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PREFACE

This study was undertaken to'gather and pressnt
current laws and accounting practices relalting to Bonds
and Hinking Funds of political subdivisions of the State
of Oklahoma. Although the possibilities have not been
exhausted an attempt has been made to presenl the more
common problems encountered by a municipality issuing

Londs,

For helpful assistance in obtaining data for this
study, the writer is deeply indebted to the Librarians
of the Document Room and Commerce Library, the County
Treasurerts 0ffice of Payne County, Oklahoma, and the

City Clerk's Uffice of Frerry, Cklahoma.
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CHAPTER I

THE PROBLET AND DREINITIONS

The problem, Bonds are lhe means by which citieg

and other political subdivisions of the state may neke
needed expenditures in excegs of currently availsble
cagh and estimeted future revenues of the current {iscal
vear. As these bonds must be paid by the citizens of
the muncipality, cowmmon logiec dictates thet the citizens
ve the authority for their issuance. The laws of the
state cover this point and many others in various sec-
tions of the gtatuteg, in the state counstitution, and

in court cases. sccounting for such bhonds is ba&sd
squarely upor the lew, but Involves, slso, some proce-

dures not covered by the law,

This is an ilnvestigation of the legal, financial,
and accounting problems ehcountere& by a muncipality
in the issuance of bonds and the accumulation of a siunking
fund Tor their retirement., It begins with & considera-
tion of the guestion of whether {tc¢ {inance a proposed
project on a p&y-as-ybu-go bagis or by bondings snd then,
“if bondg are decided upon, it coverg the procedure for
isgsuance of the bounds, the provigions for their retirement,
and the method of liquidation of the indebtedness. It

explains the dutieg of the various govermmental agencies



and officials involved in the indebtedness cycle and
reviews many of the court cases and general practices

relating to the subjects

lieed of the study. The laws relating to bonds

and sinking funds have undergone many chnanges from
time te time, To determine the legasl status of any

guestion requires

.
Fead

gsearch of the statutes, the consti-
tution, and records of court cases. There is no avail-
able source of informetion that has gathered together
the related laws on bonds and sinking funds snd their

interpretation by the courts,

ALl persons living within the ccrporate limits of
a2 municipality should understand how a bond issue will
affect them and their municipslity. If wore citizens
had an sdequate understamding of the legal aud ecounoniec
lmplications of bonded indebledness the finsncial higstory

of many of our citiez would read differently,

Delimitations, Yhis study weg limited to the prob-

lems dealing with bonds and sinking funds thst might bs

ez

encountered by politicel subdivisgionsg of the Utate of
Oklahona. It is not concerned with such provlems as

might be encountered by the 8tate or any of

fle

ts agencles.

This study is chiefly concerned with the laws in

effect at the time of this writing, but a reference is



nade to laws repealed by legislalive action and laws
declared unconstitutional by the courts to point out

recent changes in the lavs,

Definitions, Usually a town or city is thought

of when "municipal or municipality® are wmertioned, 2ub
the statutes and the constitution use the terms to mean
ény of the various political sutdivisions of the stat

The Statutes deline municipality as %any s ckool digtrict,

independent or otherwise, any township, coy city or touwn

irrespective of the form of government prevailing in said

-

: s : . , . . .
city or town, snd sny county.*? Unless otherwige indi-

cated, thig definition will be implied in this study.

A pond? ig Ha written promige to

o

ay a swvoecified

sunn of wmoney, called the par value, at fixed time in

4,
oy

the future, called the date of maturity, and carryiag
]
interest at a fixed rate, pavable periodically.®
The term #goveruing board®, as it is used in thie
study, refers to the elected officinls of the munici-
pality, namely: the council of o city: the town council

or board of trustees of a towny the board of education

of an independent school dimtrict:; sny schoel digtrict

1

(¥

62 Okl. Gt. inn., Jec. 3B3.

? The iHational ﬁommittee ot Municipal Accounting,
Bulletin ¥o. 4, unicipal Accounting Terminology, Pede
Chicagos Mational Cormittee on Liunicipal Accounting,
1936,




ey

togrd: and the toard of county commigsioners of g

: 3
covnty.

]

#he 'fiscal yesr! 11l commence on the first day

of July in esach year, unless otherwise p“ﬂVlan by law.

Tevy® used as a2 "{verb) means to impose taxes or

special asgegsments.®

“Tevy® used as a “{noun) means the total of taxes

@

0x special assessments imvosed by & governmental unibh, ™

The Hational Commitiee on Lunicipal Accounting de-
fines the term *Tund?, as used in governmental accounting,
ag Tollowssy

A sum of meney or other réesources {gross or
net) set aside for the purpose of carrying oun
gpecifiec activities or &tt(iﬁiﬂg certain objec-
tives in sccordauce vwith special revulatunnu,
restrictions, or limitations. 4 fund is a dis=

“tinet financiazal or fiscal entity.”

An fapyropristion® is “an authovization by the
legislative body to muke eernﬁltuLe and incur Lliabil-~

1 ﬂ]?

[
[

A
N

j#3]

for gpecific purposes.

Okla. 5t. Ann., Ss8c. 348.3.

[}
0

\JOﬂ )t ;‘.‘?kr.ta .:}i, téeca 1&

5 fhe Tationsl Committee on iltinicipal sccounting,
Bulletin Wo. 4, op. cit. p. 13,
6 s o e s : .
The Hationcl Committee on Municipal aAccounting,
Bulletin ¥o. 6, Iunicipal jccounting Llatements, p. 1423,
Chicaflo: National Committee on kunicipal accounting, 1936.

Ibid, p. 134.




Azerial bonde® as defined by the Hationel Committee
on Munieipal secounting ave:

N

of

1\'

e » o imsues redoensble by inblwllﬂ&ﬂbu, gach

which is to We¢ psaid in full out of revenues of

the year in which it noiurms, or vevenueg ol the

procae ing yvear. fdome stslte lovws or regulations
P

nave further defived cerial bonds To include
sorme or 2ll of the 10310u3ng features:
1, th ;vﬂmewi pust be in installments.
2o staliments must be consecutive.
4 yfrn*s must e nmade during at least
L“o thirds of the life of the whole issue,
4, Yo one years ingtallment may be more
than three times the smount of the smallest
vearly installment unless the bonds ar
annuity bonds.é

"Hevenue vonds are Yhouds to e paid solely from

ly these of a municipally owned utility,

l-._.

earnings, usual

or other public service enterprige for paymont of which

the revenues and poseibly the properties of the eunber-

. . L3
prise are pledged,

2

A Moinking Tund® is %4 fund egtablished by periodi-
cal ingtallments to vnrovide for the retirvement of the

privncinal of term bondg and of other bonds specified to

. 10
be retired from sinking funds.¥

TTunding bonds® are "bonds issued to retire out-
.

standing {loating debt and to eliminate deficits

8 Ivid.,, p. 151,

Joc. cit,
.
10 Loc. cit.

1514, p. 142.
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CHAPTER IX

BOOKCHIC CONCHPTES OF MUNICIPAL BO

There are severnl guestions to be considered by
a municipality contemplating a bond issue., Is the unew
issue within the debt limitation of the municipality?
What benefit will be enjoyed by those who must he taxed
to retire the bonds? In view of lhe debt trend, record
of tax collections and other pertinent facts what will

be the marketavility of the issue? vhat is the source

of revenue to liguidate the bondg?

ihe purpose of Londs: Bonds are issued for a

variety of purposes smong which are:

1. The construction or purchase of improve-
ments such as bulldings, streets, recrestional
facilities, and public utilities.

2., The egtablishment of & working capital
fund for stores or a service and repair deparitment.

3. Funding sccumulated deficits of revenue
funds.

4, hefunding previous issues when they
remain cutstanding at maturity or way be acquired
at less than par value, or the refunding issue is
at a lower interest rate and the old igsue may be

acqguired at par or at such & price to result in



a net saving by refunding.
. Tmergency expenditures, such zs for
flood relief, unemployment relief, scldiers'

bonus, and storm relief.

<omacn

Judging the investment soundness of municipal

obligations. 7The president of the Halionsl Association

of Bupervisors of State Banks appointed a committee

on municival obligations with instructions to investi-
gate the investment soundness of municipal obligations
and report back to the aasociation.l The committee
reached the conclusion thet their chief problem corn-

ted of developing an outline of the pertinent

.
31

7]

factors necessary in analyzing the obligations of the

municipality from the point of view of the invegtor.

In developing this outline, the committee had
two objectives: first, to present in a clear, logical
and trief outline the most important factors te ke con-
sidered in evaluating the possivilities of defaullt on
munieipal obligations, second, to prepare‘a credit file
forn® to be used in an analysis of the existing obliga-

tionsg of the average county or small city. 4 summary

1 B, L. Vayne, et al, Vunicipals, ppe. 1l-4 and 31=-54,
shington, D. C.: sational Japital Fress, 1941,

2 4 form to be used when collecting data upon which
a judgment as to the soundness of the issue is to be
made.
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of the information recuired to complete the form is
given in Illustration 1. 4Yhe form covers six poges.

sce is provided for exhibits and pertinent questions

are included. “the form would necessarily need to be
supplenmented with additionmal schedules due to the variae-

tions in accounting practice,.

The committee congldered the general c¢redit obli-
gation, also ecalled full foith and credit, the best type
of municipal obligation. The issuing unit asgrees uvncone-

ditionally to pay these obligntions and interest according

to the conditions of the contracte.

S

city or other municipality that contemplates a
bond issue would do well to consider the view the poten-
tial invegtor will tske of the issue. Ameong the things
the investor will look for is the debt trend of the munici-
'aliﬁy, assessed valuation, record of tax collections,
prépdrtion of the budget absorbed by debt service, eco-
nomiec background, aznd the yield and ratings of the bonds.
These Tactors aloné will not give a failr basis for detera-
mining whether Er not a bond is a safe investment. But
by this method, the investor can weed out those issues
not suited to his needs asnd make a more detziled anaslysis

of the other issues under congiderstion.
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UNIFORE CREDIT IILE FOR MUNICIPAL OBLIGATICES

Developed by the Committee on Nunlclpal Celigalions,
Watlonal Asgociztion of Suvervisors of Gtatle Banks

(Tait] T Etate)

Other identification

As  BIAL W1 OF DEBT (at end of last fiscal year)

B, DBBT OF OVisLAFPING, COTHRMINOUS, D

LYING Ul 'J.‘

Co SBUNMHMARY OF FULL PAITI CRLDIY LEBT (at snd of
fiscal year)

D.  DEFAULT RECORD

Fo AAxLagun VallEs
P, PROFERTY TAX RATES (for fiscal years)

t
g

DISBURGSEMANTS

I, SINKING TUHD OPHRATIONS (for fiseal years as shown)

J. TUTURE DEBT SERVICE Rug NS (for fiscal years

ag shown)

AND SERVICHS

L. RECONOMIC BACKGROUND

Illustration 1.

RUCUIRED TO
ICIPAL OBLIGAY .,LO? i

FORM
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It is hoped that all municipalities will soon
furnish the type of information outlined in the
Uniform Credit File for Municipal Obligations. This

will be to the best interest of both investors and the

local governments,

A question to be considered by both the munici-
pality and the investors in municipal bonds is the source
of income of its taxpayers. 1Is it largely dependent
upon one factor, the removal or curtailment of which
might reduce the rate of tax collections? For example,
Ponca City, Oklahoma, is very much dependent upon the
Continental 0il Company's Refinery. The removal of
the refinery would greatly reduce the rate of tax col-
lections for the city. In which case, if the city was
burdened with a large bonded debt it would probably
be unable to avoid default., Stillwater, likewise, would
find itself in a similar circumstance if it was heavily
burdened with outstanding bonds and the College closed

or the staff and enrollment were greatly reduced.

Also, a city cannot be properly managed without a
sound accounting system, and investors should insist upon
proper and satisfactory financial statements in a stand-

ardized form,
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Situations favorable for borrowing.2 There are

two general situations where city borrowing seems Justi-
fied, One is to make a capital expenditure which could
be financed from current tax levies, but would result

in an inequity between current taxpayers who would pay
all and the future taxpayers who would enjoy the use of

the improvement and pay nothing.

The second situation is one where the sum is too
large to be raised by current taxation, but a need exists
which should not be left unsatisfied. Current requirements
may be such that they may be justified in electing to pay

as they use rather than pay as they go.

Also, it seems that no one would deny the wisdom
of borrowing to finance the purchase or construction of
a needed publie utility or public health project that
is or can be self liquidating., Hqually justifiable
would be borrowing to obtain money for emergency expendi-
tures of various kinds, Sewerage projects comwe under
the heading of justifiable borrowing situations, However,
they need not always be financed by borrowing. M, H,

Klegerman3 outlines several methods of financing sewerage

2 Commission on Heonomie Study of Yilwaukee, The
American City, LXIV (Jan., 1949), 85,

3 wiow to Pay for Sewerage Projecte®™, The american
Cit F] va {Jaﬂ., 1950)’ 8‘7.
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Projectss

l. General obligation bonds. This'may be done
where the debt of the city is not too close to the stat-

utory limitation for debt.

2. S8pecial assessmenl bonds. This is limited by
law to cover sewers only. Treatment plants and pumping

stations must be financed by some other method.

3¢ Current revenues. This i3 rarely used for
financing major construction work. The only way this
could be used would be through the accumulation of funds.
Vany cities accumulated quite large funds during the

war because of certain construction restrictions.

4, BShort-term loans. 7This can be used only in
cases when cost is not excessive and whe:e loan can be

repaid in about five years.

5. Revenue bonds or bonds retired from service
charges. The courts have upheld the theory that a sewer
service charge is identical with a water rate, inasmuch
as sewerage is in fact spent water, and neither ~2ould
operate without the other., The sewer service charge could

be charged as a percentage of the water bill.

