AGENDA: March 5, 2013
PORTERVILLE PUBLIC IMPROVEMENT CORPORATON

SUBJECT: CONSIDERATION OF REFINANCING 2005 CERTIFICATES OF
PARTICIPATION (COP)

SOURCE: Administration

COMMENT: In June 1998, the City issued $20 million in Certificates of Participation
(COP) for the purposes of financing the widening of bridges and streets.
In November 2005, the City refunded the 1998 COP issue for debt service
savings, with the preclusion that the new COP issue could not be refunded
“tax exempt” sooner than July 1, 2015. However, the 2005 COP may be
refunded with a taxable bond issue. ‘

As has been reported to the City Council, staff has been meeting with Mr.
John Fitzgerald and Mr. Ben Levine over the past several months, who
have assisted the City with past bond issuances and refinances, including
last years refinancing of the 1997 Sewer Bond issue to fund the
annexation sewer extension projects. The purpose of these recent
meetings have been to evaluate the potential to take advantage of the
current favorable financing environment to achieve significant debt service
savings on the 2005 COP issue.

At its meeting on September 18, 2012, the City Council approved
proceeding with a recommended financing approach to issue a taxable
revenue bond, utilizing a Variable Rate Demand Obligation (VRDO) bond
structure. One of the requirements of the VRDO refinance was to secure
a bank Letter of Credit (LOC). During the course of meeting with banking
institutions to secure the LOC, several of the banks declined to provide a
LOC either because they have been (or potentially will be) “burned” in
recent municipal bankruptcies (Vallejo, San Bernardino, and Stockton) or
the refinance amount was either too small or beyond their capacity. One
bank, Rabobank, has indicated significant interest to work with the City,
however, not in a VRDO financing structure but rather in a direct lending
relationship.

One of the highest rated banks internationally, and given their business
model emphasis on agriculture, Rabobank is interested in increasing its
presence in the Central Valley, including the South Tulare
County/Porterville area. Rabobank has completed its preliminary due
diligence of the City’s finances, and satisfied with its review, has offered a
Term Sheet for the City’s considerati :
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Given the Term Sheet offered by Rabobank, the City would defease the
2005 COP issue with a total loan amount of up to $25 million, and in turn
make interest-only payments for three years based upon a fixed 3.3%
interest rate, followed by a 15 year loan with 25 years amortization (15/25)
at United States Dollar (USD) 1-month Libor +2.125%. As of February 27,
2013, USD Libor is 0.20370%, and over the past two years has not
exceeded 0.3%. If funding were to occur by July 1, 2013, the City is
projected to save $1,228,942 in debt service payments through July 1,
2015, when the City could again evaluate a tax-exempt bond issuance, or
save an additional $553,250 in evaluating the issuance by July 1, 2016.

With the Federal Reserve indicating that the federal funds rate will be held
near zero through at least mid-year 2015 (currently 0.25%), the City
should be in a prime position with the option to switch from the direct loan
to either a variable or fixed rate tax exempt bond issue, thus affording the
City with the most flexibility in the future.

Given the Porterville Public Improvement Corporation was the authority
under which the 2005 COP was issued, a draft resolution has been
provided to the Corporation to authorize the City Manager to sign the
offered Term Sheet, and allow Rabobank to begin the proceedings toward
the refunding of the 2005 COP issue in a direct lending structure.

RECOMMENDATION: That the City Council, sitting as the Board of Directors for the
Porterville Public Improvement Corporation, consider
proceeding with the refunding of the 2005 COP through
direct lending by Rabobank, and authorize the City Manager
to sign the offered Term Sheet.

ATTACHMENT: 1. Rabobank Term Sheet
2. Draft Resolution
3. City Council Staff Report: September 18, 2012



Rabobank:

City of Porterwlle, .C}l}lif.‘
erms and Conditions as of February

By accepting this term sheet the City of Porterville (the “City”) agrees that (i) it shall use the
information contained herein solely for the purpose of evaluating a possible transaction between
the City and Rabobank, N.A. (the “Bank”) and for no other purpose and (i) the City and its
representatives will keep confidential and not disclose any of such information to any third
parties other than its financial advisor and legal counsel, including the fact that the City is
considering a possible transaction with the Bank. The terms and conditions contained in this
proposal are not intended to be exhaustive or all-inclusive.

