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THE APPARENT PROBLEM:

Major revisionsto the Mental Health Code adopted in
1995 included authorization for a community mental
health (CMH) agency or a CMH organization to
become a CMH authority, which has relatively more
autonomy and responsibility. The creation of a CMH
authority requires enabling resolutions adopted by the
board of commissioners of each county creating the
authority. The 1995 legidation granted certain
specified powers to CMH authorities. Among these
were such things as making purchases and contracts
and acquiring, owning, operating, maintaining, leasing,
or selling real or personal property.

Accordingtoinformation supplied by the Senate Fiscal
Agency, there has been some confusion as to whether
a CMH authority is empowered to borrow money
secured by theauthority’ sassets; enter intoinstallment
loan contracts or agreements for the purchase of land,
property, or equipment; lease facilities, equipment, or
other property; obtain aline of credit to secure funds
for authority operationsor to pay for previousloans; or
touse acredit card. Most CMH authorities and their
officials apparently have believed that the 1995
legidation has been sufficient to authorize these types
of transactions, but some CMH authority legal
advisors, along with state attorney genera officials,
appear to disagree. Some people believe that CMH
authoritiesshould beexplicitly empoweredin statuteto
secure credit in order to ensure their continued
operations.

THE CONTENT OF THE BILLS:
Senate Bills 1008 and 1009 would, respectively, allow

a community mental health authority to make credit
card transactions and secure loans; purchase or lease
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First Analysis (5-17-00)

land, property, and equipment; and issue short-term
notes. Specifically, the billswould do the following:

Senate Bill 1008 would amend Public Act 266 of 1995
(MCL 129.241), which authorizesand regul atescredit
card transactionsinvolving local units of government,
to include a CMH authority created under the Mental
Health Code in the act’s definitions of “governing
body” and “local unit”.

SenateBill 1009 would amend theMental Health Code
(MCL 330.1205) to allow a CMH authority to borrow
money to finance or refinance the purchase of real
property or tangible personal property of theauthority.
The loan would have to be secured by a mortgage on
the real property or a security interest or other lien on
thetangible personal property. Theloan could not be
for longer than the useful life of the collateral and
would have to be authorized by resolution approved by
a majority of CMH board members. Though a
mortgage given by a CMH authority to finance the
purchaseof real property under thehill isnot otherwise
subject to the Municipal Finance Act, it would haveto
be approved by the Department of Treasury unless an
exception to prior approval were available under the
act. A CMH authority could also enter an installment
purchase agreement for the purchase or refinancing of
tangible personal property for public purposes. The
installment |oan could not befor alonger termthan the
useful life of thetangible personal property and would
not be subject to the provisions of the Municipal
Finance Act. Further, the total of all outstanding
installment purchase agreements could not exceed one
percent of the taxable value of all property located
within the service area of the CMH authority. A
purchaseof property financedin amanner substantially
similar to the provisions of the bill prior to the bill’s
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effective date would beratified asif it had been made
under the bill’ s provisions.

In addition, acommunity mental health authority could
borrow money and issue notes by resolution of a
majority of its governing board. The notes could not
exceed 20 percent of thepreviousyear’ sannual income
and could not mature more than 18 months from the
date of issuance. The purpose of the noteswould beto
meet the expenses of the CMH authority, including
expenses for the operation and maintenance of
facilities, and payments owed to contracted service
providers.

The authorizing resolution would have to provide a
pledge of income and revenues of the CMH authority
for repayment of the notes, and could provide for a
special sinking fund into which therecould bepaid, as
collected, a sufficient fund from the revenues of the
CMH authority to retire both the principal of and
interest on the notes at or before maturity. The hill
would also provide other means for board membersto
offer additional security for the payment of the notes.
Unlessan exception from prior approval wereavailable
under the Municipal Finance Act, the Department of
Treasury would haveto approve al notesissued under
the bill. Before granting approval, the department
would have to determine that the amount of the
proposed note was sufficient, but not excessive, that
therevenue and income pledged for the payment of the
notes were sufficient, and that the note and the
proceedings authorizing the note comply with the
Mental Health Code and other applicable law.

