
745 

Internal Revenue Service, Treasury § 1.150–1 

information report was required to be 
filed under section 103(l) or section 
103A(j)(3) is treated as issued prior to 
January 1, 1987. 

(4) Issue price. The term ‘‘issue price’’ 
has the same meaning given the term 
under § 1.148–1(b). 

[T.D. 8425, 57 FR 36002, Aug. 12, 1992, as 
amended by T.D. 8425, 59 FR 24351, May 11, 
1994] 

§ 1.149(g)–1 Hedge bonds. 

(a) Certain definitions. Except as oth-
erwise provided, the definitions set 
forth in § 1.148–1 apply for purposes of 
section 149(g) and this section. In addi-
tion, the following terms have the fol-
lowing meanings: 

Reasonable expectations means reason-
able expectations (as defined in § 1.148– 
1), as modified to take into account the 
provisions of section 149(f)(2)(B). 

Spendable proceeds means net sale 
proceeds (as defined in § 1.148–1). 

(b) Applicability of arbitrage allocation 
and accounting rules. Section 1.148–6 ap-
plies for purposes of section 149(g), ex-
cept that an expenditure that results 
in the creation of replacement proceeds 
(other than amounts in a bona fide 
debt service fund or a reasonably re-
quired reserve or replacement fund) is 
not an expenditure for purposes of sec-
tion 149(g). 

(c) Refundings—(1) Investment in tax- 
exempt bonds. A bond issued to refund a 
bond that is a tax-exempt bond by vir-
tue of the rule in section 149(g)(3)(B) is 
not a tax-exempt bond unless the gross 
proceeds of that refunding bond (other 
than proceeds in a refunding escrow for 
the refunded bond) satisfy the require-
ments of section 149(g)(3)(B). 

(2) Anti-abuse rule. A refunding bond 
is treated as a hedge bond unless there 
is a significant governmental purpose 
for the issuance of that bond (e.g., an 
advance refunding bond issued to real-
ize debt service savings or to relieve 
the issuer of significantly burdensome 
document provisions, but not to other-
wise hedge against future increases in 
interest rates). 

(d) Effective date. This section applies 
to bonds issued after June 30, 1993 to 
which §§ 1.148–1 through 1.148–11 apply. 
In addition, this section applies to any 

issue to which the election described in 
§ 1.148–11(b)(1) is made. 

[T.D. 8476, 58 FR 33549, June 18, 1993] 

§ 1.150–1 Definitions. 
(a) Scope and effective date—(1) In gen-

eral. Except as otherwise provided, the 
definitions in this section apply for all 
purposes of sections 103 and 141 through 
150. 

(2) Effective date—(i) In general. Ex-
cept as otherwise provided in this para-
graph (a)(2), this section applies to 
issues issued after June 30, 1993 to 
which §§ 1.148–1 through 1.148–11 apply. 
In addition, this section (other than 
paragraph (c)(3) of this section) applies 
to any issue to which the election de-
scribed in § 1.148–11(b)(1) is made. 

(ii) Special effective date for para-
graphs (c)(1), (c)(4)(iii), and (c)(6). Para-
graphs (c)(1), (c)(4)(iii), and (c)(6) of 
this section apply to bonds sold on or 
after July 8, 1997 and to any issue to 
which the election described in § 1.148– 
11(b)(1) is made. See § 1.148–11A(i) for 
rules relating to certain bonds sold be-
fore July 8, 1997. 

(3) Exception to general effective date. 
See § 1.141–15 for the effective date of 
the definition of bond documents con-
tained in paragraph (b) of this section. 

(b) Certain general definitions. The fol-
lowing definitions apply: 

Bond means any obligation of a State 
or political subdivision thereof under 
section 103(c)(1). 

Bond documents means the bond in-
denture or resolution, transcript of 
proceedings, and any related docu-
ments. 

Capital expenditure means any cost of 
a type that is properly chargeable to 
capital account (or would be so charge-
able with a proper election or with the 
application of the definition of placed 
in service under § 1.150–2(c)) under gen-
eral Federal income tax principles. For 
example, costs incurred to acquire, 
construct, or improve land, buildings, 
and equipment generally are capital 
expenditures. Whether an expenditure 
is a capital expenditure is determined 
at the time the expenditure is paid 
with respect to the property. Future 
changes in law do not affect whether 
an expenditure is a capital expenditure. 

