
 

City of Blaine, Minnesota 
Recommendations for Issuance of Bonds 

 

$30,105,000 General Obligation Water Revenue Bonds, Series 2018B 

The City Council has under consideration the issuance of bonds (the “Bonds”) to finance water system improvements 
within the City including construction of a water treatment facility and well-house rehabilitation.  This document 
provides information relative to the proposed issuance. 

KEY EVENTS: The following summary schedule includes the timing of some of the key events that will occur 
relative to the bond issuance. 

June 21, 2018 Council sets sale date and terms 

Week of June 25, 2018 Rating conference is conducted  

July 12, 2018, 10:00 a.m. Competitive proposals are received 

July 12, 2018, 7:30 p.m. Council considers award of the Bonds 

August 15, 2018 Proceeds are received 

  

RATING: An application will be made to S&P Global Ratings (S&P) for ratings on the Bonds.  The City’s 
general obligation debt is currently rated “AA+” by S&P.

THE MARKET: General performance of the tax-exempt market is often measured by the Bond Buyer’s Index 
(“BBI”) which measures the yield of high grade municipal bonds in the 20th year for general 
obligation bonds (the BBI 20 Bond Index) and the 30th year for revenue bonds (the BBI 
Revenue Bond Index).  The following chart illustrates these two indices over the past five 
years. 
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POST ISSUANCE 

COMPLIANCE:

The issuance of the Bonds will result in post-issuance compliance responsibilities.  The 
responsibilities are in two primary areas:  i) compliance with federal arbitrage requirements 
and ii) compliance with secondary disclosure requirements. 

Federal arbitrage requirements include a wide range of implications that have been taken 
into account as this issue has been structured.  Post-issuance compliance responsibilities 
for this tax-exempt issue include both rebate and yield restriction provisions of the IRS 
Code.  In general terms the arbitrage requirements control the earnings on unexpended 
bond proceeds, including investment earnings, moneys held for debt service payments 
(which are considered to be proceeds under the IRS regulations), and/or reserves.  Under 
certain circumstances any “excess earnings” will need to be paid to the IRS to maintain the 
tax-exempt status of the Bonds.  Any interest earnings on gross bond proceeds or debt 
service funds should not be spent until it has been determined based on actual facts that 
they are not “excess earnings” as defined by the IRS Code. 

The arbitrage rules provide for spend-down exceptions for proceeds that are spent within 
either a 6-month, 18-month or 24-month period in accordance with certain spending 
criteria.  Proceeds that qualify for an exception will be exempt from rebate.  These 
exceptions are based on actual expenditures and not based on reasonable expectations; 
and expenditures, including any investment proceeds, will have to meet the spending 
criteria to qualify for the exclusion.  The City expects to meet the 24-month spending 
exception.  

Regardless of whether this issue qualifies for an exemption from the rebate provisions, 
yield restriction provisions will apply to Bond proceeds (including interest earnings) unspent 
after three years and the debt service fund throughout the term of the Bonds.  These 
moneys should be monitored for the Bonds until they are retired.  

Secondary disclosure requirements result from an SEC requirement that underwriters 
provide ongoing disclosure information to investors.  To meet this requirement, any 
prospective underwriter will require the City to commit to providing the information needed 
to comply under a continuing disclosure agreement.  

Springsted currently provides both arbitrage and continuing disclosure services to the City. 
Springsted will work with City staff to include the Bonds under the existing Agreement for 
Municipal Advisor Services. 

SUPPLEMENTAL 

INFORMATION AND  

BOND RECORD: 

Supplementary information will be available to staff including detailed terms and conditions 
of sale, comprehensive structuring schedules and information to assist in meeting post-
issuance compliance responsibilities. 

Upon completion of the financing, a bond record will be provided that contains pertinent 
documents and final debt service calculations for the transaction. 
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PURPOSE: Proceeds of the Bonds will be used to finance water system improvements within the City 
including construction of a water treatment facility and well house rehabilitation.   

AUTHORITY: Statutory Authority:  The Bonds are being issued pursuant to Minnesota Statutes, Chapters 
444 and 475.  

Statutory Requirements:  Pursuant to Minnesota Statutes, Chapter 444 and the resolution 
awarding the Bonds, the City will covenant to maintain water system rates in an amount 
sufficient to generate revenues to support the operation of the water utility fund and to pay 
debt service.  The City is required to annually review the budget of the water utility to 
determine whether current rates and charges are sufficient and to adjust them as 
necessary. 

The City currently has one outstanding bond issue (the Series 2017B Bonds) for which net 
revenues of the water utility fund are pledged for repayment of debt service.  The table 
below shows the calculation of projected net revenues available to pay debt service from 
the City’s water utility fund for the fiscal year ending December 31, 2017 as provided by the 
City.  Although the table shows a shortfall, effective in year 2018, the City increased the 
usage charges of the water utility by 10 cents per 1,000 gallons used with an additional 
increase anticipated to be effective in year 2020.  The City is also conducting a rate study 
to assess any need for additional rate or usage charge increases under the 
recommendation of a hired consultant. With these increases and a surplus fund balance in 
the water utility fund, the City expects sufficient coverage in future years.  The maximum 
annual calendar year debt service to be paid from net revenues of the water utility fund, 
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SECURITY AND 

SOURCE OF 
PAYMENT:

The Bonds are a general obligation of the City, secured by its full faith and credit and 
taxing power.  In addition, the City will pledge net revenues of its water system. 

The City will use net revenues of its water system to pay the debt service on the Bonds as 
it becomes due.  

SCHEDULES 
ATTACHED:  

Schedules attached for the Bonds include:  

· sources and uses  

· net debt service for the Bonds, given current market conditions 

· estimated pricing summary 
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STRUCTURING 

SUMMARY: 

In consultation with the City, the Bonds have been structure with a repayment term of 
twenty years around the existing Series 2017B Bonds, to result in approximately level 
annual payments of debt service overall.  

RISKS/SPECIAL 

CONSIDERATIONS: 

The outcome of this financing will rely on the market conditions at the time of the sale.  
Schedules included are for illustrative purposes based on current market conditions and do 
not represent the final pricing for the Bonds.   

The Bonds have been structured to result in additional proceeds generated from a 
premium bid, assuring the City will receive at least the par (face) amount of the issue in 
proceeds.  There is no guaranty that the winning bidder will price these issues with a 
premium in the amount that we have estimated, which could result in less or more 
additional proceeds than what is currently shown in the attached schedules. 

The Bonds are expected to be repaid from water system revenues.  In the event these 
revenues fall short, the City will be obligated to provide other funds or levy to pay debt 
service on the Bonds.   

SALE TERMS AND 

MARKETING: 

Variability of Issue Size:  A specific provision in the sale terms permits modifications to the 
issue size and/or maturity structure to customize the issue once the price and interest rates 
are set on the day of sale. 

Prepayment Provisions:  Bonds maturing on or after February 1, 2029 may be prepaid at a 
price of par plus accrued interest on or after February 1, 2028.  

Bank Qualification:  The City is issuing more than $10 million in tax-exempt obligations in 
2018; therefore, the Bonds are not designated as bank qualified. 

Premium Bidding:  Any excess proceeds generated as the original issue premium and/or 
unused discount will be used to reduce the principal amount of the borrowing. 
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