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SENATE BILL No. 1314
o

SENATE BILL No. 1314

May 9, 2002, Introduced by Senator EMMONS and referred to the Committee on Finance.

A bill to amend 2001 PA 34, entitled
"Revi sed rmuni ci pal finance act,"
by amendi ng sections 317, 403, 611, and 701 (MCL 141. 2317,

141. 2403, 141.2611, and 141.2701).
THE PEOPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 317. (1) For the purpose of nore effectively nanagi ng
its debt service, a nmunicipality my enter into an interest rate
exchange or swap, hedge, or simlar agreenent or agreenents in
connection with the i ssuance OR PROPOSED | SSUANCE of -—wunteipal
securittes— DEBT or in connection with its then outstanding
—frunt-ctpal—seecurtties— DEBT.

(2) In connection with entering into an interest rate

exchange or swap, hedge, or simlar agreenent, a nunicipality my

create a reserve fund for the paynent of the exchange or swap,

hedge, or simlar agreenent.
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(3) An agreenent entered into pursuant to this section shal
not be included within the total debt of a nunicipality for any

statutory or charter OR OTHER debt |imtation purpose. —and—shat

(4) I'F AN | NTEREST RATE EXCHANGE OR SWAP, HEDGE, OR SI M LAR
AGREEMENT DESCRIBED IN THI'S SECTION IS ENTERED | NTO BY A MUNI ClI -
PALI TY I N CONNECTI ON W TH DEBT THAT WAS NOT APPROVED BY THE
VOTERS OF THE MUNI Cl PALI TY, OR I N CONNECTI ON W TH A REFUNDI NG OF
DEBT NOT ORI G NALLY APPROVED BY THE VOTERS OF THE MUNI CI PALITY, 1
OR MORE OF THE FOLLOW NG APPLY:

(A) THE | NTEREST UNDER THE AGREEMENT CONSTI TUTES A LI M TED
TAX FULL FAI TH AND CREDI T PLEDGE FROM GENERAL FUNDS OF THE
MUNI CI PALI TY.

(B) SUBJECT TO ANY EXI STI NG CONTRACTS, THE | NTEREST UNDER
THE AGREEMENT SHALL BE PAYABLE FROM ANY AVAI LABLE MONEY OR REVE-
NUE SOURCES, | NCLUDI NG REVENUES THAT SHALL BE SPECI FI ED BY THE
AGREEMENT, SECURI NG THE MUNI Cl PAL SECURI TY I N CONNECTI ON W TH
VH CH THE AGREEMENT IS ENTERED | NTQO

(5) I'F AN | NTEREST RATE EXCHANGE OR SWAP, HEDGE, OR SI M LAR
AGREEMENT DESCRIBED IN THI'S SECTION IS ENTERED | NTO BY A MUNI Cl -
PALI TY I N CONNECTI ON W TH DEBT THAT WAS APPROVED BY THE VOTERS OF
THE MUNI ClI PALI TY, OR I N CONNECTI ON W TH A REFUNDI NG OF DEBT
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ORI G NALLY APPROVED BY THE VOTERS OF THE MJUNI Cl PALI TY, THE
MUNI CI PALI TY’ S | NTEREST PAYMENT OBLI GATI ON UNDER THE AGREEMENT
SHALL BE CONS|I DERED TO BE ADDI TI ONAL | NTEREST ON THE DEBT, SHALL
CONSTI TUTE AN UNLI M TED TAX FULL FAI TH AND CREDI T PLEDGE OF THE
MUNI CI PALI TY, AND THE MUNI Cl PALI TY SHALL LEVY ALL OF THE
FOLLOW NG

(A) THE FULL AMOUNT OF TAXES REQUI RED, OR IN THE CASE COF A
VARI ABLE RATE OBLI GATI ON THE AMOUNT REASONABLY ESTI MATED TO BE
REQUI RED, FOR THE PAYMENT OF PRI NClI PAL AND | NTEREST ON THE MUNI C-
| PAL SECURI TI ES W THOUT LI M TATI ON AS TO RATE OR AMOUNT AND I N
ADDI TI ON TO OTHER TAXES THAT THE MUNI Cl PALI TY MAY BE AUTHORI ZED
TO LEVY.