Conduit borrower means the obligor 
on a purpose investment (as defined in 
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§ 1.148–1). For example, if an issuer in-
vests proceeds in a purpose investment 
in the form of a loan, lease, install-
ment sale obligation, or similar obliga-
tion to another entity and the obligor 
uses the proceeds to carry out the gov-
ernmental purpose of the issue, the ob-
ligor is a conduit borrower. 

Conduit financing issue means an 
issue the proceeds of which are used or 
are reasonably expected to be used to 
finance at least one purpose invest-
ment representing at least one conduit 
loan to one conduit borrower. 

Conduit loan means a purpose invest-
ment (as defined in § 1.148–1). 

Governmental bond means any bond of 
an issue of tax-exempt bonds in which 
none of the bonds are private activity 
bonds. 

Issuance costs means costs to the ex-
tent incurred in connection with, and 
allocable to, the issuance of an issue 
within the meaning of section 147(g). 
For example, issuance costs include the 
following costs but only to the extent 
incurred in connection with, and allo-
cable to, the borrowing: underwriters’ 
spread; counsel fees; financial advisory 
fees; rating agency fees; trustee fees; 
paying agent fees; bond registrar, cer-
tification, and authentication fees; ac-
counting fees; printing costs for bonds 
and offering documents; public ap-
proval process costs; engineering and 
feasibility study costs; guarantee fees, 
other than for qualified guarantees (as 
defined in § 1.148–4(f)); and similar 
costs. 

Issue date means, in reference to an 
issue, the first date on which the issuer 
receives the purchase price in exchange 
for delivery of the evidence of indebt-
edness representing any bond included 
in the issue. Issue date means, in ref-
erence to a bond, the date on which the 
issuer receives the purchase price in 
exchange for that bond. In no event is 
the issue date earlier than the first day 
on which interest begins to accrue on 
the bond or bonds for Federal income 
tax purposes. 

Obligation means any valid evidence 
of indebtedness under general Federal 
income tax principles. 

Pooled financing issue means an issue 
the proceeds of which are to be used to 
finance purpose investments rep-
resenting conduit loans to two or more 

conduit borrowers, unless those con-
duit loans are to be used to finance a 
single capital project. 

Private activity bond means a private 
activity bond (as defined in section 
141). 

Qualified mortgage loan means a mort-
gage loan with respect to an owner-oc-
cupied residence acquired with the pro-
ceeds of an obligation described in sec-
tion 143(a)(1) or 143(b) (or applicable 
prior law). 

Qualified student loan means a stu-
dent loan acquired with the proceeds of 
an obligation described in section 
144(b)(1). 

Related party means, in reference to a 
governmental unit or a 501(c)(3) organi-
zation, any member of the same con-
trolled group, and, in reference to any 
person that is not a governmental unit 
or 501(c)(3) organization, a related per-
son (as defined in section 144(a)(3)). 

Taxable bond means any obligation 
the interest on which is not excludable 
from gross income under section 103. 

Tax-exempt bond means any bond the 
interest on which is excludable from 
gross income under section 103(a). For 
purposes of section 148, tax-exempt 
bond includes: 

(1) An interest in a regulated invest-
ment company to the extent that at 
least 95 percent of the income to the 
holder of the interest is interest that is 
excludable from gross income under 
section 103; and 

(2) A certificate of indebtedness 
issued by the United States Treasury 
pursuant to the Demand Deposit State 
and Local Government Series program 
described in 31 CFR part 344. 

Working capital expenditure means 
any cost that is not a capital expendi-
ture. Generally, current operating ex-
penses are working capital expendi-
tures. 

(c) Definition of issue—(1) In general. 
Except as otherwise provided in this 
paragraph (c), the term issue means 
two or more bonds that meet all of the 
following requirements: 

(i) Sold at substantially the same time. 
The bonds are sold at substantially the 
same time. Bonds are treated as sold at 
substantially the same time if they are 
sold less than 15 days apart. 

