c e r t a i n l y  am n o t  a b o n d  
s p e c i a l i s t .  It is clear, how e v e r ,  t h a t  t h e  f e deral t a x  e x e m p t i o n  
is sti l l  a v a i l a b l e  f o r  n o n - p r o f i t  " h o s p i t a l  b o n d s . "  W i t h  this 
a d d i t i o n a l  b a c k g r o u n d  i n f o r m a t i o n ,  it m a y  b e  p o s s i b l e  to d e t e r m i n e  
i f t h e  p r o p o s e d  r e p e a l  in f a c t  is b a s e d  o n  a m i s t a k e n  u n d e r s t a n d i n g  
t h a t  t h e  federal t a x  e x e m p t i o n  f o r  s u c h  b o n d s  w a s  r e p e a l e d  in 1986. 
A t  t h e  v e r y  least, d e m o n s t r a t i n g  the i n v a l i d i t y  of th a t  r e a s o n  m a y  
h e l p  b r i n g  to l i g h t  s o m e  o t h e r  r e a s o n  t h e  r e p e a l  is b e i n g  p r o p o s e d .

I h o p e  t h i s  i n f o r m a t i o n  is h e l p f u l  to y o u  in f o r m u l a t i n g
A S H N H A /3 p o s i t i o n  o n  Ihis l e g i s l a t i o n .  I w i l l  b e  g l a d  to d i s c u s s  
t h i s  w i t h  y o u  at y o u r  c o n v e n i e n c e .

Sincerely,

KEESAL, YOU N G  & L O G A N

S W M : k l c  
E n c l o s u r e s
cc: Ms. L a r a i n e  De r r

(SUH\LTR\1939)
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U N I T E D  S T A T E S  C O D E  A N N O T A T E D  

T I T L E  26. I N T E R N A L  R E V E N U E  C O D E  

S U B T I T L E  A — I N C O M E  T A X E S  

C H A P T E R  1 - - N O R M A L  T A X E S  A N D  S U R T A X E S  

S U B C H A P T E R  B— C O M P U T A T I O N  O F  T A X A B L E  I N C O M E  

P A R T  I V —  T A X  E X E M P T I O N  R E Q U I R E M E N T S  F O R  S T A T E  A N D  L O C A L  B O N D S  

S U B P A R T  A - - P R I V A T E  A C T I V I T Y  B O N D S  

C o p r .  (C) W e s t  1 9 5 7 .  A l l  r i g h t s  r e s e r v e d .

C u r r e n t  t h r o u g h  P . L .  1 0 4 - 3 3 3 ,  a p p r o v e d  1 1 - 1 2 - 9 6

3 1 45. Q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d

;a) I n  g e n e r a l . — F o r  p u r p o s e s  o f  t h i s  p a r t ,  e x c e p t  a s  o t h e r w i s e  p r o v i d e d  in  

t h i s  s e c t i o n /  t h e  t e r m  " q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d "  m e a n s  a n y  p r i v a t e  a c t i v i t y  

b o n d  i s s u e d  as p a r t  o f  a n  i s s u e  i f —

(1) a l l  p r o p e r t y  w h i c h  is  t o  b e  p r o v i d e d  b y  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  is  

t o  b e  o w n e d  b y  a 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  o r  a g o v e r n m e n t a l  u n i t ,  a n d

(2) s u c h  b e n d  w o u l d  n o t  b e  a p r i v a t e  a c t i v i t y  b o n d  i f —

(A) 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  t r e a t e d  as g o v e r n m e n t a l  u n i t s  w i t h  r e s p e c t  

t o  t h e i r  a c t i v i t i e s  w h i c h  d o  n o t  c o n s t i t u t e  u n r e l a t e d  t r a d e s  o r  b u s i n e s s e s ,  

d e t e r m i n e d  b y  a p p l y i n g  s e c t i o n  5 1 3 ( a ) ,  a n d

(B) p a r a g r a p h s  (1) a n d  (2) o f  s e c t i o n  1 4 1 ( b )  w e r e  a p p l i e d  b y  s u b s t i t u t i n g  "5 

p e r c e n t "  f o r  " 10 p e r c e n t "  e a c h  p l a c e  i t  a p p e a r s  a n d  b y  s u b s t i t u t i n g  " n e t  

p r o c e e d s "  f o r  " p r o c e e d s "  e a c h  p l a c e  i t  a p p e a r s .

(b) $ 1 5 0 , 0 0 0 , 0 0 0  l i m i t a t i o n  o n  b o n d s  o t h e r  t h a n  h o s p i t a l  b o n d s . —

(1) In  g e n e r a l . - - A  b o n d  ( o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d )  s h a l l  n o t  b e  

c r e a t e d  as a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  t h e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

o f  t h e  i s s u e  (of w h i c h  s u c h  b o n d  is  a p a r t )  a l l o c a t e d  t o  a n y  5 0 ( ( c ) (3) 

o r g a n i z a t i o n  w h i c h  is a t e s t - p e r i o d  b e n e f i c i a r y  ( w h e n  i n c r e a s e d  b y  t h e  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  o f  s u c h  o r g a n i z a t i o n )  e x c e e d s

$ 1 5 0 , 0 0 0 , 0 0 0 .

(2) O u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s . —

(A) I n  g e n e r a l . — F o r  p u r p o s e s  o f  a p p l y i n g  p a r a g r a p h  (1) w i t h  r e s p e c t  t o  a n y  

i s s u e ,  t h e  o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  o f  a n y  o r g a n i z a t i o n  w h i c h  

is a t e s t - p e r i o d  b e n e f i c i a r y  w i t h  r e s p e c t  t o  s u c h  i s s u e  i s  t h e  a g g r e g a t e  

a m o u n t  o f  t a x - e x e m p t  b o n d s  r e f e r r e d  t o  in s u b p a r a g r a p h  ( B ) —

(l) w h i c h  a r e  a l l o c a t e d  t o  s u c h  o r g a n i z a t i o n ,  a n d

(li) w h i c h  a r e  o u t s t a n d i n g  a t  t h e  t i m e  o f  s u c h  l a t e r  i s s u e  ( n o t  i n c l u d i n g  

a s  o u t s t a n d i n g  a n y  b o n d  w h i c h  is t o  b e  r e d e e m e d  ( o t h e r  t h a n  in  a n  a d v a n c e  

r e f u n d i n g )  f r o m  t h e  n e t  p r o c e e d s  o f  t h e  l a t e r  i s s u e ) .

(B) B o n d s  t a k e n  i n t o  a c c o u n t . — F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A), t h e  b o n d s  

r e f e r r e d  t o  in  t h i s  s u b p a r a g r a p h  a r e —

(i) a n y  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d ,  a n d  

(iij a n y  b o n d  t o  w h i c h  s e c t i o n  1 4 1 ( a )  d o e s  n o t  a p p l y  i f —

(I) s u c h  b o n d  w o u l d  h a v e  b e e n  a n  i n d u s t r i a l  d e v e l o p m e n t  b o n d  (as d e f i n e d  

i n  s e c t i o n  1 0 3 ( b ) ( 2 ) ,  a s  in e f f e c t  o n  t h e  d a y  b e f o r e  t h e  d a t e  o f  t h e  

e n a c t m e n t  o f  t h e  T a x  R e f o r m  A c t  o f  1 9 86) if  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  

r.ot e x e m p t  p e r s o n s ,  a n d
C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o n g .  U . S .  g o v t ,  w o r k s

M o d e
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T E X T  (b) (2) (3) (ii) (II)

(II) s u c h  b o n d  w a s  n o t  d e s c r i b e d  i n  p a r a g r a p h  (4), (5), o r  (6) o f  s u c h

s e c t i o n  1 0 3 ( b )  (as i n  e f f e c t  o n  t h e  d a t e  s u c h  b o n d  w a s  i s s u e d ) .  

iC) O n l y  n o n h o s p i t a l  p o r t i o n  o f  b o n d s  t a k e n  i n t o  a c c o u n t . —

(i) In g e n e r a l . — A  b o n d  s h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  s u b p a r a g r a p h  (3) 

o n l y  t o  t h e  e x t e n t  t h a t  t h e  p r o c e e d s  o f  t h e  i s s u e  o f  w h i c h  s u c h  b o n d  is a 

p a r t  a r e  n o t  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(ii) S p e c i a l  r u l e . — If 90  p e r c e n t  o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  a n  i s s u e  

a r e  u s e d  w i t h  r e s p e c t  to a h o s p i t a l ,  n o  b o n d  w h i c h  is p a r t  o f  s u c h  i s s u e  

3 h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  s u b p a r a g r a p h  ( B ) ( i i ) ,

(3) A g g r e g a t i o n  r u l e . — F o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n ,  2 o r  m o r e  

o r g a n i z a t i o n s  u n d e r  c o m m o n  m a n a g e m e n t  o r  c o n t r o l  s h a l l  b e  t r e a t e d  a 3  1 

o r g a n i z a t i o n .

(4) A l l o c a t i o n  o f  f a c e  a m o u n t  o f  i s s u e ;  t e s t - p e r i o d  b e n e f i c i a r y .- - R u l e s  

s i m i l a r  t o  t h e  r u l e s  o f  s u b p s r a g r a p h s  ( C ) , (D) a n d  (E) o f  s e c t i o n  1 4 4 ( a ) (10) 

s h a l l  a p p l y  f o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n .

(c) Q u a l i f i e d  h o s p i t a l  b o n d . — c o r  p u r p o s e s  o f  t h i s  s e c t i o n ,  t h e  t e r m  

" q u a l i f i e d  h o s p i t a l  b o n d "  m e a n s  a n y  b o n d  i s s u e d  a s  p a r t  o f  a n  i s s u e  95 p e r c e n t  

o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  w h i c h  a r e  t o  b e  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(d) R e s t r i c t i o n s  c n  b o n d s  u s e d  t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  h o u s i n g  f o r  

f a m i l y  u n i t s . —

(1) In  g e n e r a l . — E x c e p t  as  o t h e r w i s e  p r o v i d e d  i n  t h i s  s u b s e c t i o n ,  a b o n d  

w h i c h  is  p a r t  o f  an  i s s u e  s h a l l  n o t  b e  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  a n y  

p o r t i o n  o f  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  a r e  t o  b e  u s e d  d i r e c t l y  o r  i n d i r e c t l y  

t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s .

(2) E x c e p t i o n  f o r  b o n d s  u s e d  t o  p r o v i d e  q u a l i f i e d  r e s i d e n t i a l  r e n t a l  

p r o j e c t s . — P a r a g r a p h  (1) 3 h a l l  n o t  a p p l y  t o  a n y  b o n d  i s s u e d  as  p a r t  o f  a n  

i s s u e  i f  t h e  p o r t i o n  o f  s u c h  i s s u e  w h i c h  is t o  b e  u s e d  a s  d e s c r i b e d  i n  

p a r a g r a p h  (1 ) is t o  b e  u s e d  t o  p r o v i d e —

(A) a r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s  i f  C h e  f i r s t  u s e  o f  s u c h  

p r o p e r t y  is p u r s u a n t  t o  s u c h  i s s u e ,

(B) q u a l i f i e d  r e s i d e n t i a l  r e n t a l  p r o j e c t s  (as d e f i n e d  i n  s e c t i o n  1 4 2 ( d ) ) ,  o r

(C) p r o p e r t y  w h i c h  is to b e  s u b s t a n t i a l l y  r e h a b i l i t a t e d  in a r e h a b i l i t a t i o n  

b e g i n n i n g  w i t h i n  t h e  2 - y e a r  p e r i o d  e n d i n g  1 y e a r  a f t e r  t h e  d a t e  o f  t h e  

a c q u i s i t i o n  o f  s u c h  p r o p e r t y .

(3) C e r t a i n  p r o p e r t y  t r e a t e d  a s  n e w  p r o n e r t y . — S o l e l y  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  u n d e r  p a r a g r a p h  ( 2 ) (A) w h e t h a r  t h e  1 s t  u s e  o f  p r o p e r t y  is p u r s u a n t  

t o  t a x - e x e m p t  f i n a n c i n g —

(A) I n  g e n e r a l . — I f —

(i) t h e  1 s t  u s e  o f  p r o p e r t y  is p u r s u a n t  t o  t a x a b l e  f i n a n c i n g ,

!ii) t h e r e  w a s  a r e a s o n a b l e  e x p e c t a t i o n  (at t h e  t i m e  3 u c h  t a x a b l e  f i n a n c i n g  

w a s  p r o v i d e d )  t h a t  s u c h  f i n a n c i n g  w o u l d  b e  r e p l a c e d  b y  t a x - e x e m p t  f i n a n c i n g ,  

a n d

; n i )  t h e  t a x a b l e  f i n a n c i n g  is i n  f a c t  s o  r e p l a c e d  w i t h i n  a r e a s o n a b l e  

p e r i o d  a f t e r  t h e  t a x a b l e  f i n a n c i n g  w a s  p r o v i d e d ,

t h e n  t h e  1 st u s e  o f  s u c h  p r o p e r t y  s h a l l  b e  t r e a t e d  as  b e i n g  p u r s u a n t  to  t h e  

t a x - e x e m p t  f i n a n c i n g .

‘3) S p e c i a l  r u l e  w h e r e  n o  o p e r a t i n g  s t a t e  o r  l o c a l  p r o g r a m  f o r  t a x - e x e m p t  

f i n a n c i n g . — If, at t h e  t i m e  o f  t h e  1 s t  u s e  o f  p r o p e r t y ,  t h e r e  w a s  no

C o p r .  (C ) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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T E X T  (d) (3) (B)

o p e r a t i n g  S t a t e  o r  l o c a l  p r o g r a m  f o r  t a x - e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y ,  

t h e  1 s t  u s e  o f  t h e  p r o p e r t y  s h a l l  b e  t r e a t e d  as p u r s u a n t  t o  t h e  1 s t  t a x -  

e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y .

(C) D e f i n i t i o n s . — F o r  p u r p o s e s  o f  t h i s  p a r a g r a p h —

(i) T a x - e x e m p t  f i n a n c i n g . — T h e  t e r m  " t a x - e x e m p t  f i n a n c i n g "  m e a n s  f i n a n c i n g  

p r o v i d e d  b y  t a x - e x e m p t  b o n d s .

(ii) T a x a b l e  f i n a n c i n g . — T h e  t e r m  " t a x a o l e  f i n a n c i n g "  m e a n s  f i n a n c i n g  w h i c h  

is n o t  t a x - e x e m p t  f i n a n c i n g .

(4) S u b s t a n t i a l  r e h a b i l i t a t i o n . —

(A) I n  g e n e r a l . — E x c e p t  as p r o v i d e d  i n  s u b p a r a g r a p h  ( B ) , r u l e s  s i m i l a r  t o  

t h e  r u l e s  o f  s e c t i o n  4 7 ( c ) ( 1 ) ( C )  s h a l l  a p p l y  i n  d e t e r m i n i n g  f o r  p u r p o s e s  o f  

p a r a g r a p h  (2)( C )  w h e t h e r  p r o p e r t y  is  s u b s t a n t i a l l y  r e h a b i l i t a t e d .

(B) E x c e p t i o n . — F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A), c l a u s e  (ii) o f  s e c t i o n  

4 7 ( c ) ( 1 ) ( C ) ( i )  s h a l l  n o t  a p p l y ,  b u t  t h e  S e c r e t a r y  m a y  e x t e n d  t h e  2 4 - m o n t h  

p e r i o d  i n  s e c t i o n  4 7 ( c ) ( 1 ) (C)(i) w h e r e  a p p r o p r i a t e  d u e  t o  c i r c u m s t a n c e s  n o t  

w i t h i n  t h e  c o n t r o l  o f  t h e  o w n e r .

(e) E l e c t i o n  o u t . — T h i s  s e c t i o n  s h a l l  n o t  a p p l y  t o  a n  i s s u e  i f —

(1) t h e  i s s u e r  e l e c t s  n o t  to  h a v e  t h i s  s e c t i o n  a p p l y  t o  s u c h  i s s u e ,  a n d

(2) s u c h  i s s u e  is a n  i s s u e  o f  e x e m p t  f a c i l i t y  b o n d s ,  o r  q u a l i f i e d  

r e d e v e l o p m e n t  b o n d s ,  to  w h i c h  s e c t i o n  1 4 6  a p p l i e s .

