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Overview of Limited Tax Financing Options



Market Update
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AAA Municipal Market Data (“MMD”) during the past 5 years

Note: Reflects market conditions as of February 18, 2010

Source: Thomson Financial
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Municipal Yield Curve Comparison

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

1 2 3 4 5 6 7 8 9

1
0

1
1

1
2

1
3

1
4

1
5

1
6

1
7

1
8

1
9

2
0

2
1

2
2

2
3

2
4

2
5

2
6

2
7

2
8

2
9

3
0

2/18/2010

2/18/2009

2/15/2008

2/16/2007

2/18/2005

2/18/2003

AAA MMD curves during the past 7 years

Term (years)

Note: Reflects market conditions as of February 18, 2010

Source: Thomson Financial

MMD Yield Curve

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

1 2 3 4 5 6 7 8 9

1
0

1
1

1
2

1
3

1
4

1
5

1
6

1
7

1
8

1
9

2
0

2
1

2
2

2
3

2
4

2
5

2
6

2
7

2
8

2
9

3
0

2/18/2010

2/18/2009

2/15/2008

2/16/2007

2/18/2005

2/18/2003

AAA MMD curves during the past 7 years

Term (years)

Note: Reflects market conditions as of February 18, 2010

Source: Thomson Financial

MMD Yield Curve

AAA MMD curves during the past 7 years

Term (years)

Note: Reflects market conditions as of February 18, 2010

Source: Thomson Financial

MMD Yield Curve



Moderately Improved Tax-Exempt Market Efficiency

20-Year Build America Bonds & Tax-Exempt Bonds 02/22/10

Aa Tax-Exempts Expressed as 20-Year Tax Exempt MMD + 35 Basis Points T/Exe Average = 4.828%

Aa Taxable BAB Expressed as Taxable Rate x [1- 0.35]% as Issuer Net Rate BABs Average = 3.836%

Sources: Municipal Market Data; Tax-Exempt rates T/Exe Estimated Rate for 02/22/10 = 4.350%
Bloomberg Data; Daily closing Treasury Yields BABs Estimated Rate for 02/22/10 = 3.796%

Notes: Graphs utilize a 5 Trading-Day Moving Average to demonstrate market trend effects Net BABs Benefit for 02/22/10 = 55 bps 
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Significant new issuance as Taxable BABs has reduced Tax-Exempt supply, and 

contributed to improved efficiency in Tax-Exempt markets for highly rated credits.
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The Treasury Curve is Becoming Moderately Steeper

Treasury Yield Curves

10-Year Historical; Bloomberg Data

Maturity (Years): 1 2 3 5 7 10 12 15 20 25 30

High Yield 6.44               6.93               6.88               6.83               6.83               6.57               6.54               6.49               6.41               6.33               6.25               

High Date 05/15/00 05/18/00 05/18/00 05/08/00 05/18/00 05/08/00 05/08/00 05/08/00 05/08/00 05/08/00 05/08/00

Low Yield 0.26               0.65               0.88               1.26               1.59               2.08               2.13               2.19               2.31               2.42               2.53               

Low Date 12/01/09 12/16/08 12/16/08 12/18/08 12/18/08 12/18/08 12/18/08 12/18/08 12/18/08 12/18/08 12/18/08

Average Yield 2.93             3.20             3.43             3.86             4.17             4.42             4.47             4.54             4.66             4.78             4.91             

Current Yield 0.37             0.91             1.48             2.47             3.25             3.80             3.89             4.03             4.27             4.50             4.73             

02/22/10
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The Short Sector of the yield curve is well supported by a low Fed-

Funds rate and flight to quality.  The Long Sector is beginning to 

steepen and trend toward a longer term cost of capital.



Legislative Update and Financing Options



Statutory Debt Limit

2008 Equalized Assessed Valuation 4,617,764,493   

6.9% Statutory Debt Limit 6.90%

Gross Debt Limit 318,625,750      

Less Debt Outstanding: 32,045,424        

Net Debt Limit 286,580,326      

8



Working Cash Fund Debt Limit

9

2008 Equalized Assessed Valuation 4,617,764,493   

Maximum Education Fund Tax Rate 3.50%

Subtotal 161,621,757      

Plus Corporate and Personal Property

 Replacement Taxes 1,640,192          

Subtotal 163,261,949      

Times 85% 85%

Gross Working Cash Fund Bond Limit 138,772,657      

Less: Outstanding Working Cash Fund Bonds (32,045,424)       

Net Working Cash Fund Bonding Limit 106,727,233      
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Public Act 96-0501 – Debt Service Extension Base

• In 1994 issuers affected by the Property Tax Limitation Law  were allowed to continue to 

issue non-referendum bonds such as life safety, working cash and funding bonds as long as 

the debt service payments did not exceed the 1994 tax levy for debt service.  For the 

District, that amount was $4,893,766.