6. Special organizations represented by municipal
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authority such as a sanitation commission. These
bodies have authority to issue revenue bonde and charge
sufficient for their services to make them self-liqui-
dating. These bonds would not be charged against the

'borrowing power of the municipality.

Arguments against borrowing.4 The arguments against

borrowing apply equally as well to municipalities as to
individuals, Borrowing is expensive and adds to the cost
of the improvement or other purchaéea. However, munici-
palities can borrow at from two or three per cent interest
while individuals can seldom borrow for less than six per

cent.

The second argument against borrowing is that it
leads to extravagance. Here again the situation is the
same as applicable to individuals. However, at times
the easiest way to make a purchase is to borrow and pay
for it in installments, and this need not be an extrava-

gant expendithre.

Then there is the matter of inflation. It is more
inflationary to borrow thanm to tax, even though the bor-

rowing be from individuals rather than banks.

4

Commission on HEconomic Study of Miiﬁaukee, ope. cit.
p. 10- -
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Finally, a city is in a much better position to
face an economic depression if its full borrowing power

remains unencumbered,

Bonding versus pay-as-you-go. There are several

widely separated schools of thought on the question of
bonding versus pay-as-you-go. Some contend that non-
productive enterprises such as schools, parks, street
paving, etc., should be financed from taxes, C. F.
Bastab1e5 says, "Non-economic expenditures is primarily
to be met out of income, and unless it can be so dealt

with ought not to be incurred."

Another school of thought holds that non-productive
enterprises may be legitimately financed by bond issues.
Don L. Eaaexe states:

Loans permit gradual payment of the original
expenditure. Manifestly, it involves much less
of a sacrifice for a community to pay a half-
million dollars if paymenis are distributed
over, say, twenty years, even including interest,
than if the entire amount must be raised by taxa-
tion in one year. Loans therefore, diminish the
subjective burden for the present.

5 public Finance, p. 670. ZLondon: Maemillan and

9 Bonding Versus Pay-As-You-Go In The Financing Of
School Buildings, p. 5. New York City: Bureau of Publi-
cations, Teachers College, Columbia University, 1931.




16

No one will deny that borrowing zs a means of fi-
nancing is costly. But through the bonding process, the
taxpayer has the use of a part of his money for a number
of years, For example, take a taxpayer whose share of
direct payment on a project will be $500.00 Without
a bond issue, he must pay all of this the first year.

If bonding is used, his total share will be $800.00; but
the amount will be distributed over twenty years with an
annual charge of forty dollars., If the pay-as-you=-go
plan is used, he will not have the use of any part of

his $500.00 after the first year. But under the bonding
plan, he can still use $460.00 out of the $500.00 the
second year, $420,00 the third year, and so on for twelve
and a half years. During the next seven and a half years
he is paying for the privilege of having his psgyments dis-

tributed over twenty years.

If the taxpayer's money is worth six per cent to him,
the accumulated interest on the amounts the bonding plan
allows him to use out of his £500.00 totals £172.20. This

reduces his cost under bonding to $627.80 instead of {800.00

Another method of financing that combines some of the

better features of pay-as-you-go and of bonding is to
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in gdvance of expenditures suflficient cash

involves an additional

number of years., The fund is sccumulsted

some manneYy in which the ginking fuud accumulates

bond iggue., any of our CQklazhoma cilties

1eve been fargsighted and for o number of

voted each vear a five mill additicnsl levy

a building fund for the erection of school

A distinct advantage of this plan is that

levied ot a time whern and only when the sbil-

s e

of the taxpayers will permit it,



CHAPTER III
LEGAL PROBLEMS

There are many legal problems encountered by a
municipality contemplating a bond issue, A host of
legal requirements must be satisfied before the bonds
may actually be issued. Lkven after ihe bonds are issued
more problems arise as to the uses of the proceeds of
the issue and the means to be employed to retire the
obligation at its maturity. The limitations of this
study prevent even an attempt to present all the legal
requirements in the issuance of bonds and accumulation
of a sinking fund for their retirement. This chapter
will present some of the most common legal problems

and possible solutions.

I. DEBT LIMITATION
Probably the first problem presenting itself to the
governing board of a municipality considering a bond issue
would be one regarding the debt limitation as set forth
in the Constitution and in the Statutes. The Constitution

states:

No county, city, town, township, school dis-
trict, or other political corporation, or sub-
division of the State, shall be allowed to become
indebted, in any manner, or for any purpose, to
an amount exceeding,. in any year, the income and
revenue provided for suech year, without the assent
of three-fifths of the voters théreof, voting at
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an election, to be held for that purpose, nor

in cases requiring such assent, shall any indebt-
ednegs be allowed to be incurred to an amount in-
cluding existing indebtedness, in the aggregate
exceeding five per centum of the valuation of the
taxable property therein, to be ascertained from
the last assessment for State and County purposie
previous to the incurring of such indebtedness,

The five per cent limitation is slso stated in

Statutes as follows, in part:

: Provided, that the aggregate of the bonds
issued for such purposes (establishing a system
of electric lights for the town as per authori-
zation2) shall not exceed an amount, including
existing indebtedness, other than the construc-
tion of sewers, waterworks and the improvement
of streets,® of five per cent of the taxable
value of the property of such town . . . 9

Another section of the Cklahoma Statutes states:

Provided, that no indebtedness shall ever
be incurred to an amount, including this in-
debtedness (for the purchase of a school site,
erect or purchase and equip a building, or to
make repairs - by a school distriet), exceeding
in the aggregate five per cent of the valuation
of &he taxable property of such districts. .

1 const. Art., X, Sec, 26.

2 11 oxl. St. Ann., Sec. 1007.

% 11 0kl. St. Ann., See. 1008.

4 70 okl. St. Ann., Sec. 203

8 Probably means improvement of street inter-
sections, which were declared to be public utilities

in a previous section of legislation (11 Okl. S5t.
Ann,, Sec. 645) passed the same year (1910).
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As noted above in 11.0kl. st. Ann,, See. 1008,
the five per cent limitation excludes indebtedness for
the construction of sewers, waterworks and improvement
of street (intersections). This is clarified in a-

nother section of the Constitution as followss:

Any incorporated city or town in this
State may, by a majority of the qualified prop-
erty tax paying voters of such city or town,
voting at an election to be held for that
purpose, be allowed to become indebted in a
larger amount than that specified in section
twenty-six, for the purpose of purchasing or
constructing public utilities, or for repair-
ing the same, to be owned exclusively by such
city: Provided, That any such city or town
incurring any such indebtedness requiring
the assent of the voters as aforesaid, shall
have the power to provide for, and, before or
at the time of incurring such indebtedness,
shall provide for the collection of an annual
tax in addition to the other taxes provided
for by this Constitution, sufficient to pay
the interest on such indebtedness as it falls
due, and also to constitute a sinking fund
for the payment of the principal thereof with-
in twenty-fivg years from the time of contract-
ing the game.,

If bonds have been issued under both sections twen-
ty-six and twenty-seven of Art., X of the Constitution and
an additional issue under section twenty-six is desired,
a calculation is necessary to determine the indebtedness

to which the limitation of section twenty-six apply.

The Oklahoma Supreme Court has outlined the steps for

S GConst. Art., X, Sec. 27.
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calculating the present existing indebtedness to deter-
mine the validity of an additional bond issue under sec-
tion twenty-six:

“here a city has an indebtedness, a portion
of which is incurred under section 26, art. 10, of
the Constitution, and a portion of which is incurred
under section 27 thereof, and an existing sinking
fund raised by reason of the indebtedness incurred
under both sections, in determining the net in-
debtedness to which the limitation prescribed in
section 26 applies, there should first be deduct-
ed from the gross debt that portion thereof in-
curred under section 27, and from the remainder
there should be deducted that portion of the sinka
ing fund raised to pay the indebtedness incurred
under section 26. The balance remaining, after
making such deductions, constitutes the "exist-
ing indebtedness" to which the limitation of sec-
tion 26 applies., <That portion of the sinking fund
raised by reasons of the indebtedness incurred
under section 27 may not be so deducted.b

The following example illustrates the procedure out-
lined by the Oklahoma Supreme Court for determining the
maximum additional indebtedness that may be incurred under

section twenty-six, art. ten of the Constitution:

l. Total taxable property valuation
of Ten Million Dollars, 5% of

which is - $ 500,000,00
2. Total gross debt $ 850,000,00
3. Less: portion incurred under ,
gsection 27 200, 000.00

$ 50 » 000,00

4, Less: portion of sinking fund
raised to pay debt
incurred under sec. 26 300,000.,00
5, Existing indebtedness to which
the limitation of section 26

applies 350, 000,00
6. Limitation of additional bonds which may )
be issued under secltion 26 $ 150,000.00

6 gtate ex rel. City of Shawnee v, Williamson, Atty.
Gen,, 186 Okl. 278.



II. AUTHORIZATION OF BOND ISSUE

Petition for election. An election may not be called

to consider a cquestion of certain specific bond issues until
a petition has been presented to the governing board re-
questing it. Among the instanées requiring a petition are
elections to approve bonds for: a system of electric
lights, convention halls, county courthouses and jails,

and county hospitals, XHlections to consider bonds for

most other purposes may be called by the governing board

without a petition.

Regarding petition for an election for issuance of
bonds for a system of electric lights, the Statutes state
in parts

Provided, that no such election shall have
been called until a petition signed by at least

ten per cent of the bona fide electors from

each ward of said town shall have been presented

to the board of said town, asking that an elec~7
tion be called for the purpose herein provided.

Bonds for the construction of a convention hall
cannot be considered at an election unless the election is
requested by a petition. In part Lthe Statute states:

It shall be the duty of the lMayor and Council
of such City, or if such City is under a commission

7 11 0kl. st. ann., Sec. 1008.
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form of Covernment, of the Mayor and Commissioners
of said City upon a petition signed by 25 per cent
of the legal voters of szid City and filed with the
City Clerk, to call a special etion for Lhe pur-
pose of voting upon the issuance of such bonds « « e«

Election on question of bonds for purchase or erec-
tion of county courthouse or jail and for a county hos-
pital may not be ordered unless requested by the taxe

payers in a petition:

Provided, However, that no such election shall
be ordered unless a petition, stating the purpose
for which the btonds are to be issued, and signed
by at least one-sixth of the qualified electors
and taxpayers as shown by last preceding enu-
meration of said county shall have been present-
ed to the county commissioners praying that a
vote be taken for the issuing of such amounts
of bonds as may be asked for therein. (Ffor county
courthouses and jails]®

Whenever twenty per centum (20%) of the
qualified voters of any county of this State as
determined by the last previous General Election,
shall petition the board of County Commissioners
of such county to c¢all an election for the pur-
pose of issuing bonds to purchase a site for and
construet » County Hospital, it shall be the
duty of said County Commissioners to call an
election . + « « « » Said petition calling for
said elec tion shall name the amount of bonds
to be issued and shall state the time of hold=-
ing said election, which shz11 not be less than
thirty (30) days from the first publication of
any notice or the posting of said notice, and
shall ati%e for what purpose the hospital is to
be used. '

8 11 okl1. st. ann., sSec. 1193,
9 19 Okl. St. Ann., Sec. 734.

10 19 Okle. St. Ann., Sec. 782.
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Notice of election by publication. 1In order that

the taxpayers may be duly informed of an approaching
election ecalled to consider the issuance of bonds for
certain purposes, notice by publication is required,
The elections to consider the question of: bonds for a
system of electric lights, bonds for water-works, bonds
for convention hall, issuance of funding bonds, county
building bonds, and bonds for county hospitals must be
preceded by publication of a notice of such election.
The various sections of the Oklahoma Statutes covering

the above mentioned bond issues state as follows, in part:

e « « « Notice of which (election on question
of issuing bonds for system of electric lights)
shall be given by publication in some news-
paper published in said town at least twenty
days prior to the date of said election, . .

« « Said notice above referred to, to be pub-
lished in a daily paper, and in at least two
issues if same be published in a weekly paper.ll

« « « of which election (on question of
iasuing bonds for water-works) at least twenty
days' notice shall be given by publication in
at least_gne newspaper published in said city
or town.

« » » such election (on gquestion of bond
iasue for conmvention hall] to be called by pro-
clamation signed by the Mayor and attested by the

11 11 ox1. St. ann., Sec. 1008.

12 11 ox1. st. Ann., Seec. 279.
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City Clerk, &Said proclamation- shall be pub=
lished znd notice given for ithe same time and
said election held in the same manner and in
conformity with the provisions o¢f law now in
force in Cities of the First Class in the
issusnce of bonds for water-works purposes,id

Said Ordinance or Resoluticon asuthorizing
the issuance of said Bonds and fixing the de-
tails thereof shall not, however, bte passed or
enacted until notice of the intention to fund
said Special Assessments, interest and/or
penalties shall have been given by one publi-
cation in a newspaper having a general circula-
tion in said municipality, whiech said notice
shall briefly state the kind of Special Assess-
ment, interest, :nd/or penalties to be funded,
the aggregale .mount of such special assess-
ments, interest and/or penalties, and the time
and place of the meeting at which said funding
will be suthorized. OSuch notice shall be pub-
lished not less than ten nor more than thirty
days prior to %Pe date set therein for the
authorization, 14 . -

The board of county commissioners shall

- give thirty days' notice of the election upon
the question of issuing said bonds (to purchase
or erect a county courthouse or jail), by publi-
cation in two weekly newspapers of general cire-
culation published at the county seat of the
county, unless there be but one weekly newspaper,
in which event that one shzsll bte sufficient;
and if there be no weekly newspaper, then by
five notices posted in five public places within
the county., The notices of election shall con-
tain the statement of the county commissioners,
as provided by the preceding section, date of
election, amount of bonds proposed to be issued
and whether for courthouse or Jjail or both court-
house and jail. The notices shall be signed by

13 31 ox1. st. ann., See. 1193,
14 g2 ok1. st. Ann., Sec. 412,
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the chairman of the board of counig commisgioners
and attested by the county clerk.