(ii) Sold pursuant to the same plan of 
financing. The bonds are sold pursuant 
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to the same plan of financing. Factors 
material to the plan of financing in-
clude the purposes for the bonds and 
the structure of the financing. For ex-
ample, generally— 

(A) Bonds to finance a single facility 
or related facilities are part of the 
same plan of financing; 

(B) Short-term bonds to finance 
working capital expenditures and long- 
term bonds to finance capital projects 
are not part of the same plan of financ-
ing; and 

(C) Certificates of participation in a 
lease and general obligation bonds se-
cured by tax revenues are not part of 
the same plan of financing. 

(iii) Payable from same source of funds. 
The bonds are reasonably expected to 
be paid from substantially the same 
source of funds, determined without re-
gard to guarantees from parties unre-
lated to the obligor. 

(2) Exception for taxable bonds. Tax-
able bonds and tax-exempt bonds are 
not part of the same issue under this 
paragraph (c). The issuance of tax-ex-
empt bonds in a transaction (or series 
of related transactions) that includes 
taxable bonds, however, may con-
stitute an abusive arbitrage device 
under § 1.148–10(a) or a device to avoid 
other limitations in sections 103 and 
141 through 150 (for example, structures 
involving windows or unreasonable al-
locations of bonds). 

(3) Exception for certain bonds financ-
ing separate purposes—(i) In general. 
Bonds may be treated as part of sepa-
rate issues if the requirements of this 
paragraph (c)(3) are satisfied. Each of 
these separate issues must finance a 
separate purpose (e.g., refunding a sep-
arate prior issue, financing a separate 
purpose investment, financing inte-
grated or functionally related capital 
projects, and financing any clearly dis-
crete governmental purpose). Each of 
these separate issues independently 
must be a tax-exempt bond (e.g., a gov-
ernmental bond or a qualified mort-
gage bond). The aggregate proceeds, in-
vestments, and bonds in such a trans-
action must be allocated between each 
of the separate issues using a reason-
able, consistently applied allocation 
method. If any separate issue consists 
of refunding bonds, the allocation rules 
in § 1.148–9(h) must be satisfied. An al-

location is not reasonable if it achieves 
more favorable results under sections 
103 and 141 to 150 than could be 
achieved with actual separate issues. 
All allocations under this paragraph 
(c)(3) must be made in writing on or be-
fore the issue date. 

(ii) Exceptions. This paragraph (c)(3) 
does not apply for purposes of sections 
141(b)(5), 141(c)(1), 141(d)(1), 144(a), 148, 
149(d), and 149(g). 

(4) Special rules for certain financings— 
(i) Draw-down loans. Bonds issued pur-
suant to a draw-down loan are treated 
as part of a single issue. The issue date 
of that issue is the first date on which 
the aggregate draws under the loan ex-
ceed the lesser of $50,000 or 5 percent of 
the issue price. 

(ii) Commercial paper—(A) In general. 
Short-term bonds having a maturity of 
270 days or less (commercial paper) 
issued pursuant to the same commer-
cial paper program may be treated as 
part of a single issue, the issue date of 
which is the first date the aggregate 
amount of commercial paper issued 
under the program exceeds the lesser of 
$50,000 or 5 percent of the aggregate 
issue price of the commercial paper in 
the program. A commercial paper pro-
gram is a program to issue commercial 
paper to finance or refinance the same 
governmental purpose pursuant to a 
single master legal document. Com-
mercial paper is not part of the same 
commercial paper program unless 
issued during an 18-month period, be-
ginning on the deemed issue date. In 
addition, commercial paper issued 
after the end of this 18-month period 
may be treated as part of the program 
to the extent issued to refund commer-
cial paper that is part of the program, 
but only to the extent that— 

(1) There is no increase in the prin-
cipal amount outstanding; and 

(2) The program does not have a term 
in excess of— 

(i) 30 years; or 
(ii) The period reasonably necessary 

for the governmental purposes of the 
program. 

(B) Safe harbor. The requirement of 
paragraph (c)(4)(ii)(A)(2) of this section 
is treated as satisfied if the weighted 
average maturity of the issue does not 
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exceed 120 percent of the weighted av-
erage expected economic life of the 
property financed by the issue. 