---------- — -----------------------CREDIT (fri   .  --------

1 9 9 7  E l e c t r o n i c  P o c k e t  P a r t  U p d a t e  s '
( A d d e d  P u b . L .  9 9 - 5 1 4 ,  T i t l e  X I I I ,  s 1 3 0 1 ( b ) ,  O c t .  22, 1 9 0 6 ,  1 0 0  S t a t ^ 6 2 9 ,  a n d  

a m e n d e d  P u b . L .  1 0 0 - 6 4 7 ,  T i t l e  I, 3 1 0 1 3  (a) (6) - (8), T i t l e  V, s 5 0 ! 1 2 K a ) , N o v .  10,

1 9 8 8 ,  1 0 2  S t a t .  3 5 3 8 ,  3 6 7 7 ;  P u b . L .  1 0 1 - 2 3 9 ,  T i t l e  V I I ,  s 7 8 1 > f f )  , D e c .  19,

1 9 8 9 ,  1 0 3  S t a t .  2 4 1 9 ;  P u b . L .  1 0 1 - 5 0 8 ,  T i t l e  X I ,  s 1 1 8 1 3  ( h X 7 ) ,  N o v .  5, 1 S 9 0 ,  

1 0 4  S t a t .  1 3 8 8 - 5 5 1 . )

<  G e n e r a l  M a t e r i a l s  (GM) - R e f e r e n c e s ,  A n n o t a t i o n s ,  o r  T a b l e s  >

H I S T O R I C A L  A N D  S T A T U T O R Y  N O T E S  

R e v i s i o n  N o t e s  a n d  L e g i s l a t i v e  R e p d f t s

L 9 8 6  A c t .  H o u s e  C o n f e r e n c e ^ R e p o r t  No .  9 9 - 8 4 1 ,  a n d  S t a t e m e n t  b y  P r e s i d e n t ,  s e e  

1 9 8 6  U . S . C o d e  C o n g ,  a n d  AdrfwNews, p. 4 0 7 5 .

1 9 8 8  A c t .  S e n a t e  R e p o r t  N o .  1 0 0 - 4 4 5  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o. 1 0 0 - 1 1 0 4 ,  

s e e  1 9 8 8  U . S . C o d e ^ C o n g .  a n d  A d m . N e w s ,  p. 4 5 1 5 .

1 9 6 9  A c t .  Hoyse R e p o r t  N o .  1 0 1 - 2 4 7  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 1 - 3 8 6 ,  

s e e  1 9 5 9  U n i c o d e  C o n g ,  a n d  A d m . N e w s ,  p. 1 9 0 6 .

1 9 9 0  Adft. H o l’ j R e p o r t  N o .  1 0 1 - 8 8 1  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o. 1 0 1 - 9 6 4 ,

s e e  1^990 U.S.'' >de C o n g ,  a n d  A d m . N e w s ,  p. 2 0 1 7 .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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C i t a t i o n  R a n k ( R )  D a t a b a s e  M o d e

9 2 2 6 0 6 2  R  8 O F  25 F T X - A L L  P a g e

( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n e t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

S e c t i o n  1 4 5  —  Q u a l i f i e d  S e c .  5 0 1 ( c ) ( 3 )  B o n d s

P u b l i c a t i o n  D a t e :  J u n e  26, 1 9 9 2

0 1 0 3 . 0 0 - 0 0

I n t e r e s t  o n  C e r t a i n  G o v e r n m e n t a l  O b l i g a t i o n s  ( E x c l u d e d  V.

N o t e x c l u d e d )

0 1 4 5 . 0 2 - 0 1

0 1 4 5 . 0 3 - 0 0

C C : F I & P :B r .5 / T R - 3 1 - 2 2 0 7 - 9 0

M a r c h  31, 1 9 9 2

L E G E N D :

X  = * * *

Complex Y = * * *
2 = * * *
P r o j e c t  = • * *

I s s u e r  => ” * *

O l d  B o n d s  =  * * * 

a = * * *
q — *  *• fr
Q — *  ★ *
D e a r  * * *

T h i s  l e t t e r  is o u r  r e p l y  t o  a r e q u e s t  f o r  r u l i n g s  o n  t h e  a p p l i c a t i o n  o f  

s e c t i o n  1 4 5  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  t o  a p r o p o s e d  i s s u e  o f  b o n d s  ( N e w  

B o n d s ) . T h e  r e q u e s t  w a s  s u b m i t t e d  b y  t h e  a u t h o r i z e d  r e p r e s e n t a t i v e s  o f  X.

F A C T S

X  r e p r e s e n t s  t h a t  i t  is a n  o r g a n i z a t i o n  d e s c r i b e d  in s e c t i o n  5 0 1 ( c ) ( 3 )  o f  t h e  

C o d e .  Z i s  l i c e n s e d  b y  a s t a t e  a g e n c y  a s  a h o s p i t a l  a n d  i s  a c c r e d i t e d  a s  a 

h o s p i t a l  b y  t h e  J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s . 

2 h a s  b e e n  c o n t i n u o u s l y  c e r t i f i e d  a s  a h o s p i t a l  p r o v i d e r  f o r  p u r p o s e s  o f  

r e c e i v i n g  M e d i c a r e  r e i m b u r s e m e n t  b y  t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  H e a l t h  a n d  

H u m a n  S e r v i c e s .

Z r e q u i r e s  e v e r y  p a t i e n t  to  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n .  

It p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s ,  r e n d e r e d  o r  s u p e r v i s e d  b y  r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e s ,  a n d  h a *  l i c e n s e d  p r a c t i c a l  n u r s e s  o r  r e g i s t e r e d  n u r s e s  o n  

d u t y  a t  a l l  t i m e s .  Z i3 licer. Q d f o r  a n d  o p e r a t e s  c b e d s .

Z is p a r t  o f  C o m p l e x  Y , w h i c h  c o n s i s t s  o f  o t h e r  h o s p i t a l s  a c c r e d i t e d  b y  t h e  

s t a t e  a g e n c y ,  a t e a c h i n g  f a c i l i t y ,  a n  a m b u l a t o r y  c a r e  f a c i l i t y ,  a n d  n o n - h e a l t h  

c a r e  f a c i l i t i e s .  A p p r o x i m a t e l y  80  p e r c e n t  o f  Z ' s  g r o s s  p a t i e n t  r e v e n u e s  a r e  

c u r r e n t l y  f r o m  i n p a t i e n t s .  H o w e v e r ,  X e x p e c t s  c h a t  c h a n g e s  in M e d i c a r e  

r e i m b u r s e m e n t ,  o t h e r  e c o n o m i c  p r e s s u r e s ,  a n d  a d v a n c e s  i n  t e c h n o l o g y  w i l l  f o r c e  

Z t o  i n c r e a s e  i t s  r e l a t i v e  a m o u n t  o f  o u t p a t i e n t  s e r v i c e s ,  m a k i n g  i t  l i k e l y  t h a t  

a m a j o r i t y  o f  s e r v i c e s  w i l l  e v e n t u a l l y  b e  r e n d e r e d  t o  o u t p a t i e n t s .

I n  1 9 9 0 ,  I s s u e r  i s s u e d  a d o l l a r s  o f  O l d  B o n d s  a n d  l o a n e d  t h e  p r o c e e d s  t o  X.

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k -
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( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

O f  t h e  p r o c e e d s  o f  t h e  O l d  B o n d s ,  b  d o l l a r s  a r e  b e i n g  u s e d  f o r  t h e  c o n s t r u c t i o n  

o f  P r o j e c t ,  w h i c h  is a n  a d d i t i o n  t o  Z. T h e  r e m a i n d e r  o f  t h e  p r o c e e d s  w e r e  o r  

a r e  b e i n g  u s e d  f o r  o t h e r  p u r p o s e s .  W h e n  t h e  O l d  B o n d s  w e r e  i s s u e d ,  X  a l r e a d .< 

e x c e e d e d  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n  s e t  f o r t h  in  s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h t  

C o d e .  T h e r e f o r e ,  t h e  i n t e r e s t  o n  t h e  O l d  B o n d s  w a s  n o t  e x c l u d a b l e  f r o m  g r o s s  

i n c o m e  u n d e r  s e c t i o n  1 0 3 ( a ) .

P r o j e c t  is c u r r e n t l y  u n d e r  c o n s t r u c t i o n .  W h e n  c o m p l e t e d ,  i t  w i l l  b e  p a r t  o f  

Z. X  e x p e c t s  P r o j e c t  t o  b e  l i c e n s e d  b y  t h e  s t a t e  a g e n c y  as  p a r t  o f  Z. B e c a u s e  

P r o j e c t  w i l l  e x p a n d  o u t p a t i e n t  s e r v i c e s ,  X  e x p e c t s  t h a t  a m a j o r i t y  o f  Z ' 3  
r e v e n u e s  w i l l  b e  f r o m  o u t p a t i e n t  s e r v i c e s  a n d  t h a t  a m a j o r i t y  c f  Z ' s  s p a c e  w i l l  

b e  u s e d  f o r  o u t p a t i e n t  s e r v i c e s .

X  n o w  p r o p o s e s  t o  d i r e c t  I s s u e r ,  in a c c o r d a n c e  w i t h  p r o v i s i o n s  o f  t h e  O l d  

B o n d s  i n d e n t u r e ,  t o  i s s u e  N e w  B o n d s  in  a n  a m o u n t  e q u a l  t o  t h e  b  d o l l a r s  o f  

p r o c e e d s  f r o m  t h e  O l d  B o n d s  u s e d  f o r  P r o j e c t .  T h e  p r o c e e d s  o f  t h e  N e w  B o n d s  

w i l l  b e  u s e d  t o  r e d e e m  p a r t  o f  t h e  o u t s t a n d i n g  O l d  B o n d s .

L A W  A N D  A N A L Y S I S

U n d e r  s e c t i o n  1 0 3 ( b ) ( 1 )  o f  t h e  C o d e ,  t h e  e x c l u s i o n  f r o m  g r o s s  i n c o m e  g r a n t e d  

t o  i n t e r e s t  o n  a s t a t e  o r  l o c a l  b o n d  d o e s  n o t  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s .  

H o w e v e r ,  t h e  e x c l u s i o n  d o e s  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s  t h a t  a r e  q u a l i f i e d  

b o n d s .  A m o n g  t h e  q u a l i f i e d  b o n d s  l i s t e d  i n  s e c t i o n  1 4 1 ( e ) ( 1 )  is a q u a l i f i e d  

5 0 1 ( c ) ( 3 )  b o n d .  A  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  is d e f i n e d  in  s e c t i o n  1 4 5 .

T o  b e  a q u a l i f i e d  5 0 1 ( c ) (3) b o n d ,  a b o n d  m u s t  s a t i s f y  a n u m b e r  o f  c o n d i t i o n s ,  

i n c l u d i n g  $ 1 5 0  m i l l i o n  v o l u m e  l i m i t a t i o n  s e t  f o r t h  in s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h e  

C o d e .  U n d e r  t h i s  l i m i t a t i o n ,  a b o n d  is n o t  t r e a t e d  a s  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  

b o n d  i f  i t  is p a r t  o f  a n  i s s u e  o f  b o n d s  w h o s e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

a l l o c a t e d  t o  a n y  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,  p l u s  t h e  a m o u n t  o f  t h a t  o r g a n i z a t i o n ' s  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s ,  e x c e e d s  $ 1 5 0  m i l l i o n .  A  5 0 1 ( c ) (3) 

o r g a n i z a t i o n  m u s t  b e  a t e 3 t - p e r i o d  b e n e f i c i a r y  u n d e r  s e c t i o n  1 4 5 ( b ) ( 4 ) .

U n d e r  s e c L i o n  1 4 5 ( b )  (1) o f  L h e  C o d e ,  t h e  $ 1 5 0  m i l l i o n  liitiiLaLlon d o e s  n o t  

a p p l y  t o  q u a l i f i e d  h o « p i t * l  b o n d s .  S e c t i o n  1 4 5 ( c )  d e f i n e s  a q u a l i f i e d  h o s p i t a l  

b o n d  as  a n y  b o n d  t h a t  i s  p a r t  o f  a n  i s s u e  i f  95 p e r c e n t  o r  m o r e  o f  t h e  i s s u e ' s  

n e t  p r o c e e d s  a r e  t o  b e  u s e d  f o r  a h o s p i t a l .  T h u s ,  u n l e s s  P r o j e c t  is a h o s p i t a l ,  

t h e  N e w  B o n d s  m u s t  b e  t e s t e d  u n d e r  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n .

T h e  t e r m  " h o s p i t a l "  is  n o t  d e f i n e d  i n  P a r t  IV, S u b c h a p t e r  B  o f  t h e  C o d e .  

H o w e v e r ,  t h e  C o n f e r e n c e  R e p o r t  f o r  t h e  T a x  R e f o r m  A c t  o f  1 9 0 6 ,  2 H . R ,  C o n f .

R e p .  No. 841, 9 9 t h  C o n g . ,  2 d  S e s s .  1 1 - 7 2 5 - 7 2 7  ( 1 9 8 6 ) ,  1 9 0 6 - 3  C . B .  (Vol. 4) 7 2 5 -  

727, i n d i c a t e s  t h a t  a h o s p i t a l  i s  a f a c i l i t y  t h a t  (1) is a c c r e d i t e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H o s p i t a l s  ( w h i c h  h a s  b e e n  s u c c e e d e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s ) /  (2) is  

p r i m a r i l y  u s e d  t o  p r o v i d e  d i a g n o s t i c  s e r v i c e s  a n d  t h e r a p e u t i c  s e r v i c e s  f o r  

m e d i c a l  d i a g n o s i s ,  t r e a t m e n t ,  a n d  c a r e  o f  i n j u r e d ,  d i s a b l e d  o r  s i c k  p e r s o n s  a s  

h o s p i t a l  i n p a t i e n t s  u n d e r  t h e  s u p e r v i s i o n  o f  p h y s i c i a n s ;  (3) h a s  a r e q u i r e m e n t  

t h a t  e v e r y  p a t i e n t  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n ;  a n d  (4) 

p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s  r e n d e r e d  o r  s u p e r v i s e d  b y  a r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e  a n d  h a s  a l i c e n s e d  p r a c t i c a l  n u r s e  o r  r e g i s t e r e d  n u r s e  on  

d u t y  a t  a l l  t i m e s .  T h e  R e p o r t  m a k e s  c l e a r  t h a t  t h e  t e r m  " h o s p i t a l "  d o e s  n o t  

i n c l u d e  r e s t  o r  n u r s i n g  h o m e s ,  d a y  c a r e  c e n t e r s ,  m e d i c a l  s c h o o l  f a c i l i t i e s ,  

r e s e a r c h  l a b o r a t o r i e s  o r  a m b u l a t o r y  s u r g i c e n t e r s .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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( P u b l i c a t i o n  p a g e  r e f e ^ a n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

B a s e d  o n  t he i n f o r m a t i o n  s u b m i t t e d ,  Z s a t i s f i e s  t h e  t e s t s  o f  a c c r e d i t a t i o n ,  

p h y s i c i a n  s u p e r v i s i o n ,  a n d  n u r s i n g  s e r v i c e s .  T h e  r e m a i n i n g  q u e s t i o n  is w h e t h e r  

it  p r o v i d e s  s e r v i c e s  p r i m a r i l y  t o  i n p a t i e n t s .

T h e  l e g i s l a t i v e  h i s t o r y  p r o v i d e s  n o  t e s t  f o r  d e t e r m i n i n g  w h e t h e r  a f a c i l i t y  

is p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e n t s .  H o w e v e r ,  w e  b e l i e v e  Z is 

p r i m a r i l y  u s e d  to  p r o v i d e  s e r v i c e s  t o  p e r s o n s  as  h o s p i t a l  i n p a t i e n t s  b e c a u s e

(1) it  h a s  a p r i n c i p a l ,  r a t h e r  t h a n  a n  i n c i d e n t a l ,  p u r p o s e  t o  s e r v e  

i n p a t i e n t s ,  (2) it h a s  a s u b s t a n t i a l  p o r t i o n  o f  i t s  r e v e n u e s  d e r i v e d  f r o m  a n d  a 

s u b s t a n t i a l  p o r t i o n  o f  i t s  a r e a  d e v o t e d  t o  i n p a t i e n t s ;  (3) i t  h a s  w e l l -  

e s t a b l i s h e d  f a c i l i t i e s  t o  aci ~ m m o d a t e  o n - s i t e  s c h e d u l e d  i n p a t i e n t s ;  a n d  (4) it 

h a s  w e l l - e s t a b l i s h e d  f a c i l i t i e s  t o  a c c o m m o d a t e  o n - s i t e  a r e c i p i e n t  o f

o. t p a t i e n t  s e r v i c e s  w h o  is  i m m e d i a t e l y  c o n v e r t e d  t o  a n  i n p a t i e n t  e i t h e r  w h e n  

c o m p l i c a t i o n s  r e s u l t  f r o m  a n y  o u t p a t i e n t  s e r v i c e s  r e n d e r e d  o r  w h e n  a q u a l i f i e d  

h e a l t h - c a r e  p r o f e s s i o n a l  c o n s i d e r s  i t  m e d i c a l l y  p r u d e n t .  T h u s ,  a t  t h e  p r e s e n t  

t i m e ,  Z is p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e r . c s .