It is seen that notice of proposed elections, where
such notices are required, must be published from not less
than ten days prior to date of election in the case of
bonds for funding matured special assessments to at least
thirty days in the case of county building bonds. in
most circumstances whgre notice is recuired, one publi-

cation will meet the statutory requirements,

lections., The situations in which a municipality
may issue bonds without the assent of the legal tax paying
voters of the municipality are limited. Kxcepl where
legislation has given the governing board specific author-
ity to do so, no indebtedness may be incurred by such
board without the assent of the taxpayers. The CUklahoma

State Constitution has this to say on the subjects

No county, city, town, township, school
distriet, or other political corporation, or
subdivigion of the State, shall be allowed to
become indebted, in any manner, or for any
purpose, to an amount exceeding, in any year,
the income and revenue provided for such year,
without the assent of three-fifths of the voters
thereof, voting at an glection, to be held for
that purpose, . . . .1

15 39 ox1. st. Ann., See. 736.

16 Const. Art. X, Sec. 26.
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Among the bonds that may be issued without an
election are: bonds of a Municipal University, funding
and refunding bonds, and revenue bonds for recreational
facilities and parking stations. The legislature has
given the governing officials authority to issue bonds,
under specified conditions and limitation, without approv-
al of the taxpayers at an election, For example, bonds of
é VMunicipal Universgity may be issued without an election
after the university has been established by a vote of
the qualified electors.

The Board of Regents of any Municipal
University heretofore, or hereafter, created
and gstablished under the provisions of this
actl? shall have the right, power and authority,
by resolution, to issue bonds of such Municipal
University for the purpose of erecting buildings,
or additions to present buildings, and the pur-
chase of equipment for such buildings, and for
refunding any presenlt existing indebtedness of
such University, to an amount not in excess of
the-auml%F ¥ive Hundred Thousand ($500,000.)

. & & a

A municipality is authorized to refund its indebted-
ness, JThe statute authorizing such does not specifically
state that no election is required, but the same is implied:

Every county, every city or town, the board
of education of every city, every township, and

every school district, is hereby authorized and
empovered to refund its indebtedness, including

17 Laws 1937, p. 207.
18 11 ok1. st. amn., See. 1329,
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bonds, judgmente and warrants, as hereinafter
provided, upon such terms as can be agreed
upon, and to issue new bonds with annual or
semiannual interest coupons attached 13 pay=-
ment for any sum so refunded; . . . «

But as regards the issuance of general obligation
bonds for funding matured special assessment obligations,
the Statutes is very explicit in stating that no election

is requireds:

This act?0 shall be full authority for the
issuance of the Bonds under this act authorized,
without reference to any other act of the legis-
lature of Oklghoma, and said Bonds may be issued
a8 herein provided without an election; provided,
however, that the provisions of law, with res-
pect to examination and approval as to form and
procedure of municipal bonds by the Attorney-
General of Oklahoma, Shgll apply also to bonds
issued under this Act.2

Referring to issuance of bonds Tor both Recreational
Facilities®2 and Parking Stations?® the Oklahoma Statutes

states, "No election shall be required for the issuance

of said bonds.™

19 62 ok1. st. amn., Sec. 391.

20 yunicipal FPunding Bond Act of 1937.
21 62 Okl. St. Ann., Sec. 415,

22 311 0kl. St. Ann., Sec. 1373,

23 11 okl. St. Ann., Sec. 1353,
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The Constitution states that no municipality "shall
be allowed to become indebted, in any manner or for any
purpose, to an amount exceeding in any year, the income
and revenue provided for such year, without the assent of
three-fifths of the voters thereof voting at an election,
to be held for that purpose."24 The Oklahoma Supreme
Court2® has declared that the part of 19 Okl. St. Ann.,
Sec, 734 requiring only a majority of the gualified voters
approval is violative of Const. Art. 10, Sec, 26 which re-
gquires that three-fifths of such voters approve the issue.
Section 734 of 19 Okl. St. Ann. is as follows, in part:

Provided, However, that the bonds shall

not be issued until the question shall have been

submitted to the people of the county and a ma-

jority of the gualified property tax paying voters
voting at any general election, or special elec-

tion called by the board of county commissioners

(for the purpose of deciding the question of issu-

ing bonds for county buildings) shall have declared
by their vote in favor of issuing such bonds . . . .

The section of the Statutes authorizing bonds for a
system of electric lightsas also recuires only a majority

of the qualified voters approval to issue such bonds.

24 Gonst. Art. X, Sec, 26..-

2% yorth v. MeMahan, 26 Okl. 502.

26 31 Okl. St. Ann., Sec. 1008.
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Probably if the courts were called on for a ruling they
would find that part of the section in violation to Const.

Arts 10, Sec, 26%

Approval of county attorney. Before any bonds of a

municipality authorized by a vote of the people or by the
governing board, where such board has such authority, are
valid they must have endorsed thereon a certificate of
approval of the county attorney of the county. This cer-
tificate is recuired by the Oklahoma Constitution which

states as follows, in part:

No bond or evidence of debt of any county,
or bond of zny township or any other politiecal
subdivision of any county, shall be valid unless
the same have endorsed thereon a certificate signed
by the County Clerk, or other officer authorized
by law to sign such certificate, and the County
Attorney of the county, stating that said bond,
or evidence of debt, is issued pursuant to law
and that said issue is within the debt limit,27

On this same subject, the Oklahoma Statutes reads

as follows:

All general obligation bonds including fund-
ing and refunding bonds issued by a county, city,
town, township, board of education or school dis-
trict shall be signed by the Chief 0fficer of
such munieipality or political subdivision, attest-
ed by the clerk; and there shall be endorsed thereon
a certificate signed by the County Attorney and
County Clerk of the County in which sueh issuing
munieipality or political subdivision is located

27 Const. Art. X, Sec. 29.
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that said bonds or evidence of debt are issued
pursuant to law and that said issue is within
the debt 1limit. There shall be contained on
each of said bonds a certificate of the Treas-~
urer of the issuing municipality or political
subkdivision that he registered the said bonds.

Approval of state bond commissioner, "The Attorney

General is hereby made ex officio Bond Commissioner of
the State of Oklahoma."2® In addition to the approval

of the county attorney, before a municipality may issue
bonds the Bond Commissioner of the State must examine and
pass upon the issue. He shall prescribe a method and
procedure for issuance of bonds. The duties of the State
Bond Commissioner as regards issuance of municipal bonds

are stated in the Statutes,

It shall be the duty of the Bond Commissioner
to prepare uniform forms sand prescribe a method
of procedure under the laws of the State in all
cases where it is desired to issue public securi-
ties or bonds, in any county, township, munici-
pality or political or other sub-divisions thereof
of the State of Oklahoma; and it shall be the fur-
ther duty of said Bond Commissioner to examine
into and pass upon any security so issued, and
such gecurity, when declared by the certificate
of said Bond Commissioner to be issued in accord-
ance with the forme of procedure so provided shall
be incontestable in any court in the State of
Oklahoma unless suit thereon shall be brought in
a court having jurisdiction of the same within
thirty days from the date of the approval thereof
by the Bond Commissioner,90

28 g2 0ox1. St. Ann., Sec. 358,
29 62 0. S. 1941, Sec. 11l.
30 62 0. S. 1941, Sec. 13.
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The Statutes elearly point out that bonds of a
municipality would be invalid without the certificate of
approval of the State Bond Commissioner. "No bond here-
after issued by any political or municipal sub-division
of this S8tate shall be valid without the certificate of

said Bond Commisaioner."31

Approval of the court. A municipality wishing to
refund its existing indebtedness must appear before the
court and present proof of debt and ask the court to deter-
mine the amount of its legal indebtedness. Notice by pub-
lication must be made at least ten days prior to the date
of such hearing. Any interested person may attend said
hearing and protest such refunding. If no appeal is taken
on the issuance of refunding bonds within the time set
forth by law for taking appeals the issue is uncontestable.
The procedure to be followed in the issuance of refunding
bonds is outlined in the Statutes.

Notice of tgg issuance of bonds provided

for in this act, shall be given by publication

in a newspaper published at the county seat, or,

if no newspaper is published at the county seat,

then such publicetion shall be made in the offi-

cial newspaper of such county, and by posting a

copy of the same in five public places in the
municipality, stating that on the day named

31 62 0. S. 1941, Seec. 14.
52 R, L. 1910, Sec. 362.
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therein the municipality will proceed before the
county court of the county, if the amount be
lese than one thousand dollars, or before the
digtrict court, if the smount exceeds one thou-
sand dollars, to make a showing and ask the court
to hear and determine the amount of the out-
standing legal indebtedness of said muniecipality,
and to sign the bonds to be issued in payment of
the samej and any person interested may remon-
strate against the issuance of the same. Such
notice shall be given for at least tgg days be=-
fore the day named for said hearing.

As concerning the matter of protest against the re-

funding issue, the Oklahoma Supreme Court stated:

Where the distriet court has determined the
validity of the warrant indebtedness of a school
district under the refunding proceedings provided
for by law, and has decreed that the funding bonds
sought to be issued are valid and issued in strict
accordance with the said funding law, and no ob-
Jections or exceptions are made to such deter-
mination and decree and no sppeal taken therefrom
the decree and judgment is final and conclusainre.z"1

Certificate of registration. All general obligation

bonds and refunding bonds of political subdivisions of the
State of Oklahoma are required to be registered. On general
obligation bonds, the Statutes says: "There shall be on
each bond a certificate of the Treasurer of the issuing
municipality or political subdivision that he registered

the bonds. "> And concerning the registration of refunding

33 62 0. 8. 1941, Sec. 392.
34 prince v. St. Louis & S. F. Ry. Co., 110 Okl. 141.
35 62 Okl. St. ann., Sec. 358.
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bonds the Statutes relates as follows, in part:

The clerk of every county, city, town, town-
ship, school district and board gf education,
issuing bonds under this article9® shall register
the same in his office, Such bonds shall also,
in every case, be registered by the county clerk,
showing the date, number and amount thereof, rate of
interest, number of coupons and amount of each, to
whom payable, where payable, date of maturity, and,
if optional, under what conditions; . . « . the audi-
tor shall upon being satisfied that such bonds have

been issued according to the provisions of this article

e« « o« Tegister the same in his office in a book
kept for that purpose . . « . under his seal of
office, certify upon such bonds the fact that they
have been registered in his office according to law.
Bonds for county courthouses and jails "shall be re-

corded by the county clerk and by the State Auditor, both

of whom shall endorse the same on the back thereof.nSB

"Such bonds (street improvement bondsj shall be reg-
istered by the Clerk and Treasurer of such city or town
in a book to be provided for that purpose and each bond

shall bear a certificate of such registration . . . .59

IIl1. wYPES OF BONDS

Serisl bonds. All bonds issued by any political sub-

divigion of the State of Cklshoms except those issued under

the provisions of section 426a, title 62 Oklahoma Statutes

36 perunding Bond Act of 1910

37 62 0. 5. 1941, Sec. 396.

38 19 okl1. st. amn., Sec. 738.
39 11 0. 'S. Supp. 1949, Sec. 151,

37
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194140 shall be serial bonds. 7They must mature within
twenty-five years. The first installment shall not ma-
ture within two years of the date of the bonds, but must
mature not later than five years after their date. The
bonds shall mature in equal annual installments but the
last installment may be of an odd amount to complete the
retirement of the issue, nol exceeding two previous in=-
stallments, The denomination of the bonds shall be one
hundred dollars or multiples of one hundred dollars not
to exceed one thousand dollars, with the exception of the
last numbered bond which may be of an odd amount, not ex-
ceeding one thousand dollars, to complete the full issue.

The Statutes state as follows:

/henever any municipal corporation, or
political subdivision of the State of Oklahoma,
shall vote any bonds or issue any funding or
refunding bonds, such bonds shall be made to
mature in equal annual installments, beginning
not less than two (2) nor more than five (5)
years after their date, except that the last
maturing installment may be for such sum not
more than two (2) installments, as will com-
plete the full issue of such bonds, notwith-
standing the necessity of varying the amount
thereof to complete the same. The demonima-
tion® of said bonds shall be One Hundred
Dollars (%100,00) or multiples thereof, not
exceeding One Thousand Dollars ($1,000.00),
except the last numbered bond may be for such

40 Infra;, - PRt

@ Probably should read "denomination®,
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authorized, executed, registered and approved
in the same manner as funding and refunding
bonds issued under other statutes in force

« » o Provided sufficient money is retained
in the ginking fund to pay the next two suc-
cecding semi-annual interest coupons coming
due on each baond,

All bonds issued by any municipality ex-
cept those issued under the provisions of this
act, shall be serial bonds as reqﬂéred by Sec-
tion 5929 Oklahoma Statutes 1931.

Section 353, title 62 Oklahoma Statutes Annotated?4
is the 1947 revigsion of the 1927 law (62 0. 8. 1941,
See, 353) refered to in section 426a above, which law was
passed by the legislature in 1939. Without a comparison
of section 353 as revised in 1947 with the original law
passed in 1927 it.might seem that this section is con-
tradictory to.section 426a Oklahoma Statutes 194l1l. Sec-

tion 353 as per the 1927 law is as followss

Whenever any municipal corporation, or
political subdivision, of the State of Oklahoma,
shall vote any bonds or issue any funding or re-
funding bonds, such bonds shall be made to mature
in annual installments, beginning not less than

- three nor more than five years after their date.
Such installments shall be in equal amounts of
One Hundred (#100.00) Dollars, Five Hundred
($500.00) Dollars, or One Thousand ($1,000.00)
Dollars, except that the last maturing install-
ment may be for such sum less than two install-
ments, as will complete the full issue of such
bonds, notwithstanding the necessity of varying

43 62 0. 8. 1941, Sec. 426a.