(iii) Certain general obligation bonds. 
Except as otherwise provided in para-
graph (c)(2) of this section, bonds that 
are secured by a pledge of the issuer’s 
full faith and credit (or a substantially 
similar pledge) and sold and issued on 
the same dates pursuant to a single of-
fering document may be treated as part 
of the same issue if the issuer so elects 
on or before the issue date. 

(5) Anti-abuse rule. In order to prevent 
the avoidance of sections 103 and 141 
through 150 and the general purposes 
thereof, the Commissioner may treat 
bonds as part of the same issue or as 
part of separate issues to clearly re-
flect the economic substance of a 
transaction. 

(6) Sale date. The sale date of a bond 
is the first day on which there is a 
binding contract in writing for the sale 
or exchange of the bond. 

(d) Definition of refunding issue and re-
lated definitions—(1) General definition of 
refunding issue. Refunding issue means 
an issue of obligations the proceeds of 
which are used to pay principal, inter-
est, or redemption price on another 
issue (a prior issue, as more particularly 
defined in paragraph (d)(5) of this sec-
tion), including the issuance costs, ac-
crued interest, capitalized interest on 
the refunding issue, a reserve or re-
placement fund, or similar costs, if 
any, properly allocable to that refund-
ing issue. 

(2) Exceptions and special rules. For 
purposes of paragraph (d)(1) of this sec-
tion, the following exceptions and spe-
cial rules apply— 

(i) Payment of certain interest. An 
issue is not a refunding issue if the 
only principal and interest that is paid 
with proceeds of the issue (determined 
without regard to the multipurpose 
issue rules of § 1.148–9(h)) is interest on 
another issue that— 

(A) Accrues on the other issue during 
a one-year period including the issue 
date of the issue that finances the in-
terest; 

(B) Is a capital expenditure; or 
(C) Is a working capital expenditure 

to which the de minimis rule of § 1.148– 
6(d)(3)(ii)(A) applies. 

(ii) Certain issues with different obli-
gors—(A) In general. An issue is not a 
refunding issue to the extent that the 
obligor (as defined in paragraph 
(d)(2)(ii)(B) of this section) of one issue 
is neither the obligor of the other issue 
nor a related party with respect to the 
obligor of the other issue. 

(B) Definition of obligor. The obligor of 
an issue means the actual issuer of the 
issue, except that the obligor of the 
portion of an issue properly allocable 
to an investment in a purpose invest-
ment means the conduit borrower 
under that purpose investment. The ob-
ligor of an issue used to finance quali-
fied mortgage loans, qualified student 
loans, or similar program investments 
(as defined in § 1.148–1) does not include 
the ultimate recipient of the loan (e.g., 
the homeowner, the student). 

(iii) Certain special rules for purpose 
investments. For purposes of this para-
graph (d), the following special rules 
apply: 

(A) Refunding of a conduit financing 
issue by a conduit loan refunding issue. 
Except as provided in paragraph 
(d)(2)(iii)(B) of this section, the use of 
the proceeds of an issue that is used to 
refund an obligation that is a purpose 
investment (a conduit refunding issue) 
by the actual issuer of the conduit fi-
nancing issue determines whether the 
conduit refunding issue is a refunding 
of the conduit financing issue (in addi-
tion to a refunding of the obligation 
that is the purpose investment). 

(B) Recycling of certain payments 
under purpose investments. A conduit re-
funding issue is not a refunding of a 
conduit financing issue to the extent 
that the actual issuer of the conduit fi-
nancing issue reasonably expects as of 
the date of receipt of the proceeds of 
the conduit refunding issue to use 
those amounts within 6 months (or, if 
greater, during the applicable tem-
porary period for those amounts under 
section 148(c) or under applicable prior 
law) to acquire a new purpose invest-
ment. Any new purpose investment is 
treated as made from the proceeds of 
the conduit financing issue. 

(C) Application to tax-exempt loans. 
For purposes of this paragraph (d), ob-
ligations that would be purpose invest-
ments (absent section 148(b)(3)(A)) are 
treated as purpose investments. 
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(iv) Substance of transaction controls. 
In the absence of other applicable con-
trolling rules under this paragraph (d), 
the determination of whether an issue 
is a refunding issue is based on the sub-
stance of the transaction in light of all 
the facts and circumstances. 

