Proposal to Potential Purchaser
for the purchase of a

California Private Placement Bond

An investment which will ensure the financial viability of           Affected Organization in the face of the State Bond Funding Freeze and enable the continued environmental restoration of Project.

Date
Logo Affected Organization                                        

Executive Summary
The State’s budget crisis caused a major disruption to the State’s ability to sell General Obligation bonds.  In order to help the State conserve cash during the crisis, the Pooled Money Investment Board imposed a freeze on bond-funded projects on December 17, 2008.  The action halted or delayed 5,300 projects throughout California with a combined value of $18.1 billion.  In an attempt to alleviate the disruption caused by the Funding Freeze, the Pooled Money Investment Board has authorized the Treasurer’s Office to issue private placement bonds.  The purchaser of the bond is able to direct the proceeds of the sale toward specific projects. 

The Bond Funding Freeze currently threatens the financial viability Affected Organization without whom critical environmental restoration of Project will cease.  The Affected Organization respectfully requests that Potential Purchaser consider the purchase of a $X.X million private placement California Bond in support of the Project.  The proceeds of the purchase will be contractually guaranteed by the State of California to fund Affected Organization’s existing grant agreements with the State Agency 1, and State Agency 2.   In exchange, Potential Purchaser will receive an attractive return on its relatively short-term investment.  

I.  Importance of  the Project to Potential Purchaser.
The Project has been a ten year, collaborative effort of many parties, including the Affected Organization.  The goal of the Project is to restore XXXXXXXXXXX, to monitor the affect of the project on the water quality of OOOOOOOO, and to undertake adaptive management actions determined through the monitoring to be necessary for continued improvement.  

Detailed description of importance of the project/ why the potential bond purchaser should care: 

II.   The Effect of the Funding Freeze on Affected Organization.
The Affected Organization raised the majority of the restoration funding for the Project and undertook the financial and contractual responsibility for the restoration work.  The major restoration construction effort was successfully completed in October with minor project closeout tasks continuing into December, 2008.  Some adaptive management construction work is anticipated in summer 2009. 

As a result of the Funding Freeze, Affected Organization is owed $XXX,000 by the State Agency 1 and $XXX,000 by State Agency 2. In addition to the amount outstanding, $XXX,000 in adaptive management construction work and water quality monitoring that is included in the State Agency 1 grant has been halted.  The adaptive management work planned for summer 2009 is necessary to correct any failures in wetland function or negative impacts on water quality which may be observed during 2008/2009 winter rains.  Recently, the Coastal Conservancy authorized its grantees to continue to work on bond funded projects during the freeze, but stressed that it is not known when reimbursement for project expenses would become available.  The Coastal Conservancy expressly stated that interest paid on any loans incurred to finance the continued work would not be reimbursed.
Failure to perform the adaptive management work will result in the loss of jobs to the contractor, and failure to perform the water quality monitoring will result in the loss of two jobs of water quality monitoring personnel.  
Summary of the Financial Effects of the Funding Freeze
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III.  Details of the Private Placement Bonds
A. Terms
The Private Placement Bonds are un-rated and are tax-free.  The Bond term is negotiable, and can extend 18 to 36 months.  The interest rate is 75 to 100 basis points above the Thompson’s Financial CalGOScale Index.  The Index is based on the secondary market trades of California General Obligation Bonds.  Interest is paid semi-annually.  The terms of the private placement bonds are primarily based on the February 27, 2009 agreement reached between the Treasurer’s Office and the Bay Area Toll Authority for a purchase of $194 million private placement bonds. The BATA bonds carry a 3.34% annual percentage rate and have a mandatory tender date of November 2010.  

B.  Method of Purchase
The bonds are purchased from the Treasurer’s Office, and a Purchase Agreement that identifies the Project, Organization, and Grant-making agency to which the funds are committed is entered into.  The State Natural Resources Agency will administer the funds received by the Treasurer’s Office and distribute them to the state agency that issued the original grant agreement being funded.  The template for the Bond Purchase Agreement and supporting documents are included in the Appendix to this proposal. The Treasurer’s Office has placed a minimum on each bond purchase of $5 million. However, the Treasurer’s Office will allow Purchase Agreements from multiple buyers in support of multiple projects to be “bundled” to meet the minimum.  
Possible Purchase Alternatives

The Purchaser could bundle with other organizations to meet the $5 million minimum.  Numerous other organizations are investigating the purchase of Private Placement Bonds, including, private banks, and environmental organizations such as Ducks Unlimited and Trust for Public Lands.  
Alternatively, the Purchaser could identify other projects that are in need of similar assistance, and bundle projects under a single Purchaser-funded bond purchase.   The State Coastal Conservancy alone has over $X million worth of affected projects in X County. 
Invest $1.10 million in a private placement bond with the Treasurer’s Office.  $1.00 million of that investment would flow through the Resources Agency to the Affected Organization, and the Treasurer’s Office would immediately use $100,000 to pay both The Purchaser’s and the State’s bond costs.  At redemption, the Purchaser would receive its original $1.10 million investment plus any outstanding interest.  
C. Comparison of Bond Purchase and Line of Credit

The managerial and financial decision to purchase a Private Placement Bond is complex, and many issues must be considered including the relative risk, complexity, and cost/benefit involved in a Bond Purchase as compared with the granting of a Line of Credit.  One of the differences between the purchase of a Private Placement Bond in support of a specific project and the issuance of a Line of Credit to an organization, is that the redemption of the private placement bonds is an obligation of the General Fund, and the State of California has never failed to meet a bond redemption obligation.   In contrast, an organization’s ability to repay a Line of Credit is ultimately dependent upon the State’s ability to meets its Grant Agreement obligations.  Given the ongoing difficulties with the State’s ability to sell General Obligation Bonds and the continuing instability in the overall financial markets, the length of time that it will take the State to sell General Obligation bonds in sufficient quantity to pay its obligations under existing grant agreements is unpredictable. 
In addition, California’s Prompt Payment Act, which requires the State to pay its obligations within 45 days or incur interest penalty, does not apply to grants to non-profit organizations.  Thus, the organization would be unable to receive reimbursement from the State for the interest paid on the Line of Credit.
IV.  Conclusion

With the purchase of a $1.00 million Private Placement Bond,  the Purchaser will restart one of the largest, most important environmental restoration projects ever undertaken in County, protect # of jobs, and ensure the continued existence of a non-profit organization which is critical to the future protection and restoration of the State’s/County’s environmental resources.  In exchange, the Purchaser will receive an attractive return on its relatively short-term investment. 
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