C O N C L U S I O N

W e  c o n c l u d e  t h a t  Z is p r e s e n t l y  a h o s p i t a l  w i t h i n  t h e  m e a n i n g  o f  s e c t i o n s  

1 4 5 ( b )  a n d  (c) o f  t h e  C o d e .  H o w e v e r ,  w e  e x p r e s s  n o  o p i n i o n  o n  t h e  f o l l o w i n g  

q u e s t i o n s :  (1) w h e t h e r  Z a n d  P r o j e c t  w i l l  c o n t i n u e  t o  m e e t  t h e  d e f i n i t i o n  o f  a 

h o s p i t a l  i f  t h e r e  a r e  c h a n g e s  i n  a n y  o f  t h e  f o u r  s p e c i f i e d  c h a r a c t e r i s t i c s ;  (2) 

w h e t h e r  t h e  p r o p o s e d  a l l o c a t i o n  o f  N e w  B o n d s '  p r o c e e d s  f o r  p u r p o s e s  o f  s e c t i o n  

1 4 5  i s  r e a s o n a b l e ;  a n d  (3) w h e t h e r  t h e  N e w  B o n d s  w o u l d  c a u s e  t h e  $ 1 5 0  m i l l i o n  

l i m i t a t i o n  o f  s e c t i o n  1 4 5 ( b ) ( 1 )  t o  b e  e x c e e d e d .  In a d d i t i o n ,  w e  e x p r e s s  n o  

o p i n i o n  o n  t h e  p r o p o s e d  t r a n s a c t i o n  u n d e r  a n y  o t h e r  p r o v i s i o n s  o f  t h e  C o d e .

T h i s  r u l i n g  l e t t e r  is  d i r e c t e d  o n l y  t o  t h e  p e r s o n  t h a t  r e q u e s t e d  i t. S e c t i o n  

6 1 1 0 ( j )(3) o f  t h e  C o d e  s t a t e s  t h a t  t h e  l e t t e r  m a y  n o t  b e  u s e d  o r  c i t e d  a s  

p r e c e d e n t .  N o  t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  p e r t a i n i n g  t o  t h e  r u l i n g  a d d r e s s e d  

in  t h i 3  l e t t e r  h a v e  b e e n  a d o p t e d .  T h e r e f o r e ,  as s t a t e d  i n  s e c t i o n  1 1 . 0 4  o f  R e v .  

P r o c .  9 2 - 1 ,  1 9 9 2 - 1  I . R . B .  7, 30, t h i s  l e t t e r  w i l l  b e  m o d i f i e d  o r  r e v o k e d  w h e n  

t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  a r e  a d o p t e d ,  to t h e  e x t e n t  t h e  r e g u l a t i o n s  a r e  

i n c o n s i s t e n t  w i t h  a n y  o f  t h i s  l e t t e r ' s  r u l i n g .  H o w e v e r ,  i f  t h e  c r i t e r i a  *et 

f o r t h  i n  s e c t i o n  1 1 . 0 5  o f  R e v .  P r o c .  9 2 - 1  a r e  s a t i s f i e d ,  t h e  r u l i n g  i n  t h i s  

l e t t e r  w i l l  n o t  b e  m o d i f i e d  r e t r o a c t i v e l y ,  e x c e p t  i n  r a r e  o r  u n u s u a l  

c i r c u m s t a n c e s .
I n  a c c o r d a n c e  w i t h  t h e  p o w e r  o f  a t t o r n e y  f i l e d  w i t h  t h i s  o f f i c e ,  a c o p y  o f  

t h i s  l e t t e r  h a s  b e e n  m a i l e d  t o  y o u r  a u t h o r i z e d  r e p r e s e n t a t i v e .

S i n c e r e l y  y o u r s ,

A s s i s t a n t  C h i e f  C o u n s e l  

( F i n a n c i a l  I n s t i t u t i o n s  &

P r o d u c t s )

By: L o n  B. S m i t h  

C h i e f ,  B r a n c h  5 

E n c l o s u r e :

C o p y  f o r  s e c t i o n  6 1 1 0  p u r p o s e s

I n t e r n a l  R e  e n u e  S e r v i c e

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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A L I - A B A  C o u r s e  o f  S t u d y  

T a x  E x e m p t  C h a r i t a b l e  O r g a n i z a t i o n s  

C o s p o n s o r e d  b y  t h e  A B A  S e c t i o n  o f  T a x a t i o n

* 1 7 9  T A X  E X E M P T  F I N A N C I N G  A N D  C H A R I T I E S

C o p y r i g h t  (c) 1 9 9 3  T h e  A m e r i c a n  L a w  I n s t i t u t e ;  F r e d e r i c  L. B a l l a r d ,  Jr.

D e c e m b e r  2, 1 9 9 3

F r e d e r i c  L. B a l l a r d ,  Jr.

B a l l a r d ,  S p a h r ,  A n d r e w s  4 I n g e r s o l l  

W a s h i n g t o n ,  D.C .

*181 1. B a 3 i c  t r a n s a c t i o n  u s e s  p r o c e e d s  o f  m u n i c i p a l  b o n d s  t o  f i n a n c e  

f a c i l i t i e s  f o r  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,

(a) C i t y  o r  s t a t e ,  o r  a u t h o r i t y  f o r m e d  b y  c i t y  o r  s t a t e  ( c o l l e c t i v e l y ,  th e  

" i s s u e r " ) ,  i s s u e s  b o n d s  t h a t  a r e  e x e m p t  f r o m  F e d e r a l  i n c o m e  t a x  a n d  

a l t e r n a t i v e  m i n i m u m  t a x .

(b) I s s u e r  l e n d s  p r o c e e d s  t o  h o s p i t a l  o r  o t h e r  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  

( " b o r r o w e r " )  f o r  a p p l i c a t i o n  t o  c o s t s  o f  f a c i l i t y .

(1) I n  s o m e  states?/ t r a n s a c t i o n  m a y  i n  f o r m  o t h e r  t h a n  l o a n ,  s u c h  as  

l e a s e ,  s u b l e a s e ,  o r  i n s t a l l m e n t  s a l e .

(2) N o n - l o a n  f o r m a t s  o r i g i n a t e d  h i s t o r i c a l l y  o u t  o f  c o n c e r n  o v e r  l e g a l i t y  

o f  g o v e r n m e n t  m a k i n g  l o a n  t o  p r i v a t e  p a r t i e s .

(c) P a y m e n t s  b y  b o r r o w e r  t o  i s s u e r  p r o v i d e  i s s u e r  w i t h  f u n d s  t o  p a y  d e b t  

s e r v i c e  o n  b o n d 3  p l u s  e x p e n s e s ;  r e f l e c t  i n t e r e s t  r a t e  s a v i n g s  d u e  t o  t a x  

e x e m p t i o n  o f  b o n d  i n t e r e s t .

(d) T a x - e x e m p t  b o n d s  f o r  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  ( " q u a l i f i e d  5 0 1 ( c ) ( 3 )  

b o n d s " )  a r e  s u b j e c t  t o  v a r i o u s  l i m i t s  u n d e r  I n t e r n a l  R e v e n u e  C o d e  -

(1) T h e  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  m u s t  i n  f a c t  b e  e x e m p t  u n d e r  s e c t i o n  

5 0 1 ( c ) ( 3 )  a n d  m u s t  n o t  u s e  t h e  f i n a n c e d  p r o j e c t  in a n  u n r e l a t e d  t r a d e  o r  

b u s i n e s s .

(A) S u b s t a n t i v e  q u e s t i o n s  i n  s o m e  a r e a s ,  s u c h  a s  l o w - i n c c m e  h o u s i n g  

( 7 5 %  o f  t e n a n t s  b e l o w  6 0 %  o f  a r e a  m e d i a n  i n c o m e ,  u n d e r  R e v .  P r o c .  9 3 - 1 ) .

(B) M a n a g e m e n t  c o n t r a c t s  m u s t  m e e t  5 - y e a r  o v e r a l l  l i m i t ,  p r i c i n g  

r e q u i r e m e n t s ,  a n d  o t h e r  c o n d i t i o n s  o f  R e v .  P r o c .  9 3 - 1 9 .

(C) A l l o c a t i o n s  s o m e t i m e s  p e r m i t t e d  b.'.tween c o s t  o f  q u a l i f y i n g  u s e s  a n d  

n o n q u a l i f y i n g  u s e s  -

* 1 0 2  - A l l o c a t i o n  p e r m i t t e d  o n  b a s i s  o f  s p a c e .  L T R  8 8 2 7 0 6 5  

( p a r k i n g  f a c i l i t y  p h y s i c a l l y  s e g r e g a t e d  b e t w e e n  e x e m p t  a n d  n o n - e x e m p t  

u s e  o f  p a r k i n g  s p a c e s ) .

- A l l o c a t i o n  p e r m i t t e d  o n  b a s i s  o f  r e v e n u e s .  L T R  9 1 2 5 0 5 0  ( r e s e a r c h  

f o u n d a t i o n  m a y  f i n a n c e  p o r t i o n  o f  C 0 3 t  o f  f a c i l i t y  d e t e r m i n e d  b y  

p r o r a t i n g  q u a l i f i e d  r e v e n u e s  a g a i n s t  p r i v a t e  s p o n s o r e d  r e v e n u e s ) .

(2) T h e  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  c a n n o t  h a v e  m o r e  t h a n  5 1 5 0 , 0 0 0 , 0 0 0  o f  t a x -  

e x e m p t  f i n a n c i n g  f o r  " n o n h o s p i t a l "  f a c i l i t i e s ;  n o  l i m i t  o n  q u a l i f i e d  

5 0 1 ( c ) ( 3 )  b o n d s  f o r  h o s p i t a l  f a c i l i t i e s  (IR C  s 1 4 5 ) .

(A) B o n d s  i s s u e d  b e f o r e  1 9 8 6  l e g i s l a t i o n  c o u n t  as  w e l l  a s  b o n d s  i s s u e d  

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s

PAGE 1
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a f t e r w a r d s .

(B ) " H o s p i t a l "  is d e f i n e d  as  f a c i l i t y  t h a t  —

- is  a c c r e d i t e d ,

- is  " p r i m a r i l y "  u s e d  t o  p r o v i d e  i n p a t i e n t  d i a g n o s t i c  o r  t h e r a p e u t i c  

s e r v i c e s  u n d e r  s u p e r v i s i o n  o f  a p h y s i c i a n ,

- r e q u i r e s  t h a t  e v e r y  p a t i e n t  b e  u n d e r  s u p e r v i s i o n  o f  a p h y s i c i a n ,  

a n d

- p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s .  G e n e r a l  E x p l a n a t i o n  o f  T a x  

R e f o r m  A c t  o f  1 9 8 6 ,  J o i n t  C o m m i t t e e  o n  T a x a t i o n  (198 7 )  [ " J o i n t  

C o m m i t t e e  E x p l a n a t i o n " )  a t  1 1 8 8 .

(C) Q u e s t i o n a b l e  w h e t h e r  r e h a b i l i t a t i o n  h o s p i t a l s  a r e  c o n s i d e r e d  

h o s p i t a l s  f o r  p u r p o s e s  o f  t h i s  d e f i n i t i o n .  C o m p a r e  J o i n t  C o m m i t t e e  

E x p l a n a t i o n  l a n g u a g e  w i t h  42 U . S . C .  s 1 3 9 5 x ( e ) .

(D) If  95 %  o f  n e t  p r o c e e d s  (90 %  f o r  p r e - 8 / 1 6 / 8 6  b o n d s )  a r e  u s e d

to  p r o v i d e  a h o s p i t a l ,  e n t i r e  i s s u e  is t r e a t e d  as  h o s p i t a l  b o n d * .  J o i n t  

C o m m i t t e e  E x p l a n a t i o n  a t  1 1 8 8 .

i.Z) N o n - h o s p i t a l  f i n a n c i n g s  o f  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  u n d e r  c o m m o n  

m a n a g e m e n t  o r  *18 3  c o n t r o l  ( " r e l a t e d  o r g a n i z a t i o n s " )  a r e  a g g r e g a t e d .

(F) M i x e d  u s e  a s  b e t w e e n  h o s p i t a l  a n d  n o n h o s p i t a l  f a c i l i t i e s .

- T r e a t  i s s u e  a s  e x e m p t  f r o m  $ 1 5 0 , 0 0 0 , 0 0 0  l i m i t  t o  e x t e n t  o f  

p r o p o r t i o n a l  h o s p i t a l  s e r v i c e s .

- T r e a s u r y  m a y  p r e s c r i b e  o t h e r  a l l o c a t i o n  m e t h o d s .  J o i n t  C o m m i t t e e  

E x p l a n a t i o n  a t  1 1 8 8 .

- S e e  a l s o  L T R  9 8 2 2 1 0 0  ( f a c i l i t i e s  l o c a t e d  in  h o s p i t a l  b u t  u s e d  b o t h  

b y  i n p a t i e n t s  a n d  b y  o u t p a t i e n t s  a r e  h o s p i t a l  f a c i l i t i e s ) .

(3) E l e c t e d  o f f i c i a l  m u s t  a p p r o v e  b o n d  i s s u a n c e  a f t e r  p u b l i c  h e a r i n g  

( I R C  s 1 4 7 ( f ) ).

(4) A v e r a g e  m a t u r i t y  o f  b o n d s  c a n n o t  e x c e e d  1 2 0 %  o f  a v e r a g e  e c o n o m i c  l i f e  

o f  f i n a n c e d  f a c i l i t i e s  ( I R C  s 1 4 7 ( b ) ) .

(5) P r o c e e d s  c a n n o t  b e  u s e d  f o r  i n t e r n a l  r e i m b u r s e m e n t  o f  p r e - b o n d  

e x p e n d i t u r e s  u n l e s s  -

(A) I s s u e r  o r  b o r r o w e r  a d o p t e d  a q u a l i f y i n g  " d e c l a r a t i o n  o f  o f f i c i a l  

i n t e n t "  n o t  l a t e r  t h a n  60 d a y s  a f t e r  t h e  e x p e n d i t u r e  ( e x c e p t i o n  f o r  

" p r e l i m i n a r y  e x p e n d i t u r e s "  s u c h  a s  a r c h i t e c t s  f e e s ) ,  a n d

(B ) B o n d  i s s u a n c e  a n d  r e i m b u r s e m e n t  t r a n s f e r  occ- - w i t h i n  18 m o n t h s  

a f t e r  e x p e n d i t u r e  o r  c o m p l e t i o n  o f  p r o j e c t ,  b u t  - l a t e r  t h a n  3 y e a r s  

a f t e r  e x p e n d i t u r e .

(6 ) I s s u e r  a n d  b o r r o w e r  m u s t  c o m p l y  w i t h  a r b i t r a g e  b o n d  r e q u i r e m e n t s  -

(A) M u s t  m a k e  " r e b a t e "  p a y m e n t s  t o  F e d e r a l  g o v e r n m e n t  e q u a l  to 

a r b i t r a g e  ( i n v e s t m e n t  i n c o m e  a t  y i e l d  a b o v e  b o n d  y i e l d )  f r o m  -

(i) R e s e r v e  f u n d ,

*184 (ii) P r o j e c t  f u n d ,  u n l e s s  6 - m o n t h ,  1 8 - m o n t h ,  o r  2 - y e a r  

" s p e n d i n g  e x c e p t i o n "  a p p l i e s .

(B) I f  b o n d s  a r e  " a d v a n c e  r e f u n d i n g  b o n d s "  ( i s s u e d  t o  p a y  o f f  a p r i o r  

i s s u e  a t  r e d e m p t i o n  d a t e  m o r e  t h a n  90 d a y s  in f u t u r e ) , c a n n o t  i n v e s t  

p r o c e e d s  a t  y i e l d  m o r e  t h a n  .0 0 1 % o v e r  t h e  b o n d  y i e l d ;  p r o j e c t  b o n d s  

i s s u e d  a f t e r  1 9 8 5  m a y  b e  a d v a n c e  r e f j n d e d  o n c e .

(7) C h a n g e  i n  u s e  o f  f a c i l i t y ,  s u c h  as s a l e  t o  b u s i n e s s ,  m a y  b e  p o s s i b l e  

u n d e r  R e v .  P r o c .  9 3 - 1 7  i f  -

(A) N o t  e x p e c t e d  w h e n  b o n d s  w e r e  i s s u e d ,
C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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(B) 5 y e a r s  h a v e  p a s s e d .

