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• Rating Agency Preparation
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• Method of Sale
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The Official Statement
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OFFICIAL STATEMENT

 The Preliminary Official Statement (POS) and Final Official
Statement (OS) are prepared by, or on behalf of, the College in
connection with a primary offering of its bonds
 The OS discloses all material information on the offering
 The OS is the main source of anti-fraud liability in a municipal
transaction
 The obligation for the accuracy and completeness of the
disclosure lies with the College
– Experts may assist, but cannot completely discharge, the College’s
obligation
– The College, Underwriter, Financial Advisor, Attorneys (Underwriter’s
Counsel/Disclosure Counsel/Issuer’s Counsel) all have potential antifraud liability for material misstatements and omissions in an OS
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WHY IS IT IMPORTANT?

• Reviewed by rating agencies and insurers when
evaluating credit
• Used to market the securities to prospective investors
– Gauge interest prior to sale
– Provides material disclosure information needed to make an
informed investment decision
– The POS and OS have become more important in light of insurer
downgrades and current credit environment
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WHY IS IT IMPORTANT?

• The ISSUER’S document
– YOU are the expert on YOUR college!

• Stringent legal disclosure requirements
– The College’s Board of Trustees and administration are held
accountable for the adequacy of the information disclosed
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RELEVANT INFORMATION AND PROCESS

• Material information concerning the issuance of debt
– Prospective investors review the Preliminary Official Statement
(POS) in order to make informed decisions regarding credit
quality and risk
– Focus should be on relevant factors regarding creditworthiness
of the Issuer
– All facts that could impact the creditworthiness of the Issuer
need to be disclosed

• Your financial advisor and underwriter should allow
sufficient time to review a first and second draft of the
POS
• Consider engaging disclosure counsel to review the
adequacy of disclosure in the POS
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RELEVANT INFORMATION

• General disclosure items regarding the securities
– Purpose
– Authorization
– Security
– Tax status

8

RELEVANT INFORMATION

• Expenditures

Expenditures

– Pension benefits
– OPEB

• Debt and financial obligations

Debt and financial

– Outstanding debt

– History of default

– Overlapping debt of the College

– Future financings

• Cash flow financings (if applicable)
– History of short-term borrowings
– Short-term borrowings could be a sign of stress
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RELEVANT INFORMATION

• Financial statements
– Audited financial data
– Budget summary

• General revenue base
– Five years of historical data for all revenue sources
– Discussion of major changes (±10%), if applicable
– Breakdown and growth of equalized assessed value
– Historical tax rates for the Issuer and overlapping bodies
– Largest taxpayers
– Applicability of tax caps
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RELEVANT INFORMATION

• Demographics and local economy
– General history of Issuer
– Census data (regarding wealth levels, home value,
education levels)
– Age of residents
– Largest employers
– Unemployment statistics
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CHANGES IN CONTENT

• The POS document framework is continuously evolving
– Nature of data and narrative descriptions are frequently
reviewed for updates as the municipal market seeks to meet
investor demands for information

• Recent focus
– Capacity of facilities
– Pension and OPEB funding
– Expanded continuing disclosure and MCDC initiative
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CHANGES IN CONTENT

• Benefits of complete and accurate disclosure
– Facilitates investor relations and improved market access
– Sufficient disclosure of favorable information strengthens a
positive credit profile
– Sufficient disclosure of unfavorable information demonstrates
management’s understanding of potential problems and its
proactive approach to remedying them
– Sufficient disclosure keeps the College out of the SEC’s
crosshairs
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DUE DILIGENCE CALL

• Purpose: to allow the Underwriter and Disclosure
Counsel the opportunity to ask questions about the
College that may be material to investors
– Another important step in making sure the POS/OS is as
thorough as possible

• Timing: at the time of the rating call or earlier
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Rating Agency Presentations
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WHAT IS A CREDIT RATING?

• A credit rating is an opinion about credit risk
– Ability and willingness of an issuer to meet its
financial obligations in full and on time
– Likelihood of default

• Helps investors determine whether to invest in
a community college’s bond issue
• Higher credit rating = lower cost of borrowing

CREDIT RATING SCALES

Investment Grade

Non-Investment Grade

Moody's
Aaa
Aa1
Aa2
Aa3
A1
A2
A3
Baa1
Baa2
Baa3

S&P
AAA
AA+
AA
AAA+
A
ABBB+
BBB
BBB-

Fitch
AAA
AA+
AA
AAA+
A
ABBB+
BBB
BBB-

Kroll
AAA
AA+
AA
AAA+
A
ABBB+
BBB
BBB-

Ba1
Ba2
Ba3
B1
B2
B3
Caa
Ca
C

BB+
BB
BBB+
B
BCCC+
CCC
CCC-

BB+
BB
BBB+
B
B-

BB+
BB
BBB+
B
BCCC+
CCC
CCCCC
C
D

D

CCC
DDD
DD
D

Extremely strong capacity to meet financial obligations.
Very strong capacity to meet obligations.

