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Educating Board Members



Educating Board Members

 With a Board election every two years (and the 

possibility of Board appointments in between), the 

level of Board member knowledge about a 

community college’s debt may vary significantly 
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Educating Board Members

 Best Practices

 Include a discussion about the College’s existing 

bonds in new Board member orientation

 Hold a “Bonds 101” review for the Board annually

 Topics may include call features (and corresponding 

refunding opportunities), debt levy versus debt paid 

from operating funds, borrowing capacity, and bond 

market dynamics
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Financial Policies and 

Procedures



 The adoption of certain financial policies and 

procedures help a community college:

 Maintain transparency with the public

 Assist in continuity as Boards and administration change 

over time

 Manage its resources as effectively as possible

 Achieve a strong credit rating

Financial Policies and Procedures
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 Key policies include:

 Fund balance policy

 Debt management policy, which also addresses 

continuing disclosure practices and compliance with SEC 

and IRS requirements

 Investment policy

Financial Policies and Procedures
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 Key procedures include:

 Maintain a master facilities plan with needs and funding 

sources identified 

 Update and present long range financial projections to 

the Board at least annually

 Provide a report on investment holdings to the Board of 

Education at least quarterly

 Present year-to-date revenues and expenditures versus 

budget to the Board on a monthly basis

Financial Policies and Procedures
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 Best Practice

 Make sure certain financial policies and procedures are 

in place at your community college

 Review annually to ensure process and reporting are in 

compliance with policy

Financial Policies and Procedures
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Credit Rating



 A bond rating is an alphabetical and/or numeric 

symbol used to give relative indications of credit 

quality of a bond issue

 Bond ratings play a prominent role in the municipal 

bond market.  A rating is almost obligatory for the sale 

of any major bond issue in the public market

Credit Rating
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Credit Rating Scales and Definitions
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 Best Practice

 Review and implement policies and procedures that 

are best for a rating outcome prior to needing a 

rating review for a bond issue 

 With the help of its municipal advisor, a community 

college should prepare a comprehensive 

presentation for a discussion with a rating agency

Credit Rating
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 Provides a rating agency with an opportunity to make 
sure a credit rating does not become “stale”

 Accountability to the investor community

 Regulations and policy require at least a “passive” review 
annually

 Frequency of “active” surveillance may vary, but it is 
typically at least once every couple years

 The community college is provided with a list of 
questions

 It’s important to be responsive 

 Typically given a couple weeks to prepare for the call

What is a Rating Surveillance Call?
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 Best Practices

 Treat surveillance calls like a rating presentation for a 

bond sale

 Talk the analyst through your written responses (eg: power 

point)

 Review the College’s most recent rating report and be 

prepared to address any inconsistencies 

 Consult with your municipal advisor as soon as you 

receive the email or phone call requesting the 

surveillance call

Rating Surveillance Call
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Call Features on Bonds



 Section 3A-13 of the Community College Act allows refunding 

bonds to be issued, subject to Board approval, to refinance 

previously authorized 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 payments

Refunding Bonds
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 Municipal bonds are not immediately callable (i.e. eligible to be 

paid off and reissued)

 The call date is the date on which the College can pay off the 

remaining principal of its bond issue

Refunding Basics
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Bonds 

sold:

10/1/24

Call date 

on Bonds:

12/1/34

Final maturity 

on Bonds: 

12/1/43

Callable maturities on the Bonds



 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 does not allow for a tax-exempt advance 

refunding

 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 tax-exempt 

current refunding's

Refunding Basics
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 Best Practice

 Know the call dates on your College’s outstanding 

bonds

 Enables you to be proactive about opportunities to lower 

debt service

 Helps you plan for future bond issues

Call Dates
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Reimbursement Resolution



“Look Back” Period

 The IRS allows community colleges to reimburse itself with 

tax-exempt municipal bond proceeds for previously paid 

expenditures

 There is a 60 day “look back” period

 The Board of Trustees must adopt a reimbursement 

resolution not later than 60 days after the expenditure is 

paid

 Such resolution must include the maximum principal amount of 

bonds expected to be issued and a description of the project

 Preliminary expenditures, including architect’s fees may be 

reimbursed, regardless of when it was incurred
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Reimbursement Period

