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ACTI ON:  Tenporary regul ati ons.

SUMVARY: This docunent contains tenporary regul ations that
provi de gui dance to state and | ocal governnent issuers of
qualified zone acadeny bonds. These tenporary regul ati ons change
the nethod of ascertaining the qualified zone acadeny bond credit
rate and provide reinbursenent rules. State and | ocal
governnments that issue qualified zone acadeny bonds will be
affected by these tenporary regul ations. The text of these
tenporary regul ations also serves as the text of the proposed
regul ations set forth in the notice of proposed rul emaki ng on
this subject in the Proposed Rules section of this issue of the
Federal Register.

DATES: Effective Date: These regulations are effective July 1,

1999.

Applicability Date: For dates of applicability, see
§1.1397E-1T()).
FOR FURTHER INFORMATION CONTACT: Concerning the regulations,
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Tinmothy L. Jones (202) 622-3980 (not a toll-free nunber).
SUPPLEMENTARY | NFORMATI ON:
Backgr ound

Section 226(a) of the Taxpayer Relief Act of 1997, Public
Law 105-34, (111 Stat. 788), anmended the Internal Revenue Code by
redesi gnati ng section 1397E as 1397F and addi ng a new section
1397E. Section 1397E authorizes a new type of debt instrunent
known as a qualified zone acadeny bond. Tenporary regul ations
interpreting section 1397E were published on January 7, 1998 (63
FR 671).
Expl anati on of Provisions
In General

A qualified zone acadeny bond is a taxable bond issued by a
state or | ocal governnent, the proceeds of which are used to
I nprove certain eligible public schools. In lieu of receiving
periodic interest paynents fromthe issuer, an eligible hol der of
a qualified zone acadeny bond is generally all owed annual federal
I ncome tax credits while the bond is outstanding. These credits
conpensate the holder for |ending noney to the issuer and
function as paynents of interest on the bond.

Credit Rate

Under section 1397E(b)(2), the Secretary shall determ ne a
credit rate for qualified zone acadeny bonds that the Secretary
estimates will permt the bonds to be issued w thout discount and
W thout interest cost to the issuer. Section 1.1397E-1T(Db)

provides that the credit rate for a qualified zone acadeny bond



3

Is equal to 110 percent of the long-term applicable Federal rate

(AFR), conpounded annually, for the nonth in which the bond is

I ssued.

Conmment s have been received that the credit
by 81.1397E-1T(b) is generally lower than the rate required to
permit the issuance of qualified zone academy bonds without
discount and without interest cost to the issuer. Comments have
also been received that a single credit rate applicable to
obligations issued during a monthly period is too rigid and non-
responsive to market interest rate movements.

The revised regulations state that the Secretary will
determine monthly (or more often as the Secretary deems
necessary) a credit rate that will generally permit the issuance
of qualified zone academy bonds without discount and without
interest cost to the issuers. The revised regulations also
provide that the manner for ascertaining the credit rate
determined by the Secretary will be set forth in procedures,
notices, forms, and instructions as prescribed by the
Commissioner. A notice to be published in the Internal Revenue
Bulletin will further provide that, until otherwise provided, the
qualified zone academy bond credit rate will be determined daily
and will be published on the Internet site for State and Local
Government Bonds. The credit rate to be applied to a qualified
zone academy bond will be the daily rate for the first day on
which there is a binding contract in writing for the sale or

exchange of the bond. Treasury and the IRS will monitor the

rate establi shed
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I ssuance of qualified zone acadeny bonds to determne if future
adjustnents in the credit rate may be required.

Coordi nati on with Rei nbursenent Rul es

These tenporary regul ations provide that the proceeds of a
qualified zone acadeny bond may be used to reinburse a qualified
expenditure (including any qualified non-capital expenditure)
made prior to the date the bond was issued. The tenporary
regul ations provide that rules simlar to the reinbursenent rules
set forth in 81.150-2 will apply. Comments are solicited about
whether these rules provide adequate guidance regarding
reimbursement matters for issuers of qualified zone academy
bonds.

Speci al Anal yses

It has been determined that this Treasury decision is not a
significant regulatory action as defined in EO 12866. Therefore,
a regulatory assessment is not required. It has also been
determined that section 553(b) of the Administrative Procedure
Act (5 U.S.C. chapter 5) and the Regulatory Flexibility Act (5
U.S.C. chapter 6) do not apply. See also the Special Analysis
Section of the notice of proposed rulemaking on qualified zone
academy bonds in the Proposed Rules Section of this issue of the
Federal Register. Pursuant to section 7805(f) of the Internal
Revenue Code, these temporary regulations will be submitted to
the Chief Counsel for Advocacy of the Small Business

Administration for comment on its impact on small business.



Drafting Information

The principal author of these regulations is Tinothy L.
Jones, O fice of Assistant Chief Counsel (Financial Institutions
& Products). However, other personnel fromIRS and the Treasury
Departnment participated in their devel opnent.
Li st of Subjects in 26 CFR Part 1

I ncone taxes, Reporting and recordkeeping requirenents.
Adopti on of Anmendnents to the Regul ations

Accordingly, 26 CFR part 1 is anended as foll ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 continues to
read in part as follows:

Authority 26 U S.C. 7805 * * *

Par. 2. Section 1.1397E-1T is anended as foll ows:

1. Revising paragraphs (b) and (j);

2. Redesignating paragraph (h) as paragraph (i);

3. Addi ng new paragraph (h).

The revisions and additions read as foll ows:

81.1397E-1T Qualified zone academy bonds (temporary)

* *k *x k%

(b) Credit Rate . The Secretary shall determine monthly (or

more often as deemed necessary by the Secretary) the credit rate
the Secretary estimates will generally permit the issuance of a
qualified zone academy bond without discount and without interest

cost to the issuer. The manner for ascertaining the credit rate
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for a qualified zone acadeny bond as determ ned by the Secretary
shall be set forth in procedures, notices, fornms, or instructions
prescri bed by the Conm ssioner.

* * % * *

(h) Reinbursenent. An expenditure for a qualified purpose

may be reinbursed with proceeds of a qualified zone acadeny bond.

For this purpose, rules similar to those in §1.150-2 shall apply.

* *k k k%

(j) Effective dates . Except as provided in this paragraph

(), this section applies to a qualified zone academy bond issued

on or after January 1, 1998. Paragraph (b) and paragraph (h) of
this section shall apply to a qualified zone academy bond sold on
or after July 1, 1999 . Paragraph (b) of this section as in
effect on January 7, 1998 (See 26 CFR Part 1 as revised April 1,
1999), shall apply to a qualified zone academy bond sold prior to
July 1, 1999. This section shall not apply to a qualified zone

academy bond sold after January 5, 2001.
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