State of California Private Placement Bonds (PPB)
Frequently Asked Questions

Q:  What are Private Placement Bonds?

A:  Private Placement Bonds are purchased from the State Treasurer’s Office (STO) by a Qualified Institutional Buyer or Accredited Investor; the proceeds of the purchase are contractually guaranteed to be used for a specified purpose.

Q: What is the process for restarting frozen projects through the purchase of PPB?

A: This flow chart explains the process:
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Q:  How is the State Treasurer defining Qualified Institutional Buyer and Accredited Investor?

A:  The State Treasurer's Office is applying the definitions used in Federal Securities and Exchange law to determine who is a qualified investor and can purchase these PPBs. To learn more visit: 
Q:   Is there a minimum Private Placement Bond purchase?

A:   Yes.  The STO has set a minimum of $5 million per each PPB.  Investors with less to invest and projects of smaller value can be “bundled” together to meet the minimum.   The “bundle” would be purchased from the STO through an intermediary organization.
Q:  What role does the intermediary play in the process?

A:  The intermediary is the liaison between the group of investors pooling their money to reach the $5 million threshold and the State Treasurer’s office. The STO was clear that for bundled projects, they could only negotiate with one entity and they prefer that entity to be a non-profit organization. The intermediary negotiates the terms of the bond sale and is responsible for collecting the invested capitol to buy the bonds and for distributing interest payments back to the investors when the STO pays the semi-annual interest. Also, when bonds reach maturity the intermediary sell them back to STO and distribute the revenue back to the investors. The intermediaries have the responsibility of securing a financial adviser legal representation.  
Q:  Are there upfront costs and how are those paid?

A:  Yes, there are costs to each transaction including legal fees, financial adviser fees, and transaction fees for both investor or intermediary and the Treasurer. All upfront costs will be paid through the bond purchase. For example, an investor wishing to purchase $5 million worth of bonds would invest $5.2 million. The $.2 million would be used to pay the fees and the investor would hold $5.2 million worth of bonds.
Q:   What's the 18 or 36-month rate for the PPB?   
A:   The rate is negotiable.  The two deals that have gone through were for different time periods and at different rates. The Bay Area Toll Authority PPB had an18-month rate of 3.34%.  The Los Angeles Metropolitan Transportation Authority PPB had a 36-month rate of 3.76%.
Q:  How does the STO determine the rate?

A:   For the Bay Area PPB, the STO used the California General Obligation Municipal Market Data Scale and added 100 basis points to that rate. However, rates and the duration of the bonds are negotiable. 
Q:  Are the bonds exempt from state and federal taxes and are they exempt from the Alternative Minimum Tax?

A:  Yes.  
Q:  How does the investor receive assurance that proceeds will be used as intended?
A:  The Bond Purchase Agreement will specifically list which projects will be funded with the proceeds of the bond sales. The Resources Agency or the Environmental Protection Agency (depending on where the grant is housed) will have to approve the bond sale proposal to ensure that projects an investor wishes to fund qualify to receive the funding. Once the bonds are sold, the proceeds go directly the agency who then disburses them to the granting agency. 
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