Borrower:
Bank:

Purpose:

Amount:
Terms:

Nature of Obligation and
Repayment:

Facility Fee:
Prepayment Penalty:

Legal Fees/Expenses of
Bank Counsel:

Bank Counsel:

Opinion of City’s
Counsel:

Special Covenants:

City of Porterville
Rabobank, N.A.

Proceeds will be used to prepay the Certificates of Participation executed
and delivered on December 1, 2005 (the “2005 Certificates™).

Up to $25,000,000, including principal, interest and expenses.

3.3% during interest-only period for 3 years followed by 17 year term at
USD 1-month Libor +2.125%.

Principal security consists of a covenant to budget and appropriate lease
payments (the “Obligation”) pursuant to lease-leaseback structure that is
identical to the 2005 Certificates.

Principal to be paid annually and Interest to be paid semiannually.
$85,000.

None.

$25,000.

Fulbright & Jaworski L.L.P.

The Bank shall receive an opinion of bond counsel to the City acceptable
to the Bank, including among other things an opinion that the
Obligations have been duly and validly authorized by the City and when
issued and delivered will each constitute a legal valid and binding
obligation of the City, enforceable in accordance with its terms and that
the 2005 Certificates are legally defeased.

City will provide audited financial statements within 200 days following
the end of each fiscal year.



Rabobark

Credit Approval and Offer
Expiration:

Absence of Fiduciary
Relationship:

Anti-tying Disclosure:

City will provide unaudited (internally prepared) cash based financial
statements within 60 days following the end of each calendar quarter.

City will provide budget annually as well as mid-year revisions, if any.

City shall maintain a debt service reserve fund under the lease designated
by the city for repayment of the Obligations, equivalent to $1,000,000
that may be funded in part with proceeds.

The City shall maintain standard insurance coverages pursuant to the
lease in connection with the Obligations, including rental interruption
insurance.

Any offer by the Bank in connection with the proposed transaction
will be subject to the Bank’s satisfactory completion of its due
diligence review of the City and final credit approval by the Bank.

The Bank anticipates able to provide its final credit decision within 2
weeks of being given the mandate to provide the loan. The terms
described herein expire March 15, 2013 unless extended by the Bank.

The City acknowledges that the transactions described in this document
are arms’-length commercial transactions and that the Bank is acting as
principal and in its best interests. The City is relying on its own experts,
lawyers and advisors to determine whether the transactions described in
this document are in its best interests. The City agrees that the Bank will
act under this document as an independent contractor and that nothing in
this document, the nature of the Bank’s services or in any prior
relationship will be deemed to create an advisory, fiduciary or City
relationship between the Bank, on the one hand, and the City, on the
other hand. In addition, the Bank may employ the services of its
affiliates in providing certain services in connection with the transactions
described in this document and may exchange with such affiliates
information concerning the City that may be. the subject of the.
transactions described in this term sheet.

Please note that the Bank and its affiliates do not provide tax,
accounting or legal advice. The Bank and its advisors are not serving
as a municipal advisor to the City.

The extension of commercial loans or other products or services to the
City by the Bank or any of its subsidiaries will not be conditioned on the
City’s taking other products or services offered by the Bank or any of its
subsidiaries or affiliates. The Bank will not vary the price or other terms
of any product or service offered by the Bank or its subsidiaries on the
condition that the City purchase another product or service from
the Bank or any affiliate. The Bank will not require the City to provide



Rabobank:
property or services to the Bank or any affiliate as a condition to the
extension of a commercial loan to the City by the Bank or any of its
subsidiaries. The Bank will not require the City to refrain from doing
business with a competitor of the Bank or any of its affiliates as a

condition to receiving a commercial loan from the Bank or any of its
subsidiaries.