(C) P r i c e  is f a i r ,

(D) B o n d s  a r e  r e d « « m e d .

2. P o t e n t i a l l y  a b u s i v e  t r a n s a c t i o n s  u n d e r  IP.-90-60.

.a) 5 0 1 ( c ) ( 3 )  o r g a n i s a t i o n  a c q u i r e s  n u r s i n g  h o m e  o r  h o s p i t a l  w i t h  p r o c e e d s  

o f  t a x - e x e m p t  b o n d s ,  f o r  e x a m p l e  w i t h  " m a n a g e - b a c k ” a g r e e m e n t  t o  d e v e l o p e r .

(b) F a c i l i t i e s  f i n a n c e d  w i t h  t a x - e x e m p t  b o n d s  a r e  s o l d  o r  l e a s e d  b y  a 

5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  t o  p a r t n e r s h i p  o r  o t h e r  e n t i t i e s  o f  m e d i c a l  s t a f f .

(c) P r i v a t e  h e a l t h  c a r e  f a c i l i t y  s e l l s  a n  u n p r o f i t a b l e  f a c i l i t y  to  a 

5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,  f o r  e x a m p l e  n e w l y  f o r m e d  b y  t h e  p r i v a t e  c o r p o r a t i o n  

a n d  u s i n g  b o n d  f i n a n c i n g .

(d) S e e  a l 3 o: A n n o u n c e m e n t  93-2, P r o p o s e d  E x a m i n a t i o n  G u i d e l i n e s  R e g a r d i n g  

C o l l e g e s  a n d  U n i v e r s i t i e s ,  s 3 4 2 . 7  ( e . g  " d e t e r m i n e  w h e t h e r  t h e  b o a r d  o f  

d i r e c t o r s  o f  t h e  u n i v e r s i t y  h a v e  m e t  a p r u d e n t  m a n  f i d u c i a r y  s t a n d a r d  i n  

i n c u r r i n g  t h e  d e b t " ) .

3. P a r t i c u l a r  p r o b l e m s  i n  f i n a n c i n g  " w o r k i n g  c a p i t a l . "

(a) " W o r k i n g  c a p i t a l "  e x p e n d i t u r e s  a r e  d e f i n e d  a s  e x p e n d i t u r e s  n o t  p r o p e r l y  

c h a r g e a b l e  t o  c a p i t a l  a c c o u n t  u n d e r  g e n e r a l  t a x  p r i n c i p l e s  - t h a t  is., 

o p e r a t i n g  e x p e n s e s .  R e g .  s 1 . 1 5 0 - l ( b ) .

*18 5  (b) A r b i t r a g e  b o n d  r e g u l a t i o n s  p r e v e n t  a n  i s s u e r  f r o m  " a l l o c a t i n g "  

p r o c e e d s  t o  e x p e n d i t u r e s  f o r  w o r k i n g  c a p i t a l  u n l e s s  t h e r e  a r e  n o  o t h e r  f u n d s  

a v a i l a b l e .

(1) E x c e p t i o n s  f o r  " d e  m i n i m i s "  a l l o c a t i o n s  (e.g., 5%  o f  i s s u e  m a y  b e  

a l l o c a t e d  t o  w o r k i n g  c a p i t a l  e x p e n d i t u r e s ,  s u c h  os  i n i t i a l  o p e r a t i n g  

e x p e n s e s ,  t h a t  a r e  d i r e c t l y  r e l a t e d  t o  c a p i t a l  c o s t s  f i n a n c e d  b y  t h e  

i s s u e ) .

(2) F u n d s  h e l d  i n  a  " r e a s o n a b l e  w o r k i n g  c a p i t a l  r e s e r v e "  ( e q u a l  to 5%  o f  

p r i o r  y e a r ' s  e x p e n s e s )  c a n  b e  t r e a t e d  a s  u n a v a i l a b l e ,  u n l e s s  t h e  r e s e r v e  

r e p r e s e n t s  a n  a c c u m u l a t i o n  o f  f u n d s  r e p l a c e d  b y  t h e  b o n d  p r o c e e d s .

4. E m e r g i n g  t e c h n i q u e s  w i t h  " d e r i v a t i v e "  s e c u r i t i e s .

(a) F i x e d - r a t e  b o n d s  c a n  b e  " f r a c t i o n a t e d "  b y  p a r t i e s  i n t o  d e r i v a t i v e  

p r o d u c t s  t o  m e e t  p a r t i c u l a r  m a r k e t s .

(b) E x a m p l e :  f i r s t  h a l f  o f  i s s u e  b e a r s  i n t e r e s t  a t  c o n v e n t i o n a l  f l o a t i n g

r a t e ,  s e c o n d  h a l f  jets d i f f e r e n c e  b e t w e e n  f i r s t  h a l f ’s r a t e  a n d  a f i x e d  r a t e

( " i n v e r s e  f l o a t e r s "  o r  " r e s i d u a l  i n t e r e s t  b o n d s " ) .

(c) A n o t h e r  e x a m p l e :  b o n d h o l d e r s  r e c e i v e  f l o a t i n g  r a t e ;  i s s u e r  e n t e r s  a n  

i n t e r e s t  r a t e  e x c h a n g e  c o n t r a c t  ( " s w a p  c o n t r a c t " )  w i t h  a f i n a n c i a l  

i n s t i t u t i o n  t o  h e d g e  i t s  r a t e  r i s k .

(d) D e s i r e d  r e s u l t  i n  b o t h  c a s e s  is t a x  t r e a t m e n t  a s  a f i x e d - r a t e  i s s u e  o f  

d e b t .

5. E m e r g i n g  p r o b l e m s  u n d e r  H e a l t h  S e c u r i t y  P l a n .

(a) H o w  t o  f i n a n c e  w o r k i n g  c a p i t a l  r e q u i r e m e n t s  o f  a h e a l t h  a l l i a n c e .

(b) H o w  to f i n a n c e  a s t a t e  g u a r a n t e e  f u n d  f o r  f a i l i n g  h o s p i t a l s .

C 8 7 5  A L I - A B A  1 7 9

E N D  O F  D O C U M E N T
C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s



ALASKA STATE

H o s p i t a l  &  N u r s in g  H o m e
ASSOCIATION

Testimony on House Bill 102 February 10, 1997

Mr. Chairman & Members of the House Finance Committee:

For the record, my name is Garrey Peska and I’m here representing the Alaska State 
Hospital and Nursing Home Association.

The Association members respectfully request that House Bill 102 not be passed from 
this committee and that the Alaska Medical Facilities Authority not be abolished.

This Authority was set up in 1978 for the purpose of selling tax exempt revenue bonds 
with the proceeds being used for medical facility construction and improvements.

In the past the Authority provided financing for two projects through bond sales. One 
was for the purchase of Careage North and the other was for remodeling Fairbanks 
Memorial Hospital. The Careage North bonds were retired on June 16, 1989 and the 
Fairbanks Memorial bonds were retired in March of 1990.

Since then there has been no activity in the Authority. That's at least in part due to the 
tact that Alaska had enough money for a while to provide direct funding for hospital 
projects through the Capital Budget. That hasn’t been happening lately and we don't 
expect to see it happen again in the near future.

Leaving th^ Authority on the books will provide a mechanism for selling tax exempt 
revenue bonds to finance medical facility construction and improvements in the future. 
Some facilities are municipally owned and they can sell revenue bonds through the 
municipalities and the State Municipal Bond Bank. Other non profit facilities that are 
not municipally owned could use this Authority for that purpose. We know of no other 
mechanism that would allow medical facilities to sell tax exempt revenue bonds for 
construction and improvement financing.

The Hospital & Nursing Home Association’s lawyer has reviewed the State and 
Federal laws related to the Authority. In her report she verifies that the Authority may 
still sell these bonds under current Federal law. There is no compelling reason to 
abolish the Authority and I think the subject came up mostly because of the lack of 
activity in the Authority sine3 1990.

The Department of Revenue says that if bonds are sold by the Authority they are not 
general or moral obligations of the State. They are secured by lease payments on 
medical facilities mortgaged to the Authority and there would be no impact on the 
State's bond rating.

319 Seward Street #11 • Juneau, A K  99801 • (907) 586-1790 • Fax (907) 463-3573



0 2 / 08/07 S / T  13:31 FAI 807 278 4230 K E E S A L  Y O U N G  k L O G A N  12)001

LAW O f H C M

K e k h a l .  Y b u w o  He  L o q a n
AAMlltt A. U8LAL. JA ITtTHKN roUFO
poppat n .locaaUlCHAAL PA. aitfl 
FKTM A. tOirrw PCCril T PRATT 
IB PAY ROU
jo*u> u. orrnM
WILLIAM M COllii *_ JWL XCXMAUT D PI I OK/IRA 
P'fflJT A McKOO 
MtAA. M I QM
■ AM PUTBA
•T«rrt«pi c. cnrro*r>
*. PCOTT UOUCLA* 
wrukwwQft L. »C OO Li CLAUD* 
WILLIAM C. McDOTVTfBLL, JIL 
HSCUIALL A. \1AXKaa 
DAWVf M ftCtO CX 
TWOTVr A. WILL 
/U-Pjcjtt p. rSACOCK 0X1 
GAJPA ROM ftOUY 
JDNN A. l_OPTTJP 
DAVID M. AAAYHOLXMfKW J*rr*MT D. WAAJLRMn o n tr j mMULa

UCAA M. AAATA1M 
•IAwsT K. tfkMOKI 
BORBAT J MOCKOf 
MTCa&ALS A. PROM 
aoa aat a. Rcprcra*
eocnAAL L AAMJTAOlt 
AOALAT P KMCWOn 
KL.IXAOSTMP UAD.KT 
PAUL J ici(u>ucm« 
•*»«AP L. CAOOM 
DOUOiAJ m DAVA1 
■ LOA^OArU A. KMKDJUGm 
JOMH A Ttmowi 
9UBAM WRKJKT MAAOA • 
JOK W. UtKK'
UTOA A  LOPTUP
one p. «xvn-r
ORA OORT K COIUAWD 
JOABJTW A VALAA 0 
WICVABL C. UCOAaTi 
JOfu m. cottpjr 
U A M  W  WBLPOm 
nouyp 1JTMPIQIU 8 
LA PUB M. lOliVM UAMMMMT n. BAT. JR.*
A.

SIX T H  F L O O R  
voav w » s t  t h i r d  a v enure 

ANCHOHAOr.. ALASKA OOBOl l«t4 
(BO7) 37».««f« 
TBLACOrUCA.
(007) fl7©42Jt 

rALAXi 
KCKIAL LCA *<M4PO

JILL P OLOPPOR 
JOUP b. CATL-OA 
UAA K. DOtAMUf 
trxir vrroAP
ooaj«*» o. rouwo
WILLIAM J lODOIfi 
OAAOOAT A  SOAP 
P3CMAJLD W. UUHL 
rvUlLi TtAMADA 
■ LALAPBTM M. LtRCUt 
LAIPIN RAMA POAJIBA 
PBTBR J. MOBOaa iR 
JerTRjrr A. POPOM kmlut j ucrrruiAM
AXOfcpA 0. JAATSP
Dlajhbl j. m w w m r  
OAtfPDALLI L. TBUJttJL

L HAL7X.*

CRAJO A MOLD PM 
CPTMBA P. A M

TWPPM P. MACK 
c iO B r ra *  a  a o v i iR  
■ I_1XADBTR C. CJLAXDall 
D PMARE M l*
CP*A L. HUMPY 
KATBLUM R. KHQ3I 
PAAAM tcmo BAMOMBJBtCR 
TXO P. AMO UP 
•HAkm* P. WAOOMtM 
AI>YM W  IhrAprw 
VAJWKLA J. BSZDBB

M1CUAJL M. W*Oi 
MJIPPA M. TAYLOR, St­

ow COURPBi.
UOftNAO a. AmLOAUKi
RAam MowiaAU uico imar i

• ao« rrce «lasaa• AdfTXP -m WMMNCTOH
■ Nw*ihii>ro*iC»uroui<s• Aquino 'W ALAPAA «. CAUfO**-̂• A&Mirrra •«* ocmrn<cr o' cocwmsv* «mo nceoA
• ■c* ic.tx#co ro*C*P«« wrn tmc caw *<>c*C 'ter h«H4 mono +s*o rrco im b(m vow • -ate
Awe QTn(*| AO»lirTXO IM C»U»0»« A

F A X  T r a n s m i s s i o n  S h e e t

Date: F e b r u a r y  8, 1997

T o :  G a r r e y  P e s k a
1 - 9 0 7 - 3 6 4 - 2 9 5 0

From: S u s a n  W r i g h t  M a s o n

O u r  Fil e :  A S H N H A / P r o p o s e d  L e g i s l a t i o n  C a r e  
O u r  F i l e  No. 4 5 6 6 - 1 0

M e s s a g e :  P le a s e  s e e  t h e  a t t a c h e d .

Y o u  s h o u l d  r e c e i v e  
t h e r e  is a p r o b l e m  
2 7 9 - 9 6 9 6 .

/3  page(s) i n c l u d i n g  this c o v e r  sheet. If
r e c e i v i n g  t h i s  t r a n s m i s s i o n ,  p l e a s e  c a l l  (907) 

O u r  f a x  n u m b e r  is (907) 2 7 9 - 4 2 3 9 .

CCNFW ENTIAIITT NOTICE 

'WARNING? Umnaborited interception o f tin t telephonic commaniaOion am id be a yioletiom o ffedera l iaw. ‘

The document* accompanying tb it telecopy transmiaion am ain eoefidaoia; formation belonging to the 1 
is legally privileged The InformtMion it intended only foe the one of the hubvLbtal or entity named below. If yon a rt 
mot the intended  recipient, yon are hereby notified then any liteloanre. copying, dtMrfbadoa or the taking o f arty artioa 
in reliance on the comma of A it teiecopied bformatiom it Mritsty prohibited. If yon have received tku telecopy in error, 
please immediately notify n t by telephone to arrange fo r return o f the original doenmernt to an

LONG M a£h em c s 
400 OCEAStQAT*
P.O. DOV 1«M 

LOfrO SBAOL CA MM10780 
(PiOt 4M-1000

TPLAOOPOAi It 10) OP-74 is

ha* T LAMC7PCO OPTTCK 
lUITX LSPO 

rocm BtmAACADAAO CKTVTPR 
PAR FKARCtAOO, CAPS41I 

(4»p):
TP

(411) PPi-rn* - (4LP) aet-eeas

lan« 
1701 rr.TMAi

fpe* | na»~i» mm 
TBLDCOPD3L- (JOAJ 34Vftl«

aopro boro <
KU TTTR CKRTI

>P7 Quumarp rpmd cjdttral 
■0*0 aomo

(PPP) PPAP*A7lP 
TR J h  PP117 PAMD Meese pom m 

: (PPJ; N414IM



0 2 / 0 1 / 8 7  S A T  13:31 FAX 807 278 4238 K E E S A L  Y O U N G  A LOG AN 12)

l a w  o m c a a

K X K 3 A L .  Y b U N O  A c L O O  A N

• A M W l  A . K JC A SAX. - A  
ITlfWtM VOUDO 
aonarr H looan 
a*CNAic m. OLmmm '■ T f*  a lOOriM 
•Cl/TT T. r**TT
Tvajnr woo*JOmm O. aorta 
WILLIAM M. CULLHtl. JW 
uoosirr o ruoMNLA 
rxa.tr a. imliod 
" • a l ». KO I!

murmm 
IT1PUN C CU/rono 
a. aCOTT DOUOLM 
• NAIHOH L. XrOOUOALO* 
•TUJAM a. taaOONMBLL. JM. 
ftOCMAJtX A. rrrvWMAA 
OAWp M. tCBOCR 
TDJCrYXV m. w j .
a u u t  a. m o o c a  uu
GAMtftO* T O T T
vjowp bl Lonva
DAVID M. ■AirmOLOW.W 
^ r r r a r  D WAXMX 
aoac«TA iT D o xa

it.
TAytOlA jp .