•Public Act 96-501 provides that starting in the year 2009, the debt service extension base 

must be increased each year by the lesser of 5% or the CPI for the prior calendar year.  This 

will allow school district to issue a greater amount of non-referendum bonds including life 

safety bonds, working cash fund bonds and funding bonds within their respective statutory 

limits.

• Due to the difficulty of estimating the CPI into the future, issuers must pledge additional 

funds to the repayment of the bonds just in case the CPI is less than anticipated.

• It is important to be conservative with the assumption of future CPI increases.  In the 

following example we have estimated future CPI at 1.5% for 2011 and thereafter.  The CPI 

for 2010 levy year is 2.70%.
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Public Act 96-0501

Bond Counsel and Rating Agency developing positions on Public Act 96-0501

1. Chapman and Cutler have determined that they will not depend on the County Clerk to 

abate any levy that is in excess of the CPI increase that actually materializes in future 

years – so they will only allow levies in the amount of the current DSEB (incorporating 

most recent CPI information).  Then the District will need to approve a supplemental 

bond levy concurrently with its operating levy annually.

2. Standard and Poor’s (S&P) have concluded that if future debt base increases are 

pledged to the repayment of bonds, then if the debt base CPI estimate is wrong in future 

years, the District will need to pay debt service from operating funds or funds on hand in 

the debt service fund.  Therefore, they are “notching” the bond rating one grade lower.  

So for example, if the District had an “A+” rating from S&P, the rating using future DSEB 

increases would be “A”, similar to their policy on operating fund debt service.

3. Moody’s so far, does not notch the bond rating on issues that assume a conservative 

increase in CPI.

4. The only bond insurance company still viable, Assured Guaranty/FSA, requires that 

upon issuance, the debt service on the bonds does not exceed the DSEB.  If insurance 

is required, the District will not be able to take advantage of future increases in CPI with 

the Debt Base.

5. Prior insurance commitments with Assured Guaranty/FSA may need to be amended or 

the bonds refunded.  



Working Cash Fund – The Internal Bank Account
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• The working cash fund is meant to act as an internal bank to provide cash flow between 

cash collections.

• The District NEEDS operating fund balances in order to avoid short term borrowing for 

paying bills in between tax collections.

• The District’s major revenue source – property taxes – are collected in March and the 

following September.  However, the September tax distribution is later each year due to 

assessment objections in Cook County.  

• Last year the fall distribution was December 3, 2009.  This year it could be as late as 

January or February 1st of 2011!

• In order to avoid short term borrowing, many school district set an operating fund 

balance target of 30% to 50% fund balance as a percentage of expenditures. 

• The working cash fund balance is part of the operating fund balance and should not be 

permanently transferred to the operating funds and spent.  Instead, it should be loaned 

to the most needy fund(s),  then repaid prior to the end of the fiscal year.

• When the working cash fund balance is not loaned to other funds, it earns interest.  The 

interest earnings can be a source or revenue to the operating funds and can be 

transferred  (abated) annually.

• In the following options, we have assumed that $10M of the bond issue is for working 

cash fund purposes to increase the operating fund balances.
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Currently Outstanding Limited Tax Bonded Debt Service
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Currently Outstanding Bonded Debt Service

Community Consolidated School District Number 15 (Palatine)

Summary of Outstanding Limited Tax Bond Debt Service
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Structure to Achieve Maximum Limited Tax Bond Proceeds

Series 2010A Taxable 

General Obligation 

Limited Tax Bonds

Series 2010B General 

Obligation Limited Tax 

Refunding Bonds (Tax-

Exempt)

Series 2010C Taxable 

General Obligation 

Limited Tax Bonds 

(Build America Bonds) 

Refunding  None  Refunding of a 

portion of the Series 

2001 Bonds to “make 

room” for interest on 

the new bonds

 None

New 

Money

 $10 million for 

working cash 

purposes for cash 

flow

 None  $15.9 million for 

working cash 

purposes for capital 

projects



Tax-Exempt vs. Build America Bond Yields

Community Consolidated School District Number 15
Series 2010 Bonds Market Conditions as of February 23, 2010