(B) THE FULL AMOUNT OF TAXES REQUI RED, OR IN THE CASE COF A
VARI ABLE RATE OBLI GATI ON THE AMOUNT REASONABLY ESTI MATED TO BE
REQUI RED, FOR THE PAYMENT OF THE MUNI Cl PALI TY' S NET | NTEREST
OBLI GATI ON UNDER AN | NTEREST RATE EXCHANGE OR SWAP, HEDGE, OR
SI'M LAR AGREEMENT ENTERED | NTO UNDER THI' S SECTI ON.

(©) THE AMOUNTS LEVI ED UNDER SUBDI VI SIONS (A) AND (B) SHALL
BE REDUCED BY ANY SURPLUS FUNDS ON HAND | N THE DEBT RETI REMENT
FUND I N EXCESS OF A REASONABLE RESERVE AS DETERM NED BY THE
MUNI CI PALI TY’ S CHI EF FI NANCI AL OFFI CER

(6) FOR PURPCSES OF THI' S SECTI ON, "NET | NTEREST OBLI GATI ON"
MEANS THE AMOUNT OF | NTEREST PAYABLE BY A MUNI Cl PALITY IN A G VEN
YEAR UNDER AN AGREEMENT ENTERED | NTO UNDER THI S SECTI ON M NUS ANY
| NTEREST PAYMENT RECEI VED BY A MUNI Cl PALI TY FROM THE OTHER PARTY
TO THE AGREEMENT | N THE SAME PERI OD UNDER THE AGREEMENT, BUT NOT
LESS THAN ZERO. TERM NATI ON PAYMENTS SHALL CONSTI TUTE | NTEREST
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TO THE EXTENT THAT THE TREATMENT DOES NOT CAUSE THE | NTEREST RATE
ON THE DEBT TO EXCEED THE LI M TS ESTABLI SHED BY THI S ACT.

(7) A MUNI Cl PALI TY SHALL NOT ENTER | NTO AN AGREEMENT UNDER
THI'S SECTI ON UNLESS ALL OF THE FOLLOW NG CONDI TI ONS ARE MET:

(A) THE GOVERNI NG BODY OF THE MUNI Cl PALI TY HAS, BY RESOLU-
TI ON OR ORDI NANCE, EXPRESSLY APPROVED THE AGREEMENT AND ACKNOWL-
EDGED THE POTENTI AL RI SKS ASSOCI ATED W TH THE AGREEMENT.

(B) THE COUNTERPARTY TO THE AGREEMENT HAS BEEN ASS| GNED A
RATI NG OF "A" OR BETTER, OR OTHER RATI NG AS THE DEPARTMENT MAY
DETERM NE, BY A NATI ONALLY RECOGNI ZED RATI NG AGENCY AT THE TI ME
THE AGREEMENT | S ENTERED | NTO.

(C) THE LENGTH OF THE AGREEMENT DOES NOT EXTEND BEYOND THE
FI NAL MATURI TY DATE OF THE DEBT | SSUED | N CONNECTI ON W TH THE
AGREENENT.

(D) THE MUNI Cl PALI TY SHALL NOT HAVE WAI VED I TS RIGHT TO A
JURY TRIAL.

(E) THE MUNI Cl PALI TY HAS CREATED A DEBT MANAGEMENT PLAN.

(F) THE MUNI Cl PALI TY HAS CREATED A SWAP MANAGEMENT PLAN.

(8) AN AGREEMENT ENTERED | NTO UNDER THI S SECTI ON SHALL BE
DESCRI BED | N THE MUNI Cl PALI TY' S ANNUAL AUDI T REPORT FI LED UNDER
SECTI ON 303(1).

