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SALE OF DEBT SECURITIES BY CHURCHES 

Thia Releaae � eta forth the atandards and pro9edures which 
generally will be followed with respect to 3n application filed 
by a church for perMit to issue promi6sory notes or other debt 
eecuritics pursuant to Section 25113 o f the Corporate Secu~ities 
Law of 1968. · 

Under the Corporate Securities Law of 1968, the public sale 
of promissory notes or other debt securi tics by a church orcli­
narily must be qualified by obtaining a per~it from t ~e Comis­
aioner of Corporation• prior to the offer. lf the cfferi~g cf 
the church securities is addressed to the g•n~ral p~tlic wi tho-.t 
liaitation, co111pliance with the Rules of the Cor.v11issi0:,er g ener­
ally applicable to public offerings of debt securities is r ~~~crcd, 
and reference ahOuld be had to these Rules, especially nu!es 
2,0.140. 4 and 260.140.5. However, if the of:ering is limitcJ to 
raeiabara of the church and persons closely related to tht,r, (see 
pan,qraph 5 below), the co...iasioner wi 11 asau,ne that their i s.v<!st­
ment decision ia based, in part at least, upon reli9l0~s and c~ar­
itable intentions. In that event , the church h expected to ir.e<>t 
the following mini� um requirements, 

l . A written application for qualification of t~e s~le 
and issuance of the aecurities must be fil~d wit~ 
the Department, accompanied by the atatutory filir.g 
fee (aee paragraph 9, belov), The application should 
have•• ita firat page the facing peg• req~ired by 
Section 260.110 of th• Commisaioner'• RuleE, and 
ahould contain the inforaation required by Section 
260.113 of aaid Rule�• rona of the facing page and 
application for qualification by perait II&}" be obtair,ed 
at any office of the DepartJftent. The appr~priate blanlta 
of the facing page and application ton ehould ~~ --· 
plated a• indicated thereon, and additional information 
H requind balov ahould be aet forth in it- 19 of the 
fon. 

l. If -.n, ponion of the net proceed• fro• the � ale of the-1u- la to be uaad for the conatructlon of a aanc­
~ or other rNl aatate iaprov-nta, • detailed plan 
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of such conatruction and a etatement of eatiNated coat 
�hould be � et forth vith respect to each part of the 
project. The coet ••timate � hould be � ubstantiate d by 
a statement of a qualified contractor o r other qualified 
and independent person. The application should shov that 
vith the proceed� of the proposed financing, the appli­
cant vill have fund� � u~fic ient to complete the pro j e c t . 

l. The application should show that the aggregate ainount of 
indebtedne� a of the applicant, including that propos ed 
to be incurred, will bear a rea� onable relationship to 
the reaource� available to the applicant for the purpoae 
of aeatlnq co-itaenta on account of principal and inter­
e� t. Por thi• purpo� e the applicant's receipts arc com­
puted on the basis of peat experience. Inasmuch as many 
churches allocate one-third of their receipts for benev­
olent expenditure� and one-third for operational costs, 
including aalarie� , an aggregate &1110unt of indebtedness, 

·including th&t propo� ed to be incurred, which can be 
serviced as to principal and interest vith one-third of 
tbe applicant'� weekly receipts, is presW11ptively reason­
able. Rovever , the applicant aAY be able to justify incur­
ring a larger indebtedne� a by deaonatrating it� ability to 
devote aore than one-third of its receipts to the service 
of its indebtedness, by deaon� trating that an increase in 
it� receipts ia to be anticipated in line vith significant 
pa� t experience or a� a re� ult of the iaprove-nta to be 
prowide.i vith the proceed• of the propoaed financinq, or 
for other appropriate reaaona. 

4. The application � hould ahow that the board of trustees 
of the applicant ha• adopted a resolution, copy of which 
ahov.ld be attached to tha application a � an exhibit1 

(al providing for a fund devoted exclusively to the 
payment of intereat and principal on the debt 
securiti•• proposed to be la� ued and pledqing 
a apecified portion of the weekly receipt• of 
the applicant to tha payaant of auch interest 
aad principal. The portion � o pledqed ahould 
be aufficient for the payaent of current inter­
eat and aaturinq inatallment� of principal, 

(bl pcoviding that all aonie• collected fr0111 the 
Nla of ••curitie� �hall be accumulated in a 
t.ruat account available only for expenditure• 
• .a-t of the project for vhich the indebt­
...... 1a to be iDcurredr and 
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5. 

