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PREMIUM BONDS - HOW TO USE THE EXTRA MONEY

Background

General obligation bonds are a common means of financing new school and
modernization construction projects. The sale of the bonds provides the district with funds for
construction projects and then the taxpayers repay the bonds overtime with interest.

Districts must pay the cost of bond issuance. This cost is generally charged to the district’s
general fund or construction fund, which can reduce the money available for operating expenses
or construction. Some districts inflate the interest rate offered on the bonds and receive a
premium on the bond price in excess of the face value, thus generating more money.

Issue
How should a district use the premium on a general obligation bond?

Education Code section 15146(g) states: “... Any premium or accrued interest received
from the sale of the bonds shall be deposited in the interest and sinking fund of the school district
or community college district.”

Districts have used the premium to pay bond related expenses listed in Education Code
section 15145(a), an underwriter’s discount, or interest on previously issued securities. However,
in its recent Opinion 14-202, the Attorney General has opined that the bond premium value may
not be diverted for any purpose other than being deposited in the interest and sinking fund of the
district. The purpose of Education Code section 15146 is that the bond’s premium value should
benefit the taxpayers, not the district.

A joint powers entity providing legal & collective bargaining service to California public education agencies since 1976.



Conclusion

Courts are not bound by opinions of the Attorney General; however, they are given great
weight. Thus, pursuant to the Attorney General, any premium generated on a general obligation
bond can only be deposited in the district’s bond interest and sinking fund.

Please contact our office if you have follow-up questions.
~ Mark E. Pafford
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Please consult legal counsel as to how the issue presented may affect your particular circumstances.
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