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Policy: Bond Procedure and Post Compliance Policy – Federal Tax Law 

(Approved by the PenMet Parks Board of Commissioners) 
 
Purpose: This policy and procedure is intended to guide the Peninsula Metropolitan 

Park District, Pierce County, Washington (the “District”) in meeting its 
obligations under applicable statutes, regulations and documentation 
associated with tax-exempt bonds and other tax-advantaged obligations.  
This policy should be read together with other District policies and 
procedures relating to its debt obligations and a separate District policy 
relating to the requirements of federal securities laws.  This policy outlines 
obligations that may be applicable to each issue of tax-exempt or tax-
advantaged bonds and identifies the party to be responsible for monitoring 
compliance.  In the District, the District’s Director of Finance and 
Administration (“Finance Director”), or such officer’s designee, will be 
responsible for ensuring that the policy is followed and compliance checklist 
and records maintained.   
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A. Scope and Purpose 

This policy and procedure applies to all of the District’s tax-exempt and tax-
advantaged governmental bonds, and other bonds subject to comparable 
requirements.  As used in this policy, references to “bonds” include bonds, 
lines of credit, bond anticipation notes, and equipment and other financing 
leases.  This policy and procedure is intended to improve the District’s ability 
to: prevent violations in bond requirements from occurring; timely identify 
potential violations; and correct identified violations through appropriate 
remedial steps. 

B. Transcripts 

1. For each bond issue, the District will receive a full transcript, including a full 
record of the proceedings related to the issuance of the bonds.  For tax-
exempt and tax-advantaged bonds, the transcript will include proof of filing 
an IRS Form 8038-G or 8038-GC and a tax certificate (the “Tax Certificate”) 
with respect to the bonds. 

2. Bond transcripts will be retained in the following location within the District: 
District Finance Director’s Office. 

3. Additional records to be retained by the District are listed in Section H 
below. 

C. Use of Bond Proceeds 

Monitoring the expenditure of bond proceeds is necessary to assure that 
the required amount of bond proceeds are expended for capital 
expenditures and that not more than 10% of the bond proceeds are 
expended for projects that will be used in a private trade or business 
(including by the federal government and nonprofit entities). 

1. If the project(s) to be financed with the proceeds of the bonds will be funded 
with multiple sources of funds, the District will adopt an accounting 
methodology that: 

(a) maintains each source of funding separately and monitors the actual 
expenditure of bond proceeds; 

(b) commingles the proceeds and monitors the expenditures on a first in, first 
out basis; or 

(c) provides for the expenditure of funds received from multiple sources on a 
proportionate basis. 

2. Records of expenditures (timing of expenditure and object code) of the 
proceeds of bonds will be maintained by the District Finance Director.   
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3. If the project involves bond proceeds and other sources of funds and 
included both governmental and nongovernmental use of the financed 
facilities, the District Finance Director in consultation with the project 
manager or other authorized District official will undertake a final 
reconciliation of bond proceeds expenditures and expenditures of other 
funds with project costs no later than 18 months after the later of the date 
of expenditure or the date that the project is placed in service (but in no 
event more than five years after the date of issue).  

4. Any change in the scope of the project financed with bond proceeds should 
be reviewed and documented. 

5. Any delay in the project and the expected spending of bond proceeds 
should be discussed with bond counsel and documented. 

6. Records of investments and interest earnings on the bond proceeds will be 
maintained by the District Finance Director. Such records should include 
the amount of each investment, the date each investment is made, the date 
each investment matures and if sold prior to maturity, its sale date, and its 
interest rate and/or yield.  Interest earnings on bonds are considered 
proceeds of the issue.  Interest earnings on proceeds will be deposited in 
the fund in which the bond proceeds were deposited (if not, then the plan 
for use of interest earnings will be discussed with the District’s bond 
counsel). 

7. Records of interest earnings on reserve funds maintained for the bonds. 

8. If at the completion of the project there are unspent bond proceeds, the 
District Finance Director, conferring with bond counsel, will direct 
application of the excess proceeds for permitted uses under federal tax law, 
state law, and bond authorization documents. 