6. 

7. 

8. 

(c) providing that such fund and trust account shall 
be maintained with and administered by a California 
bank or savings and loan association. 

The application and offering circular should indicate that 
the sale of the debt securities will be limited to a oroup, 
each of which is an individual who, prior to his solicita­
tion for the purchas2 of a note, was a me~er of, contribu­
tor to, or participant in, the church or in any opecified 
program, activity or organization which constitutes a part 
of the church, or who is an ancestor or descendant of such 
an individual. 

Because of the limit~d scope of the offering, c o lTll'l'lis~ioi .~ 
- if necessary at all - should bi: at reduced rates corn;:·,~-n­
surat.e with t..'1e sales cf~ort of the b::o;':er and tl.'d:1:; intc 
consideration any 6pt..!c.:.al sP:-v1ccs .,.,,\,-...:·· rray be rc:-.J.cre.::1 
to the church. In an:}' event, the Afi\O':..mt p.i~•ai,lc on zscc..-:;unt 
of connissions si,all r.ot exceed 2 l/2 i oi the i1,or.ie.s co~ ­
lected from the sale of securities. 

Appropriate limitations shoul~ be impos... J upon the tri"r sfc.r 
of the debt securiti&s (and suc)1 liffiitatir~~ should Le· ~~t 
forth and explained in the of:..!::in<; c1rcu!.1:) ~o a~ t.:::, "7c.l:,­

tain ownership of t he cicbt. securit1es wi t.,i:l tb? qrcu;) il~ 

of the date of transfer specified p~rs~~nt ~o par~~,~i,i. 5. 
Such limitations st-.ouj.C allow transfers by way of sule r.Jnl~· 
to members of such group b"'t p,:,rrr,!.t suet-, debt sec~ritics to 
be transferred to any person Oy way of gift or as security 
for a loan. 

Thts offering should be accorr,panicd by full and ccrr.;,lete 
disclosure of t)1e ter~s and cc~~1t1o~s of ci1e pro~os~rl 
financing in terms whic'.'l ·.,,ill t..c undvr~to,:,d bJ th\.! :-pr-
sona to whom the offering is directed. S'Jch d1sclcs..:r~ 
should be r.:ade by me3.ns of an offerinq c ..:rcular prero::-cd 
by the applicant and attached as an exhibit to th~ a;:,;:,li ­
cation. The offerinq circular should include a ~tate~e~~ 
of the purposes to whici1 the procePc1s from the sal- of 
securities will be appli•1, t!le resources available for 
repayment of th.a indebtedness w1.t.!l i:--.t.ercst thcrC>on, t.~P 
manner in which such repayment in prcpos~d to be muC~ and 
the information specified in paragraph 7. If tt,e p1:=c:,asers 
of the aecurities are given t~e opportur.1.ty to -•ake paJ~er.t 
therefor by mean� of borro\1ins- or other finar.ci:1g proc~­
dures, these procedures ahould be clear!y set fortr., an1 
all expenaes and charges, including thos~ on account of 
interest or loas of interest, if any, � hould be disclosed. 
The offering circular &hould not include ambiguous or 
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alaleacl1119 language. Such terms•• "lay-avay plan•, •safe 
inNatltant.• or •re.,.nu• bonda• vill not be approved . unse­
cur.. prcaia..,ry note• -y not be deacribed •• "bond•"· 

flle flll-, fM 1• ,100 plua 1/10 of 1, of the face uaount 
ef tile pn.laeory not•• or other clebt aecuriti•• � ought 
to be aol4 ln California. (The Law provi4H that in no 
ev,ut. alMlll th• 1199raCJata f•• be aora than $1,500.oo. l 

10. If t.lla .-za,lt 1• 9ranted, it will ordinarily be effective 
fo,; a ..rlN of U aonth•. 

Ia th• 41�--tloa of tile CO-l� aioner, al.allar atandarda vill ba 
appli.. la -1..- altuatlon• in which other charitable organi­
aau- aN a..i,lnv financln9. 
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