U»A M. BOTAIK

■oblbav j iocao 1 
M o w n  «L riU)N 
Roaa*7 a. mjuciur 
MfCTtAXL L» AJUCTATk* 
•ucaaa-r m mmcbok 
■ u & o c m  r  MAXLKT 
7AXTL J  ftfWMACIIBA 
naiAA L. LA OOPDO 1X3 LAP P. DA VO* 
•OJIATITM A. UifblUCK 
JO*1V A. TKfTOWI 
XTCAX WWlOtn fttA«OT<* 
jo* v. c n a 1 
LDTDA A Lorrua 
KW1C m. fwxtt 
oauoowr «. co^elaxd 
^ o m a  a. wax ax a
M C I A I I C  (-tOOOATT 
JODI ■» OOKBM 
MAJU W. NCV9QX 
rprvtr A. L l M m i n *  
1B14K X ilujvaa 
r t C P M J r r  I I  R A Y . J R .*
E. Bcorr I'axmvx

A . A m L A A U I b
i a l .  U . l  C- 0  iA S T .i

A  C O

ftDCTM r tO O X  
1 0 3 # W E S T  T H IR D  A V tM U f 

A W C M O R A Q f, A X A IK A  0 0 1 0 1  1*0 4  
(WOT) 2 7 * .* # * *
TELLCOFIZK'

{W7) 27M39I 
T IL *  A.

KltXAL COO 00M8O

F e b r u a r y  8, 1997

jux b. OLorac*
-AJAJW c. LATLOt 
U S A  a .  ( X w / w v i
• T A C A T  M T V t l  O A J U L C T f 
kOCMAAC A. PIT rHAN
0 O IU JO W  c . Y O U X a
WILLIAM J tUWRN 
ORflOQwr A. IOM 
n C M A JU D  w . 8« u u .  
r v u n .  I. IIAMAJDA 
B U B A ltm  K. L i i lO M  
LAUMK RAJIA roaaca

C R A J O  A . M O L D K ft 
i r m u  a. jum 
— wxamt wow o
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Hr. G a r r e y  M. Pes k a
A l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  H o n e  A s s o c i a t i o n  
P. 0. B o x  2 4 0 1 8 5  
D o u g l a s ,  A l a s k a  99824

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  o f  M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  
O u r  F i l e  No. 4 5 6 6 - 1Q

D e a r  G a r r e y :

Y o u  ha v e  a s k e d  m e  t o  r e v i e w  R e p r e s e n t a t i v e  T h e r r i a u l t ' s  
p r o p o s e d  l e g i s l a t i o n  r e p e a l i n g  A S  18.26, w h i c h  e s t a b l i s h e s  t h e  
A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y .  I u n d e r s t a n d  f r o m  t h e  t e l e p h o n e  
m e s s a g e  t h a t  I r e c e i v e d  f r o m  y o u  l a t e  y e s t e r d a y  aft e r  toon t h a t  s u c h  
a b i l l  n o w  h a s  b e e n  i n t r o d u c e d  a n d  t h a t  a h e a r i n g  is s c h e d u l e d  at 
1 : 3 0  o n  M o n d a y  a f t e r n o o n ,  F e b r u a r y  10.

M y  u n d e r s t a n d i n g  o f  t h e  s u p p o s e d  p u r p o s e  o f  t h i s  
l e g i s l a t i o n  is b a s e d  o n  c o m m e n t s  t h a t  w e r e  m a d e  in t h e  m e e t i n g s  of 
A S H N H A ' s  L e g i s l a t i v e  C o m m i t t e e  a n d  t h e  E x e c u t i v e  C o m m i t t e e  on 
T h u r s d a y ,  F e b r u a r y  6. S p e c i f i c a l l y ,  it w a s  e x p l a i n e d  that, 
o r i g i n a l l y ,  t h e  A u t h o r i t y  h a d  b e e n  e s t a b l i s h e d  to t a k e  a d v a n t a g e  ol 
a f i n a n c i n g  m e c h a n i s m  t h a t  h a d  b e e n  a u t h o r i z e d  b y  f e d e r a l  l a v  a n d  
t h a t  in 1986 f e d e r a l  l a w  h a d  b e e n  c h a n g e d  so f i a t  s u c h  f i n a n c i n g  
w a s  n o  l o n g e r  p o s s i b l e .  B e f o r e  a d o p t i n g  a p o s i t i o n  o n  t h e  p r o p o s e d  
r e p e a l ,  A S H N H A  w a n t e d  t o  d e t e r m i n e  d e f i n i t e l y  w h e t h e r  t h a t  

b a c k g r o u n d  i n f o r m a t i o n  w a s  a c c u r a t e .  T h e  s p e c i f i c  c o n c e r n  w a s  to
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Mr. G a r r e y  P e s k a
A l a s k a  S t a t e  H o s p i t a l  fc N u r s i n g  H o n e  

A o a o o i a t i o n  

F e b r u a r y  0, 1997 
P a g e  2

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  

Qyr gilS-lte,_.Aa$.g- 1 0

c o n f i r m  t h a t  t h e  r e p e a l  w o u l d  n o t  e l i m i n a t e  a p o s s i b l e  'i«ans of 
f i n a n c i n g  t h e  c o n s t r u c t i o n  of h e a l t h  c a r e  f a c i l i t i e s  t h a t  raight n o t  
o t h e r w i s e  b e  a v a i l a b l e .

R e a d i n g  b e t w e e n  the lines, I b e l i e v e  t h e  1986 c h a n g e  in 
f e d e r a l  l a w  t h a t  w a s  m e n t i o n e d  m u s t  h a v e  b e e n  t h e  a d o p t i o n  o f  t h e  
T a x  R e f o r m  A c t  o f  1986. T h a t  law p l a c e d  c e r t a i n  l i m i t a t i o n s  o n  t h e  
t a x  e x e m p t i o n s  t h a t  are a v a i l a b l e  for i n t e r e s t  e a r n e d  o n  s t a t e  a n d  
l o c a l  bond s .  A m o n g  o t h e r  things, t h e  A l a s k a  M e d i c a l  F a c i l i t y  
A u t h o r i t y  is a u t h o r i z e d  t o  iss u e  r e v e n u e  b o n d s  f o r  t h e  p u r p o s e  of 
e s t a b l i s h i n g  a n d  e q u i p p i n g  h e a l t h  c a r s  f a c i l i t i e s .  T h o s e  b o n d s  a r e  
e x e m p t  f r o m  s t a t e  taxes. Clearly, h o w e v e r ,  i f  t h e  b o n d s  w e r e  
e x e m p t  f r o m  s t a t e  t a x e s  b u t  n o t  e x e m p c  f r o m  f e d e r a l  t a xes, t h e y  
w o u l d  n o t  b e  a s  a t t r a c t i v e .  I h a v e  r e s e a r c h e d  t h e  c u r r e n t  s t a t u s  
o f  t h e  a v a i l a b i l i t y  of a federal t a x  e x e m p t i o n  f o r  s t a t e  a n d  l o c a l  
g o v e r n m e n t  b o n d s  u s e d  t o  f i n a n c e  c o n s t r u c t i o n  o f  h e a l t h  c a r e  
f a c i l i t i e s ,  a n d  I h a v e  d e t e r m i n e d  that, w i t h  «;ome r e s t r i c t i o n s ,  t h e  
t a x  e x e m p t i o n  is s t i l l  a vailable. S p e c i f i c a l l y ,  t h e  f e d e r a l  t a x  
e x e m p t i o n  c o n t i n u e s  t o  b e  / a ilable w i t h o u t  l i m i t a t i o n  f o r  n o n­
p r o f i t  h o s p i t a l  b o n d s  an is a v a i l a b l e  f o r  o t h e r  n o n - p r o f i t  
p u r p o s e s ,  w i t h  s o m e  l i m i t a t i o n s .

U n d e r  s e c t i o n s  145 a n d  501( c ) ( 3 )  o f  t h e  I n t e r n a l  R e v e n u e  
Code, if 95 p e r c e n t  of a state o r  l o c a l  b o n d  i s s u e  is f o r  t h e  u s e  
o f  a " h o s p i t a l * t h a t  is o t h e r w i s e  e x e m p t  f r o m  f e d e r a l  i n c o m e  t a x  

u n d e r  s e c t i o n  5 0 1 ( c ) (3), t h e n  t h e  i n t e r e s t  o n  t h o s e  b o n d s  is e x e m p t  
a n d  t h e r e  is n o  l i m i t  o n  t h e  amour/c o f  s u c h  b o n d s  t h a t  c a n  b e  
i s sued. O t h e r  s o - c a l l e d  " 5 0 1 ( c ) (3) b o n d s "  a l s o  a r e  t a x  exempt, 
but, e x c e p t  f o r  " h o s p i t a l  b o n d s , "  t h e r e  is a §150 r.illion l i m i t  o n  
t h e  a m o u n t  o f  b o n d s  t h a t  m a y  b e  o u t s t a n d i n g  a t  any one time.

A s  b a c k - u p  d o c u m e n t a t i o n ,  e n c l o s e d  I a m  s e n d i n g  y o u  
c o p i e s  o f  t h e  f o l l o w i n g :

1. S e c t i o n  145 of the I n t e r n a l  R e v e n u e  Code, " Q u a l i f i e d  
5 0 1 ( c ) ( 3 )  B o n d " ;

2. I n t e r n a l  R e v e n u e  S e r v i c e  P r i v a t e  L e t t e r  R u l i n g  
9 2 2 6 0 6 2  ( M a r c h  3, 1992) ( d i s c u s s i n g  s t a n d a r d s  f o r  i d e n t i f y i n g  a 
" h o s p i t a l "  n o t  s u b j e c t  t o  the §150 m i l l i o n  l i n i t  o n  t a x  e x e m p t  
b o n d s ) ; a n d
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Mr. G a r r e y  Peska
L l a s k a  S t a t e  H o s p i t a l  & N u r s i n g  Horn* 

A s s o c i a t i o n  
F e b ru a r y  8, 1997
Pag*  3

Re: P r o p o s e d  L e g i s l a t i o n
R e p e a l  of M e d i c a l  F a c i l i t y  A u t h o r i t y  S t a t u t e  

QU£. F l i t  HO..

3. F. Ballard, "T a x  E x e m p t  F i n a n c i n g  a n d  C h a r i t i e s , "
A L I - A H A  C o u r s e  of S t u d y  (Dec. 2, 1993) (in o u t l i n e  f o r m a t ,
s u m m a r i z e s  m e c h a n i s m  and s t a n d a r d s  for t a x - e x e m p t  b o n d s ) .

G i v e n  t h e  c o n t i n u i n g  a v a i l a b i l i t y  o f  a f e d e r a l  t a x
e x e m p t i o n  f o r  " h o s p i t a l  b o n d s , "  it m a y  we l l  b e  a d v i s a b l e  t o  a t t e m p t  
t o  r e t a i n  t h e  A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y  as a v e h i c l e  f o r  
i s s u i n g  s u c h  b o nds. T h e r e  a p p e a r s  to be n o  r e q u i r e m e n t  t h a t  s u c h  
b o n d s  b e  i s s u e d  b y  an A uthority, a n d  p r e s u m a b l y  t h e y  a l s o  c o u l d  b e  
i s s u e d  d i r e o t l y  b y  t h e  s t a t e  o r  local g o v e r n m e n t .  T h a t  m i g h t  
r e q u i r e  a p u b l i c  vote, however. (The o u t l i n e  l i s t e d  a s  I t e m  3 
a b o v e  s t ates, in p a r a g r a p h  1(a), " C i t y  o r  s t ate, o r  a u t h o r i t y  
f o r m e d  b y  c i t y  o r  s t a t e  . . . i s s u e s  b o n d s  t h a t  a r e  e x e m p t  f r o m  
F e d e r a l  i n c o m e  t a x  . . . . " )

A s  y o u  know, b o n d  f i n a n c i n g  a n d  t h e  r e l a t e d  t a x
e x e m p t i o n s  a r e  a v e r y  c o m p l e x  area, a n d  I c e r t a i n l y  a m  n o t  a b o n d  
s p e c i a l i s t .  It is clear, h o wever, th a t  t h e  f e d e r a l  t a x  e x e m p t i o n  
is s t i l l  a v a i l a b l e  f o r  n o n - p r o f i t  " h o s p i t a l  b o n d s . "  W i t h  t h i s  
a d d i t i o n a l  b a c k g r o u n d  information, it m a y  b e  p o s s i b l e  t o  d e t e r m i n e  
i f  t h e  p r o p o s e d  r e p e a l  iri fa c t  is b a s e d  on a m i s t a k e n  u n d e r s t a n d i n g  
t h a t  t h e  f e d e r a l  t a x  e x e m p t i o n  for s u c h  b o n d s  w a s  r e p e a l e d  in 1986. 
A t  t h e  v e r y  least, d e m o n s t r a t i n g  t h e  i n v a l i d i t y  o f  t h a t  r e a s o n  m a y  
h e l p  b r i n g  t o  l i g h t  s o m e  o t h e r  r e a s o n  t h e  r e p e a l  is b e i n g  p r o p o s e d .

I h o p e  t h i s  i n f o r m a t i o n  is h e l p f u l  t o  y o u  i n  f o r m u l a t i n g
A S H N H A ' s  p o s i t i o n  on th i s  l e g i s lation. I w i l l  b e  g l a d  t o  d i s c u s s  
t h i s  w i t h  y o u  at y o u r  con v e n i e n c e .

Since r e l y ,

KEESAL, Y O U N G  & L O G A N

S W M . k l o

E n c l o s u r e s

ccj Ms. L a r a i n e  D e r r
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UNITED STATES CODE ANNOTATED 
T IT L E  26. INTERNAL REVENUE CODE 

S U B T I T L E  A — I N C O M E  T A X E S  

C H A P T E R  1--NORMAL TAXES AND S U R T A X E S  

S U B C H A P T E R  B — C O M P U T A T I O N  O F  T A X A B L E  I N C O M E  

PART IV--TAX EXEMPTION REQUIREMENTS FOR STATE AND LOCAL BONDS 
S U B P A R T  A — P R I V A T E  A C T I V I T Y  B O N D S  

C o p r .  (C) W e s t  1 9 9 7 .  A l l  r i g h t s  r e s e r v e d .

C u r r e n t  t h r o u g h  P . L .  1 0 4 - 3 3 3 ,  a p p r o v e d  1 1 - 1 2 - 9 6

s 1 4 5 .  Q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d

(a) I n  g e n e r a l . — F o r  p u r p o s e s  o f  t h i s  p a r t ,  e x c e p t  a s  o t h e r w i s e  p r o v i d e d  in  

t h i s  s e c t i o n ,  t h e  t e r m  " q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d "  m e a n s  a n y  p r i v a t e  a c t i v i t y  

b o n d  i s s u e d  a s  p a r t  o f  a n  i s s u e  i f —

(1 ) a l l  p r o p e r t y  w h i c h  is t o  b e  p r o v i d e d  b y  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  is 

t o  b e  o w n e d  b y  a 5 0 1 ( c )  (3) o r g a n i z a t i o n  or  a g o v e r n m e n t a l  u n i t ,  a n d  

<2 ) s u c h  b o n d  w o u l d  n o t  b e  a p r i v a t e  a c t i v i t y  b o n d  i f —

(A) 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  t r e a t e d  a s  g o v e r n m e n t a l  u n i t s  w i t h  r e s p e c t  

t o  t h e i r  a c t i v i t i e s  w h i c h  d o  n o t  c o n s t i t u t e  u n r e l a t e d  t r a d e s  o r  b u s i n e s s e s ,  

d t t e m i n e d  b y  a p p l y i n g  s e c t i o n  5 1 3 ( a ) ,  a n d

(B) p a r a g r a p h s  (1) a n d  (2) o f  s e c t i o n  141( b )  w e r e  a p p l i e d  b y  s u b s t i t u t i n g  "5 

p e r c e n t "  f o r  " 1 0  p e r c e n t "  e a c h  p l a c e  it  a p p e a r s  a n d  b y  s u b s t i t u t i n g  " n e t  

p r o c e e d s "  f o r  " p r o c e e d s "  e a c h  p l a c e  it a p p e a r s .

(b) $ 1 5 0 , 0 0 0 , 0 0 0  l i m i t a t i o n  o n  b o n d s  o t h e r  t h a n  h o s p i t a l  b o n d s . - -

(1) I n  g e n e r a l . — A  b o n d  ( o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d )  s h a l l  n o t  b e  

t r e a t e d  as  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  t h e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

o f  t h e  i s s u e  (of w h i c h  s u c h  b o n d  is  a p a r t )  a l l o c a t e d  t o  a n y  5 0 1 ( c ) ( 3 )  

o r g a n i z a t i o n  w h i c h  is  a t e s t - p e r i o d  b e n e f i c i a r y  ( w h e n  i n c r e a s e d  b y  t h e  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  of s u c h  o r g a n i z a t i o n )  e x c e e d s  

$ 1 5 0 , 0 0 0 , 0 0 0 .

