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§ 1.120

An agreement to purchase municipal
sewer, water, waste disposal, or electric services may, for instance, provide
support for obligations financing the
construction or acquisition of facilities
supplying those services.
(3) Refillable debt service reserve fund.
The reserve fund must at least equal
the amount necessary to meet the annual payment of interest on, and principal of, the obligation as required by
applicable law. The maintenance of a
refillable reserve fund may be provided,
for instance, by statutory direction for
an appropriation, or by statutory automatic apportionment and payment
from the State funds of amounts necessary to restore the fund to the required level.
(4) Other grants or support. A statutory provision or agreement must unconditionally commit the State or the
political subdivision to provide funds
which, together with other available
funds, are sufficient for the timely payment of interest on, and principal of,
the obligation. Those funds may, for
instance, be supplied in the form of annual grants or may be advanced whenever the other available revenues are
not sufficient for the payment of principal and interest.

the State or political subdivision. In
such case, the bank shall determine the
eligibility of obligations by reviewing,
on a case-by-case basis, whether tax
revenues available under the limited
taxing powers are sufficient for the full
and timely payment of interest on, and
principal of, the obligation. The bank
shall use current and reasonable financial projections in calculating the
availability of the revenues. An obligation expressly or implicitly dependent
upon voter or legislative authorization
of appropriations may be considered
supported by the full faith and credit of
a State or political subdivision if the
bank determines, on the basis of past
actions by the voters or legislative
body in similar situations involving
similar types of projects, that it is reasonably probable that the obligor will
obtain all necessary appropriations.
(b) An obligation supported exclusively by excise taxes or license fees is
not a general obligation for the purposes of 12 U.S.C. 24 (Seventh). Nevertheless, an obligation that is primarily
payable from a fund consisting of excise taxes or other pledged revenues
qualifies as a ‘‘general obligation,’’ if,
in the event of a deficiency of those
revenues, the obligation is also supported by the general revenues of a
State or a political subdivision possessing general powers of taxation.

§ 1.110 Taxing powers of a State or political subdivision.
(a) An obligation is considered supported by the full faith and credit of a
State or political subdivision possessing general powers of taxation
when the promise or other commitment of the State or the political subdivision will produce funds, which (together with any other funds available
for the purpose) will be sufficient to
provide for all required payments on
the obligation. In order to evaluate
whether a commitment of a State or
political subdivision is likely to generate sufficient funds, a bank shall consider the impact of any possible limitations regarding the State’s or political
subdivision’s taxing powers, as well as
the availability of funds in view of the
projected revenues and expenditures.
Quantitative restrictions on the general powers of taxation of the State or
political subdivision do not necessarily
mean that an obligation is not supported by the full faith and credit of

§ 1.120 Prerefunded or escrowed bonds
and obligations secured by Type I
securities.
(a) An obligation qualifies as a Type
I security if it is secured by an escrow
fund consisting of obligations of the
United States or general obligations of
a State or a political subdivision, and
the escrowed obligations produce interest earnings sufficient for the full and
timely payment of interest on, and
principal of, the obligation.
(b) If the interest earnings from the
escrowed Type I securities alone are
not sufficient to guarantee the full repayment of an obligation, a promise of
a State or a political subdivision possessing general powers of taxation to
maintain a reserve fund for the timely
payment of interest on, and principal
of, the obligation may further support
a guarantee of the full repayment of an
obligation.
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