Strong financial capacity but susceptible to adversity.
Adequate financial capacity but adverse conditions will
lead to weakness.

Non-Investment Grade Speculative

Highly Speculative

Extremely Speculative

Default

CREDIT ANALYSIS

• Key variables in a municipal credit analysis*
–
–
–
–

Management (20%)
Local economy (30%)
Financial position (30%)
Direct and Overlapping Debt as well as pensions
(20%)

*Weights are for Moody’s

RATING PRESENTATION STRATEGY

• Deliver a detailed credit rating presentation to
the credit rating analyst
– In person or over the phone

• Ask for the credit rating that you believe should
be assigned to the College’s bonds

RATING AGENCY PRESENTATION TOPICS

• Development that is taking place within your
College’s boundaries
• Status of existing TIFs and the possibility for
additional TIFs
• Expected EAV trends
• Status of significant property tax appeals (PTAB)
• OPEB liability
• Enrollment trends
• Union contracts
• Revenue raising flexibility

RATING AGENCY PRESENTATION TOPICS

• Various policies
– Fund balance
– Investment (and frequency of reports to the Board)
– Debt Management

• Capital improvement plan
• Fund balance history
• How close the College’s individual tax rates are to
the statutory maximum rates
• Budget-to-actual performance
• Direct purchase debt
• Future facilities/financing needs

WHAT IS RATING SURVEILLANCE?

• Provides a rating agency with an opportunity to make
sure credit ratings do not become “stale”
– Accountability to the investor community
– Regulations require at least a “passive” review annually

• Frequency of active surveillance may vary, but it is
happening more often than before
• The College will be provided a list of questions
– Be responsive

SURVEILLANCE CALL BEST PRACTICES

• Treat the surveillance call like a rating
presentation for a bond sale
– Take time to prepare detailed responses to each
question

• Talk the analyst through your written
responses
• Consult with your financial advisor and/or
underwriter as soon as you receive the email
or phone call requesting the surveillance call
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SURVEILLANCE CALL CONSIDERATIONS

• Has the College done everything communicated
the during the last rating review?
– Review the most recent rating report
– Be prepared to address differences

• What circumstances have changed since the last
rating review?
• Has anything made it difficult to achieve what was
anticipated during the last rating review?
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MOODY’S ISSUER COMMENT REPORT (ICR)

• Issuer Comment Reports were launched by
Moody’s earlier this year
– Updates key ratios and other data

• Will be provided annually
– The goal is to provide the investor community with upto-date credit information about an issuer
– It does not announce a rating action

MOODY’S ISSUER COMMENT REPORT (ICR)

• Moody’s should contact the College at least two
weeks before it forwards a draft of the ICR for
review
– The District will have three days to review the draft
– Ask your financial advisor or underwriter to review it
for you

• Moody’s will continue to review a College’s
credit rating each year
– The ICR fills in the “gap” in between the formal rating
review

Refundings
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REFUNDING BONDS

• Community colleges may issue refunding bonds to refinance
previously issued bonds
• Under most circumstances, the refunding bonds do not require
further approval by the public as long as the refunding bonds are
issued pursuant to the prior authorization
• Refunding bonds are issued for the following reasons:
•

To reduce debt service payments like a home mortgage refinancing

•

To restructure bonds/change the debt repayment schedule
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HISTORICAL INTEREST RATES
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*The Municipal Market Data “MMD” is a AAA municipal bond market index produced by TM3. As of October 6, 2016.
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REFUNDING BASICS

• A community college issues new refunding bonds
• The proceeds from the refunding bond issue are
deposited into an escrow
• The proceeds and escrow interest earnings must be
sufficient to pay refunded principal and interest up the
call date
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REFUNDING BASICS

• The call date is the date on which the issuer can payoff the
remaining principal of its bond issue (municipal bonds are not
immediately callable)
• Advance refunding
– Refunding bond issue that closes 91 or more days in advance of the call
date
– Refunding proceeds invested in an escrow until the call date
– The U.S. tax code only allows for one tax-exempt advance refunding in
the “life” of a bond issue
– The Government Finance Officer Association recommends an advance
refunding should generate a minimum of 3% to 5% in savings