“ Supra, p. 99,
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the smount thereof to complete the same.45

It will be noted that none of the changes made in
the 1947 revision were such to make the 1947 law any more
‘contradictory to section 426a @han the 1927 law. <he only
significant change was in the time the first installment
could mature, not less than three yeafs from their date
in the 1927 law and not less than two years from their

date in the 1aw as revised in 1947.

Revenue Bonds. The Constitution provides that either

in advance of or at the time of incurring an indebtedness
requiring the assent of the voters, the municipality shall
provide for the collection of an annual tax to pay the
interest on such indebtedness and to retire same as it
matures, 46 Disregarding this provision of the Constitu-

tion, the 1947 Legislature passed an act47

authorizing an
incofporatad city or town to incur indebtedness for the
acquisition of a water works system, and issue revenue

bonds to be retired entirely from the revenue of tlie water
works, Such indebtedness could be in excess of that allowed
by article 10, section 26 of the Constitution and not with-

in the exceptions provided for in article 10, section 27.

Upon this authority the city of Pauls Valley passed a city

45 62 0. 8. 1941, Sec. 353,
46 Const.lart. X, Sec. 27.

47 11 0. S. Supp. 1947, Sec. 311-318
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ordinance authorizing the issue of bonds in the amount
of $585,000,00 (which exceeded the 5% of the taxable
property within the city) for the improvement and exten-
sion of the water system of the city. ZThe principal and
interest on these bonds were to ke paid from the revenue
derived from such improvements and extentsion of the water
system. In Burch v, City of Pauls Valley48 this act was
declared unconstitutional by the Oklahoma Supreme Court.
The bonds were therefore declared void, <The decision of
the court stated:
House bill 466, L. 1947, p. 56 et seq.,

appearing as section 311 to 318 inclusive, of

Tit. 11 O. S..Supp. 1947, purporting to authorize

incorporated cities and towns of the State, with-

out the assent of the voters thereof, to incur

indebtedness in excess of that permitted by sec-

tion 26, article X of the Constitution, and not

within the exception thereto provided by seetion 27

of said article X, is contrary to and Xéolative

of said provisions and therefore void.

Commenting on the 1947 legislative act Mullen49 said
that in the light of the ®special fund*® doctrine, it has
been urged that enlargement of the power of cities attempted
by the legislative act should be as effective as statutes
authorizing state agencies to incur indebtedness, notwith-

standing the limitations prescribed by article X, section 23,

24 and 25 of the Constitution.

48 Burch v. City of Pauls Valley, 201 P.2d 247 (Okla. 1948)

49 James Mullen, "Walidity of Revenue Bond Financing in
Oklahoma®, Oklahoma Law Review, I'I (Nov. 1949), 522-526.
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The "special fund® doctrine states, in effect, that
bonds issued by states or its subdivisions, if secured and
payable only from the revenues to be realized from a utility
or other property acquired from the proceeds of the GLonds,
do not constitute debis of the particular state or sub-
division issuing them, within the definition of "debts®
as used in the Congtitution, In other words, a constitutional
1im1tatibn upon a state or municipal indebtedness is not
violated by an obligation which is paysble from a special
fund. 1f the state or municipality is not obligated to
pay the obligation out of its general fund, in the event
the special fund is not sufficient to pay it, the resources
of the state or municipality are not depleted by reason

of the indebtedness.

The Supreme Court of Oklahoma has not accepted the
"special fund® doctrine in its entirety. The court upholds
the "special fund" doctrine as respects state and state
agencies, but has not permitted municipal governments to
employ that method of financing. Mullen says the legislative
act attacked in Burch v. City of Pauls Valley was destined
to fail in its purpose of allowing a municipality to finance
a public utility by a bond issue without electoral assent
of the qualified voters, even-though the tonds were to be
retired entire;y from a speecial fund. The Constitution,

article X, sections 26 snd 27 confers upon the voters of a
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municipality the authority to say whether such bonds should
be issued. The Oklshoma Supreme Court has held that ®where
the Constitution confers the power to do a particular act

and prescribes the means and manner of doing such act, such

means or manner iz excluegive of all othera.*5°

The question may logically be asked if the Oklahoms
Légialature has exhausted all the possibilities which would
permit special fund financing by municipalities, in the
face of article X, section 26 and 27 of the Constitution.
The recent decision of Armstrong v. Sewer Improvement Dist-
rict No. 151, in which the constitutionality of a legis-
lative act52 providing for.the organization and financing
of sewer improvement districts was upheld, suggests an
answer to the question. It seems that the legislature
could avoid the constitutional debt limiteation of muniei-
palities by setting up special improvement diairicts for
water systems in much the same fashion as it set up sewer

districts in the Armstrong case.

But here a very important problem presents itself,
iust the debt of an improvement district having an area

identical w#ith that of the municipality be considered in

50 gity of Sapulpa v. Land, 101 Okl. 22.

51 Armstrong v. Sewer Improvement District No. 1, 199
P. 2d 1012 (Okla. 1948).

52 19 0. 8. Supp. 1947, Sec. 871.
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determining the debt limit of the municipality? In Kennebec
Yater Distriet v, Waterville, 96 Me, 234, 52 Atl. 774 (1902)
the Waine Supreme Court held that the debts of a water dis-
- trict need not be added in computing the debt of the co-
terminous city. The gquestion has not been tried in the
Oklahoma courts so it remains for the Oklahoma courts to
determine whether a special districts debts should be added
to the amount of debt contracted by the municipality having

an identical area.

In view of the fact that the courts have allowed a
special fund financing for state agencies, the problem in
question could be avoided if the legislature would create
Beparatelwater districts as state agencies, There would
then be no question concerning constitutional debt limita-

tion for municipalities in such cases.

House Bill 466 (11 O, 8. Supp. 1947), which was declared
unconstitutional in Burch v. City of Pauls Valley, states

as follows, in part:

All incorporated cities or towns within the
State of Oklahoma are hereby authorized to issue
revenue bonds, at an interest rzte not exceeding
five per cent, payable solely from revenue derived
from the operation of any water works system either
newly constructed or purchased under the authority
of this Act or improved and eggended under the
authority of this Aet + . « &

53 session Laws 1947, p. 56.
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Also passed by the 1947 lLegislative Geesion were laws
authorizing revenue bonds for the acquisition or construc-
tion of parking stations and recreational facilities, with-

out the assent of the cualified voters of the municipality.

The authority to issue revenue bonds for the acquisi-

tion or construction of parking stations is granted only

to cities having a population of not less than 140,000,°%

The authority to issue the bonds is stated in the Statutes

as follows:

(a) To provide for the acquisition or
construction of such parking stations the govern-
ing body of any such city is authorized to issue
negotiable revenue bonds of the city secured by
a pledge of, and payable from, the net revenues
of any one or more of such parking stations. With-
in the discretion of the governing body of any such
city, such bonds may be secured further by a trust
indenture of such parking stations. Whenever such
governing body shall execute any character of trust
agreement imposing duties on a corporate trustee
in reference to the payment of the bonds or enforce-
ment of any right under the bonds for g nvenience
such instrument may be and in this Act isg some-
times referred to as the "Indenture". Any such
city is authorized to issue a separate and inde-
pendent geries of revenue bondg to provide for the
congtruction of each parking station, or in the
discretion of the governing body of the city a
single series of bonds may be issued to provide
for the construction of two or more parking stations.
No election shall be required for the issuance of
said bonds.

54 11 ox1. St. amn., Sec. 1351.
55 session Laws 1947, p. 59-64.



44

Negotiable revenue bonds may also be issued
by the governing body of any such city for the
purpose of refunding bonds issued under this sec-
tion, which may be secured in the manner herein
provided for original bonds. No election shall
be had for the issuance of such refunding bonds.

(b) The Revenue Bonds hereby authorized shall
contain substantially the following provisions:
"The holder hereof shall never have the right to
demand payment of this obligation out of any funds
raised or to be raised by taxation."

Ilo such bonds shall ever be a liability or
debt of such city, but solely a charge upon the
pledged revenues,

(e) The expense of operation and mainten-
ance of any sueh parking station shall always be
a Tirst lien and charge against the income there-
ofs. So long as any of said bonds or any interest
thereon remains outstanding, the city shall charge
or require the payment of fees and tolls for the
use of the facilities of any such parking station,
which shall be equal and uniform within classes
defined by the governing btody of such city, and
which shall be at least sufficient to pay expenses
of operation and msintenance and to pay the princi-
pal of and interest on the outstanding bonds as
such prinecipal matures and as such interest accrues,
and to establish and maintzin such reserve or re-
serves, if any, as may be prescribed in the ordi-
nance authorigzing the bonds or in the indenture.

(d) So long as any such revenue bonds are
outstanding, no additional bonds of equal dignity
shall be issued arninst the pledged revenues or
the pledged revenues and properties, except to
the extent and in the manner expressly permitted
jn the ordinance which authorized such outstand-
ing r-evenue bonds, or in the indenture.

(e) ©Such bonds, and preceedings incident to
their issuance shall be submitted to and spproved
by the Attorney General of Oklahoma, in the manner
and with the effect provided in Title 62, Oklahoma
Statutes 1941, Section 11, 13, and 14,



45

(f) Any bank, trust or insurance company
organized under the laws ol Oklahoma may invest
its capital and surplus in tonds issued under the
provisions of this Act. The officers having
charge of any sinking fund of any state or any
county, city, town, township or school district
thereof may invest the sinking fund of such state,
county, city, town, township or school district
in bonds issued under the provisions hereof. Such
bonds shall also be approved as collateral security
for the deposit of any publie funds and for the
investment of trust funds,96

Revenue bonds for recreational facilities may be issued
by "all cities which hgye a population of not less than One
Hundred and Sixty Thousand (160,000) according to the last 4
preceeding Federal Ceneus*.57 The'statutory provision for
the issuance of revenue bonds for recreational facilities

is gs follows, in part:

(a) To provide for the acquisition or con-
struction of sueh stadia, sport arenas or cther
recrcational facilities and/or additions thereto,
and/or additions to existing stadia, sport arenas
or other recreational facilities, including land
and equipment therefor, the governing body of any
such city is suthorized to issue negotiatle revenue
bonds of the city secured by a pledge of, and pay=-
able from, the net revenues of any one (1) or more
of such stadia, sport arenas or other recreational
facilities, together with all future extensions
or additions thereof or replacements thereof . .

e« « 4o election shall be reguired for the issuance
of such bonds.

Negotiable revenue bonds may also be issued
by the governing body of any such city for the

56 11 Okl. St. Ann., Sec. 1353,
57 31 okl. St. Ann., Sec. 1371.
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purpose of refunding bonds issued under this
Section which may be secured in the manner
herein provided for original bonds. No elec-
tion shall be had for the issuance of such
refunding bonds.

Part (b), (e¢) and (e) of this section are the same

as part (b), (¢) and (e) of section 1353, 99

There is reason to believe that the legislative
authority to issue revenue bonds for the acquisition of
parking stations and recrsaticnal facilities will be found
to be unconstitutional if and when the Oklshoma Supreme
Court is called on to hand down a decision on the matter.
Both acts state that no election is reguired for the issu-
ance of the revenue bonds, 1t was this identical provi-
sion in the legislative aect, authorizing revénue bonds
for water works, that was the basis for the courts holding
the act unconstitutional.so But until such time as the
legislative actsare held unconstitutional, they remain

the laws of the state.

In 1949 the Oklahoma legislature passed a law author-
izing the issuance of revenue bonds for docks, boat houses
and boats by cities of not less than 3,500 nor more than

4,000 population, 5l

58 43 ok1i St. ann., Sees 13TAS
59

Supra, p. 44

60 Brunch v. City of Pauls Valley, 201 P. 24 247
(Okla. 1948).

o 11} Okls 8%, Arn.,; Seg. Y3Bh:l
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But in this bill it is specified that the guestion must

be submitted to a vote of the property tax-paying voters

of the municipality, and-also must be approved by the
Attorney General of Oklahoma.62 The section of the statutes
authorizing revenue bonds for docks, boat houses and boats

is as follows:

To provide for the acquisition, construction
and equipment of such docks, boat houses and boats,
the governing body of any such city is authorized
to issue negotiable revenue bonds of the City, se-
cured by a pledge of, and payable from, the net
revenue of such amusement and recreational facili-
ties, together with all future extensions or addi-
tions thereof. Within the discretion of the govern-
ing body of any such city, such bonds may be se-
cured further by a Trugg Indenture on such docks,
boat houses and boatls.

The law also clearly states that such revenue bonds
shall be retired only from the pledged revenues and shall
not be a liability of the issuing municipality. The bonds
must contain a provision stating such facts. The law as

it appears in the Statutes is as follows:

The Revenue Bonds hereby authorized shall
contain substantially the following provision:
"The holder hereof shall never have the right
to demand payment of this obligation out of any
fund raised, or to be raised, by taxation. INo
such bonds shall ever be a liability or a debt
of such city, but solely a charge upon the
pledged revenues,"

62 11 okl. St. Ann., Sec. 1385.4,

63 11 0kl. St. Ann., Sec. 1385.2.
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50 long as such revenue bonds are outstand-

ing, no additional bonds of egual dignity shall

be issued against the pledged revenue, or the

pledged revenue and property, except to the ex-

tent and in the manner they expressly permit it

in the ordinance, which authorizes Bgﬁh outstand-

ing revenue bonds, or the Indenture.