(v) Certain integrated transactions in 
connection with asset acquisition not 
treated as refunding issues. If, within six 
months before or after a person as-
sumes (including taking subject to) ob-
ligations of an unrelated party in con-
nection with an asset acquisition 
(other than a transaction to which sec-
tion 381(a) applies if the person assum-
ing the obligation is the acquiring cor-
poration within the meaning of section 
381(a)), the assumed issue is refinanced, 
the refinancing issue is not treated as 
a refunding issue. 

(3) Current refunding issue. Current re-
funding issue means: 

(i) Except as provided in paragraph 
(d)(3)(ii) of this section, a refunding 
issue that is issued not more than 90 
days before the last expenditure of any 
proceeds of the refunding issue for the 
payment of principal or interest on the 
prior issue; and 

(ii) In the case of a refunding issue 
issued before 1986— 

(A) A refunding issue that is issued 
not more than 180 days before the last 
expenditure of any proceeds of the re-
funding issue for the payment of prin-
cipal or interest on the prior issue; or 

(B) A refunding issue if the prior 
issue had a term of less than 3 years 
and was sold in anticipation of perma-
nent financing, but only if the aggre-
gate term of all prior issues sold in an-
ticipation of permanent financing was 
less than 3 years. 

(4) Advance refunding issue. Advance 
refunding issue means a refunding issue 
that is not a current refunding issue. 

(5) Prior issue. Prior issue means an 
issue of obligations all or a portion of 
the principal, interest, or call premium 
on which is paid or provided for with 
proceeds of a refunding issue. A prior 
issue may be issued before, at the same 
time as, or after a refunding issue. If 
the refunded and unrefunded portions 
of a prior issue are treated as separate 
issues under § 1.148–9(i), for the pur-
poses for which that section applies, 
except to the extent that the context 

clearly requires otherwise, references 
to a prior issue refer only to the re-
funded portion of that prior issue. 

(e) Controlled group means a group of 
entities controlled directly or indi-
rectly by the same entity or group of 
entities within the meaning of this 
paragraph (e). 

(1) Direct control. The determination 
of direct control is made on the basis of 
all the relevant facts and cir-
cumstances. One entity or group of en-
tities (the controlling entity) generally 
controls another entity or group of en-
tities (the controlled entity) for purposes 
of this paragraph if the controlling en-
tity possesses either of the following 
rights or powers and the rights or pow-
ers are discretionary and non-ministe-
rial— 

(i) The right or power both to ap-
prove and to remove without cause a 
controlling portion of the governing 
body of the controlled entity; or 

(ii) The right or power to require the 
use of funds or assets of the controlled 
entity for any purpose of the control-
ling entity. 

(2) Indirect control. If a controlling en-
tity controls a controlled entity under 
the test in paragraph (e)(1) of this sec-
tion, then the controlling entity also 
controls all entities controlled, di-
rectly or indirectly, by the controlled 
entity or entities. 

(3) Exception for general purpose gov-
ernmental entities. An entity is not a 
controlled entity under this paragraph 
(e) if the entity possesses substantial 
taxing, eminent domain, and police 
powers. For example, a city possessing 
substantial amounts of each of these 
sovereign powers is not a controlled en-
tity of the state. 

[T.D. 8476, 58 FR 33549, June 18, 1993; 58 FR 
44453, Aug. 23, 1993, as amended by T.D. 8538, 
59 FR 24046, May 10, 1994; T.D. 8712, 62 FR 
2304, Jan. 16, 1997; T.D. 8718, 62 FR 25513, May 
9, 1997] 

§ 1.150–2 Proceeds of bonds used for 
reimbursement. 

(a) Table of contents. This table of 
contents contains a listing of the head-
ings contained in § 1.150–2. 

(a) Table of contents. 
(b) Scope. 
(c) Definitions. 

VerDate mar<24>2004 14:36 May 01, 2004 Jkt 203083 PO 00000 Frm 00749 Fmt 8010 Sfmt 8010 Y:\SGML\203083T.XXX 203083T


