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FLOW CHART 

 

1 Was the borrowing a refunding bond issued under G.L. c. 44, § 21A? If yes, go to 7. If no, go to 2. 
 

2 Was the borrowing a single purpose borrowing? If yes, go to 3. If no, go to 8. 
 

3 Did the legislative body vote that authorized the borrowing include authority to apply the net premium 

and any accrued interest to the costs of the project being financed by the bonds or notes and reduce the 

amount authorized to be borrowed for the project by like amount? If yes, go to 4. If no, go to 5. 
 

4 Treasurer is to apply the net premium and any accrued interest to pay costs of the project being 

financed by the bonds or notes and reduce the amount authorized to be borrowed for the project by 

like amount. 

5 Net premium and accrued interest must be reserved for appropriation for a project for which the city, 

town or district has authorized a borrowing, or may authorize a borrowing, for an equal or longer 

period of time than the original loan:  
 

a. AND - If the borrowing was funded through restricted funds, e.g., community preservation 

funds or enterprise funds, the reserved net premium and accrued interest remain subject to 

relevant restriction. The funds may be appropriated for capital projects for which the restricted 

funds may be spent and for which a loan has been, or may be, authorized for an equal or longer 

period of time than the loan for which the premiums were received. If the original borrowing is 

financed with community preservation funds, a recommendation of the community preservation 

committee is also required for any appropriation of the reserved premiums;  
 

b. AND - If the borrowing was the subject of an approved Proposition 2½ debt exclusion, go to 6. 

6 When net premiums and accrued interest received on a borrowing subject to an approved Proposition 

2 ½ debt exclusion are reserved for appropriation for capital projects for which a loan has been, or 

may be, authorized for an equal or longer period of time than the loan for which the premiums were 

received, then the amount of the annual debt exclusion will be reduced by a premium adjustment as 

follows:  
 

a. When the total net premium and accrued interest received at the time of sale is $50,000 or less, 

there will be no reduction in the annual excluded amount. (de minimis exception). 
 

b. When the total net premium and accrued interest received at the time of the sale is more than 

$50,000, there will be a reduction in the excluded amount calculated as show in Exhibit A* 

below. 
 

Note:   Net premiums and accrued interest reserved for appropriation are not available for 

appropriation for the payment of annual debt service of the project. 

 

Under G.L. c. 44, § 20 (after the Municipal Modernization Act), net premiums and accrued interest on bonds or notes 

sold on or after 11/7/2016 are not general fund revenue. They must either be: 

1. Applied to the costs of the project being financed by the bonds or notes and reduce the amount authorized to be 

borrowed for the project by like amount (only if the legislative body borrowing vote so authorizes); or   

2. Reserved in separate fund for appropriation for capital projects:  

 Project must be one for which may borrow for equal or longer period than loan for which premium 

received 

 Premium arising from restricted funds project remains subject to restriction 

 If borrowing is the subject of an approved Proposition 2½ debt exclusion, there may be a reduction in the 

annual excluded amount because G.L. c. 44, s. 20 requires “[a]dditions to the levy limit for a debt 

exclusion are restricted to the true interest cost incurred to finance the excluded project.” 
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7 Refunding Bonds - G.L. c. 44, § 21A governs premiums received on refunding bond and requires all 

“proceeds” of refunding bonds be used to pay off the bonds to be refunded. “Proceeds” of refunding 

bonds include premiums and accrued interest. Therefore, they must be used to pay off the bonds to be 

refunded. 

 

8 Multi-Purpose Borrowings - For multi-purpose borrowings, the net premium and accrued interest are 

allocated to each individual borrowing based upon the proportion that the individual borrowing bears 

to the total amount borrowed. How a pro-rated premium is treated depends upon the borrowing to 

which it is allocated. If the borrowing is a refunding bond, see number 7 above for its treatment. For 

other borrowings, start with number 3 above and work your way through the flow chart.  

 

*Exhibit A 

Calculation of Premium Adjustment and Debt Exclusion Reduction 

 

A city or town, on or after November 7, 2016, sells permanent bonds payable in 20 years in 

the total principal amount of $18,000,000. It receives a net premium as part of the sale in the 

amount of $800,000 which is reserved for the appropriation of capital projects. The total 

interest payable over the life of the borrowing will be $10,000,000. The interest payable for 

the fiscal year is $600,000. The calculation to determine the adjustment of interest for the 

fiscal year debt exclusion is as follows: 

 

Calculation of Premium as Percentage of Interest Cost 

 

Net Premium $800,000 

Divided by total interest over life of issue $10,000,000 

Premium as % of interest 8% 

  

Calculation of adjustment of interest for debt exclusion: 

 

Fiscal Year 

Interest Due 

Premium 

Adjustment 

Debt Exclusion Adjustment 

(Reduction) 

$600,000 8% $48,000 

 

The amount of the gross debt service excludable for the fiscal year (principal and interest) 

and the amount of the exclusion reduction ($48,000) are entered on the DE-1. The net 

excluded debt service will be the gross debt service excludable minus $48,000.  

 

The city or town will be required to continue to apply this premium adjustment to reduce the 

amount of the annual debt exclusion throughout the life of the borrowing. 