(9) AS USED IN TH' S SECTI ON:

(A) "DEBT MANAGEMENT PLAN' MEANS A WRI TTEN DEBT MANAGEMENT
PLAN OF THE MUNI Cl PALI TY THAT | NCLUDES, BUT IS NOT LI M TED TO,
THE FOLLON NG

(i) TOTAL AMOUNT OF DEBT OF THE MUNI Cl PALI TY.
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(i) TOTAL AMOUNT OF VARI ABLE RATE DEBT OF THE
MUNI CI PALI TY.

(i) ANALYSI S OF THE EFFECT OF RI SI NG | NTEREST RATES ON
VARI ABLE RATE HOLDI NGS OF THE MJUNI Cl PALI TY.

(iv) ANALYSI S OF RI SK I N MAI NTAI NI NG VARI ABLE RI SK
HOLDI NGS.

(B) "SWAP MANAGEMENT PLAN' MEANS A VWRI TTEN MANAGEMENT PLAN
THAT | NCLUDES, BUT IS NOT LIMTED TO, ALL OF THE FOLLOW NG

(i) ANALYSI'S OF THE BENEFI TS AND COSTS OF ENTERI NG | NTO SWAP
AGREEMENTS.

(i) ANALYSI S OF THE RI SK ASSCCI ATED W TH ENTERI NG | NTO SWAP
AGREEMENTS.

(i) ANALYSI S OF EARLY TERM NATI ON, | NVOLUNTARY TERM NA-
TI ON, DEFAULT, AND COST CONSI DERATI ONS ASSOCI ATED W TH SWAP

AGREEMENTS.

(iv) SYSTEM I N PLACE TO MONI TOR THE STATUS OF ALL QUTSTAND-
I NG SWAP AGREEMENTS.

Sec. 403. (1) If a nmunicipality issues a nunicipal security
in anticipation of the collection of the taxes for the next suc-
ceeding fiscal year, the resolution authorizing a nunicipal

security shall contain an irrevocable provision for the |evying
of a tax in the next succeeding fiscal year for the purpose for
whi ch the runicipal security is to be made and the repaynment of
the nmunicipal security fromthe recei pt of taxes.

(2) Anmunicipality may issue the short-term nunicipal secur-

ity described in subsection (1) to pay for operating
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expenditures. As used in this section, "operating expenditures"”
means 1 or nore of the foll ow ng:

(a) Necessary operating expenditures of the nunicipality
that coul d not reasonably have been foreseen and adequately pro-
vided for in the tax levy for the then current fiscal year.

(b) Paynment of an expenditure in the then current fiscal
year that cannot be funded because of a delay in or failure of
recei pt of budgeted revenue.

(c) Paynment of budgeted expenditures in the then current
fiscal year that precede budgeted revenues.

(3) The ampunt of the municipal securities issued under this
section to pay operating expenditures shall not exceed 50% of the
operating tax levy for the current fiscal year, or if the operat-
ing tax levy for the next succeeding fiscal year is determ ned,
then 50% of the levy for the next succeeding fiscal year. The
aut hori zing resolution shall provide that fromthe first collec-
tions of the operating taxes for the next succeeding fiscal year,
there shall be set aside in a special fund to be used for the
paynent of principal and interest on the tax anticipation nunici-
pal security, a portion of each dollar that is not |ess than 125%
of the percentage that the principal anount of the rmuni ci pal

security bears to the amount of the operating taxes until the

anmount set aside is sufficient for the paynent. If a municipal-
ity collects its taxes in installnments and issues a nunici pa
security in anticipation of nore than 1 installnent, the require-

ments of the preceding sentence shall apply to each install nment

of taxes. The collection of the taxes to be set aside shall not
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be used for any other purpose. |f the municipality determ nes
that issuing municipal securities for this purpose will result in
a deficiency in the funds available to pay the necessary operat-

i ng expenditures of the next succeeding fiscal year, the nunici-
pality shall levy additional taxes in the future fromwthin con-
stitutional, charter, and statutory limts to prevent a conti nua-
tion of the deficiency fromyear to year.

