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  Flow	
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  Project	
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  Vote	
  

Town	
  Mee-ng:	
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Bond	
  Counsel:	
  Provides	
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  Requirements	
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  Sa-sfies	
  Legal	
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  &	
  Treasurer:	
  
Determines	
  Terms	
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Bond	
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  Prepares	
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Bond	
  Counsel:	
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  OS	
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  &	
  Final	
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  Assigns	
  Ra-ng	
  

FA:	
  Distributes	
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  to	
  
Underwriters	
  

FA	
  &	
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Conducts	
  Bond	
  Sale,	
  
Awards	
  Bond	
  Issue	
  

Underwriter:	
  Resells	
  
Bonds	
  Pending	
  
Se6lement	
  

Bond	
  Counsel:	
  
Prepares	
  Bonds	
  &	
  
Closing	
  Papers	
  

Town	
  Officials:	
  Sign	
  Bonds	
  
&	
  Closing	
  Docs.	
  

FA:	
  Arranges	
  
Se6lement	
  with	
  DTC	
  

Underwriter:	
  Credits	
  Bond	
  
Proceeds	
  to	
  Town	
  

Town:	
  Pays	
  Principal	
  &	
  
Interest	
  According	
  to	
  
Schedule	
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To	
  borrow	
  short	
  or	
  long	
  term?	
  

•  Interest	
  rate	
  environment	
  
•  Size	
  of	
  project	
  
•  Spending	
  schedule	
  
•  Budget	
  constraints	
  
	
  

4 

Debt	
  Issuance	
  
Short	
  term	
  versus	
  Long	
  term	
  Financing	
  

• Short	
  Term	
  Financing	
  =	
  Bond	
  An-cipa-on	
  Notes	
  ‘BAN’	
  
– Fixed	
  rate	
  securi-es	
  issued	
  in	
  an-cipa-on	
  of	
  future	
  bond	
  issues	
  
– Issued	
  for	
  1	
  year	
  or	
  less	
  	
  

• Can	
  be	
  renewed	
  up	
  to	
  5	
  yrs;	
  principal	
  payback	
  required	
  by	
  first	
  
maturity	
  aMer	
  second	
  anniversary	
  of	
  original	
  dated	
  date	
  

– Issuance	
  costs	
  for	
  BAN	
  are	
  less	
  than	
  long	
  term	
  

• Long	
  Term	
  Financing	
  =	
  General	
  Obliga-on	
  Bonds	
  
– Permanent	
  financing	
  (1	
  –	
  40	
  years)	
  	
  
– OMen	
  issued	
  once	
  projects	
  are	
  complete	
  
– Cost	
  of	
  issuance	
  are	
  higher	
  than	
  short	
  term	
  financing	
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Long	
  Term	
  Structuring	
  
	
  

•  What	
  to	
  consider	
  when	
  structuring	
  debt?	
  
1.  Legal	
  limits	
  as	
  described	
  in	
  M.G.L.	
  Ch.44	
  and	
  Ch.	
  70B	
  
2.  Tax/rate	
  impact	
  of	
  structure	
  	
  
3.  How	
  new	
  debt	
  fits	
  into	
  exis-ng	
  debt	
  
4.  Impact	
  of	
  new	
  debt	
  in	
  future	
  fiscal	
  years	
  
5.  How	
  each	
  purpose	
  will	
  be	
  structured	
  -­‐	
  equal	
  principal	
  

versus	
  level	
  debt	
  

	
  

6 

How	
  is	
  interest	
  calculated?	
  

•  Each	
  principal	
  payment	
  needs	
  to	
  be	
  mul-plied	
  by	
  the	
  
associated	
  coupon	
  rate.	
  

•  Take	
  the	
  total	
  amount	
  of	
  interest	
  and	
  divide	
  by	
  2	
  to	
  
obtain	
  the	
  semi-­‐annual	
  interest	
  payment	
  amount.	
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Equal	
  Principal	
  Versus	
  Level	
  Debt	
  

EQUAL	
  PRINCIPAL:	
  	
  
•  Amor-za-on	
  of	
  principal	
  can	
  be	
  equal	
  or	
  declining	
  throughout	
  the	
  life	
  of	
  the	
  

loan.	
  
•  Interest	
  (and	
  total	
  debt	
  service)	
  will	
  decline	
  as	
  principal	
  is	
  re-red.	
  
	
  

LEVEL	
  DEBT:	
  
•  Municipal	
  Relief	
  Act	
  enables	
  all	
  projects	
  to	
  be	
  issued	
  on	
  a	
  level	
  debt	
  basis	
  
•  Old	
  Way	
  -­‐	
  Authoriza-ons	
  were	
  required	
  to	
  fall	
  into	
  one	
  of	
  the	
  following:	
  

–  Exempt	
  from	
  Proposi-on	
  2	
  ½	
  
–  Fully	
  self-­‐supported	
  enterprise	
  fund	
  
–  Received	
  special	
  legisla-on	
  
–  Received	
  State	
  Qualified	
  Bond	
  Act	
  approval	
  	
  	
  

HYBRID???	
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Equal	
  Principal	
  versus	
  Level	
  Debt	
  (Cont.)	
  
•  Total	
  interest	
  costs	
  are	
  higher	
  with	
  level	
  debt	
  
•  Tax	
  rate	
  impact	
  remains	
  constant	
  throughout	
  the	
  loan	
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ProposiMon	
  2	
  1/2	
  
•  Proposi-on	
  2	
  ½	
  places	
  constraints	
  on	
  the	
  amount	
  of	
  property	
  tax	
  levy	
  a	
  

community	
  can	
  raise	
  and	
  how	
  much	
  the	
  property	
  tax	
  levy	
  can	
  be	
  
increased	
  from	
  year	
  to	
  year.	
  
–  Levy	
  may	
  increase	
  up	
  to	
  2	
  ½	
  percent	
  over	
  the	
  prior	
  years	
  levy.	
  
–  Maximum	
  levy	
  equal	
  to	
  2	
  ½	
  percent	
  of	
  the	
  assessed	
  valua-on.	
  
	
  

•  Addi-onal	
  taxes	
  must	
  be	
  approved	
  by	
  the	
  voters	
  at	
  	
  an	
  elec-on	
  by	
  a	
  
majority	
  vote.	
  
–  Override:	
  obtain	
  addi-onal	
  funds	
  for	
  annual	
  opera-ng	
  budgets	
  and	
  

fixed	
  costs	
  
–  Exclusion:	
  raise	
  addi-onal	
  taxes	
  to	
  fund	
  capital	
  projects	
  only	
  (annual	
  

debt	
  service)	
  
–  Statutory	
  language	
  (Ch.	
  59,	
  Sec-on	
  21C)	
  excludes	
  project,	
  not	
  amount	
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ProposiMon	
  2	
  ½	
  (Cont.)	
  

•  Override	
  increases	
  the	
  levy	
  limit	
  for	
  the	
  fiscal	
  year	
  voted	
  
–  Becomes	
  part	
  of	
  the	
  base	
  for	
  calcula-ng	
  future	
  years’	
  levy	
  
limits.	
  

•  Exclusions	
  are	
  temporary	
  property	
  tax	
  increases.	
  