(2) O u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a ^ .  b o n d s . —

(A) I n  g e n e r a l . — F o r  p u r p o s e s  o f  a p p l y i n g  p a r a g r a p h  (1) w i t h  r e s p e c t  t o  a n y  

i s s u e ,  t h e  o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s  o f  a n y  o r g a n i z a t i o n  w h i c h  

i s  a t e s t - p e r i o d  b e n e f i c i a r y  w i t h  r e s p e c t  t o  s u c h  i s s u e  i s  t h e  a g g r e g a t e  

a m o u n t  o f  t a x - e x e m p t  b o n d s  r e f e r r e d  t o  in s u b p a r a g r a p h  ( B ) - ~

(i) w h i c h  a r e  a l l o c a t e d  t o  s u c h  o r g a n i z a t i o n ,  a n d

(ii) w h i c h  a r e  o u t s t a n d i n g  a t  t h e  t i m e  o f  s u c h  l a t e r  i s s u e  ( n o t  i n c l u d i n g  

a s  o u t s t a n d i  ng a n y  b o n d  w h i c h  i s  t o  b e  r e d e e m e d  ( o t h e r  t h a n  i n  a n  a d v a n c e  

r e f u n d i n g )  f r o m  t h e  n e t  p r o c e e d s  o f  t h e  l a t e r  i s s u e )  .

(B) B o n d s  t a k e n  i n t o  a c c o u n t . — F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A),  t h e  b o n d s  

r e f e r r e d  t o  i n  t h i s  s u b p a r a g r a p h  a r e —

(i) a n y  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  o t h e r  t h a n  a q u a l i f i e d  h o s p i t a l  b o n d ,  a n d

(ii) a n y  b o n d  t o  w h i c h  s e c t i o n  1 4 1 ( a )  d o e s  n o t  a p p l y  i f —

(I) s u c h  b o n d  w o u l d  h a v e  b e e n  a n  i n d u s t r i a l  d e v e l o p m e n t  b o n d  (as d e f i n e d  

i n  s e c t i o n  1 0 3 ( b )  (2), a s  i n  e f f e c t  o n  t he d a y  b e f o r e  t h e  d a t e  o f  t h e  

e n a c t m e n t  o f  t h e  T a x  R e f o r m  A c t  o f  1 9 86) if 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n s  w e r e  

n o t  e x e m p t  p e r s o n s ,  a n d

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s

-/ - 7YU-. r.‘ * • ) ^  j .’: ‘ ^
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T E X T  (b) (2) (B) (ii) (II)

(II) s u c h  b o n d  w a 3  n o t  d e s c r i b e d  i n  p a r a g r a p h  (4), (5), o r  (6 ) o f  a u c h

s o c t i o n  1 0 3 ( b )  ( a s  i n  o f f s e t  o n  t h e  d a t e  s u c h  b o n d  w a s  i s s u e d ) .

(C) O n l y  n o n h o s p i t a l  p o r t i o n  o f  b o n d s  t a k e n  i n t o  a c c o u n t . —

(i) I n  g e n e r a l . - - A  b o n d  s h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  3 u b p a r a g r a p h  (3) 

o n l y  t o  t h e  e x t e n t  t h a t  t h e  p r o c e e d s  o f  t h e  i s s u e  o f  w h i c h  s u c h  b o n d  is a 

p a r t  a r e  n o t  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(ii) S p e c i a l  r u l e .  —  If  90 p e r c e n t  o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  a n  i s s u e  

a r e  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l ,  n o  b o n d  w h i c h  is  p a r t  o f  s u c h  i s s u e  

s h a l l  b e  t a k e n  i n t o  a c c o u n t  u n d e r  s u b p a r a g r a p h  (B ) (i i >.

(3) A g g r e g a t i o n  r u l e . — F o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n ,  2 o r  m o r e  

o r g a n i z a t i o n s  u n d e r  c o m m o n  m a n a g e m e n t  o r  c o n t r o l  s h a l l  b e  t r e a t e d  as  1  
o r g a n i z a t i o n .

(4) A l l o c a t i o n  o f  f a c e  a m o u n t  o f  i s s u e ;  t e s t - p e r i o d  b e n e f i c i a r y . — R u l e s  

s i m i l a r  t o  t h e  r u l e s  o f  s u b p a r a g r a p h s  (C), (D) a n d  (E) o f  s e c t i o n  1 4 4 ( a ) (10) 

s h a l l  a p p l y  f o r  p u r p o s e s  o f  t h i s  s u b s e c t i o n .

(c) Q u a l i f i e d  h o s p i t a l  b o n d . — F o r  p u r p o s e s  o f  t h i s  s e c t i o n ,  t h e  t e r m  

" q u a l i f i e d  h o s p i t a l  b o n d "  m e a n 3  a n y  b o n d  i s s u e d  a s  p a r t  o f  a n  i s s u e  95  p e r c e n t  

o r  m o r e  o f  t h e  n e t  p r o c e e d s  o f  w h i c h  a r e  t o  b e  u s e d  w i t h  r e s p e c t  t o  a h o s p i t a l .

(d) R e s t r i c t i o n s  c n  b o n d s  u s e d  t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  h o u s i n g  f o r  

f a m i l y  u n i t s . —

(1) I n  g e n e r a l . — E x c e p t  as  o t h e r w i s e  p r o v i d e d  i n  t h i s  s u b s e c t i o n ,  a b o n d  

w h i c h  i s  p a r t  o f  a n  i s s u e  s h a l l  n o t  b e  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i f  a n y  

p o r t i o n  o f  t h e  n e t  p r o c e e d s  o f  t h e  i s s u e  a r e  t o  b e  u s e d  d i r e c t l y  o r  i n d i r e c t l y  

t o  p r o v i d e  r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s .

(2) E x c e p t i o n  f o r  b o n d s  u s e d  t o  p r o v i d e  q u a l i f i e d  r e s i d e n t i a l  r e n t a l  

p r o j e c t s . — P a r a g r a p h  (1 ) s h a l l  n o t  a p p l y  t o  a n y  b o n d  i s s u e d  a s  p a r t  o f  a n  

i s s u e  i f  t h e  p o r t i o n  o f  s u c h  i s s u e  w h i c h  is t o  b e  u s e d  a s  d e s c r i b e d  i n  

p a r a g r a p h  (1 ) i s  t o  b e  u s e d  t o  p r o v i d e —

(A) a r e s i d e n t i a l  r e n t a l  p r o p e r t y  f o r  f a m i l y  u n i t s  i f  t h e  f i r s t  u s e  o f  s u c h  

p r o p e r t y  i s  p u r s u a n t  t o  s u c h  i s s u e ,

(B) q u a l i f i e d  r e s i d e n t i a l  r e n t a l  p r o j e c t s  ( as d e f i n e d  i n  s e c t i o n  1 4 2 ( d ) ) ,  o r

(C) p r o p e r t y  w h i c h  i s  t o  b e  s u b s t a n t i a l l y  r e h a b i l i t a t e d  in  a r e h a b i l i t a t i o n  

b e g i n n i n g  w i t h i n  t h e  2 - y e a r  p e r i o d  e n d i n g  1  y e a r  a f t e r  t h e  d a t e  o f  t h e  

a c q u i s i t i o n  o f  s u c h  p r o p e r t y .

(3) C e r t a i n  p r o p e r t y  t r e a t e d  a s  n e w  p r o p e r t y . — S o l e l y  f o r  p u r p o s e s  o f  

d e t e r m i n i n g  u n d e r  p a r a g r a p h  ( 2 ) (A) w h e t h e r  t h e  1 s t  u s e  o f  p r o p e r t y  i s  p u r s u a n t  

t o  t a x - e x e m p t  f i n a n c i n g —

(A) I n  g e n e r a l . - - I f —

(i) t h e  1 s t  u s e  o f  p r o p e r t y  is  p u r s u a n t  t o  t a x a b l e  f i n a n c i n g ,

(ii) t h e r e  w a s  a r e a s o n a b l e  e x p e c t a t i o n  (at t h e  t i m e  s u c h  t a x a b l e  f i n a n c i n g  

w a s  p r o v i d e d )  t h a t  s u c h  f i n a n c i n g  w o u l d  b e  r e p l a c e d  b y  t a x - e x e m p t  f i n a n c i n g ,  

r>nd

(xii) t h e  t a x a b l e  f i n a n c i n g  is  i n  f a c t  s o  r e p l a c e d  w i t h i n  a r e a s o n a b l e  

p e r i o d  a f t e r  t h e  t a x a b l e  f i n a n c i n g  w a s  p r o v i d e d ,

t h e n  t h e  1 s t  u s e  o f  s u c h  p r o p e r t y  s h a l l  b e  t r e a t e d  as  b e i n g  p u r s u a n t  t o  t h e  

t a x - e x e m p t  f i n a n c i n g .

(B) S p e c i a l  r u l e  w h e r e  n o  o p e r a t i n g  s t a t e  o r  l o c a l  p r o g r a m  f o r  t a x - e x e m p t  

f i n a n c i n g . — If, a t  t h e  t i m e  o f  t h e  1 s t  u s e  o f  p r o p e r t y ,  t h e r e  w a s  n o

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g ,  U . S .  g o v t ,  w o r k s
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T E X T  (d) (3) (B)

o p e r a t i n g  S t a t e  o r  l o c a l  p r o g r a m  C o r  t a x - e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y ,  

t h e  1 3 1 u s e  o f  t h e  p r o p e r t y  s h a l l  b e  t r e a t e d  a s  p u r s u a n t  t o  t h e  1 st t a x -  

e x e m p t  f i n a n c i n g  o f  t h e  p r o p e r t y .

(C) D e f i n i t i o n s . — F o r  p u r p o s e s  o f  t h i s  p a r a g r a p h —

(l) T a x - e x e m p t  f i n a n c i n g . — T h e  t e r m  " t a x - e x e m p t  f i n a n c i n g "  m e a n s  f i n a n c i n g  

p r o v i d e d  b y  t a x - e x e m p t  b o n d s .

(ii) T a x a b l e  f i n a n c i n g - T h e  t e r m  " t a x a b l e  f i n a n c i n g "  m e a n s  f i n a n c i n g  w h i c h  

i s  n o t  t a x - e x e m p t  f i n a n c i n g .

(4) S u b s t a n t i a l  r e h a b i l i t a t i o n . —

(A) I n  g e n e r a l . — i x c e p t  a s  p r o v i d e d  i n  s u b p a r a g r a p h  (B), r u l e s  s i m i l a r  t o  

t h e  r u l e s  o f  s e c t  o n  4 7 ( c ) ( 1 ) ( C )  s h a l l  a p p l y  in d e t e r m i n i n g  f o r  p u r p o s e s  o f  

p a r a g r a p h  ( 2 ) (C) ' n e t h e r  p r o p e r t y  is s u b s t a n t i a l l y  r e h a b i l i t a t e d .

(B) E x c e p t i o n . - - F o r  p u r p o s e s  o f  s u b p a r a g r a p h  (A), c l a u s e  (ii) o f  s e c t i o n  

4 7 ( c ) ( 1 ) ( C ) ( i )  s n a i l  n o t  a p p l y ,  b u t  t h e  S e c r e t a r y  m a y  e x t e n d  t h e  2 4 - r aonth 

p e r i o d  i n  s e c t i  ;n 4 7 ( c ) (1) (C) (i) w h e r e  a p p r o p r i a t e  d u e  t o  c i r c u m s t a n c e s  n o t  

w i t h i n  t h e  c o n t r o l  o f  t h e  o w n e r .

(e) E l e c t i o n  o u t . — T h i s  s e c t i o n  s h a l l  n o t  a p p l y  t o  a n  i s s u e  i f —

(1 ) t h e  i s s u e r  e l e c t s  n o t  t o  h a v e  t h i s  s e c t i o n  a p p l y  t o  s u c h  i s s u e ,  a n d

(2 ) s u c h  i s s u e  i s  a n  i s s u e  o f  e x e m p t  f a c i l i t y  b o n d s ,  o r  q u a l i f i e d  

r e d e v e l o p m e n t  b o n d s ,  t o  w h i c h  s e c t i o n  1 4 6  a p p l i e s .
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     C R E T J T T fS b —

1 9 9 7  E l e c t r o n i c  P o c k e t  P a r t  U p d a t e

( A d d e d  P u b . L .  9 9 - 5 1 4 ,  T i t l e  X I I I ,  s 1 3 0 1 ( b ) ,  O c t .  22, 1 9 8 6 ,  1 0 0  S t a t ^ 6 2 9 ,  a n d  

a m e n d e d  P u b . L .  1 0 0 - 6 4 7 ,  T i t l e  I, s 1 0 1 3  (a) (6 ) - (8 ), T i t l e  V, s 5 0 £ 3 < a ) ,  N o v .  10,

1 9 8 8 ,  1 0 2  S t a t .  3 5 3 8 ,  3 6 7 7 ;  P u b . L .  1 0 1 - 2 3 9 ,  T i t l e  V I I ,  s 7 8 1 > f f ) ,  D e c .  19,

1 9 8 9 ,  1 0 3  S t a t .  2 4 1 9 ;  P u b . L .  1 0 1 - 5 0 8 ,  T i t l e  XI, s 1 1 8 1 3 ( ^ 0 ) ,  N o v .  5, 1 9 9 0 ,  

1 0 4  S t a t .  1 3 8 8 - 5 5 1 . )

<  G e n e r a l  M a t e r i a l s  (GM) - R e f e r e n c e s ,  A n n o t a t i o n s ,  o r  T a b l e s  >

H I S T O R I C A L  A N D  ^ T U T O R Y  N O T E S

R e v i s i o n  N o t e s  a n d  L e g i s l a t i v e  R e p o f t s

1 9 8 6  A c t .  H o u s e  C o n f e r e n c e ^ K e p o r t  No. 9 9 - 6 4 1 ,  a n d  S t a t e m e n t  b y  P r e s i d e n t ,  s e e  

1 9 8 6  U . S . C o d e  C o n g ,  a n d  Aetm.Nevs, p. 4 0 7 5 .

1 9 8 0  A c t .  S e n a t e  R e p o r t N o .  1 0 0 - 4 4 5  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 0 - 1 1 0 4 ,  

s e e  1 9 8 8  U. S . C o d e ^ T o n g .  a n d  A d m . N e w s ,  p. 4 5 1 5 .

1 9 8 9  A c t .  H q a ^ e  R e p o r t  N o .  1 0 1 - 2 4 7  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 1 - 3 8 6 ,  

s e e  1 9 8 9  U./8 '\Code C o n g ,  a n d  A d m . N e w s ,  p. 1 9 0 6 .

1 9 9 0  A O t .  H o u s e  R e p o r t  N o .  1 0 1 - 8 8 1  a n d  H o u s e  C o n f e r e n c e  R e p o r t  N o .  1 0 1 - 9 6 4 ,  

s e e J& 3Q  U . S . C o d e  C o n g ,  a n d  A d m . N e w s ,  p. 2 0 1 7 .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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C i t a t i o n  

9 2 2 6 0 6 2  

( P u b l i c a t i o n

S e c t i o n  1*35

0 1 0 3 . 0 0 - 0 0  

I n t e r e s t  o n  

N o t e x c l u d e d

0 1 4 5 . 0 2 - 0 1

0 1 4 5 . 0 3 - 0 0  

C C : F I i P : B r . 5 / T R - 3 1 - 2 2 0 7 - 9 0

M a r c h  31, 1 9 9 2

LEGEND:
X  = * ♦ *

C o m p l e x  Y *  * * *

Z =  * * *

P r o j e c t  * * * *

I s s u e r  *  * * *

O l d  B o n d s  =  * * * 

a  ^  * * * 

b  -  * * * 

c  «  * * *

D e a r  * * *
T h i s  l e t t e r  i s  o u r  r e p l y  t o  a r e q u e s t  f o r  r u l i n g s  o n  t h e  a p p l i c a t i o n  o f  

s e c t i o n  1 4 5  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  t o  a p r o p o s e d  i s s u e  o f  b o n d s  ( N e w  

B o n d s ) .  T h e  r e q u e s t  w a s  s u b m i t t e d  b y  t h e  a u t h o r i z e d  r e p r e s e n t a t i v e s  o f  X.

F A C T S

X  r e p r e s e n t s  t h a t  it  is a n  o r g a n i z a t i o n  d e s c r i b e d  i n  s e c t i o n  5 0 1 ( c ) ( 3 )  o f  t h e  

C o d e .  Z is l i c e n s e d  b y  a s t a t e  a g e n c y  a s  a h o s p i t a l  a n d  i s  a c c r e d i t e d  a s  a 

h o s p i t a l  b y  t h e  J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s .  

