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Present law Tax-exempt bonds Interest on State and local governmental bonds generally is excluded from
gross income for Federal income tax purposes if the proceeds of the bonds are used to finance direct activities
of these governmental units or if the bonds are repaid with revenues of the governmental units. Activities that
can be financed with these tax-exempt bonds include the financing of electric power facilities ( i. e., generation,
transmission, distribution, and retailing ). Interest on State or local government bonds to finance activities of
private persons ( private activity bonds ) is taxable unless a specific exception is contained in the Code ( or in
non-Code provision of a revenue Act ). The term private person generally includes the Federal Government and
all other individuals and entities other than States or local governments. The Code includes exceptions
permitting States or local governments to act as conduits providing tax-exempt financing for certain private
activities. In most cases, the aggregate volume of these tax-exempt private activity bonds is restricted by annual
aggregate volume limits imposed on bonds issued by issuers within each State. For calendar year 2007, the
State volume cap, which is indexed for inflation, equals 85 per resident of the State, or 256. 24 million, if greater.
10 The tax exemption for State and local bonds also does not apply to any arbitrage bond. An arbitrage bond is
defined as any bond that is part of an issue if any proceeds of the issue are reasonably expected to be...
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