(4) A municipality nmay issue a short-term nunicipal security
described in subsection (1) to pay for 1 or nore capital inprove-
ments that can be legally and properly provided for in the budget
of the municipality for the fiscal year in which the nunicipality
i ssues the short-term nunicipal security. The principal anmount
of the rmunicipal security issued for this purpose shall not
exceed the sumset forth in the authorizing resolution to be
| evied for the inprovenent. The authorizing resolution shal
provide that fromthe first collection of taxes for the next suc-
ceeding fiscal year, there shall be set aside in a special fund
to be used for the paynent of principal and interest on the
short-term nmuni ci pal security that percentage of the collection
that the tax levied for capital outlay bears to the total |evy,
and until the anpunt set aside is sufficient for the payment,
collection of the taxes to be set aside shall not be used for any
ot her pur pose.

(5 A MUNICl PALITY MAY | SSUE THE SHORT- TERM MUNI CI PAL SECUR-
| TY DESCRI BED | N SUBSECTI ON (1) TO PAY DEBT SERVI CE CHARGES OR
OBLI GATI ONS ON MUNI CI PAL SECURI TI ES OR AGREEMENTS DESCRI BED | N
SECTI ON 317(5).
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Sec. 611. (1) Except as provided in section 515 or
subsection (2), a nmunicipality shall not refund all or any part
of its outstanding securities by issuing a refunding security
unl ess the net present value of the principal and interest to be
paid on the refunding security, including the cost of issuance,
AND TAKI NG | NTO ACCOUNT AN AGREEMENT ENTERED | NTO PURSUANT TO
SECTION 317, is less than the net present value of the principal
and interest to be paid on the outstanding security being
refunded as cal cul ated using a nmethod approved by the
departnent. However, when a nmunicipality is issuing refunding
securities for outstanding variable interest rate securities, as
determ ned by the departnent the net present value cal cul ation
shal |l use the appropriate current fixed interest rate and the
fixed interest rate that would have been available for the out-
standi ng variable interest rate securities when originally issued
if the outstanding variable interest rate securities had been
i ssued as fixed interest rate securities or shall use another
procedure determ ned by the departnent.

(2) A municipality may, under procedures established by the
departnent, obtain an exception fromthe requirenments of
subsection (1) if the departnment determ nes a reasonabl e basis
for that exception exists. As used in this subsection, reason-
abl e basis nmeans 1 or nore of the follow ng:

(a) The refunding is required by a state or federal agency.

(b) The refunding is necessary to reduce or elimnate
requi renents of ordi nances or covenants applicable to the

exi sting outstanding security.

06643’ 02 *



© 00 N o 0o b~ W N P

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

9

(c) The refunding is necessary to avoid a potential default
on an outstandi ng security.

(d) The refunding of a short-term runicipal security issued
under section 413.

Sec. 701. (1) Subject to subsection (3), if a nunicipality
has muni ci pal securities outstanding, or with the approval of its
el ectors has authorized the issuance of nunicipal securities to
be paid fromcollections of its next tax |levy, an officer or
of ficial body charged with a duty in connection with the determ -
nati on of the amount of the next taxes to be raised or with the
| evyi ng of the next taxes, shall include all of the following in
t he anpbunt of taxes |evied each year:

(a) An anount such that the estimated collections will be
sufficient to pronptly pay, when due, the interest on all nunici-
pal securities and the portion of the principal falling due
whet her by maturity or by mandatory redenption before the tine of
the followi ng year’s tax collection.

(b) An anount, if there are outstanding nandatory redenption
refundi ng securities, sufficient to provide the sumrequired to
be deposited, by the ordi nance or resol ution authorizing the
i ssue, into the sinking fund for that purpose before the tinme of
the followi ng year’s tax collection.

(c) An anpbunt, if there are outstanding nandatory redenption
muni ci pal securities other than refunding securities not required
to be redeened in annual anmounts before the maturity of the out-
st andi ng mandat ory redenption rmunici pal securities, that if

deposited annually into a sinking fund will, with the existing
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sinking fund pertaining to the nmunicipal securities and the
i ncrenment of the municipal securities, be sufficient to pay the
muni ci pal securities at maturity.