Z h a s  b e e n  c o n t i n u o u s l y  c e r t i f i e d  as  a h o s p i t a l  p r o v i d e r  f o r  p u r p o s e s  o f  

r e c e i v i n g  M e d i c a r e  r e i m b u r s e m e n t  b y  t h e  U n i t e d  S t a t e s  D e p a r t m e n t  o f  H e a l t h  a n d  

H u m a n  S e r v i c e s .

Z r e q u i r e s  e v e r y  p a t i e n t  t o  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n .  

I t  p r o v i d e s  2 4 - h o u r  n u r s i n g  s e r v i c e s ,  r e n d e r e d  o r  s u p e r v i s e d  b y  r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e s ,  a n d  h a s  l i c e n s e d  p r a c t i c a l  n u r s e s  o r  r e g i s t e r e d  n u r s e s  o n  

d u t y  a t  a l l  t i m e s .  Z is  l i c e n s e d  f o r  a n d  o p e r a t e s  c b e d s .

Z i s  p a r t  o f  C o m p l e x  Y, w h i c h  c o n s i s t s  o f  o t h e r  h o s p i t a l s  a c c r e d i t e d  b y  t h e  

s t a t e  a g e n c y ,  a t e a c h i n g  f a c i l i t y ,  a n  a m b u l a t o r y  c a r e  f a c i l i t y ,  a n d  n o n - h e a l t h  

c a r e  f a c i l i t i e s .  A p p r o x i m a t e l y  80  p e r c e n t  o f  Z ' s  g r o s s  p a t i e n t  r e v e n u e s  a r e  

c u r r e n t l y  f r o m  i n p a t i e n t s .  H o w e v e r ,  X  e x p e c t s  t h a t  c h a n g e s  i n  M e d i c a r e  

r e i m b u r s e m e n t ,  o t h e r  e c o n o m i c  p r e s s u r e s ,  a n d  a d v a n c e s  i n  t e c h n o l o g y  w i l l  f o r c e  

Z t o  i n c r e a s e  i t s  r e l a t i v e  a m o u n t  o f  o u t p a t i e n t  s e r v i c e s ,  m a k i n g  i t  l i k e l y  t h a t  

a m a j o r i t y  o f  s e r v i c e s  w i l l  e v e n t u a l l y  b e  r e n d e r e d  t o  o u t p a t i e n t s .

I n  1 9 9 0 ,  I s s u e r  i s s u e d  a d o l l a r s  o f  O l d  B o n d s  a n d  l o a n e d  t h e  p r o c e e d s  t o  X.

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s

R a n k ( R )  D a t a b a s e  M o d e

R  8 O F  25 F T X - A L L  P a g e

p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

—  Q u a l i f i e d  S e c .  5 0 1 ( c ) ( 3 )  B o n d s

P u b l i c a t i o n  D a t e :  J u n e  26, 1 9 9 2

C e r t a i n  G o v e r n m e n t a l  O b l i g a t i o n s  ( E x c l u d e d  v.

)
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( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

O f  t h e  p r o c e e d s  o f  t h e  O l d  B o n d s ,  b  d o l l a r s  a r e  b e i n g  u s e d  f o r  t h e  c o n s t r u c t i o n  

c f  P r o j e c t ,  w h i c h  is a n  a d d i t i o n  t o  Z. T h e  r e m a i n d e r  o f  t h e  p r o c e e d s  w e r e  o r  

a r e  b e i n g  u s e d  f o r  o t h e r  p u r p o s e s .  W h e n  t h e  O l d  B o n d s  w e r e  i s s u e d ,  X  a l r e a d y  

e x c e e d e d  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n  s o t  f o r t h  i n  s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h e  

C o d s .  T h e r e f o r e ,  t h e  I n t e r e s t  o n  t h e  O l d  B o n d s  w a s  n o t  e x c l u d a b l e  f r o m  g r o s s  

i n c o m e  u n d e r  s e c t i o n  1 0 3 ( a ) .

P r o j e c t  i s  c u r r e n t l y  u n d e r  c o n s t r u c t i o n . W h e n  c o m p l e t e d ,  it w i l l  b e  p a r t  of

Z. X e x p e c t s  P r o j e c t  t o  b e  l i c e n s e d  b y  t h e  s t a t e  a g e n c y  a s  p a r t  o f  Z. B e c a u s e

P r o j e c t  w i l l  e x p a n d  o u t p a t i e n t  s e r v i c e s ,  X e x p e c t s  t h a t  a m a j o r i t y  o f  Z ' s

r e v e n u e s  w i l l  b e  f r o m  o u t p a t i e n t  s e r v i c e s  a n d  t h a t  a m a j o r i t y  o f  Z ' s  spac?> w i l l  

b e  u s e d  f o r  o u t p a t i e n t  s e r v i c e s .

X  n o w  p r o p o s e s  t o  d i r e c t  I s s u e r ,  i n  a c c o r d a n c e  w i t h  p r o v i s i o n s  o f  :he O l d  

B o n d s  i n d e n t u r e ,  to  i s s u e  N e w  B o n d s  i n  a n  a m o u n t  e q u a l  t o  t h e  b  d o l l a r s  o f  

p r o c e e d s  f r o m  t h e  O l d  B o n d s  u s e d  f o r  P r o j e c t .  T h e  p r o c e e d s  o f  t h e  N e w  B o n d s  

w i l l  b e  u s e d  t o  r e d e e m  p a r t  o f  t h e  o u t s t a n d i n g  O l d  B o n d s .

L A W  A N D  A N A L Y S I S

U n d e r  s e c t i o n  1 0 3 ( b ) ( 1 )  o f  t h e  C o d e ,  t h e  e x c l u s i o n  f r o m  g r o s s  i n c o m e  g r a n t e d  

t o  i n t e r e s t  on  a s t a t e  o r  l o c a l  b o n d  d o e s  n o t  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s .  

H o w e v e r ,  t h e  e x c l u s i o n  d o e s  a p p l y  t o  p r i v a t e  a c t i v i t y  b o n d s  t h a t  a r e  q u a l i f i e d  

b o n d s .  A m o n g  t h e  q u a l i f i e d  b o n d s  l i s t e d  i n  s e c t i o n  1 4 1 ( e ) ( 1 )  i s  a  q u a l i f i e d  

5 0 1 ( c ) ( 3 )  b o n d .  A  q u a l i f i e d  5 0 1 ( c ) ( 3 )  b o n d  i s  d e f i n e d  i n  s e c t i o n  1 4 5 .

T o  b e  a q u a l i f i e d  5 0 1 ( c ) (3) b o n d ,  a b o n d  m u s t  s a t i s f y  a n u m b e r  o f  c o n d i t i o n s ,  

i n c l u d i n g  $ 1 5 0  m i l l i o n  v o l u m e  l i m i t a t i o n  s e t  f o r t h  in  s e c t i o n  1 4 5 ( b ) ( 1 )  o f  t h e  

C o d e .  U n d e r  t h i s  l i m i t a t i o n ,  a b o n d  i s  n o t  t r e a t e d  as  a q u a l i f i e d  5 0 1 ( c ) ( 3 )  

b o n d  i f  i t  is  p a r t  o f  a n  i s s u e  o f  b o n d s  w h o s e  a g g r e g a t e  a u t h o r i z e d  f a c e  a m o u n t  

a l l o c a t e d  t o  a n y  5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n ,  p l u s  t h e  a m o u n t  o f  t h a t  o r g a n i z a t i o n ' 3  

o u t s t a n d i n g  t a x - e x e m p t  n o n h o s p i t a l  b o n d s ,  e x c e e d s  $ 1 5 0  m i l l i o n .  A  5 0 1 ( c ) ( 3 )  

o r g a n i z a t i o n  m u s t  b e  a t e s t - p e r i o d  b e n e f i c i a r y  u n d e r  s e c t i o n  1 4 5 ( b ) ( 4 ) .
U n d e r  a e u L i u u  1 4 5 ( b )  (1) o f  Llit: C o d e ,  Lite 3 1 5 0  m i l l i o n  l i n u L L a L i o n  d o e s  n o t  

a p p l y  t o  q u a l i f i e d  h o s p i t a l  b o n d * . S e c t i o n  1 4 5 ( c )  d e f i n e s  a q u a l i f i e d  h o s p i t a l  

b o n d  a s  a n y  b o n d  t h a t  i s  p a r t  o f  a n  i s s u e  i f  95 p e r c e n t  o r  m o r e  o f  t h e  i s s u e ' s  

n e t  p r o c e e d s  a r e  t o  b e  u s e d  f o r  a h o s p i t a l .  T h u s ,  u n l e s s  P r o j e c t  i s  a  h o s p i t a l ,  

t h e  N e w  B o n d s  m u s t  b e  t e s t e d  u n d e r  t h e  $ 1 5 0  m i l l i o n  l i m i t a t i o n .

T h e  t e r m  " h o s p i t a l "  i s  n o t  d e f i n e d  i n  P a r t  IV, S u b c h a p t e r  B o f  t h e  C o d e .  

H o w e v e r ,  t h e  C o n f e r e n c e  R e p o r t  f o r  t h e  T a x  R e f o r m  A c t  o f  1 9 8 6 ,  2 H . R .  C o n f .

R e p .  N o .  8 4 1 ,  9 9 t h  C o n g . ,  2 d  S e s s .  1 1 - 7 2 5 - 7 2 7  ( 1 9 8 6 ) ,  1 9 8 6 - 3  C . B .  (Vol. 4) 7 2 5 -  

7 2 7 ,  i n d i c a t e s  t h a t  a h o s p i t a l  i s  a f a c i l i t y  t h a t  (1) is a c c r e d i t e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H o s p i t a l s  ( w h i c h  h a s  b e e n  s u c c e e d e d  b y  t h e  

J o i n t  C o m m i s s i o n  o n  A c c r e d i t a t i o n  o f  H e a l t h  C a r e  O r g a n i z a t i o n s ) ;  (2) is 

p r i m a r i l y  u s e d  t o  p r o v i d e  d i a g n o s t i c  s e r v i c e s  a n d  t h e r a p e u t i c  s e r v i c e s  f o r  

m e d i c a l  d i a g n o s i s ,  t r e a t m e n t ,  a n d  c a r e  o f  i n j u r e d ,  d i s a b l e d  o r  s i c k  p e r s o n s  a s  

h o s p i t a l  i n p a t i e n t s  u n d e r  t h e  s u p e r v i s i o n  o f  p h y s i c i a n s ;  (3) h a s  a r e q u i r e m e n t  

t h a t  ev«ir y  p a t i e n t  b e  u n d e r  t h e  c a r e  a n d  s u p e r v i s i o n  o f  a p h y s i c i a n ;  a n d  (4) 

p r o v i d r . s  2 4 - h o u r  n u r s i n g  s e r v i c e s  r e n d e r e d  o r  s u p e r v i s e d  b y  a r e g i s t e r e d  

p r o f e s s i o n a l  n u r s e  a n d  h a s  a l i c e n s e d  p r a c t i c a l  n u r s e  o r  r e g i s t e r e d  n u r s e  o n  

d u t y  a t  a l l  t i m e s .  T h e  R e p o r t  m a k e s  c l e a r  t h a t  t h e  t e r m  " h o s p i t a l "  d o e s  n o t  

i n c l u d e  r e s t  o r  n u r s i n g  h o m e s ,  d a y  c a r e  c e n t e r s ,  m e d i c a l  s c h o o l  f a c i l i t i e s ,  

r e s e a r c h  l a b o r a t o r i e s  o r  a m b u l a t o r y  s u r g i c e n t e r s .

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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( P u b l i c a t i o n  p a g e  r e f e r e n c e s  a r e  n o t  a v a i l a b l e  f o r  t h i s  d o c u m e n t . )

B a s e d  o n  t h e  i n f o r m a t i o n  s u b m i t t e d ,  Z s a t i s f i e s  t h e  t e s t s  o f  a c c r e d i t a t i o n ,  

p h y s i c i a n  s u p e r v i s i o n ,  a n d  n u r s i n g  s e r v i c e s .  T h e  r e m a i n i n g  q u e s t i o n  is w h e t h e r  

i t  p r o v i d e s  s e r v i c e s  p r i m a r i l y  t o  i n p a t i e n t s .

T h e  l e g i s l a t i v e  h i s t o r y  p r o v i d e s  n o  t e s t  f o r  d e t e r m i n i n g  w h e t h e r  a f a c i l i t y  

is  p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e n t s .  H o w e v e r ,  w e  b e l i e v e  Z is 

p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  p e r s o n s  a s  h o s p i t a l  i n p a t i e n t s  b e c a u s e

(1) i t  h a s  a p r i n c i p a l ,  r a t h e r  t h a n  a n  i n c i d e n t a l ,  p u r p o s e  t o  s e r v e  

i n p a t i e n t s ,  (2) it  h a s  a s u b s t a n t i a l  p o r t i o n  o f  i t s  r e v e n u e s  d e r i v e d  f r o m  e n d  a 

s u b s t a n t i a l  p o r t i o n  o f  i t s  a r e a  d e v o t e d  t o  i n p a t i e n t s ;  (3) i t  h a s  w e l l -  

e s t a b l i s h e d  f a c i l i t i e s  t o  a c c o m m o d a t e  o n - s i t e  s c h e d u l e d  i n p a t i e n t s ;  a n d  (4) it  

h a s  w e l l - e s t a b l i s h e d  f a c i l i t i e s  t o  a c c o m m o d a t e  o n - s i t e  a r e c i p i e n t  o f  

o u t p a t i e n t  s e r v i c e s  w h o  i s  i m m e d i a t e l y  c o n v e r t e d  t o  a n  i n p a t i e n t  e i t h e r  w h e n  

c o m p l i c a t i o n s  r e s u l t  f r o m  a n y  o u t p a t i e n t  s e r v i c e s  r e n d e r e d  o r  w h e n  a q u a l i f i e d  

h e a l t h - c a r e  p r o f e s s i o n a l  c o n s i d e r s  i t  m e d i c a l l y  p r u d e n t .  T h u s ,  a t  t h e  p r e s e n t  

t i m e ,  Z is  p r i m a r i l y  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n p a t i e n t s .

CONCLUSION

W e  c o n c l u d e  t h a t  Z is  p r e s e n t l y  a h o s p i t a l  w i t h i n  t h e  m e a n i n g  o f  s e c t i o n s  

1 4 5 ( b )  a n d  (c) o f  t h e  C o d e .  H o w e v e r ,  w e  e x p r e s s  n o  o p i n i o n  o n  t h e  f o l l o w i n g  

q u e s t i o n s :  (1) w h e t h e r  Z a n d  P r o j e c t  v-ill c o n t i n u e  t o  m e e t  t h e  d e f i n i t i o n  o f  a 

h o s p i t a l  i f  t h e r e  a r e  c h a n g e s  i n  a n y  o f  t h e  f o u r  s p e c i f i e d  c h a r a c t e r i s t i c s ;  (2) 

w h e t h e r  t h e  p r o p o s e d  a l l o c a t i o n  o f  N e w  B o n d s '  p r o c e e d s  f o r  p u r p o s e s  o f  s e c t i o n  

1 4 5  i s  r e a s o n a b l e ;  a n d  (3) w h e t h e r  t h e  N e w  B o n d s  w o u l d  c a u s e  t h e  $ 1 5 0  m i l l i o n  

l i m i t a t i o n  o f  s e c t i o n  1 4 5 ( b ) ( 1 )  t o  b o  e x c e e d e d .  I n  a d d i t i o n ,  w e  e x p r e s s  n o  

o p i n i o n  o n  t h e  p r o p o s e d  t r a n s a c t i o n  u n d e r  a n y  o t h e r  p r o v i s i o n s  o f  t h e  C o d e .

T h i s  r u l i n g  l e t t e r  is d i r e c t e d  o n l y  t o  t h e  p e r s o n  t h a t  r e q u e s t e d  it. S e c t i o n  

6 1 1 0  (j) (3) o f  t h e  C o d e  s t a t e s  t h a t  t h e  l e t t e r  m a y  n o t  b e  u s e d  o r  c i t e d  a s  

p r e c e d e n t .  N o  t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  p e r t a i n i n g  t o  t h e  r u l i n g  a d d r e s s e d  

i n  t h i s  l e t t e r  h a v e  b e e n  a d o p t e d .  T h e r e f o r e ,  a s  s t a t e d  i n  s e c t i o n  1 1 . 0 4  o f  R e v .  