D. Arbitrage Rebate 

In general, bond proceeds and certain other funds can only be invested at 
a rate that exceeds the yield on the bonds under limited circumstances.  
Furthermore, amounts earned by investing above the bond yield must be 
rebated to the IRS, unless the District qualifies as a small issuer or a 
spending exception is met. The arbitrage and rebate requirements for each 
bond issue are detailed in the Tax Certificate executed in connection with 
the applicable bond issue.  The District Finance Manager will monitor 
compliance with the arbitrage rebate obligations of the District for each bond 
issue. 

1. Funds to Monitor.  The District Finance Director will monitor the following 
funds in connection with each bond issue: bond or debt service 
funds/accounts; project or construction funds/accounts; any refunding 
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accounts; debt service funds/accounts; any other accounts with bond 
proceeds; and any other accounts holding amounts pledged to pay bonds. 

2. Review.  The District Finance Director will monitor rebate compliance for 
each issue of tax-exempt governmental obligations issued during that 
calendar year.   

(a) During construction, the District Finance Director is to monitor expenditures 
to confirm satisfaction of expected exceptions to rebate (described below in 
Subsection 3). 

(b) The first rebate payment is due five years after date of issue of the bonds 
plus 60 days. 

(c) Rebate is due every succeeding five years, if there are unspent gross 
proceeds of the bonds. 

(d) Final rebate payment is due 60 days after early redemption or retirement of 
the bonds. 

3. Rebate Exceptions.  The District Finance Director will review the Tax 
Certificate in the transcript in order to determine whether the District is 
expected to comply with a spending exception that would permit the District 
to avoid having to pay arbitrage rebate.  If the Tax Certificate identifies this 
spending exception, then the District Finance Director will monitor the 
records of expenditures to determine whether the District met the spending 
exception (and thereby avoid having to pay any arbitrage rebate to the 
federal government).   

4. Rebate Consultant.  The District Finance Director may select and retain the 
services of a rebate consultant if determined to be necessary and in the 
best interest of the District in order to calculate any potential arbitrage 
rebate liability.  The rebate consultant may be selected no later than the 
completion of the project to be financed with the proceeds of the issue.  A 
rebate consultant may be selected on an issue by issue basis or for all 
bonds issued by the District.  The selected rebate consultant shall provide 
a written report to the District with respect to the issue and with respect to 
any arbitrage rebate owed if any.   

Based on the report of the rebate consultant, the District will file reports with 
and make any required payments to the Internal Revenue Service, no later 
than the fifth anniversary of the date of each issue (plus 60 days), and every 
five years thereafter, with the final installment due no later than 60 days 
following the retirement of the last obligation of the issue. 

5.  Yield Reduction Payments.  If the District fails to expend all amounts 
required to be spent as of the close of any temporary period specified in the 
Tax Certificate (generally three years for proceeds of a new money issue 
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and 13 months for amounts held in a debt service fund), the District will 
consult with bond counsel to determine and pay any required yield reduction 
payment. 

E. Use of the Facilities Financed with Bond Proceeds 

In order to maintain tax-exemption of bonds issued on a tax-exempt or tax-
advantaged basis, the financed facilities (projects) are required to be used 
for governmental purposes during the life of the issue.  The District Finance 
Director will monitor and maintain records regarding any private use of the 
projects financed with such bond proceeds.  The IRS Treasury Regulations 
prohibit private business use (use by private parties (including nonprofit 
organizations and the federal government)) of tax-exempt financed facilities 
beyond permitted de minimis amounts unless cured by a prescribed 
remedial action.   

1. Private use may arise as a result of: 

(a) Sale of all or a portion of the facilities; 

(b) Lease of all or a portion of the facilities (including leases, easements or use 
arrangements for areas outside the four walls, e.g., hosting of cell phone 
towers); 

(c) Management contracts (in which the District authorizes a third party to 
operate a facility (e.g., cafeteria or parking operator)), except for qualified 
management contracts under IRS Rev. Proc. 2017-13 or any successor 
guidance; 

(d) Preference arrangements (in which the District grants a third party 
preference of the facilities, e.g., preference parking in a public parking lot); 
and 

(e) Entering into contracts giving “special legal entitlement” to the facility (for 
example, selling advertising space or naming rights). 

