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Agenda

 Overview of budget situation
 Discussion of operating loans/lines of 

credit
 Q & A
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Overview of Budget Situation

 Probably too soon to draw conclusions, 
but…

 State Revenues
– Proration not viewed as likely
– Budget Stabilization Fund/Rainy Day Account
– Future ETF appropriations could be reduced
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Overview of Budget Situation 
(cont’d)

 Local Revenues

– Ad Valorem – likely to be stable

– Sales/Use - ?? 
• Probably down somewhat in most areas
• Flat/up in a few jurisdictions
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Overview of Budget Situation 
(cont’d)

 Federal Revenues

– The Federal CARES Act (Coronavirus Aid, Relief and 
Economic Security Act) appropriates $30.75 billion to 
education.

– ALSDE is scheduled to receive $216.9 million, at least 90% 
of which ($195.3 million) is for local school systems.

– Further distribution based on Title I funding.
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Overview of Budget Situation 
(cont’d)

 Broad range of uses of CARES Act funds, including 
technology, meals, sanitization and other expenses 
necessary in connection with Coronavirus support.

 Future legislation?
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Operating Loans/Lines of Credit

 Alabama is a “Dillon’s Rule” state – governmental bodies 
only have those powers granted to them by the Legislature 
of Alabama.

 Two statutes authorizing short-term or operating borrowing:
– §16-13-145 (older method)
– §16-13-300 (newer method)
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Older Method - §16-13-145

 Authorizes a board to borrow in anticipation of current 
revenues, if funds on hand are not sufficient to pay salaries 
and other current expenses

 “Unsecured” borrowing – not backed by a pledge of 
specified local revenues

 Requires the Board to determine, on an ongoing basis, that 
the loan balance does not exceed a formula prescribed by 
law (Total SDE-approved revenues LESS current revenues 
received LESS expected debt service)

 Still “good law” and is used by some lenders in their form 
loan documents.
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Newer Method - §16-13-300

 Issuance of Warrant and pledge of a local revenue source
– Authorized “for the purpose of providing any money or moneys 

deemed necessary by the board to provide for the 
administration and operation of the board to the expiration of 
the then current fiscal year.”

 Eliminates the cumbersome rolling available amount 
calculation required under §16-13-145.
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Newer Method - §16-13-300 
(cont’d)
 A warrant issued by a Board under §16-13-300 may not be 

a general obligation; rather, the Board must identify and 
pledge a revenue or revenues available for that purpose.
– Ad valorem tax
– Sales tax
– Other revenue source

 Unlike the older method, warrants must be approved by the 
State Superintendent of Education.
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Practical Considerations

 Usually these lines of credit do not qualify for federal tax-
exempt treatment (still exempt from Alabama income 
taxation).

 Very often short-term borrowings bear interest at a variable 
rate (for example, LIBOR + ___%), which requires “specific 
approval” of the State Superintendent of Education.
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Practical Considerations
 Maturity of Loan

– While technically not a requirement of state law, it is 
good budget procedure to have the short-term borrowing 
mature at the end of the current fiscal year.

 No requirement that a Board utilize a request for 
proposals (RFP) process, but…
– Compare interest rates and fees (e.g., “unused facility” 

fee, commitment fee, etc.)

 Remember “Dillon’s Rule” – standard bank forms and 
notes are discouraged.
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Questions and Answers
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