(D) AN AMOUNT NECESSARY TO PAY DEBT SERVI CE CHARGES OR OBLI -
GATI ONS ON MUNI Cl PAL SECURI TI ES OR AGREEMENTS DESCRI BED | N SEC-
TION 317(5) FALLING DUE I N THE | MMEDI ATELY PRECEDI NG FI SCAL YEAR,
TO THE EXTENT THAT THE TAX LEVY I N THE PRECEDI NG FI SCAL YEAR WAS
| NADEQUATE TO PAY, WHEN DUE, THE DEBT SERVI CE CHARGES OR OBLI GA-
TI ONS ON MUNI Cl PAL SECURI TI ES OR AGREEMENTS DESCRI BED I N SECTI ON
317(5). THE MUNIClI PALITY SHALL DO 1 OR MORE OF THE FOLLOW NG
W TH THE PROCEEDS OF THE TAX LEVY

(i) DEPCSIT IN THE DEBT RETI REMENT FUND ESTABLI SHED FOR THE
MUNI Cl PAL SECURI TI ES AND USED TO PAY DEBT SERVI CE CHARGES OR
OBLI GATI ONS ON MUNI CI PAL SECURI TI ES OR AGREEMENTS DESCRI BED | N
SECTI ON 317(5).

(i) USE TO PAY DEBT SERVI CE ON SHORT- TERM MUNI Cl PAL SECURI -
TIES | SSUED UNDER SECTI ON 403(5).

(i) USE TO REI MBURSE THE MUNI Cl PALI TY FOR ANY ADVANCES OF
FUNDS USED FOR THE PURPOSES DESCRI BED | N SUBPARAGRAPH (i) OR
(ii) .

(2) Subsection (1) does not limt the amount required to be
levied in a year for the purposes prescribed in that subsection,
by the terns of an ordinance or resolution authorizing the issu-
ance of the municipal securities.

(3) If the municipal securities were authorized or issued
bef ore Decenber 23, 1978, or were approved by the electors of a

muni ci pality, the nunicipality shall levy the full anmount of

06643’ 02 *



© 00 N o 0o b~ W N P

N RN RN N NN NN R R R R R R R R B R
N~ O 0~ W N RBP O © 0 N O UM W N Rk O

11
taxes required by this section for the paynment of the municipa
securities without limtation as to rate or amount and in addi-
tion to other taxes that the nunicipality may be authorized to
levy. |If the municipal securities were authorized or issued by a
muni ci pality after Decenber 22, 1978, and were not approved by
the electors of the nunicipality, the municipality shall set
asi de each year fromthe levy and collection of ad val oremtaxes
as required by this section as a first budget obligation for the
paynent of the nmunicipal securities. However, the ad val orem
taxes shall be subject to applicable charter, statutory, or con-
stitutional rate limtations.

(4) If there is surplus noney on hand for the paynent of
principal or interest at the tine of making an annual tax |evy,
and provision has not been made in the authorizing resolution for
t he di sposition of that noney, the annual |evy for principal or
interest shall be adjusted to reflect avail abl e funds.

(5) Money renmaining in a debt retirement fund fromthe |evy
of a tax or an account within a debt retirement fund fromthe
|l evy of a tax after the retirement of all rnunicipal securities

payable fromthat fund shall be used in the follow ng order of

priority:
(a) To pay other outstanding unlimted tax full faith and
credit rmunicipal securities.

(b) To pay other outstanding limted tax full faith and
credit rmunicipal securities.
(c) To be deposited in the general fund of the

muni ci pality.
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(6) As taxes are collected, there shall be set aside that
portion of the collections that is allocable to the paynment of
the principal and interest on the nunicipal securities. The por-
tion set aside shall be divided pro rata anong the various sink-
ing funds and debt retirenent funds in accordance with the anount
| evied for that purpose. Tax collections paid into a debt
retirement fund, if the fund is for the paynent of nore than 1
i ssue of nunicipal securities, shall be allocated on the books
and records of the municipality between the various issues in
accordance with the amounts |evied for that purpose.

(7) An officer who willfully fails to performduties
required by this section is personally liable to the nunicipality
or to a holder of a municipal security for |oss or damage ari sing

fromhis or her failure.
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