2. All leases and other contracts involving use or management of bond-
financed property will be sent prior to execution to the District Finance 
Director for review.  The District Finance Director will confer with personnel 
responsible for bond financed projects at least annually to discuss any 
existing or planned use of bond-financed or refinanced facilities.  Private 
use for each bond-financed project will be calculated annually.   

3. If the District Finance Director or designee identifies private use of tax-
exempt debt financed facilities, the District Finance Director or designee will 
consult with the District’s bond counsel to determine whether private use 
will adversely affect the tax-exempt status of the issue and if so, what 
remedial action is appropriate.  The private use may be allocated to those 
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facilities (or portions of facilities) that were funded from sources other than 
bond proceeds.  If noncompliance will be remediated under existing 
remedial action provisions or tax-exempt bond closing agreement programs 
contained in the regulations or other published guidance from the IRS, 
determine the deadline for taking action and proceed with diligence to take 
the required remedial actions.  If remedial actions are unavailable, 
determine whether to make a submission to the Tax-Exempt Bonds 
Voluntary Closing Agreement Program (“VCAP”) under Internal Revenue 
Manual 7.2.3. 

F. Refundings 

For refunding escrows, the District will confirm that any scheduled 
purchases of State and Local Government Series (“SLGS”) or open 
market securities are made as scheduled.  On the redemption date, the 
District Finance Director will confirm that the refunded bonds have been 
redeemed and cancelled.  Promptly following the redemption date, the 
District Finance Director will confirm that all proceeds of the bonds and all 
proceeds of the refunded bonds have been spent.  Verify that excess 
proceeds, if any, of the bonds do not exceed an amount permitted by the 
Regulations.   

Any final rebate payment is due 60 days after early redemption or 
retirement of the refunded bonds. 

G. Reissuance 

A significant modification of the bond documents may result in bonds 
being deemed refunded or “reissued.”  Such an event will require, among 
other things, the filing of new information returns with the federal 
government and the execution of a new Tax Certificate.  The District shall 
consult with bond counsel in the event of modification of the bond 
documents. 

H. Records Retention 

1. Records with respect to matters described in this Section H will be retained 
by the District for the life of the bond issue (and any issue that refunds the 
bond issue) and for a period of three years thereafter. 

2. Records to be retained:   

(a) The transcript; 

(b) Arbitrage rebate reports prepared by the District or by outside consultants; 

(c) Work papers that were provided to the rebate consultants; 
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(d) Records necessary to document the allocation of bond proceeds and other 
sources of funds to particular projects or portions of projects.   

(e) Records of expenditures and investment receipts (showing timing of 
expenditure and the object code of the expenditure and in the case of 
investment, timing of receipt of interest earnings).  (Maintenance of 
underlying invoices should not be required provided the records include the 
date of the expenditure, payee name, payment amount and object code; 
however, if those documents are maintained as a matter of policy in 
electronic form, then the District should continue to maintain those records 
in accordance with this policy);  

(f) Copies of all certificates and returns filed with the IRS (e.g., for payment of 
arbitrage rebate);  

(g) Records documenting the final allocation of bond proceeds to projects, 
including any reallocations of bond proceeds, in a format showing the timing 
and substance of the reallocation, if applicable;  

(h)  Copies of all contracts relating to the use of the bond-financed facility 
including leases, concession agreements, management agreements and 
other agreements that give usage rights or legal entitlements with respect 
to the facility to nongovernmental persons (e.g., advertising displays, cell 
tower leases, and naming rights agreements; and 

(i) Copies of all records noting compliance with these policies.  

I. Training   

The District will provide opportunities for training to the District Executive 
Director, District Finance Director, legal counsel, department 
managers/directors, elected officials and other individuals responsible for 
complying with this policy, as needed, specifically including the following 
training opportunities: at or after bond closing, a conference call or meeting 
with bond counsel to review the requirements applicable to a new bond 
issue; participation in in-house training sessions, CPE seminars, or 
seminars/webinars conducted by professional organizations (e.g., GFOA, 
WPTA, WFOA); and training will be provided as necessary to address any 
changes in federal tax laws or this policy. 
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