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Dear CEO, 

As follow up to our recent conversation, we are sending you the attached brief regarding the State Funding Freeze and the critical solutions ’Qualified Institutional Investor’ can offer.  It is our hope that ’Qualified Institutional Investor’ can help solve the financial crisis that the Freeze has caused within the conservation community, while providing the ’Qualified Institutional Investor’ with a secure investment that meets the dual objectives of sound fiscal management and critical support to vital community institutions. 
On December 18, 2008 the California Department of Finance ordered state agencies to suspend projects unless the contracting entity could continue work with non-state funds. The State immediately ceased processing invoices and halted payments on already conducted work. This decision was made by the Pooled Money Investment Board (PMIB), a three member board chaired by the State Treasurer Bill Lockyer and additionally comprising the State Controller John Chiang and the State Director of Finance Michael C. Genest.  In recognition of the adverse impacts of the state freeze on bond funded projects, the PMIB has approved a resolution consenting to the use of proceeds from the sale of Private Placement of Bonds for purposes authorized under the Bond Acts. 

The basic premise of this concept is simple: qualified institutional buyers or accredited investors, as defined by S.E.C. regulations, can enter into bond purchase agreements with the Treasurer for a negotiated amount, term and interest rate.  This agreement will specify that the State dedicate the proceeds from the bond sales to enumerated projects or programs predetermined by the investor. The minimum amount initially set by the State is $5 million, with terms ranging from 18 to 36 months. The two recent private placement bond purchases carried interest rates ranging from 3.34% (18 months) to 3.76% (36 months).  The investor receives this semi-annual interest during the bond term, and upon the mandatory tender date, is repaid its full investment.  The State will not obtain any rating on the bonds. The State’s Term Sheet is attached. 
Treasurer Lockyer recently was able to sell $6.5 billion in general obligation bonds, the first general obligations bonds sold since June of 2008.  The $6.5 billion proceeds create a false sense of relief, however.  While some of the proceeds will be used to pay outstanding invoices, which is a tremendous relief, none of the proceeds will be used to restart conservation projects.  Even after this sale and some taxable bond sales in April, over 4000 projects will remain frozen, and the Treasurer will not be able to go to market with more tax-free general obligation bonds until July at the earliest.

Non profits across the State have been affected by the funding freeze, and they are organizing themselves in an attempt to meet the $5 million threshold.  These organizing efforts have focused on a few key criteria that categorize the projects and programs into groups.  These criteria include regional, county specific, purpose, and funding agency.  ‘Investors’ would have the ability to choose from a menu exactly which projects or programs to receive funding by a private placement bond sale.  Negotiations then begin with the State Treasurer’s Office to discuss the exact terms of the deal.  Upon agreement, the money ‘Qualified Institutional Investor’ invested goes directly to funding those projects specified.  In the end, ‘Qualified Institutional Investor’ receives an outstanding short-term, high yield investment while, at the same time, supports local non profits in pursuit of completing critical environmental projects within the state.
We appreciate your interest and involvement during these difficult times to ensure that local conservation organizations continue to complete the work that is vital for California.  We hope that this proposal answers some of your questions regarding private placement bonds and the critical solutions ’Qualified Institutional Investor’ can offer.  Please do not hesitate to contact us if you have any questions.  

Sincerely, 
????
