§1.100

nonconforming as a result of events de-
scribed in paragraph (a) of this section
into conformity with this part unless
to do so would be inconsistent with
safe and sound banking practices.

INTERPRETATIONS

§1.100 Indirect general obligations.

(a) Obligation issued by an obligor not
possessing general powers of taxation.
Pursuant to §1.2(b), an obligation
issued by an obligor not possessing
general powers of taxation qualifies as
a general obligation of a State or polit-
ical subdivision for the purposes of 12
U.S.C. 24 (Seventh), if a party possess-
ing general powers of taxation uncondi-
tionally promises to make sufficient
funds available for all required pay-
ments in connection with the obliga-
tion.

(b) Indirect commitment of full faith
and credit. The indirect commitment of
the full faith and credit of a State or
political subdivision (that possesses
general powers of taxation) in support
of an obligation may be demonstrated
by any of the following methods, alone
or in combination, when the State or
political subdivision pledges its full
faith and credit in support of the obli-
gation.

(1) Lease/rental agreement. The lease
agreement must be valid and binding
on the State or the political subdivi-
sion, and the State or political subdivi-
sion must unconditionally promise to
pay rentals that, together with any
other available funds, are sufficient for
the timely payment of interest on, and
principal of, the obligation. These
lease/rental agreement may, for in-
stance, provide support for obligations
financing the acquisition or operation
of public projects in the areas of edu-
cation, medical care, transportation,
recreation, public buildings, and facili-
ties.

(2) Service/purchase agreement. The
agreement must be valid and binding
on the State or the political subdivi-
sion, and the State or political subdivi-
sion must unconditionally promise in
the agreement to make payments for
services or resources provided through
or by the issuer of the obligation.
These payments, together with any
other available funds, must be suffi-
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cient for the timely payment of inter-
est on, and principal of, the obligation.
An agreement to purchase municipal
sewer, water, waste disposal, or elec-
tric 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 an-
nual payment of interest on, and prin-
cipal 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 auto-
matic apportionment and payment
from the State funds of amounts nec-
essary to restore the fund to the re-
quired level.

(4) Other grants or support. A statu-
tory provision or agreement must un-
conditionally commit the State or the
political subdivision to provide funds
which, together with other available
funds, are sufficient for the timely pay-
ment of interest on, and principal of,
the obligation. Those funds may, for
instance, be supplied in the form of an-
nual grants or may be advanced when-
ever the other available revenues are
not sufficient for the payment of prin-
cipal and interest.

§1.110 Taxing powers of a State or po-
litical subdivision.

(a) An obligation is considered sup-
ported by the full faith and credit of a
State or political subdivision possess-
ing 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 obli-
gation. In order to evaluate whether a
commitment of a State or political
subdivision is likely to generate suffi-
cient funds, a bank shall consider the
impact of any possible limitations re-
garding the State’s or political subdivi-
sion’s taxing powers, as well as the
availability of funds in view of the pro-
jected revenues and expenditures.
Quantitative restrictions on the gen-
eral powers of taxation of the State or
political subdivision do not necessarily



