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Municipal Lease Defined
• Section 103(a) entities 

– Excludes not-for-profit
– Includes non-appropriation clause

• State and local governments

• State and local hospitals

• Excludes federal government agencies



Tax - Exempt Lease Defined
• Section 501c(3) entities

– Must use conduit / authority as intermediary

• Tax - exempt rates available

• Non - appropriation does NOT apply



What Qualifies As Tax - Exempt?
• Tax - exemption derived from

– Lessee’s qualification under Section 103a of the IRS 
Code

– Through auspices of conduit / authority for a 501c(3) 
entity

– Equipment financed is for public purpose

• Result:  low, low rates



Features of Tax - Exempt Financing
• Conditional Sales Agreement

– Title passes to lessee up front
– Bargain purchase option
– Principal and interest itemized on amortization table

• Contract subject to annual appropriations by 
governing body
– One year obligation - not a debt
– Not subject to voter approval
– No issuance costs



Benefits to the Tax - Exempt Entity
• Low rates comparable to general obligation bonds

– The benefit of the lease payment interest being tax 
exempt is passed to lessee in the form of a lower rate 
- economics of the project more attractive

• No long term debt
– Subject to appropriation of funds
– Structured as series of 12 monthly obligations
– Not subject to voter approval
– No issuance costs unlike bond financing



Benefits of Municipal Lease
• Flexibility

– Payment and term structured around budgetary 
requirements

• Expedient
– One of quickest and easiest forms of financing
– Unlike bond financing, no significant fees required 



Tulare County:  A Case Study
• Description

– Energy management project for 64 locations
• administration, library, fire, etc.

– Master bill with notations for each location
– $11 million

• Documentation
– County - approved contract
– Required turnaround of 2 weeks from award to 

funding stage



Question & Answer
• Informational needs?

• Examples of projects?

• Other
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