• Current refunding
– Current refunding bonds need to close within 90 days of the call date
– At this time, U.S. tax code allows for multiple current refundings
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REFUNDING ANALYSIS OVERVIEW

• When short-term investment rates are low, longer
escrows can be inefficient
• When evaluating an advance refunding, a community
college must balance the benefit of locking in the savings
(or portion thereof) versus waiting until the call date to
reduce the escrow inefficiency
– Value of bank qualification
– Calculate the break even market movement which is
the amount rates can increase to be indifferent
between an advance refunding and a current refunding
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ESCROW INVESTMENTS

• In an advance refunding, the proceeds of the refunding
bonds are invested in US Government securities held in
escrow that mature at the call date
• State and Local Government Securities (SLGs) were
designed by the Bureau of the Debt to be used in
refunding escrows
• When the Federal Government exceeds its debt limit, US
Treasury Securities may be purchased in a Refunding
Escrow
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NEGATIVE ARBITRAGE AND ESCROW
INVESTMENTS

• Low short term interest rates in a refunding escrow can
harm refunding savings
• If the refunding escrow can’t earn at least up to the yield
on the refunding bonds, the difference between the bond
yield and the escrow yield results in negative arbitrage
• Negative arbitrage causes the refunding bond issue to
be larger than it otherwise would be given higher short
term interest rates and deducts savings from the
refunding (inefficient escrow)
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NEGATIVE ARBITRAGE EXAMPLE

• Utilizing a State and Local Government Securities (U.S.
Treasury Securities) funded escrow, PMA’s current PV
saving estimate: $345,187 or 6.68% of the bonds refunded
– The maximum allowable escrow yield is higher than the yield from
SLGS which reduces the amount of PV savings (“Negative Arbitrage”)
Escrow Fund Cashflow
Date

Principal

Rate

Interest

Receipts

Disbursements

Cash Balance

12/01/2016
01/01/2017
07/01/2017
01/01/2018

102,337.00
89,645.00
5,254,904.00

0.240%
0.500%
0.570%

2,544.06
15,236.80
14,976.47

0.42
104,881.06
104,881.80
5,269,880.47

104,881.25
104,881.25
5,269,881.25

0.42
0.23
0.78
-

Total

$5,446,886.00

-

$32,757.33

$5,479,643.75

$5,479,643.75

-

Investment Parameters
T otal Cost of Investments

$5,446,886.42

T arget Cost of Investments at bond yield
Actual positive or (negative) arbitrage

$5,373,544.00
(73,342.42)

Yield to Receipt
Yield for Arbitrage Purposes

(1) Based on current market conditions, plus 0.25%.

Economic Constraint:
Legal Constraint:

0.5693835%
1.8629756%

SAVINGS REFUNDINGS

• Most refundings are done for savings where the interest
cost on the new bonds is less than the old bonds,
thereby creating savings
• Debt service savings can be equal in each year over the
life of the bonds, taken all upfront, taken at the end of the
debt service schedule or something in between

36

RESTRUCTURING REFUNDINGS

• Acceleration – typically saves interest cost
• Stretch out – typically costs more over time
• Restructure to create room for new money needs,
thereby reducing future tax increases
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FORWARD REFUNDINGS

• When bonds are not advance refundable, a forward
starting refunding may be appropriate in order to avoid
future interest rate increases
• A forward refunding occurs like a normal refunding but
with a delayed closing
• The closing can be delayed up to 9 months, however
investors will require additional yield on the bonds up to
5-7 (.05% -0.07%) per additional month
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Method of Sale
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PARTICIPANTS ON A BOND TRANSACTION

Financial
Advisor

Underwriter

Bond
Counsel

Disclosure
Counsel

Local
Counsel

Issuer

Bond
Insurance
Company

Rating
Agency
Bond
Registrar/
Paying
Agent

Escrow
Agent
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HOW ARE BONDS SOLD TO INVESTORS

• The two most common methods of sale are competitive
and negotiated
• The goal is to select the method of sale that will achieve the
lowest cost of borrowing

• Negotiated sale
• The District preselects an underwriter to sell its bonds to
investors
• The underwriter’s fee is negotiated
• Interest rates and yields are negotiated on the sale date, based
upon feedback from the underwriter and financial advisor

HOW ARE BONDS SOLD TO INVESTORS

• Competitive sale
• The College engages a municipal/financial advisor to
manage this process
• An underwriter is selected via a competitive sale in which
multiple bids are received to purchase the District’s bonds
• The bonds are awarded to the underwriter who offers the
combined lowest interest rate and underwriting fee