Maturity T.E. Scale Taxable Scale Net Scale Result

12/1/2021 3.60 4.99 3.24 BABs

12/1/2022 3.80 5.14 3.34 BABs

12/1/2023 3.95 5.29 3.44 BABs

12/1/2024 4.05 5.44 3.54 BABs

12/1/2025 4.15 5.54 3.60 BABs

12/1/2026 4.25 5.63 3.66 BABs

12/1/2027 4.32 5.73 3.72 BABs

12/1/2028 4.41 5.83 3.79 BABs

12/1/2029 4.50 5.93 3.85 BABs

Both Scales Assume 10-Year Par Call

Tax-Exempt vs. BABs Pricing Analysis



17

Option I:  Maximum Limited Bond Proceeds with Refunding: $25.9M

($10M Working Cash for Operations/$15.9M for Capital)



Option I:  Maximum Limited Bond Proceeds with Refunding: $25.9M



Option I:  Financing Considerations

 Currently, school districts can only extend debt for 20 years.

 The majority of the District’s debt base is used through levy year 2019.  Therefore, a 

refunding of the Series 2001 Bonds will be necessary to make room for the new bonds under 

the DSEB.

 The BABs subsidy is pledged to the repayment of the Series 2010C Bonds, making the net 

interest cost to the District 3.89% for twenty year bonds.

 If the District extends non-referendum debt service for the maximum term, the debt base will 

not be available until levy year 2029, except for growth over the 1.5% assumed increase from 

CPI in the future.

19
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Option I-A:  Maximum Limited Bond Proceeds with Refunding: $32.4M

($10M Working Cash for Operations/$22.4M for Capital)



Option I-A:  Maximum Limited Bond Proceeds with Refunding: $32.4M

($10M Working Cash for Operations/$22.4M for Capital)



Option I-A:  Financing Considerations

 Future CPI assumption 25% - historical average is 2.5%, however, if future CPI is less, bond 

debt service will need to be paid with operating funds.

 Currently, school districts can only extend debt for 20 years.

 The majority of the District’s debt base is used through levy year 2019.  Therefore, a 

refunding of the Series 2001 Bonds will be necessary to make room for the new bonds under 

the DSEB.

 The BABs subsidy is pledged to the repayment of the Series 2010C Bonds, making the net 

interest cost to the District 3.89% for twenty year bonds.

 If the District extends non-referendum debt service for the maximum term, the debt base will 

not be available until levy year 2029, except for growth over the 1.5% assumed increase from 

CPI in the future.

22
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Option II:  Maximum Limited Bond Proceeds with Refunding: $22.1M

($10M Working Cash for Operations/$12.1M for Capital) BABs Subsidy Not Pledged to Debt



Option II:  Maximum Limited Bond Proceeds with Refunding: $22.1M

($10M Working Cash for Operations/$12.1M for Capital) BABs Subsidy Not Pledged to Debt



Option II:  Financing Considerations

 Currently, school districts can only extend debt for 20 years.

 The majority of the District’s debt base is used through levy year 2019.  Therefore, a 

refunding of the Series 2001 Bonds will be necessary to make room for the new bonds under 

the DSEB.

 The BABs subsidy is NOT pledged to the repayment of the Series 2010C Bonds, making the 

net interest cost  on taxable twenty year bonds 5.98%.  The BABs subsidy instead is 

deposited into the operating funds – O&M fund for example, as an additional revenue source.

 If the District extends non-referendum debt service for the maximum term, the debt base will 

not be available until levy year 2029, except for growth over the 1.5% assumed increase from 

CPI in the future.
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Proposed Financing Schedule



Proposed Financing Schedule (continued)

Date Activity Responsibility Status

5-May-10 Parameters Bond Resolutions delivered to District for inclusion in the Board packets C&C

Regular Meeting Approval of Parameters Bond Resolutions and Escrow Resolution allowing District/WBC

12-May-10 District to move forward with Bond Pricing given optimal market conditions

3-May-10 Mail POS District/WBC

Week of May 10th Price Bonds if market conditions appropriate with approval of Board Delegates District/WBC

Ongoing Process documentation C&C/WBC

20-May-10 Mail Final Official Statement & Closing Memo WBC

27-May-10 Close bond issue All Parties

3-Jun-10 Public Notice of transfer of funds from Ed Fund to O&M is published in local District/WBC

newspaper

Regular Meeting Board Approves resolution transferring working cash funds for capital projects from District

10-Jun-10 Working Cash fund to Ed Fund to O&M Fund to Capital Projects Fund

Palatine CCSD 15 District

William Blair & Company, Underwriter WBC

Chapman and Cutler, Bond Counsel C&C

Chapman and Cutler, Disclosure Counsel C&C

*Preliminary, subject to change.