P r o c .  9 2 - 1 ,  1 9 9 2 - 1  I . R . B .  7, 3 0, t h i s  l e t t e r  w i l l  be. m o d i f i e d  o r  r e v o k e d  w h e r  

t e m p o r a r y  o r  f i n a l  r e g u l a t i o n s  a r e  a d o p t e d ,  t o  t h e  e x t e n t  t h e  r e g u l a t i o n s  a r e  

i n c o n s i s t e n t  w i t h  a n y  o f  t h i s  l e t t e r ' s  r u l i n g .  H o w e v e r ,  i f  t h e  c r i t e r i a  s e t  

f o r t h  i n  s e c t i o n  1 1 . 0 5  o f  R e v .  P r o c .  9 2 - 1  a r e  s a t i s f i e d ,  t h e  r u l i n g  i n  t h i s  

l e t t e r  w i l l  n o t  b e  m o d i f i e d  r e t r o a c t i v e l y ,  e x c e p t  i n  r a r e  o r  u n u s u a l  

c i r c u m s t a n c e s .

I n  a c c o r d a n c e  w i t h  t h e  p o w e r  o f  a t t o r n e y  f i l e d  w i t h  t h i s  o f f i c e ,  a c o p y  o f  

t h i s  l e t t e r  h a s  b e e n  m a i l e d  t o  y o u r  a u t h o r i z e d  r e p r e s e n t a t i v e .

S i n c e r e l y  y o u r s ,

A s s i s t a n t  C h i e f  C o u n s e l  

( F i n a n c i a l  I n s t i t u t i o n s  &

P r o d u c t s )

B y :  L o n  B, S m i t h  

C h i e f ,  B r a n c h  5 

E n c l o s u r e :

C o p y  f o r  s e c t i o n  6 1 1 0  p u r p o s e s

I n t e r n a l  R e v e n u e  S e r v i c e

C o p r .  (C) W e s t  1 9 9 7  N o  c l a i m  t o  o r i g .  U . S .  g o v t ,  w o r k s
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A L I - A B A  C o u r s e  of S t u d y  
T ax E x e m p t  C h a r i t a b l e  O r g a n i z a t i o n s  

C o s p o n s o r e d  b y  the A B A  S e c t i o n  of T a x a t i o n

*179 T A X  E X E M P T  F I N A N C I N G  A N D  C H A R I T I E S

C o p y r i g h t  (c) 1993 The A m e r i c a n  L aw Institute; F r e d e r i c  L. Ballard, Jr.

D e c e m b e r  2, 1993

F r e d e r i c  L. Ballard, Jr.
Ballard, Spahr, A n d r e w s  £ Ingersoll 

W ashin g t o n ,  D.C.

•181 1. B a s i c  t r a n s a c t i o n  uses p r o c e e d s  o f  m u n i c i p a l  b o n d s  to f i n a n c e  
f a c i l i t i e s  for 501(c)(3) o r g a n i z a t i o n .

(a) C i t y  o r  state, or a u t h o r i t y  f o r m e d  b y  c i t y  or state (collectively, the 

" i s suer"), i s s u e s  b o n d s  that are e x e m p t  f r o m  F e d e r a l  i n c o m e  tax a n d  
a l t e r n a t i v e  m i n i m u m  tax.

(b) I s s u e r  le n d s  p r o c e e d s  to h o s p i t a l  or o t h e r  501(c)(3) o r g a n i z a t i o n  
( "borrower") for a p p l i c a t i o n  to co s t s  of facility.

(1) In s o m e  states, t r a n s a c t i o n  may in f o r m  other than loan, suc h  as 
lease, sub l e a s e ,  or i n s t a l l m e n t  sale.

(2) N o n - l o a n  formats o r i g i n a t e d  h i s t o r i c a l l y  out of c o n c e r n  o v e r  l e g a l i t y  
o f  g o v e r n m e n t  m a k i n g  loan to p r i v a t e  part i e s .

(c) P a y m e n t s  b y  b o r r o w e r  to i s s u e r  p r o v i d e  i s s u e r  wit h  fu n d s  to p a y  debt 
s e r v i c e  on b o n d s  plus expenses; r e f l e c t  i n t e r e s t  rate s a v i n g s  d u e  t o  tax 
e x e m p t i o n  of b o n d  interest.

(d) T a x - e x e m p t  b o n d s  for 501(c)(3) o r g a n i z a t i o n s  ( " q u a lified 501(c)(3) 

bonds") a re s u b j e c t  to v a r i o u s  l i m i t s  u n d e r  Inte r n a l  R e v e n u e  C o d e  -
(1) T h e  501(c)(3) o r g a n i z a t i o n  m u s t  in fact be e x e m p t  u n d e r  s e c t i o n  

5 0 1 ( c ) ( 3 )  a n d  m u s t  not use the f i n a n c e d  p r o j e c t  in an u n r e l a t e d  tr a d e  or 
b u s i n e s s .

(A) S u b s t a n t i v e  q u e s t i o n s  in so m e  areas, such as l o w - i n c o m «  h o u s i n g  
(75% of t e n a n t s  b e l o w  60% of are a  m e d i a n  income, under Rev. Proc. 93-1).

(B) M a n a g e m e n t  c o n t r a c t s  m u s t  m e e t  5 - y e a r  o v e rall limit, p r i c i n g  
r e q u i r e m e n t s ,  a n d  ot h e r  c o n d i t i o n s  o f  Rev. Proc. 93-19.

(C) A l l o c a t i o n s  s o m e t i m e s  p e r m i t t e d  b e t w e e n  cost of q u a l i f y i n g  uses and 
n o n q u a l i f y i n g  uses -

*182 - A l l o c a t i o n  p e r m i t t e d  on b a s i s  of space. L T R  0 8 2 7 0 6 5  
( p a r k i n g  f a c i l i t y  p h y s i c a l l y  s e g r e g a t e d  b e t w e e n  e x e m p t  a n d  n o n - e x e m p t  
use of p a r k i n g  spaces).

- A l l o c a t i o n  p e r m i t t e d  on b a s i s  o f  revenues. L T R  9 1 2 5 0 5 0  (research 
f o u n d a t i o n  m a y  f i n ance p o r t i o n  of co s t  of f a c i l i t y  d e t e r m i n e d  b y  
p r o r a t i n g  q u a l i f i e d  r e v e n u e s  a g a i n s t  p r i v a t e  s p o n s o r e d  r e v enues).

(2) T h e  501(c)(3) o r g a n i z a t i o n  c a n n o t  have mor e  than $ 1 5 0 , 0 0 0 , 0 0 0  of tax- 
e x e m p t  f i n a n c i n g  for " n o n h o a p i t a l "  f a c i l ities; no limit on q u a l i f i e d  
5 0 1 ( c ) ( 3 )  b o n d s  for h o s p i t a l  f a c i l i t i e s  (IRC s 145).

(A) B o n d s  i s s u e d  b e f o r e  1986 l e g i s l a t i o n  count as w e l l  as b o n d s  i ssued 

Copr. (C) W e s t  1997 No c l a i m  to orig. U.S. govt, works

M od e
Page

PAGE 1



C875 A L T - A B A  179 PAGE 2
(Cite CI75 ALI-ABA 179, *182) 

a f t e r w a r d s .
(B) " H o s p i t a l "  is d e f i n e d  as faci l i t y  that —

- is accredited,
- is "p r i m a r i l y "  used to provide i n p a t i e n t  d i a g n o s t i c  or t h e r a p e u t i c  

s e r v i c e s  under s u p e r v i s i o n  of a physician,
- requ i r e s  chat e v e r y  p a t i e n t  be under s u p e r v i s i o n  of a p h y sician, 

and
- p r o v i d e s  2 4 - h o u r  n u r sing services. G e n e r a l  E x p l a n a t i o n  of T ax 

R e f o r m  A c t  of 1986, Joint C o mmittee on T a x a t i o n  {1987} ("Joint 

C o m m i t t e e  E x p l a n a t i o n " )  at 1188.
(C) Q u e s t i o n a b l e  w h e t h e r  r e h a b i l i t a t i o n  h o s p i t a l s  are c o n s i d e r e d  

h o s p i t a la for p u r p o s e s  of this definition. C o m p a r e  Joint C o m m i t t e e  
E x p l a n a t i o n  l a n g u a g e  w i t h  42 U.S.C. s 1395x(e).

(D) If 95% of nat p r o c e e d s  (90% for p r e - 8 / 1 6 / 8 6  bonds) are u s e d

t o  p r o v i d e  a hospital, e n t i r e  issue is t r e a t e d  as hospital b o n d * . J o i n t  
C o m m i t t e e  E x p l a n a t i o n  at 1188.

(E) N o n - h o s p i t a l  f i n a n c i n g s  of 501(c)(3) o r g a n i z a t i o n s  u n d e r  c o m m o n  
m a n a g e m e n t  or *183 c o n t r o l  ("related o r g a n i z a t i o n s " )  are a g g r e g a t e d .

(F) M i x e d  use as b e t w e e n  hospital and n o n h o s p i t a l  facilities.
- T r e a t  issue as e x e m p t  fro m  $ 1 5 0 , 0 0 0 , 0 0 0  limit to e x t e n t  of 

p r o p o r t i o n a l  h o s p i t a l  services.

- T r e a s u r y  m a y  p r e s c r i b e  other a l l o c a t i o n  methods. Joint C o m m i t t e e  
E x p l a n a t i o n  at 1188.

- S e e  a l s o  LTR 8 8 2 2100 (facilities l o c a t e d  in hosp i t a l  but u s e d  both 
b y  i n p a t i e n t s  a n d  b y  o u t p a t i e n t s  are h o s p i t a l  facilities).

(3) E l e c t e d  o f f i c i a l  m u s t  approve bond i s s u a n c e  a f t e r  p u b l i c  h e a r i n g  
(IRC s 147(f)).

(4) A v e r a g e  m a t u r i t y  of b o n d s  cannot e x c e e d  120% of a v e r a g e  e c o n o m i c  life 
of f i n a n c e d  f a c i l i t i e s  (IRC s 147(b)).

(5) P r o c e e d s  c a n n o t  be u s e d  for internal r e i m b u r s e m e n t  of p r e - b o n d  

e x p e n d i t u r e s  unless -
(A) I ssuer or b o r r o w e r  a d o p t e d  a q u a l i f y i n g  " d e c l a r a t i o n  of o f f i c i a l  

i n t e n t "  not l a t e r  than 60 days after the e x p e n d i t u r e  (exception for 
" p r e l i m i n a r y  e x p e n d i t u r e s "  such as a r c h i t e c t s  fees), and

(B) B o n d  i s s u a n c e  and r e i m b u r s e m e n t  t r a n s f e r  oc c u r  w i t h i n  18 m o n t h s  
a f t e r  e x p e n d i t u r e  or c o m p l e t i o n  of project, b u t  not later t h a n  3 y e a r 3 

a f t e r  expend i t u r e .
(6) I s s u e r  a n d  b o r r o w e r  m u s t  c o m p l y  wit h  a r b i t r a g e  b o n d  r e q u i r e m e n t s  -

(A) M u s t  m a k e  "reb a t e "  paym e n t s  to F e d e r a l  g o v e r n m e n t  e q u a l  to 

a r b i t r a g e  (investment i n c o m e  at yield a b o v e  b o n d  yield) f r o m  -
(i) R e s e r v e  fund,
*184 (ii) P r o j e c t  fund, unless 6-raonth, 18-month, or 2 - y e a r  

" s p e n d i n g  e x c e p t i o n "  applies.

(B) If b o n d s  a r e  "adv a n c e  refunding b o n d s "  (issued to p a y  off a p r i o r  
i s s u e  at r e d e m p t i o n  da t e  m o r e  than 90 day s  in future), c a n n o t  i n v e s t  
p r o c e e d s  at y i e l d  mor e  than .001% over the b o n d  yield; p r o j e c t  b o n d s  
i s s u e d  a f t e r  1985 m a y  be a d v a n c e  refunded once.

(7) C h a n q e  in use of facility, such as s a l e  to business, m a y  b e  p o s s i b l e  
u n d e r  Rev. Proc. 93-17 if -

(A) N o t  e x p e c t e d  w h e n  b o n d s  were issued,
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(B) 5 years have passed,
(C) P r i c e  is fair,
(D) B o n d s  art redeemed.

2. P o t e n t i a l l y  a b u sive transa c t i o n s  under IR-90-60.

(a) 5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  acquires n u r s i n g  home or h o s p i t a l  w i t h  p r o c e e d s  
of t a x - e x e m p t  bonds, for e x a mple wi t h  " m a n e g » - b * c k” ag r e e m e n t  to d e v e l o p e r .

(b) F a c i l i t i e s  fina n c e d  wi t h  ta x - e x e m p t  bo n d s  are sold or l e a s e d  b y  a 
5 0 1 ( c ) ( 3 )  o r g a n i z a t i o n  to p a r t n e r s h i p  or o t h e r  entities of m e d i c a l  staff.

(c) P r i v a t e  health care f a c i l i t y  sells an u n p r o f i t a b l e  f a c i l i t y  to a 
5 0 1 ( c ) ( 3 )  o r g a nization, for e x a m p l e  n e w l y  f o r m e d  by the p r i v a t e  c o r p o r a t i o n  

a nd u s i n g  b o n d  financing.
(d) S e e  also: A n n o u n c e m e n t  93-2, P r o p o s e d  E x a m i n a t i o n  G u i d e l i n e s  R e g a r d i n g  

C o l l e g e s  a n d  Universities, s 342.7 (e.g " d e t e r m i n e  w h e t h e r  the b o a r d  o f  
d i r e c t o r s  of the u n i v e r s i t y  have m e t  a p r u d e n t  m an f i d u c i a r y  s t a n d a r d  in 
i n c u r r i n g  t he d e b t " ) .

3. P a r t i c u l a r  p r o b l e m s  in fina n c i n g  "wor k i n y  c a p i t a l . "
(a) " W o r k i n g  c a p i t a l "  e x p e n d i t u r e s  are d e f i n e d  as e x p e n d i t u r e s  n o t  p r o p e r l y  

c h a r g e a b l e  to capital a c c ount un d e r  g e n e r a l  tax p r i n c i p l e s  - t h a t  is, 
o p e r a t i n g  exp e n s e s .  Reg. s 1.150-l(b).

*185 (b) A r b i t r a g e  b o n d  r e g u l a t i o n s  p r e v e n t  an i s s u e r  from " a l l o c a t i n g "  

p r o c e e d s  to e x p e n d i t u r e s  for w o r k i n g  capital u nless there are no o t h e r  funds 
a v a i l a b l e .

(1) E x c e p t i o n s  for "de m i n i m i s "  a l l o c a t i o n s  (e.g., 5% of i s s u e  m a y  be 
a l l o c a t e d  to w o r k i n g  c a p i t a l  expenditures, su c h  as i n i tial o p e r a t i n g  

e x p e n s e s ,  th a t  are d i r e c t l y  related to c a p i t a l  co s t s  f i n a n c e d  b y  the 
issue) .

(2) F u n d s  held in a " reasonable w o r k i n g  c a p i t a l  r e s e r v e "  (equal t o  5% of 
p r i o r  y e a r ' s  expenses) can be t r e a t e d  as unavailable, u n l e s s  the r e s e r v e  
r e p r e s e n t s  an a c c u m u l a t i o n  of funds r e p l a c e d  b y  the b o n d  p r o c e e d s .

4. E m e r g i n g  t e c h n i q u e s  w i t h  "deriv a t i v e "  securities.

(a) F i x e d - r a t e  bonds can be " f r a c t i o n a t e d "  b y  p a r t i e s  in t o  d e r i v a t i v e  
p r o d u c t s  t o  m e e t  p a r t i c u l a r  markets.

(b) E x a m p l e :  first half of issue bears i n t e r e s t  at c o n v e n t i o n a l  f l o a t i n g
rate, s e c o n d  hal f  gets d i f f e r e n c e  b e t w e e n  first h a l f ' s  rate a n d  a f i x e d  rate
( " i n v e r s e  f l o a t e r s "  or "residual i n t e r e s t  bonds").

(c) A n o t h e r  example: b o n d h o l d e r s  r e c eive f l o a t i n g  rate; i s s u e r  e n t e r s  an 
i n t e r e s t  r a t e  e x c h a n g e  cont r a c t  ("swap contract") w i t h  a f i n a n c i a l  
i n s t i t u t i o n  to hedge its rate risk.

(d) D e s i r e d  result in b o t h  cases is tax tre a t m e n t  as a f i x e d - r a t e  i s s u e  of 
debt.

5. E m e r g i n g  p r o b l e m s  un d e r  H e a l t h  S e c u r i t y  Plan.
(a) H o w  t o  f i n ance w o r k i n g  c a p ital r e q u i r e m e n t s  of a h e a l t h  a l l i a n c e .
(b) H o w  to f i n a n c e  a st a t e  g u a r a n t e e  fu n d  for failing h o s p i t a l s .

C875 ALI-ABA 179
END O F  D O C U M E N T
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