There is little reason to doukt that the 1949 revenue
bond legislation would be able to withstand a trisl in the
courts. This act is not contrary to section 27, article X
of the constitution. The City of Vagoner has voted revenue
bonds that probably fall under the provisions of the 1949
bill. "last Fall the city (Wagoner) voted £300,000 in

self-liquidating revenue bonds for construction of a boat

basin and recreation area on a peninsula east of the city.*65
IV. CHARACTER OF BONDS

Negotiable. As of recent years the legislature has

had more of a tendenecy toward making munic&pal btonds ne-
gotiable. No doubt they realize that this characteristic
of a bond greatly improves its marketability. TFollowing
are some provisions of the statutes for issuance of negoti-
able bondss

The governing body of any city or incorporated
town , . . . shall provide by resclution for the

64 11 0kl. St. Ann., Sec. 1385.3.
65 rulsa Daily World, March 22, 1950, p. 28.
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issuance of negotiable cougon PONAB & » »
(for street improvements)®

The governing body of any such city is
authorized to issue negotiable revenue Londs
of the city (for recreational facilities)67

All bonds issued hereunder (for automo-
tive parking stations) shall have and are
hereby declared to have all the qualific%tion
and incidents of negotiable instruments,

The governing body of any such city is
authorized to issue negotisble revenue bonds
of the city (for docks, boat houses and boats)69

Denomination. With few exceptions the statutes state

that the denomination: of municipal bonds shall be not less
than one hundred dollars nor more than one thousand dollars,
usually in multiples of one hundred dollars. A law of 1937
states that bonds issued for funding matured and outstand-
ing special assessment obligations "shall be in denomina-
tion of Fifty (§50.00) Dollars or any multiple thereofy

e .“'?0 The 1947 revision of a 1927 law states:

Whenever asny municipal corporation, or
political subdivision of the State of Oklahoma

66 11 0. S. Supp. 1949, sec. 151,

67 11 okxl. St. Ann., Sec. 1373.

68 11 0x1. St. amn., Sec. 1354,

69 11 oki. st. Amm., Sec. 1385.2.

70 g5 0X1. St. Ann., See. 411.
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shall vote any bonds or issue any funding or
refunding tonds, « « « « The demonimation
(probably should read denomination) of said
bonds shall be One Hundred Dollars (#100,00)

or multiples thereof, not exceeding One Thou-
sand Dollars (1,000,00), except the last number-
ed bond may be for such odd amount not exceeding
One Thousand Dollars ($1,000,00), ag will com-
plete the full issue of said bonds, '+

This would seem to repeal the 19237 law authorizing the

issuance of funding bonds in denomination of fifty dollars.

Interest Rates. Municipalities may not issue bonds

for any purpose bearing interest in excess of six per cent.
The statutes ssys that every municipal corporation within
this state "shzall have power to issue and sell bonds un-
der and by virtue of the Constitution of this State, bear-

ing interest not to exceed six percentum per annum, « . « .12

However, for btonds issued for certsin specifie¢ pur-
poses, the law has set a maximum interest rate of less than
six per cent. Bonds for docks, boat houses, and boats,73

and bonds issued by a municipal univeraity74 or Board of

Education of a ci‘l’.y'?5 shall bear interest not to exceed

71 62 0kxl. St. Ann., Sec. 353,

72 11 0. S. 1941, See. 563.

73 11 okl. St. Ann., Sec. 1385.5,
74 11 okl. St. ann., See, 1329,

75 70 okl. St. Ann., Sec. 200.
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five per cent per annum. And bonds for recreational fa-
cilities "shall bear interest at a rate of not exceeding

four per cent (4%) per ammum . . . 176

Maturity dates. <The Constitution limits the life of

any municipal bond issue to twenty-five years.

Provided, That any such city or town in-
curring any such indebtedness recuiring the
assent of the voters as aforesaid, shall have
the power to provide for, and, before or at the
time of incurring such indebtedness, shall provide
for the colle ¢ tion of an annuzl tax in addition
to the other taxes provided for by this Consti-
tution, sufficient to pay the interest on such
indebtedness as it falls due, and also to con-
stitute a sinking fund for the payment of the
principal thereof within twenty-f%ge years from
the time of contracting the same,

A law of 1947 also states that 2ll municipal bonds
shall mature in installments, OUn this matter, the statutes

is as follows, in part:

Whenever any municipal corporation, or
politieal subdivision of the State of Uklahoma,
shall vote any bonds or issue any funding or
refunding bonds, such bonds shall magture in
equal annual installmenis, beginning not less
than two (2) nor more than five (5) years after
their date, except that the last maturing install-
ment may be for such sum not more than two (2)
instsllmenta, as will complete the full issue
of such btonds, notwithstanding the necessity of

76 311 0kl, St. Ann., Sec. 1374.

77 Const. Art. Xy Setye 2%,
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varying the amount thereof to complete the same, 18

Certain bonds must mature in less than twenty-five
years. Bonds issued by a municipal university "shall ma-
ture not later than twenty (20) years from dale of issuance, "’
Bonds for a system of electric lights for a town must ma-
ture in twenty years, but paysble after the expiration
of ten years at the option of the town.Bo Bonds for ime
provements of a general nature "shall be payable in not
less than ten years nor more than twenty-five years, from
the date of their isaue.*el Bonds issued for the purchase
of transportation equipment by a school district "shall
be made to mature within a period not to exceed ten (10)

years from their date."82

Optional funding or refunding
tonds shall mature within twenty-five years "and shall
recite that they are subject to redemption at any interest
paying date, %83 Bxcept as provided for in the bond con-
tract or in the bond, a municipality may not call its

bonds prior to maturity without the consent of the holders

78 62 Okl. St. Ann., Sec. 353,

79 31 okl1. St. Ann., Sec. 1329.

80 41 oki. st. ann., Sec. 1008.

81 11 ox1. St. Anm., See. 645.

82 90 Ox1. St. Ann., Sec. 531.

83 62 0. 5. 1941, Ssec. 426a.
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of such bonds. <The Oklahoma Supreme Court stated:

Under the provisions of gection 27, art. 10,
Constitution, a municipality may issue its' util-
ity bonds to mature at any time within 25 years
from date, but no authority is granted to the
municipality thereunder to call its bonds prior
to the maturity date thereof as contained in the
tond contract against the will of the owner of
said bond and in the zbsence of anéixpress stipu-
lation to that effect in the bond.

Unconditional liability of municipality. <The com-

mittee on municipal obligations (National Association of
Supervisors of State Banks) considers the general credit
obligation, where the issuing unit sgrees unconditionally
to pay these obligationa'and interest aCCordihg’to the
conditions of the contract, the best type of municipal
obligation.89 Bonds issued for county court houses,
jails and publie builﬁinge "shall be of nsual form and

be so worded as to bind the county absolutely to the full

payment of both principal and interest, . « o «"°0

Interest coupons attached. Coupon bonds are easier

to transfer than bonds registered as to interest and there-
fore have betier marketability. This makes it desirable

for municipal bonds to have interest coupons attached to

84 gtate ex rel. R. J. ldwards, Inc. v. Keith, City
Treas., 179 Okl. 563.

85 Supra, P. 9.

86 19 Ox1. St. Ann., See. 738.
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the bonds, Thg statutes state that bonds issued for

water work887, improvements of a general naturaaa, and

street improvements89 shall be coupon bonds.
V. BALE OF BONDS

Advertising for bids. No bonds except funding or

or refunding bonda-may be sold without proper advertising
of the notice to receive bids on such bonds. 7The statutes

explainsg the details:

When any issue of bonds, except funding or
refunding bonds, aggregating Five Thousand (§$5,000. 00)
Dollars, or more, shall be made or ordered by any
county, city, town, board of education, school
distriet, or other political subdivision of the
state, the propér officers shall, before selling
such bonds cause at least ten days' notice to be
given of the time and place when and where bids
therefor will be received. Such notice shall be
signed by the County Clerk, if issued by a county,
and by the Clerk of any city, town, board of edu-
cation, school district or other subdivision of
the state, as the case may be, and shall be pub-
lished for two successive weeks, if in a weekly
newspaper, or one week, if in a daily paper.
Provided, that the date mentioned in such notice
for the vale of such bonds, shall not Le less
than ten days after the first publication there-
of. All bonds shall be sold to the bidder who
will pay therefor par and a ccrued interest, and
who shall stipulate in his bid the lowest rate
of interest which such bonds shall bear. A4nd,
upon the acceptance of such bid, the bounds shall
be issued in accordance therewith and shall be

87 11 okl. st. ann., see. 294.

e 11 Okl, St. Ann., Sec, 645.

89 11 0. 8. Supp. 1949, Sec. 151.
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delivered to said purchaser upon payment of the
purchase price thereof. Provided, that each
bidder shall submit with his bid a sum in cash
or its equivalent, equal to two percent of his
bid, and upon the acceptance of any bid, such
deposit shall become the property of the county,
or municipality selling such bonds, and shall be

accredited on the purchase price thereof . . . .90

Contestability of bonds. "No tender of the bond shall

be valid until after the expiration of the period of con-
testability as now provided by law « « « "?% The period
of contestability is thirty days after the issuasnce of the
certificate of approval by the state bond commissioner,

the stalutes state that the bond issue "shall be incontest-
abtle in any court in the State of Uklahoma unless suit
thereon shall be brought in a court having jurisdiction of
tﬁe same within thirty days from the date of the approval

thereof by the Bond Commissioner“.92

Cannot be sold for less than par plus accrued interest.

A law passed by the 1913 session of the legislature stated
clearly that all bonds sold must net the municipality par
plus acecrued interest, The provisions of the statutes

are as follows:

90 62 Okl. St. Ann., Sec. 354,
91 Loe, eits

92 62 0. S. 1941, Sec. 13.



: It shall bte unlawful for any board of county
commissioners, city council, or city commissioners,
town couneil, township board, school district board,
board of education or any other officer of any such
municipal corporation, or subdivision of this state,
to sell, agree to sell or contract to sell any bonds
issued by a vote of the people for any sum less than
par with accrued interest added, and any commission
allowed any person or firm for the sale of such bonds
must, after being deducted from the sum total for
which said bonds are sold, leave in the treasury the
sum equal to the par value and accrued interest thereof, 95

The statutes also states the penalty for violations

of the law as given in the above section:

Any member of any board of county commissioners,
any member of any city council, or member of any
board of city commissioners, any member of any town
council, any member of township board, any member of
any city board of education, any member of any school
district board, and any other officer of any of the
aforesaid political corporations or subdivisions
of this state, or any other officer of any political
corporation or subdivision of this state, who shall
sell, or agree to sell, or eontract to sell at less
than par, any bond of his respective county, city,
town, township, school district, or other politi-
¢al corporation or subdivision, shall be guilty of
a misdemeanor, forfeit and be removed from office,
and in a’dition, be liable on his offiecial bond
for the difference between the sum received and the
par vilue of the bonds with acerued interest thereon.

1The 1913 law (cited in part above) did not state that
it was the intention of the legislature to repesl the 1910

laws authorizing the sale of bonds for water works at 90%

93 62 0. 8. 1941, Sec. 351.
%94 62 0. 5. 1941, Sec. 3 52.
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Uses of proceeds from sale of bonds. "All laws
authorizing the borrowing of money by and on behalf of
the State, county, or other political sutdivision of the
State, shall specify the purpose for which the money is
to be used, and the money so borrowed shall be used for
no other purpoae."g9 In the Oklshoma Supreme Court case
of Gulf, C. & 8. ¥. Ry. Co. v. Ixcise Board of Love Countyl00
the court held that where = city issues bonds for the con-
struction of a public utility plant, and before such
bonds are retired, sells the plants the proceeds from the
sale of the plant should be used for no other purpose
than for which the money was borrowed. The interest on
the notes, received as part payment for the plant, must be
used as far as necessary to pay the interest on the bonds

and to retire the prineipal of the tonds.

Where there is an excess of the proceeds from the sale
of bonds over the recuirements, the Oklahoma Supreme Court

has helds

Where the purpose for which bonds were
issued has been served z=nd there is = balance
on hand derived from 2z sale on the bonds issued,
it can be used for no other purpose and must be
placed in the sinking fund for the purpose of

99 Const. Art. X, Sec. 16.

100 Gulf, C. & 5. F. Ry. Co. v. Excise Board of Love
County, 141 Okl. 34.
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retiring, pro tanto (as far as it goes), the bonds
so issued in excess of the amount nisied for the
purpose for which they were issued.

VI. ACCUMULATION OF SINKING FUND AND RETIREMENT OF BONDS

Accumulation of sinking fund. There are several ways

in whielh a sinking fund may obtain money. %he most impor-
tant and the meang by which the greater parﬁ of such sink-
ing fund money is obtained is through a tax levy., It is

the duty of the officers of each municipality to levy taxes
each year of a sufficient amount to meet the sinking fund
requirements for that year.loa The method of caleculating

the sinking fund requirements is given in the next chapter.l05
The sinking fund requirements must include an amount for
the payment of judgments, in additioﬁ to the principal-
and interest on bonds. The Oklahoma Supreme Court has
stated: "In this jurisdiction judgments against a munici-
pality are sinking fund obligations and are paid by three
annual sinking fund.leviea, or they may be paid out of

the sinking fund and the same reimbursed by three annual

1evies."104 The tax levy for sinking fund purposes is

reduced by a surplus in the building fund:

101 re¢ Bliss et al, 142 Okl. 1.

102 g2 ok1. St. Ann., See, 431.