Bank Contact: Ian Carroll
Senior Vice President
Rabobank, N.A.
915 Highland Pointe Suite 350
Roseville, California 95678
916-878-4655 (office)
916-494-9770 (cell)

Ian.Carroll@Rabobank.com
By:

Acknowledged and City Manager

Consented: JOHN LOLLIS

This document has been prepared by the Bank for information purposes only. This document is an
indicative summary of the terms and conditions of the transaction described herein and may be amended,
superseded or replaced by subsequent summaries. The final terms and conditions of the transaction will
be set out in full in the applicable binding transaction document(s).

This document shall not constitute a commitment to participate in the transaction described herein,
which shall be subject to the Bank’s internal approvals. No transaction or services related thereto is
contemplated without the Bank’s subsequent formal agreement. The Bank is acting solely as principal
and not as advisor or fiduciary. Accordingly you must independently determine, with your own advisors,
the appropriateness for you of the transaction before investing or transacting. The Bank accepts no
liability whatsoever for any direct, consequential or other losses arising from the use of this document or
reliance on the information contained herein.

The Bank does not guarantee the accuracy or completeness of information which is contained in this
document and which is stated to have been obtained from or is based upon trade and statistical services
or other third party sources. Any data on past performance, modelling or back-testing contained herein is
no indication as to future performance. No representation is made as to the reasonableness of the
assumptions made within or the accuracy or completeness of any modeling or back-testing. All opinions
and estimates are given as of the date hereof and are subject to change. The information in this document
is not intended to predict actual results and no assurances are given with respect thereto.

The Bank, its affiliates and the individuals associated therewith may (in various capacities) participate in
transactions identical or similar to those described herein.

IRS Circular 230 Disclosure: The Bank and its affiliates do not provide tax advice. Please note that (i)



Rabobank

any discussion of US tax matters contained in this communication (including any attachments) cannot be
used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the
promotion or marketing of the matters addressed herein; and (iii) you should seek advice based on your
particular circumstances from an independent tax advisor.

THIS DOCUMENT DOES NOT DISCLOSE ALL THE RISKS AND OTHER SIGNIFICANT ISSUES
RELATED TO THE POTENTIAL TRANSACTION. PRIOR TO TRANSACTING, POTENTIAL
PARTICIPANTS SHOULD ENSURE THAT THEY FULLY UNDERSTAND THE TERMS OF THE
TRANSACTION AND ANY APPLICABLE RISKS.



RESOLUTION NO.

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF PORTERVILLE,
COUNTY OF TULARE, STATE OF CALIFORNIA, AUTHORIZING THE
COMMENCEMENT OF PRECEEDINGS IN CONNECTION WITH THE

REFUNDING OF THE CITY’S $20,850,000 CERTIFICATES OF PARTICIPATION
(2005 INFRASTRUCTURE FINANCING PROJECT) PURSUANT TO A DIRECT
PLACEMENT LEASE FINANCING WITH RABOBANK, N.A., AUTHORIZING THE
EXECUTION OF A TERM SHEET WITH THE BANK AND APPOINTING A BOND
COUNSEL, A PLACEMENT AGENT AND A FINANCIAL CONSULTANT IN
CONNECTION THEREWITH

RESOLVED, by the City Council (the “Council”) of the City of Porterville (the
“City”):

WHEREAS, the City has determined at this time, due to prevailing interest rates
in the municipal bond market and for other reasons, to provide for the refunding of the
$20,850,000 Certificates of Participation (2005 Infrastructure Financing Project) (the
“2005 Certificates”);

WHEREAS, Rabobank, N.A. (“Rabobank”) has provided the City with a term
sheet, attached hereto (the “Term Sheet”), setting forth its indicative terms and
conditions to provide funds to refund the 2005 Certificates pursuant to a direct
placement lease financing;

WHEREAS, it is desirable to authorize the commencement of proceedings in
connection with the refunding of the 2005 Certificates and to appoint a bond counsel, a
placement agent and a financial consultant in connection therewith;

NOW, THEREFORE, it is hereby DECLARED and ORDERED, as follows:

The Council authorizes appropriate officers and officials of the City to proceed
with the preparation of the necessary documents in connection with the refunding of the
2005 Certificates, subject to the final approval thereof by the Council at a subsequent
meeting.

