ol

THE ATTIFORMNEY GINER.AIL
OF TEXAS

Cerald C, ﬂlg AUSTIN 11, TEXAS

ATTOMNEY 4FNFEM.AL

Jonoradle Geo, A, fighs

Chief Aeevuatens

Board of Oounty and Distriet Read Indesbitednwas
Austia, Texas

Deer Sir: Opiniea Bumder 0-3320

Re: Authority eof Beoard under sud-
ssotion {m) of House By1) 688,
Forsy-sixth Legislasurs, to
purshase donds at a premium
for sanoellation and inerease
the anamel sinking fund require-
nent out of the interess zaved
teo sbsord the premium paid,

. e m- your letter of July 17, in whieh you regquest
our opinion om the follewing questiont

*Whether or not the Board has ample suthority,
under the above quoted provisiom, to fq.nhuo
such donds st a prexium for cancellation and in-
ersase the annual sinkiag fund requirement out
of the interest saved %o adsord the premium om
bonds sancelled?”

The sestion of the law quotsd in your letter, sud-
section (m) of Seetion § of House Bill 488, passed by the
iorty—nizﬁh legislature, Rogular Sessioa, i9g s Yoads as fol-

owst

"The Boerd of County and Districetd Road Indebt-~
edness shall have and pessess full authorit{
, invest all such einking fumds, finoluding all future
sinking funds soquired in any manner whatsoever, in
any eli:101s obligations of the various politiocml
saubddivisions of this Steate, whish maturse within the
curront H.oau.n in uhuh nuoh uwritiu :

D¢ ﬂmr’l"\tnmm'tnumr'mm
(Ve of BERUrisy dates

You have outlined the ro:uovd.u example for our
sonsiderationt

A sounty has cutstandinz $913.000 Serm bonds
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maturing 1959 with ae optional features, 7The
annuel sinking fund requirement oz shis is
is $23,075.00 of whieh the State pays 93.3568.
There has acsumulated in she State's porties
of the sinking fund requirement of 8 issue
sines Junuary 1, 1933 the sum of $189,300.73.

We Shink the following eonolusien proper unfier the
state of facts cudlined, Eaeh bond stands as a separste
contraot and by its terms premises the retura of the prinel-
pal amount plus Sntersss uatil maturity at =0 =mueh per annum,
A term 1ssue, such as is outlimed, promises not oaly the Te=
tura ¢f the prineipal amount represented Sheredy Wt ulso a
sum t6 be realized as ineome thareen, For sxamdle, & 1,000
bond desr: iaterest a3 3% and mtur in 1959 would repre-~
sent a s8 V0 pay $50.00 each year for ninetesa (19) years,
shat s, 1941 te 195;. or $950,00 plus she primsipal amount of
$1,000, Thersfore, the aggregats sum the borrower has pledged
1{tselr %0 pay is §1,950, There no yrevisien for prier
payment i% bescmes certain thas the dedtor is liable fer $1950
sy the maturily dase, 1959,

To purehase mush & dond ad sny $ims prior to maturisy
it is only reazonable to assume that somsthing more than per
nGA% be paid therefor. A soasideratisn would de due for the
seller's foregoing his right to exaot the full amount repre-
sented by the eontract appesaring in the faee of she bond,

Such sonsideration is gsnerally referred 40 as a premium

but if it is purehased by the debtor for cancellation it

would be more appropriaste to oall it a prepaydent of int-
srest,

Ia the instant case the State of Texss through your
Board has undertaken to compesasate the ecosnties and defined
road districts of the State for money sxpended 12 the son-
struction of State highways and has gllosated a0 much money
sagh year toward the payment of a tera issue whioh matures
19 yesrs hence, or 1959, Pesading that time She funds lie
unused and the State pays interest at the given rets through-
out those 19 yesrs or 80 long as funds for this purpose are
made svailadle by sucoeeling legislatures, Clearly, the
State'’s obligation to pay sannot extend beyond two yearsy
therefors, if the Board pursuant to ths above quoted stat-
utes purchased for ocancellation bonéds maturing bdeyond the
dbiennium, the premium or iaterest prepayment$ should not ex~
seed the amount it would de obliged to pay under the contrast
Tor that biemnium., In other words, usimg the exumple adove
cited, the Board would not dbe g;;tlriod inhzarinc a premium
in exceas of $100 per eash §1, bond., This $100 represents
interest at 5% for two years and is the fmximum amount the
State would be called upoa %o pay,

Rueh biennial npprepriationkfrcvitus both the interest
and prineipal aceruamls for the suecee dMennium and we see
A0 legsl obstscle to the Board's purchasing for sancellatien
bonds eligidle uader the "Bond Assumption Ast™ amd

Sherefer & premium, 80 long as such premium does net exseed

the funds made available for the parsisular donds for the on
suing Meanium,
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Your attantion is directed to the fact that the mmount
thad can be legally expended by ths Board would b in rstio to
the porsion that the Stsate has undertaken %o pay. The sstadb-
lished porconu{“or eligidility of partiecipation in the ome-
cent {1¢) gasol tax allocated to the Board of County and
Distrist Road Indedbtednsess represents the maximum funds avail.
able for sueh purpose,

You are, theresfore, advised tha¥ in owr opinioa
the Board has -pio sutherity te purehase such donds at a
premium for eancellation and inorease the anauel sinking
fund reguirspment out of the interass saved to abaord sueh
premium, 50 long as sald premium does net sxeeed the amoung
astually appropriated for interest payments shereon,

Trusting that the rmcoug fully answers your in-
quiry, we are

Yery Sruly yours
- ATTORNEY GENERAL QF TEXAS

By -/s/ Clarenecs X, Orowe
Clarence E, Crowe
Assistant
APPROVED ATRI. 9, 1941
/s/ Grover Sellers
r T ASSIATANT
ATTORNEY GINEKRAL

CEC-81jT)d APPROVZD OPINION COMMITTER
BY KEK, Chairman