103 Infra, p. 85

104 Gcrane Co. v. Goerke, 191 Okl. l.
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When the governing board of any county,
city, town or school district shall determine
by proper resolution in writing that a surplus
exist in any building fund created under pro-
visions of Section Ten (10), Article Ten (10),
Oklahoma Yonstitution, not required for the
completion of the purpose for which said taxes
were levied =»nd collected, or where said pro-
posed construction has been abandoned, said
gsurplus shall be refunded to the:taxpayers by the
use thereof by the County Excise Board to reduce
the tax levy for the sinking fund of the muni-
cipality for which the building fund was created.
Provided, that any portion of said building fund
surplus not required to eliminate a sinking fund
tax levy for gaid municipslity shall be refunded
to the taxpayers by the use thereof to reduce the
tax levy for the henefla of the general fund for
the same municipality. 5

Another source of money for the sinking fund is from

delinguent tax penalities:

« » » and in counties having an assessed
- net Valuation in excess of §6,800,000,00 the
penglties, interest and forfeitures which accrue
on delinquent ad valorem taxes on property lo-
cated in any township having a bonded indebted-
ness of any kind, one-half of such interest, pen-
alties and forfeitures, when normally collected,
shall be paid into the sinking fund of such
township, and the remaining one-half thereof in
such township and all penalties, interest and
forfeitures where there exist no township bonded
indebtedness of any kind shsll be paid into the
county penalty reserve . . . « After June fif-
teenth of each year, the county Treasurer shall
close the county penally reserve by trausferring
any unencumbered balance thereof into the county
sinking fund, or, if there be no sinking fund of
such county, 6gto its courthouse and jail
fund..o 1

105 ¢5 0. 5. Supp. 1949, Sec. 333,
106 g5 ok1. St. Ann., See. 436.
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Another source of money for the sinking fund for the
payment of interest on and retirement of city hall bonds
ig from the rental of parts of such City Hall building.

The details of this provision are as followss

That all cities in the State of Oklahoma
operating under a charter form of Government,
wherein such cities may hereafter issue bonds
for the purpose of raising funds to construct
a City Hall building, be and are hereby re-
quired to pay into the sinking fund for the
payment of interest and the retirement of such
bonds so issued, all rentals so derived from
the use of such parts of the City Hall Building
as are not required for the use of the city,
and such rentals so acguired over and above
maintenance shall be irrevocably pledged for
the payment of the interest and the retirement
of such bonds ing shall not be used for any
other purpose. Y

As mentioned tefore in the discussion of "Uses of pro-
ceeds from sale of bonds"lo8 any excess from the sale of
bonds over recuirements must be credited to the sinking

fund.

Surplus in sinking fund. Whenever any municipality,

except a township, has accumulated a surplus in its sink-
ing fund, such surplus may be trahsferred to the general

fund of such municipality. But in the case of an accumulated

107 g3 0. 5. 1941, Sec. 438.

108 SHEI‘&, Pe H58.
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sinking fund surplus by a township, it may be transferred
to the county highway fund of such county for the main-
tenance of county roads within the township. <The author-

ity for such transfer is given by a 1943 laws:

Where any county, city, town, township, or
school distriet . . . « has accumulated a surplus
in the sinking fund thereof, represented bty actual
cash on hand in excess of all outstanding bond or
judgment indebtedness, both matured and immatured,
includ ing coupon and/or other interest earning
thereon whether matured or ummatured, earned or

. unearned, or if there be no known bond, coupon,
or judgment indebtedness outstanding against it,
the county excise board on application of the
proper officers thereof is hereby authorized to
approve the transfer of said surplus in the sink-
ing fund of said county, city, town, or school
district to be used for generul fund purposes
of the same county, city, town, or school dis-
trict; provided . . « . there shall be attached
to such application an affidavit and proof of
publication of published notice by such governing
board of its intention to apply for authority to
make such $ransfers s » o« o o o o & & » i
e o« o« s s o o Oimilarly a township sinking fund
surplus, similarly defined may be transferred
to the county highway fund of such county; but
in this event, an appropristion shall be made,
simultaneous with the effective order approving
such transfer, equivalent tec the amount of sink-
ing fund surplus so transferred either in the high-
way budgel account in the general fund or inm the
county highway cash fund, for the specific pur-
pose of maintaining county roads in the partiiu%ar
township to which such sinking fund belonged. 0

Where the receipts of a sinking fund, for any fiscal

year, exceed the sinking fund reguirements and a deficit

109 g5 0. S. Supp. 1949, Sec. 445,
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of a prior year exist, shall the surplus of the current
year be applied to the deficit or carried forward to re-
duce the tax levy for the succeeding year? The Oklahoma
Supreme Court has set out thg conditions under which such
'surplus may be applied to the deficit and when it must be
carried forward to reduce the sinking fund tax levy for

the succeeding year.

The c¢ity of Ardmore had an unaccounted for surplus
in tﬁe sinking fund. This case ia based on whether the
surplus was justifiably applied to an existing deficit
in the sinking fund or should it have been applied to the
reduction of ad vslorem tai levye. The court stated as

follows, in part:

The plaintiff in error contends that the sur-
plus was applied to make up, in part, an existing
deficit in the sinking fund. The defendant in
error contends that the surplus should bave been
applied to the reduction of ad valorem tax for
the fiscal year in cquestion. The determination
of that question is dependent upon the source from
which the surplus was derived. If it was from
sources other than ad valorem taxation, under the
rule stated in re FProtest of Chicago, R. 1. & P.
Ry. Co., 143 Okla. 161, 288 P,337, it may be applied
toward the existing deficit in the sinking fund
and need not be ampplied to the reduction of the
rate of ad valorem taxation for the current year.
On the other hand, if it was derived from the col-
lection of ad valorem taxes, its application is
dependent upon the record as to the year for which
those taxes were levied., Iif that record shows
that any portion of the existing deficit in the
sinking fund was caused by a failure to collect
the full amount of the taxes during that fiscal
year, so much of the taxes for that year subsequently
collected as is necessary to make up that deficit
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may be used for that purpose., On the other

hand, if there was no deficit for that fiscal
vear, the amount subsequently collected must be
carried forward as a surplus and used to reduce
the ad wvalorem tax for subsequent fiscal years.
Te are unable to determine from the record de-
finitely the source from which the surplus was
derived, If, as it appears from the record, the
surplus was caused by the collection of some
portion of the 10 per cent, added for delinquen-
cies during the last preceeding fiscal year, it
must be carried forward as a surplus and used to
reduce the rate of taxation for the current year,
and it may not be used for the purpose of reduc-
ing the existing deficit in the sinking fund,

in other words, if the needs of the sinking fund
for any fiscal year were fully supplied by the
funds collected by ad valorem taxation for that
year, whether they were collected during that
year or some subsequent year, any surplus collect-
ed must be carried forward as a surplus and used
to reduce the rate of ad velorem taxation for
the subsecguent year., On the other hand, if

those needs were not satisfied by the collection
during the fiscal year for which the levy was
made, and a deficit in the sinking fund resulted,
that deficit may be made up when the taxes for
that fiscal year are subseguently collected, but
if there are subseguent collections exceeding the
needs for that fiscal year, then the surplus
must be used to reduce the rate of ad valorem
taxation and may not be used for the purpose of
reduci&s an exigting deficit in the sinking

fund.

Deficit in sinking fund., Vhere a deficit exists in

the sinking fund the municipality is authorized by law to
determine anew the sinking fund levy necessary over the re-
maining life of the bond issue. This is brought out in

the gstatutes as follows, in part:

110 protest of Chicago, K. 1. & P. Ry. Co., 164
Okl. 114,
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It shall be the duty of the Officers of
each municipal corporation in the State of
Oklahoma by law authorized to levy taxes to make
a levy each year for a sinking fund, which shall,
with ecash actually on hand and investments in
gsuch fund, exeluding taxes in process of collec-
tion, be sufficient to pay all the bonded in-
debtedness of such municipality coming due dur-
ing the following years; one year's interest on
all outstanding bonds of such municipalitys; and
an additional sum equal to one-third of the origi- .
nal amount of all outstanding judgements against
the municipality, when one-third or more of such
Judgments remaine due and unpaid, . « . . where
the sinking fund does not equal the accrual lia-
bilities, it is, in the following years, hereby
authorized and empowered to make, in addition
to all other levies, such tax levy as will, by
the maturity dates thereof raise a fund suffi-
cient to pay the obligations when dues « « « o
When any valid bond or interest coupon of a
municipality matures and there are insufficient
funds on hand to pay the same, such municipality
is authorized to make an additional levy in addi-
tion to all other tax levies in the next fiscal
year or succeeding years, sufficient to pay said
1ndebtedffis, with interest accrued or accruing;

In 1942 the Texas-Empire Pipe Line Co. protested against
a tax levy to eliminate a deficit in the sinking fund of
school district No., 26, Tulsa county. The protest was car-
ried to the Oklahoma Supreme Court., The decision handed
down by the court stated, in part:

There is no dispute of the fact that the
sinking fund does not equal the accrued lia-
bilities. <The governing board requested the

levy as made. « « « « Protestant seems to take
the position that a present levy is unauthorized

111 62 Okl. St. Ann., Sec. 431.
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because the funds produced are not actually
needed for paymenti during the present fiscal
year, not giving full force to the well-recognized
statutory and constitutional provisions requir-
ing an annual accumulation to pay the obliga-
tion when due, The statute clearly relates to
deficits of accruals or accumulations and is ob-
viously designed to allow a new start or program
at any levy period, toward and in accomplishment
of the original grogram, and there has been some
failure therein,112

And in another decision handed down by the Supreme Court,
which is cited in part by the State Examiners and Inspectors

o?ficells, the court stated, in part:

Chapter 27, 5. L. 1933114, guthorizes the
taxing officials of a municipality, where the
sinking fund does not equal the liabilities, to
make in the following years, in addition to all
other levies, such tax levy as will so reinstate
the sinking fund as to enalle payment therefrom
of future maturing obligations when due . . . .

The maximum deficit levy authorized in any
one fiscal year, is the smallest amount necessary
to provide cash to pay any and all obligations
when due, and divided over the greatest number
of years possibtle to yet effect the primary pur-
pose of providing cash to meet obligations when
duesy the calculation of the amount of the levy
to be made at each levy period with regard to
the conditions of the sinking fund at each levy
periOd. " s & @

we find however, that the act does not pur-
port to fix the year when the first of such de-
ficit levies must be mades « « « +«+ <1he sole

112 Texas-Empire Pipe Line Co. et al. v. ‘ulsa County,
Excise Board, 191 0kl. 568. :

113 g, E. & I. Form 1404--1949,
114 g5 k1. St. Ann., Seec. 431,
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prerecuisite to the levy is that there must be,
at the time such levy is sou§ht to be made, a
deficit in the sinking fund,11l9

Uses of sinking fund. The money in a sinking fund is

accumulated for the purpose of paying interest and princi-

pal of bonded indebtedness as it becomes due and payable,

and for the payment of money judgments against the munici-

pality, This fact is stated in the State Congtitution:

from

used

Counties, townships, school districts, cities,
and towns shsll levy sufficient additional reve-
nue to create a sinking fund to be used, first,
for the payment of interest coupons as they fall
due; second, for the payment of bonds as they
fall due; third, for the pasyments of such parts
of judgments as auih municipality may, by law,
be required to pay. 16

The Constitution also specifies that funds collected
taxes levied for sinking fund purposes shall not be

for any other purpose.

Every act enacted by the legislature, and
every ordinance and resolution passed by any
county, city, town, or municipal board or local
legislative body, levying a tax shall specify
distinetly the purpose for which said tax is
levied, and no tax levied and collected for one
purpose shall ever Le devoted to another pur-
pose,.

115 1eFlore County, Excise Board, v. St. Louis-San
Francisco Railway Co. et al., 185 Okl. 440.

116 const. Art. X, Sec. 28.

117 gonst. aArt. X, See. 19.
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The Supreme Court has held that when sufficient funds
have been accumulated to retire = matured bond it shall be
retired, This is explained in the Supreme Court case of
Town of Shattuek et al. v. Barcafer. Barcafer held a
$500.00 bond issued by the town of Shattuek which had ma-
tured some six years previous. This bpond was next in line
for retirement., <The sinking fund had accumulated the sum
of $653.00 which was insufficient to pay the $500.00 face
of the bond and accumulated interest., However, Barcafer
agreed in open court to accept the gum on hand in full
satisfaction of the btond., Justice Gibson stated:

No issue is made of the fact that the amount

so accumulated was less than the sum due on the

bond., And we.are aware of no reason why the agree-

ment of the bondholder to accept a lesser amount

should not satisfy the statutory provision that

the bonds be retired "upon the accumulation of
sufficient funds « « .« to pay one or more bonds®, 118

118 7own of Shattuck et al. v. Barcafer, 192 Okl. 336.



CHAPTER IV
ACCOUNTING AND FINANCIAL PROBLEMS

The actual mechanics of accounting entries, the cal-
culations for the issuance of bonds and for the accumula-
tion of a sinking fund will be discussed in this chapter.
The discussion will cover both the methods outlined by the
law and those practiced by certain municipalities in this

state.

Asceounting for issuance of bonds. The city of Perry

does not print its bonds until they have been sold. After
the bonds have been printed =nd delivered to the treasurer,
they are registered in the "Bond Register®. Illustation 2
shows a sample page from the Boﬁd Register of the city of

Perry.

When the bonds are sold, the par of the bonds are
credited to a special fund. For example, when the Sewer
Plant Bonds of 1946 were sold for $95,301.39, the par of
395,000.00 was credited to the Sewer Plant Fund., The pre-
mium of $301.39 was credited to the New Sinking ¥und. The
Hospital Bonds of 1949 were sold for $200,509.17. The par
of $200,000.00 was credited to the Hospital Fund and the
$509.17 was credited to the New Sinking TFund. The city
of Perry does not zmortize the premium from the sale of

bondss it uses the premium to reduce the amount of the
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Register of liospital Bond, of 1949

¥o, of Bond 1, For vwhat Purpose Issued Hospital

)Jate of Bond__ 4-1-49 Rate of Interest2 FPercent_Semi-ann,
Amount of Bond $1,000.00 Payable at lst, lat B, & Tr., Okl, City
Ho. of Coupons 3 Payable to Hearer

"hen Due 4-1-51

‘ayment of Interest Coupons femi Annually

lio. of | unount of Coupons| When Issued ¢hen Due

Coupons| Dollars Cents [fonth|Day [Year [lMonth |Day [Year f
1 20 00 Apre | 1 |1949 Apre.| 1 (1950 ;
2 10 00 Oet. | 1 |1950
3 10 00 APTe. | 1 |195)

When Paid Amount Paid Remarks
onth |[Day [Year | Dollars|Cents
Z
¢
1

Illustration 2.