• Direct placement
– Less documentation, no rating, no underwriter or fewer legal
fees
– A term sheet is sent out to banks and other local units of
government that will provide a proposal to purchase the
bonds directly
– This process had proved effective for relatively smaller bond
issues paid off in approximately seven years or less
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GFOA Recommended Best Practices for Method of Sale

• A competitive sale is appropriate when:
– Issuer has a strong underlying credit rating at least in the “A” category
– General obligation bonds or full faith obligations (e.g. limited tax bonds,
alternate revenue bonds or debt certificates)
– Structure does not include special features that would require extensive
explanation to the market
– Issue size and average life is conducive to attracting investors

• A negotiated sale is appropriate when:
–
–
–
–

Issuer has a credit rating lower than “A”
Bond insurance is unavailable
Debt structure is complicated
Issuer wants input in how bonds are allocated among underwriting
firms
– Issuer wants to target retail investors
Source: Selecting and Managing the Method of Sale of State and Local Government Bonds (1994 and 2007) (DEBT), Government Finance
Officers Association (Best Practice). Please see the following link: http://www.gfoa.org/index.php?option=com_content&task=view&id=1582

The information contained herein is solely intended to suggest/discuss potentially applicable financing applications and is not intended to be a specific
buy/sell recommendation, nor is it an official confirmation of terms. Any terms discussed herein are preliminary until confirmed in a definitive written
agreement.
The analysis or information presented herein is based upon hypothetical projections and/or past performance that have certain limitations. No representation
is made that it is accurate or complete or that any results indicated will be achieved. In no way is past performance indicative of future results. Changes to
any prices, levels, or assumptions contained herein may have a material impact on results. Any estimates or assumptions contained herein represent our
best judgment as of the date indicated and are subject to change without notice. Examples are merely representative and are not meant to be all-inclusive.
The information set forth herein was gathered from sources which we believe, but do not guarantee, to be accurate. Neither the information, nor any options
expressed, constitute a solicitation by us for purposes of sale or purchase of any securities or commodities. Investment/financing decisions by market
participants should not be based on this information.
You should consider certain economic risks (and other legal, tax, and accounting consequences) prior to entering into any type of transaction with PMA
Securities, Inc. or PMA Financial Network, Inc. It is imperative that any prospective client perform its own research and due diligence, independent of us or
our affiliates, to determine suitability of the proposed transaction with respect to the aforementioned potential economic risks and legal, tax, and accounting
consequences. Our analyses are not and do not purport to be appraisals of the assets, or business of the District or any other entity. PMA makes no
representations as to the actual value which may be received in connection with a transaction nor the legal, tax, or accounting effects of consummating a
transaction. PMA cannot be relied upon to provide legal, tax, or accounting advice. You should seek out independent and qualified legal, tax, and accounting
advice from outside sources. This information has been prepared for informational and educational purposes and does not constitute a solicitation to
purchase or sell securities, which may be done only after client suitability is reviewed and determined.
Forecast5 Analytics, Inc., is an affiliate of PMA, a data analytics company which offers software and other products and related consulting services to local
units of government. These products include 5Sight, 5Maps, 5Share, 5Lab and 5Cast (long range financial planning). Unless otherwise stated, separate
fees are charged for each of these products and services. Moreover, certain employees of the PMA Companies are also officers or employees of Forecast5
and earn compensation and stock grants from this entity.
Securities, public finance and institutional brokerage services are offered through PMA Securities, Inc. PMA Securities, Inc. is a broker-dealer and municipal
advisor registered with the SEC and MSRB, and is a member of FINRA and SIPC. Prudent Man Advisors, Inc., an SEC registered investment adviser,
provides investment advisory services to local government investment pools. All other products and services are provided by PMA Financial Network, Inc.
PMA Financial Network, Inc., PMA Securities, Inc. and Prudent Man Advisors (collectively “PMA") are under common ownership. Securities and public
finance services offered through PMA Securities, Inc. are available in CA, CO, FL, GA, IL, IN, IA, KS, MI, MN, MO, NE, OH, OK, PA, SD, TX and WI. This
document is not an offer of services available in any state other than those listed above, has been prepared for informational and educational purposes only
and does not constitute a solicitation to purchase or sell securities, which may be done only after client suitability is reviewed and determined. All investments
mentioned herein may have varying levels of risk, and may not be suitable for every investor. For more information, please visit us at www.pmanetwork.com.
For institutional use only.
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