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SUMMARY:

House Bill 5666 would amend the School Bond Qualification, Approval, and Loan Act to allow
the rate of interest for a qualified loan under the act to be less than 3%.

The School Bond Qualification and Loan Program is authorized under the state constitution®
and administered by the Department of Treasury. Broadly speaking, under the program, a
school district can use the state’s credit rating to issue school bonds if that bond issue is
approved as “qualified.” In addition, as long as it is levying a minimum of seven debt mills, a
school district may borrow from the state (a qualified loan) to make debt service payments on
its outstanding qualified bonds under the program. The debt millage is computed, and a new
loan agreement is entered into, annually, until the district’s computed millage levy yields more
revenue than is needed to pay its debt service. At that time the millage surplus is applied to
repayment of the loan principal and interest.>

The act currently provides that qualified loans must bear interest at a rate that is the greater of
3% or the average annual cost of funds used to make qualified loans plus 0.125%, but not less
than the cost of funds on outstanding qualified notes and bonds issued by the Michigan finance
authority to finance loans computed at least annually by the state treasurer.

The bill would instead provide that qualified loans must bear interest at a rate equal to the
average annual cost of funds used to make qualified loans plus 0.125%, computed at least

annually by the state treasurer. (That is, under the bill, the rate would no longer have to be at
least 3%.)

Note that both the act and the bill allow for a lower or higher rate if determined necessary by
the state treasurer under specified circumstances.

MCL 388.1929
FISCAL IMPACT:

By removing the interest rate floor of 3% on qualified loans, the bill could reduce borrowing
costs for school districts participating in the School Bond Qualification and Loan Program

1 See section 16 of Article IX (p 41): https://www.legislature.mi.gov/documents/mcl/pdf/mcl-chapl.pdf

2 This document describes the loan process: https://www.michigan.gov/documents/3272 2816 7.pdf
See this page for more information about the program: https://www.michigan.gov/treasury/0,4679,7-121-
1753 56435---,00.html
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during times of low interest rates. The extent of any reduction in borrowing costs under the
provisions of the bill would depend on the district. For context, as of January 1, 2022, the
Department of Treasury estimates that the interest rate would have been 1.14171% under the
provisions of the bill compared to 3% under current law. It should be noted that the interest
rates under the program are floating rates, so the bill would only have an impact when
calculated interest rates under the program were below 3%.

On the state side, lowering the interest rate would reduce the amount being paid into the School
Loan Revolving Fund (SLRF) compared to current law. However, the Department of Treasury
would still be required to charge an interest rate that was equal to the annual cost of funds used
to make qualified loans plus 0.125%. Funds paid to the SLRF are used to repay debt or make
new loans to districts.

POSITIONS:

Representatives of the following entities testified in support of the bill (1-26-22):
e Department of Treasury
e Education Advocates of West Michigan

The following entities indicated support for the bill:
e School Equity Caucus (1-26-22)
ESA Legislative Group (1-26-22)
Barry, Branch, Calhoun, Jackson, Lenawee, and Monroe 1SDs (1-26-22)
Detroit Public Schools (1-26-22)
Middle Cities Education Association (1-26-22)
Michigan Association of School Boards (2-9-22)
Oakland Schools (1-26-22)
Wayne RESA (1-26-22)
Michigan Association of Superintendents and Administrators (1-26-22)

Legislative Analyst: Rick Yuille
Fiscal Analysts: Jacqueline Mullen
Emily Hatch
Ben Gielczyk

m This analysis was prepared by nonpartisan House Fiscal Agency staff for use by House members in their
deliberations and does not constitute an official statement of legislative intent.
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