SAPIE PAGE FROM BOND REGISTER OF CITY OF FERRY,



first tax levy for sinking fund purposes.

Budgetary and accounting controls for the accumula-

tion of sinking funds and retirement of bonds. After the

bonde are sold and delivered, the number of years in which
a tax may be levied to accrue a sufficieht fund to retire
the bonds as they mature must be determined. The state
examiners and inspectors office gives the following
methodology and authority for calcuiating ginking fund

accruals for bonds.

A levy for Sinking Fund accrual should be
made equally each year. It is necessary to divide
the total amount represented in such bond issue
by the number of tax-paying years between date
and retirement of said issue. 125 Okla. Page 183.
Where the date of maturity during a fiscal year
is prinr to the 15th day of June, the number of
tax levies should be one less than the number of
fiscal years intervening between the date of issu-
ance and the date of the bond. If the date of
maturity during a fiscal year is on or after the
15th day of June (between June 15th and June 30th)
then the number of levies should be the number of
fiscal years intervening between the date of issu-
ance zné date of maturity of the bonds. 151 Okla.
Page 74,

Change_this rule to April 1 instead of June 15.
(Tax Court)l
For a twenty year bond issue maturing between April 1lst
and June 30th inclusive, the number of levies for sinking
fund accrual would be twenty. I1f the bonds mature at any

other date, the number of levies would bte nineteen. By

l g, B. & I, Form 1404--1949, p.6.
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reference to Illustration 3 it is seen that the Sewer
Plant Bonds of 1946, of the city of Ferry, Oklahoma, ma-
turing on October 15th, have a life of 18 years; the total
tax paying years are 17. The Hospital Bonds of 1949, ma-
turing on April 1lst have a life of 11 years; the total
tax paying years are l1ll., But with the Water Lxtension
and Improvement Bonds of 1946, Lhe city has departed
from the above rule. These bonds mature October 15th
and have a life of 12 years. The number of levies should
be 11, but the city has set up the snnual accruals for
10 years. And also they are accruing only @é,loo.oo
annually which ie less than 1/10th of the §87,000.00
bond issue., If the city is anticipating other revenues
to make up the difference, this is contrary to the stat-
utes snd court decisions.

In determining the amount to be raised

by ad valorem taxation for a sinking fund there

can be no deduction made for estimated receigts

from sources other than ad valorem taxation.

In addition to the annuasl accrual for bonds, there
should be an annual sccrual to provide for the payment of
interest falling due after the last tax paying year.' That
is, interest on the amount of the final maturity of the

issue which matures during a fiscal year prior to April 1l1st,

2 Gulf v. Iove County, 141 Okl, 34,
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OBLIGATIONS INCURRED SUBSEQUENT TC JAN. 83 1937 FOR WHICH TAX EXEMPT
\STEADS ARE HOT LIABLE WITH NEEDS FOR JNNUAL ACCRUED THEREON, AND
ACCRUED AND ACCRUING THEREON.

SINRING FUND SCHEDULES AND ACCOUNTS COVERING DETAIL UF
BONDED INDRBTEDNESS OUTSTANDING A5 OF JUNE 30, 1949,

NOT AFFECTING HOMESTEADS

BLAW

Airport
Bonds
of 1942

sewer
Plant
Bonds
of 1946

Water
kExtension
and

Improvement

Bonds
of 1946

" Main

Sewer
Line
Bonds
of 1946

EDS FOR INTEREST EARNING

White
-

Blectric

System
Bonds
of 1946

Storm
Sever
Bond
of 1946

The
Hospital
Bonds

of 1949

Issue Date

First Maturity - Date

First Maturity - Amount

Last Maturity - Date

a8t Maturity - Amount

smount of Original Issue

Total Tax Paying Years

Annual Accruals

Tax Years Run

Total Accruals

Bonds Paild Prior to 6=30-1948

Bonds Paid During 1948-49

Date Coupons Mature 1lst half
(July 1 to Dec, 31)

Total Bonds Outstanding
June 30, 1949

Rate of Interest

Current Interest Earnings
7=-1-49 to 6-30-1950

Total Interest leed to Levy
for 1949-50

Interest Earned During Current
Fiscal Year

Coupons Paid Muring Current
Fiscal Year

10-1-42

10-1-52
10,000.00
70, 000,00
9
B

-

20,000, 00
10,000.00

40,000.00
1%

525.00
525,00
68750

687.5

10-15-46
10-15-49
6,000, 00
10-15-69
6000400
95, 000,00
17
5,625.00
2
11,250, 00
0
0

10=-15

95,000.00
2

1,840, 00
1,840.00
1,900.00

1,900.00

10-15-46
10-15-49
9,000.00
10-15-58
15, 000.00
87,000, 00
10
8,100.00
2
16, 200.00
0
0

10-15

87,000.00
2

1,650.00
1,650.00
1, 740,00

1,740.,00

10-15-46
10-15-49
4,000,00

10-15-58

6,000, 00
42,000.00
11
3,818,18
2
74636436
0
0

10-15

42,000.00
2

800.00
800,00
840,00

840,00

10-15-46
10-15-49
4,000.00
10-15-56
5,000, 00
33,000,0C
o]

3,665,67

7,333.34
0
0
10-15

33,000.00

2
620.00
620,00
660, 00

660,00

10-15-46
10-15-49
4,000.00
10-15-58
5,000.00
57,000.00
11
2,600, 00
2
7,200.00
0

0
10-15

37,000, 00
2

700,00
700,00

740,00
740,00

4-1-49
4-1-51
20,000, 00
4-1-60
20,000.00

200,000, 00

11
18,181,81
0
=)=
0
0

4-1

40,000.00 @ 1%%

160,000.,00

3,900.00

3,900,00

None

None

@ 2%

42,991.66

49,619.70

534 ,0004.00

10,035.00

10,035,00

6,567.50

&,567.50

J1llustration 3

1 Tme

BONDED IWDEBTEDNESS OF CITY OF JERRY OUISTANDING AS
CF JUNE 30, 1949 NOT AFFECTING HONMESTEADS

DETALL OF

(The vertical designation and columnar headings are the reverse of that in 5. E. & I. Form 1404)
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DETAIL OF BONDED INDEBTEDNESS OUTSTANDING AS OF
JUNE 30, 1949 AFFECTING HOMESTEADS WITH NEEDS FOR ANNUAL
ACCRUAL THEREON, AND NEEDS FOR INTEREST EARNINGS ACCRUED

AND ACCRUING THEREON

Water Works Ixtension Bond of 1936

Igsue Dated " 10=l~36
Last Maturity - Date 10-1-56
Last Maturity - Amount . $ 7,000.,00
Amount of Original Issue $ 118,000.00
amount Sold and Delivered $ 118,000.00
Total Tax Paying Years 19
Annual Accruals $ 6,210,535
Tax Years Run 12
Total Accruals | § 74,526.36
Bonds Paid Prior to 6-30-48 § 56,000.00
Bonds Paid During 1948-49 $ 7,000.00
Net Balance of Accruals 6-30-49

In Unmatured Bonds : $ 11,526.36
Date Coupons Mature 1lst Half 10-1
Total Bonds Outstanding 6;30-49 $§ 55,000.00
Current Interest Harnings - 7-1-49 to 6-30-50 & 1,781.25
Total Interest leed to Levy for 1949-50 $ 1,781.25
Interest Earned During Current Fiscal Year $ 2,043.75
Coupons Paid Puring Current Fiscal Year $  1,912.50
Bal. Interest Harned Prior to 6-30-49 Still Unpg}dz

In Matured Coupons & . 133.20

In Unmatured Coupons lione

Illustration 4

DETAIIL OF BONDED INDEBTEDNESS INCURRED PRIOR TO JAN. 8, 1937
CITY OF PERRY, OKLAHOMA.
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because a tax cannot be levied and collected for that
year, The state examiners and inspectors office suggest

the following rules

Interest aceruing between the end of the
last fiscal year in which a tax levy may be
made and collected, and the date of maturity
of the bonds, may be provided for by dividing
the amount thereof by the number of fiscal years
in which a tax levy may be made and collected,
and by providing for the accumulation of that
amount during each of such years, 165 0kl, 90,9

In addition to the annual aceruals for bonds and
interest a levy must be made to provide for the interest
accruing in the fiscal year for which a levy is made, It
is immaterial in which fiscal year the interest coupons
Sakiibhe 4 Lo Shn - tntirast Ahat- 10 Siiael dnring the Liss
cal yesr that is levied for. On this malter, the state
examiners and inspectors office quotes from a supreme

court decision as followss

The date of maturity of an interest coupon
is to be disregarded in determining the amount
necessary to be raised by ad valorem tax for the
purpose of paying interest, and the amount of
interest to be provided for being the amount of
interest that will be earned during the fiscal
year. Interest accruing between the end of the
last fiscal year in which a tax levy may be
made and collected, and the d ate of maturity
of the bonds may be provided for by dividing
the amount thereof by the number of fiscal years

® 5. E. & I. Form 1404 --1949, p.6.
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in which a tax levy may be made and collected,
and by providing for the accumulation of that 4
amount during each of such years, 165 Okla. 90,

Also a levy should be made to provide for the pay-
ment of: judgments, as explained in chapter three,5
commission to fiscal agency, explained later® and an
annual accrual to provide for any deficit in the sinking

fund., On this latter point, the Oklahoma Supreme Court

has ruleds

Chapter 27, S.L. 19337, authorizes the
taxing officials of a municipality, where the
sinking fund does not ecual the liagbilities, to
make in the following years, in addition to sll
other levies, such tax levy as will so reinstate
the sinking fund as to enable payment thgrefrom
of future maturing obligations when due.

The law requires the proper accounting of all funds,

The Constitution statess

The Legislature shall reguire all money
collected by taxation, or by fees, fines, and
publie charges of every kind, to be accounted for
by a system of accounting that shall be uniform
for each class of accounts, State and local, which

ghall be pgaacribed and audited by authority of
the State.

4 Loc. cit.

5 gupra, p. 65.

€ Infra, p. 77

762 0. 8. 1941, beec. 431.

8 1e Flore County, kxcise Board v. S5t. Louis-San
Francisco Railway Co. et al., 185 Ukl. 440.

9Const. aArt. X, Seec. 30.
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As to the duties of the treasurer, the Statutes state

that:
The treasurer of every incorporated town

shall so keep his accounts as to show where and

from what source all moneys paid him have been

derived, and to whom and when such moneys or

any part thereof have been paid.

'he treasurer of Perry keeps a book in which he re-
. cords all cash receipts of the sinking funds. Illustra-
tion 5 shows the ainkiﬁg funds receipts for ihe fiscal
year 1948-49, Similar records are kept for all funds. It
is from this record that the information regarding receipts
is taken for the monthly treasurers report. The disburse-

ments are taken from the warrants register. Illustration 6

shows that portion of the treasurers report on sinking funds.

Bonds and interest coupons are paid as they mature

upon presentation at the place designated, usually stated
upon the bond, from funds provided by the issuing municipal-
ity., Thirty days before any bonds or interest coupons ma-
ture, the city of Perry, Oklahoma is required to deposit
this amount with their fiscal agency, the First Nntianal
Bank and Trust Company of Oklahoma City. The commission
charged by the fiscal agency of FPerry is one-tenth of one
percent for bonds and one-fourth of one percent for interest

coupons.

10 11 0. 8. 1941, Sec. 1026.



1948

July

Aug.

Sept.

Det,
Nov.

Dec,

1949
Jan,

Feb,

Mar.
ApPTr.

May

June

7

21
16
1
4
11
10
7

10

9
28
10
15
12

4

ADDITIONS TC SINKING KFUNDS

Transferred from 0ld Sinking

Fund (Deposited in Lrror
to 0ld Sinking Fund)
Fines and County Warrants

County Warrants

U. S. Govi, Warrants
(Interest on Bonds)

County Warrants

County Warrants

County Warrants

U. S. Govt. Warrants
(Interest on Bonds)

County Warrants

County VWarrants

U. 8. Govt. Warrants
(Interest on Bonds)

County Warrants

County Warrants

County Warrants

Premium on Hospital Bonds of 1949

County Warrants

78

Old New
Sinking Sinking
Fund Fund

699.03

27.29 127.96
55,65 333,15
750.00

50,85 272.42
59.34 65.12
76.46 374.96
15.66 76.02
1,670.02°  6,105.66
34736.51 12,941.26
750.00

1,243.49 4,027.23
713.44 2,912.32
235.16 991.00
509,17

176.59 804,05
8,060.46 31,739.35

Illustration 5

TREASURERS RECORD OF CASH RECEIPT OF SINKING FUND,
CITY OF PERRY, FISCAL YEAR ENDING JUNE 30, 1949.
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CITY OF FERRY, OKLAHOMA
TREASURER 'S MONTHLY REPORT
For lonth of March 1950

BALANCE :
LAST BALANCE ACCOUNT
FUNDS REPORT | RECEIVED PAID CUT Dr, Cr.
Sinking Fund (old) $5,221.36 $4,569.19 2 9,790.55
Sinking Fund (new) 9,027.04 29,748.93 38,775.97
CASH
lst Hat B & Tr 3
Fiscal Agency $7,639.06 §7,639.,06

IRVESTHENT FUNDS

Iy Treasurer of the City of Perry, Oklahoma,
hereby certify that the above is a true and correct statement
of funds as shown by the records of my office from the close
of business Feb 28, 1950 to larch 31, 1950.