HOUSE COMMITTEE ACTION:

The committee on Health Policy adopted a substitute
for SenateBill 1009. Thesubstitutedeleted aprovision
that would have alowed a CMH authority to obtain a
lineof credit to securefundsfor authority operationsor
to pay previous loans and replaced it with a provision
allowing the CMH authoritiestoissue short-term notes
approved by the Department of Treasury. A provision
allowing CMH authorities to lease facilities,
equipment, or other property was also del eted.
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FISCAL IMPLICATIONS:

According to the House Fiscal Agency, thebillswould
haveno fiscal impact on stateor local government. (5-
15-00)

ARGUMENTS:

For:

Senate Bill 1009 would empower CMH authoritiesto
conduct the types of business transactions that many
believed had been authorized by the 1995
recodification of the Mental Health Code. Those
revisions granted CMH authorities the power to own
and acquire real property and equipment, but
apparently did not clearly grant the authorities the
power to secure loans for those purposes. The bills
would clarify that CMH authorities could secureloans
with authority assets as collateral, obtain or refinance
installment loans, issue short-term notes, and make
credit card transactions. However, any loan or
installment purchase agreement conducted under the
bill would have to be approved by the Department of
Treasury and would be under the department’s
oversight. Inthisway, aCMH authority should not get
in debt to the point that services would be
compromised. Passage of the bill would enable CMH
authorities to continue their smooth and efficient
operation, without their ability to operate in that
manner being questioned.

For:

Senate Bill 1009 would enable CMH authorities to
issue short-term notes to rai se money to pay operating
and maintenance expenses of its facilities, payments
owed to contracted service providers, and other
necessary expenses. According totestimony offeredin
committee, the federal government shutdown a few
years ago severely threatened the operation of several
CMH authorities by shutting off a major source of
revenue. Though it was known that federal funds
earmarked for CMH authority operations would
eventually begin flowing again, affected community
mental heal th servicesprogramsdid not have sufficient
cash flow to pay contracted service providers, utilities,
building rents and mortgages, and so on until federal
leadersapprovedthefederal budget. Itishopedthat,in
case of another emergency (e.g., adelay in receiving
promised funding), this provision would allow CMH
authoritiestoissuenotesto act asabridge, soto speak,
until expected funds are received.

However, several safeguards would be built in to the
bill. For instance, the notes must mature no later than
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18 months from issuance, the notes would require a
resolution by the CMH board, and the amount
borrowed by the notes could not exceed 20 percent of
thepreviousyear’ sannual income. Further, beforeany
notes could be issued, a CMH board would have to
apply for approval by the Department of Treasury. In
deciding whether or not to approve a request to issue
notes, the department would have to consider several
factors, including whether or not the amount of the
notes is sufficient without being excessive and the
CMH authority’ s ability to repay the debt. It ishoped
that this provision would berarely utilized, but should
CMH authoritiesfaceacrisissimilar tothe one created
a few years ago when the federal government shut
down operations, it is necessary to have a mechanism
in place whereby the CMH authorities can obtain the
necessary revenue to continue to offer mental health
services to clients without interruption.

Response:

Some people are concerned that the ability to issue
notes (which are very similar to issuing bonds,
something that CMH authorities have previoudly been
prohibited from doing) couldresultinaCMH authority
having to use a significant amount of a current year’s
operating budget to pay off past debts, thus
compromising servicesto clients.

Rebuttal:

The bill would cap the amount that a CMH authority
could borrow at 20 percent of its previous year's
annual income. Additionally, though notesaresimilar
to bonds, they have a much shorter maturity period.
That, coupled with the requisite Department of
Treasury approval and oversight, should ensurethat no
CMH authority could get in over its head, so to speak.
Thebill as passed by the Senate, by comparison, would
have alowed CMH authorities to establish lines of
credit; that approach would have provided no outside
accountability.

Against:

Senate Bill 1008, regarding credit card usage, could be
ripe for abuse. Reportedly, the office in the
Department of Treasury that overseeslocal units use
of credit card transactions claims that various local
units and their officials have used the credit cards for
personal purchases. Accordingtoinformation supplied
by the Senate Fiscal Agency, Grand Traverse County
hashad somany problemsthat itiscancelling all credit
card usage. Personal useof thesecredit cardsbringsup
numerous issues. For example, public purchases are
exempt from state sales tax; personal purchases using
publiclyissued credit cardscould skirt paymentsdueto
the state. If a card included perks such as frequent
flyer miles or cash back awards, it is unclear who be
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ableto make useof those perks- theindividual making
the purchase, or the local unit who issued the card.
Further, thebill containsno penalties for misuseof the
credit cards.

Response:

The bill merely adds CMH authorities to the list of
governmental entities already allowed to issue credit
cards. Further, Public Act 266 of 1995 requiresalocal
unit to adopt by resolution a written policy that
includes disciplinary measuresthat are consistent with
law for the unauthorized use of a credit card by an
officer or employee of the local unit. This policy is
reguired to be devel oped beforealocal unit entersinto
acredit card arrangement.

POSITIONS:

The Michigan Association of Counties (MAC)
supportsthehills. (5-12-00)

The Department of Community Health supports the
bills. (5-15-00)

Analyst: S. Stutzky

mThis analysis was prepared by nonpartisan House staff for use by
House members in their deliberations, and does not congtitute an
official statement of legidative intent.
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