 The College must issue bonds within the later of 

18 months after the date the expenditure was paid 

or 18 months after the property financed by the 

expenditure was placed in service

 No later than three years from the date of the 

expenditure
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Reimbursement Resolution

 Best Practice

 Once a community college has decided to issue tax-

exempt bonds to finance capital projects, it should 

consider bringing a reimbursement resolution to the 

Board of Trustees for approval

25



26

Method of Sale



27

Sale Type
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Types of Public Offerings
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Choosing the Method of Sale
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Method of Sale

 Best Practice

 Consult with the College’s municipal advisor about which 

method of sale should be selected for your bond issue
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Parameters Resolution



Parameters Resolution

 A Board of Trustees may authorize a parameters 

resolution for the sale of its bonds

 Delegates the approval of the sale to administrators 

and/or Board members

 The resolution is valid for six months after adoption

 Provides a community college with the ability to adjust 

its sale date

 If after six months bonds have not been sold, the 

Board may adopt a new parameters resolution
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Parameters Resolution

 The resolution sets forth several parameters, 

including:

 Maximum total annual and total par amount

 Maximum annual debt service payment

 Maximum interest rate

 If for a refunding, a minimum present value savings 

level
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Parameters Resolution

 Best Practice

 A Board of Trustees should adopt a parameters 

resolution for the sale of municipal securities

 Provides the College with ultimate sale timing and method 

flexibility 
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IRS Reasonable Expectation Tests



 When issuing tax exempt bonds, the College should consider 

the following IRS requirements:

 The College must reasonably expect to spend or 

contractually obligate 5% of a bond issue within six 

months of issuance

 The College must reasonably expect to spend 85% of the 

bond proceeds in three years

 The College must diligently spend the bond proceeds

 During the aforementioned 3-Year “Temporary Period,” bond 

proceeds may be invested at materially higher yields than 

the bond yield

IRS SPEND DOWN REQUIREMENTS
IRS Reasonable Expectation Tests
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 Best Practice:

 A community college should work with its architect 

and/or construction manager to establish an 

estimated monthly draw schedule as soon as possible

 Doing so will enable your municipal advisor to 

determine whether the bonds may be sold all at 

once per IRS rules, and whether the College can 

qualify for one or more exceptions from arbitrage 

rebate (see next section)

IRS SPEND DOWN REQUIREMENTS
Construction Draw Schedule
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Arbitrage Rebate Exceptions



Arbitrage Rebate

 Arbitrage generally refers to investing tax-exempt 
proceeds in certain taxable investments that provide 
higher investment yields than the yield paid on the tax-
exempt bonds
 The Federal government is providing a subsidy through lower borrowing 

costs and forgoing tax revenues so the College should not get a double 
benefit through arbitrage

 Arbitrage profits
 Generally, have to be paid to the Federal government

 Payment of arbitrage profits to the Federal government is called “rebate”

 Every five years and at the final retirement  of all the Bonds, Issuer 
must pay (or rebate) arbitrage profits to the Federal government

 Certain exceptions 
 Spending down all proceeds within certain time frames/meeting 

spending benchmarks
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 With higher short-term investment rates, be mindful of the 

potential to earn arbitrage on bond proceeds

 Spend down requirements for arbitrage rebate purposes 

differ from the benchmarks for tax exemption

 Even if all the arbitrage spend down requirements cannot be 

met, keep track so the excess is not spent

 $15 million small issuer exception for community college 

construction issues to be exempt from arbitrage rebate

IRS SPEND DOWN REQUIREMENTS
Arbitrage Considerations
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 Best Practices

 Understand the general rules regarding arbitrage rebate

 Engage your municipal and investment advisors to 

prepare analysis that will help the College satisfy IRS 

requirements and maximize interest earnings

IRS SPEND DOWN REQUIREMENTS
Arbitrage Considerations
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Questions? Contact Us

Steve Adams
Director

PMA Securities, LLC

sadams@pmanetwork.com

618-230-8051

Tammie Beckwith Schallmo
Senior Vice President, Managing Director

PMA Securities, LLC

tschallmo@pmanetwork.com

630-657-6446

mailto:tschallmo@pmanetwork.com
mailto:tschallmo@pmanetwork.com
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