City, Treasurer

Illustration 6

EXTRACTION FROM MONTHIY TREASURER'S REFORT.
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At the close of the fiscal year the treasurer has
several reports and statements to prepare which are used
to complete, in part, S. E. & I. Form 1402 for a city or
town and Form 1404 for an independent school district.
Illustration 7 to 10 are reproductions in part of ex-
hibits in S, E. & I. Form 1402--1949, 1949-1950 Estimate
of Needs znd Financial Statement of the Fiscal Year 1948-49
for the city of Perry, Oklahoma which degl with the sink-

ing funds and bonds.

Reference hag been made to the o0ld and new sinking
funds without distinguishing between the two. In 1935,
an amendment to the Oklahoma Constitution was approved
by a vote of the people which provided for exemption of
homesteads from ad vazlorem taxation except for obliga-
tions incurred prior to the effective date of the amend-

ment, January 8, 1937.

All homesteads as is or may be defined
under the Laws of the State of Oklshoma for tax
exemption purposes, may hereafter be exempted
from all forms of nd valorem taxation by the
Legislature; provided, that all assessments,
levies, encumbrances and other contract obliga-
tions incurred or made prior to the taking effect
of such act of the Legislature shall in nc way
be affected or impaired by the exercise of Leg-
islative power as authorized by this amendment.

State question No. 201, Initiative Petition
Ho. 138. Adopted September 24, 1935,11

11 Const. aArt. KII-A’ Sec, 1



SINKING FUND BUDGET 1949-50

L

-
JIncluding Homesteads Ixecludine Homesteads
Lstimated rrovided Bstimated Provided
Provision aAccounts by by by by
Governing County Governing County
Board Excise Board Excise
Board Board
Interest Harnings on Bonds $1,781.26 $1,781.25 $10,035,00 $10,035.00
Annual Accrual on Bonds 6,210,953 6,210.53 42,991.66 42,991.66
Annual Acerual on "Prepasid® Judgments
Annual Accrual on Other Judgments
Interest on Judgments
Commission to Fiscal Agency 50.00 50.00 125.00 125.00
Deficit - Annual - On Matured Bonded Debt :
Deficit - Balance Due on Matured Judgments
Deficit Accruals - Annual Requirement to Xaturity
TOTAL SINKING ¥UND $8,041.78 $8,041.78 $563,151.66 $53,151.66

Illustration 7.

SINKING FUND BUDGET OF CITY OF PERRY,

FOR PISCAL YHAR 1949=50.

8l
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STATEMENT OF CASH ACCOUNTS, RECEIPTS, DISBURSEMENTS
AND BALANCES WITH THE F1SCAL CONDITION OF THE SINKING
FUND OF MUNICIPALITY OF PERRY, NOBLE COUNTY, OKLAHOMA

ON JUNE 30, 1949

Pre= Post-
Section 1. Cash Homestezd Homestead
; Sinking (01d) Sinking (New)

Cash Balance on Hand, June 30, 1948 $#13,163.09 $18,646.57
Investments since Liguidated
Apportionments since madeg

1944 and Back Ad Valorem Tax 30.18 21.82
1945 Ad Valorem Tax 25.25 18,70
1946 Ad Valorem Tax SeTD 3e DF
1947 Ad Valorem Tax 238.56 1,253,09
1948 Ad Valorem Tax 777720 274769437
Hospital Bonds 509.,1%
Other 1,450,16
Total Apportionments $ 8,074,94 $31,025.84
Total Balance Apportion-
ments, ete, $21,238,03 $49,672.41
DISBURSENENTS
Interest Coupons Paid $ 1,912.50 $ 6,567.50
Interest Paid on Post-Due Coupons 7,000.00 10,000400
Commission Paid to Fiscal Agency - 26454 11.70
_ Total Disbursements $ 8,939,04 $516,579.20
Assets: 1. Cash Balance on Hand X
June 30, 1949 $12,298.99 $33,093.21
2. Investment Balance,
Same Date 60, 000.00
Total Assels Exclusive of Uncollected
Tax $12,298.99 $93,093.21
Deduct Total Accrued Lisbilities
and Reserves 11,850.61 89,619.70
Cash -Surplus to Apply on Ensuing
Year's Requirements $ 641,38 $ 3,473.51

Illustration 8.

STATENENT OF SINKING FUND CASH OF CITY OF PRRRY, FIoCAL YEAR
1948 - 1949,
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Item four of the budget, Annual Accruals on Other
Judgments, would be determined in accordance with 62
0kl, 8t. Ann., Sec, 431 quoted in chapter three.15 The

remaining items of the budget are self-explanatory.

The caleulations of the sinking fund recuirements
could probably be best explained by means of an example.
Tt will be assumed that the following conditions exist
regarding the bonds outstanding and sinking fund of the

Bity of X. as of June 30, 19483

Amount of Original Issue $100,000, 00
Date of Issue 12-31-34
Date of First Maturity 12-31=-38
Bonds Cutstanding June 30, 1948 $ 50,000.00
Annual Maturity 5,000, 00
Rate of Interest 4%
Final Maturity Date - 12-31-57

$3,000.00 judgment paid from sinking fund on
May 15, 1946.

$6,000.00 judgment handed down against the city
on June 1, 1947 (to be paid from three annual levies).

On June 30, 1948, it is found that the total
accruals are $900.00 less than the total accrual of
liabilities.

The sinking fund requirements for the fiscal year 1948~
1949 is calculated as follows:
Interest Earnings on Bondsg

Current interest earnings: :
$50,000 @ 4%, 6-30-48 to 12-31-48 +1,000.00

45,000 @ 4%, 1-1-49 to 6-30-49 900,00

Amual-accrual of interest earnings
6-30-57 to 12-31-57 100.00
$2,000.00

13 SUpPra, Pe 65.
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Commigsion to Fimcal Agency D.75
Annual Acerual on Bonds 1/19 x $100,000 5,26%. 16
Annual xccrU11 on YPrepaid?® Juurn@ntw

1/3 x , 000,00 1,0006.00
Annual Accr 1 on Other Judgmentis

1/3 x we,ooa 00 2,000,00
Deficit Accrusls~Aunual Beguirements to

Maturity 1/9 x $900.00 100,00

TOTAL REGUIREL $10,372,91

Assuning the follewing zssessed valuations: Total

leuauiun includin ng homesteads $3,578,307., Assessaed valua-

tions of homesteands 3820,210.

Binking fund recuirements B 3,000.00 & 91

444 10% Tor Delincuent Tax 300,00 157 .29
TOTAL TO LAVY TOR 3 3,300.00 $___ 8,110,20

Assessed Valuations $2,758,007,00 43,578, 307,00

Levy in T ills 1.,1965 2. 2666




CHAPTER V
APPRAISAL AND CRITICISM OF STATE PROCEDURE AND LAW

Oklahoma Municipal Iaw is designed to protect the
taxpayer against excessive and burdensome tax levies for
the payment of interest on and retirement of bonds. The
governing board of a municipality may not.incurr an ine-
debiedness in excess of the income and revenue provided
for the current year withéut the assent of the taxpayers
at an election.l Except for the acquisition of public
utilities, the taxpayers may not authorize an indebted-
ness that would cause total indebtedness to exceed 5%
of the assessed valuation of the taxable property within
the municipality.a To secure the lowest ‘possible iﬁterest
rates, notice by publication must be given of the time
and place where bids will be received for the sale of the
bonds. The bonds must be sold to the bidder "who will
pay therefor par and accrued interest, and who shall stipu-
late in his bid the lowest rate of interest which such bonds
shall hearﬂ,s To reduce the tax levy, sinking fund money
not needed for immediate use may be invested in U, S. Bonds

and the interest used to reduce the sinking fund 1evy.4

1 Const. Art. X, See. 26.
2 Gonst. Art. X, Sec. 26 and 27.
S 62 0kl. St. Ann., Sec. 364.

4 62 okl. St. 4Ann., Sec. 348.1.
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The law provides many safe-guards against bonds being
issued contrary to the Constitution and the Statutes. Be-
fore the bonds may be sold, they must bear the certificate
of approval of the county attorney® and the state bond
commissioner.® The law also recuires notices to be pube
lished in advance of elections to authorize a bond issue
and date tonds are to be submitted to the court for approval.
Being so notified intereaied persons may protest against

illegal action attempted by a municipality.

Oklahoma Law also has provisions for the protection
of the bondholders, ‘To assure Lhat funds will bte avail-
able, for the payment of interest as it falls due and for

the retirement of the bonds as they mature, the law states:

Counties, townships, school districts, cities,
and towns shall levy sufficient additional revenue
to ereate 2 sinking fund to be used, first, for the
payment of interest coupons as they fall due; second,
for the payment of bonds as they fall duej third,
for the payment of such parts of judgments as such
municipality may, by law, be recuired to pay.7

« « » nNo tax levied and collected for one

purpoae shall ever be devotled to another purpose.B

% 62 0kl. S8t. Ann., Sec. 358.
6 62 okl., 8t. Ann., See., 13,
7 Const. Art. X, bec. 28.

8 Const. Art. X, Sec. 19.
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The financial statement and estimaie re-
quired by the provisions of section 9695 and 9698,
Ce 0. S. 1921, must be published ag therein pro-
vided, and an appropriation may be made for only
those items for which estimates have been made
and published, but this rule has no application
to appropriatigna and rates of levy for sinking
fund purposes.

On several points Oklahoma law relating to Bonds and
Sinking Funds is contrary to the recommendations of the
National VUommittee on Municipal Accounting and other re-
cognized authorities. Oklahoma Law says that a sinking
fund must be accumulated for the payment of interest and
principal of bonds and for the payment of judgments against
the municipality.lo The National Committee on Municipal
accounting states that:

Sinking funds should be ecreated to retire

the principsl only of term bonds and other bonds

specified to be retired from the fund. Some

Municipalities may levy a tax for the payment

of the current year's serial bonds and interest

requirements, This may even be defined by stat-

ute as a sinking fund levy. However, it does not

come Within the meaning of the term as used by

the COMMITTEE, and such serial bond redemption

should be made throug& the General fund or a
Special Revenue fund. 1

And Chatters and Tenner say:

9 Commerce Trust Co. v. Morris, Co. Treas., 157 Okl., 127
10 Supra, p. 67.
11 The National Committee on Municipal Accounting,

Bulletin No. 6, Municipal Accounting Statements, p. 112, 113,
The National Committee on Municipal Accounting, 1936.
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A SINKING fund is established to accumulate
resources for the retirement of bonds. The fund
is not to be used for the payment of interest,
The interest on both term and scrial bonds, as
well as the principal of serial bonds, should be
paid through the general fund or a special reve-
nue fund,l

There is a wide variety of opinion of the proper
handling of premium on the sale of municipal bonds. The
Oklahoma Supreme Court has held that the net premium on
the sale of bonds should be credited to the sinking fund.l3

According to Morey and Hackett:

It is a frequent practice to expend the
exact proceeds of a bond issue for the purpose
for which the bonds were issued . . +

Another method is to apply any premium
received to a reduction in the bonds payable.
Under this plan, the amount of the premium
would be transferred to the fund out of which
the bonds are to be paid, and retained there
until it can be so applied,

The National Committee on Municipal Accounting recome

mends that:

Premium on bonds sold should be first re-
corded in the accounts of the Bond Fund.

12 Garl H. Chatters and Irving Tenner, Municipal and
Governmental Accounting, p. 117. New York: Prentice-~Hall,
Inc., 1947,

15 gSupra, p. 57

14 Tloyd Morey und Robert Phillip Hackett, Fundamentals
of Govermmental Accounting, p. 242, 243. llew York: John

Wiley & sons, Inc., 1942,
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Bubsequently they should be transferred to the
General fund and applied to the payment of bond
interest.

In some situations it appears that municipal officials
are not acting in strict accordance with the law, 4n
apparent deviation from the law has beqn found in the han-
dling of ad valorem tax penalties and determination of the

levy for annual sinking fund accrual on bonds,

The Oklahoma Statutes state that one-half of the penal-
ties on delinquent ad valorem taxes, on property located
in a township having a bonded 1ndabtédneaa of any kind in
a county having an assessed net valuation in excess of
$6,800,000.00, when collected shall be paid into the sink-
ing fund of such township. The other one-half of such
penalties goes to the county penalty reserve fund which
is closed out to the cognty sinking fund.16 Such penalties ‘
received by the cities of Perry, Oklshoma, =and Stillwatdr,

Oklahoma, are credited to the Street Paﬁing Repair Fuvnd.

The Oklahoma Supreme court has stated that the levy
for an annual sinking fund accrual is determined by divid-
ing the total amount of the issue by the number of tax-

paying years between date of bonds and date of retirement

15 The National Committee on Municipal Accounting,
op. cit., p. 111. .

16 supra, p. 60.
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~of the bonds.t! The city ef Perry issued Jater Zxtension
and Improvement Bonds in the amount of £$87,000.00 on
October 15, 1946, The lasgt maturity date 1s Uctober 15,
1958, According to the rule set Torth by the Oklahoma
Supr eme Gourt,18 there would be 11 tax-paying years for
o 12 year bond lissue daled during a fiscal year prior to
April lst. The levy for annual accrual would be {87,000.00
divided by 11 which is $7,909.09. DBy reference to Illug=-
tration 3 it 1s seen that they have set up the number. of
tax-paying years ag 10 aﬁd an apnual gecrual of 58,IOQ.OO.
Kven 1t 10 were.the correct number of laz-paying years
hey did not calculate the smmual acerual according to

law,

17 gupra, p. 7l

18 10c. cit.

wserveomis
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