The City Manager or his designee is hereby authorized to execute the Term
Sheet allowing Rabobank to submit the proposed financing to its credit committee to
obtain final approval for the financing.

Quint & Thimmig LLP, San Francisco, California, is hereby designated as bond
counsel to the City in connection with the financing, the compensation for such services
to be negotiated by the City Manager or his designee.



Wulff, Hansen & Co., San Francisco, California is hereby designated as
placement agent in connection with the financing, the compensation for such services to
be negotiated by the City Manager or his designee.

Ravi Chitkara, Fremont, California, is hereby designated as financial consultant
to the City in connection with the financing, the compensation for such services to be
negotiated by the City Manager or his designee.

The Mayor, the Vice Mayor, the City Manager, Finance Director, the City Clerk
and other appropriate officers and officials of the City are hereby authorized and
directed to take such action and to execute such documents as may be necessary or
desirable to effectuate the intent of this resolution.

This Resolution shall take effect from and after the date of its passage and
adoption by this Council.

APPROVED AND ADOPTED this 5™ day of March, 2013.

Virginia R. Gurrola, Mayor

ATTEST:
John Lollis, City Clerk

By:
Patrice Hildreth, Chief Deputy City Clerk




SUBJECT:

SOURCE:
COMMENT:

COUNCIL AGENDA: September 18, 2012

CONSIDERATION OF REFINANCING 2005 CERTIFICATES OF
PARTICIPATION (COP)

Administration

In June 1998, the City issued $20 million in Certificates of Participation
(COP) for the purposes of financing the widening of bridges and streets.
In November 2005, the City refunded the 1998 COP issue for debt service
savings, with the preclusion that the new COP issue could not be refunded
“tax exempt’ sooner than July 1, 2015. However, the 2005 COP may be
refunded with a taxable bond issue.

Over the past several months, staff has been meeting with Mr. John
Fitzgerald and Mr. Ben Levine, who have assisted the City with past bond

-issuances and refinances, including last year's refinancing of the 1997

Sewer Bond issue to fund the annexation sewer extension projects. The
purpose of these recent meetings have been to evaluate the potential in
continuing to take advantage of the current favorable bond rates and
financing environment, specifically in reference to the 2005 COP issue. In
coordination with Mr. Fitzgerald and Mr. Levine, options have been
considered in the refinancing of this bond. Given current bond financing
rates, the City could refund the 2005 COP issue with an annual debt
service savings of $383,000 ($1,287,000 less $904,000) over the
remaining 23 years of the original bond issuance for a total gross savings
of approximately $8.8 million, with a net savings of approximately $2.5
million including the 7 years of additional debt service in a new issuance.

The recommended financing approach is to issue a taxable revenue bond,
utilizing a Variable Rate Demand Obligation (VRDO) bond structure. The
VRDO interest rate is a seven (7) day taxable interest rate tied to the 1
Month London Interbank Offered Rate (LIBOR), currently 0.23%, based
upon the credit rating of a bank Letter of Credit (LOC). Current total
annual costs would be 1.33%, including: 0.23% (current 1 Month LIBOR
as of 09/12/12), 1.00% annual LOC fee (estimate), and 0.10%
remarketing, rating, and trustee fees.

VRDO bonds require a remarketing agent who re-sets rates and
remarkets the bonds, which may be paid down on a weekly basis (or off
completely with 30-days notice) without a prepayment penalty. The bank
LOC would effectively give access to investment grade rated financing (A+
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or better), resulting in a AAA rating. The VRDO market is significant,
constituted primarily of money market mutual funds. Money market
institutions invest under Investment Rule 2a-7, which requires high credit
quality and liquidity with the right to put bonds back at any time on seven
(7) days notice.

The bank LOC is estimated to be issued for an initial term of 2 to 10 years,
with an annual rollover review. It is possible to renegotiate terms or bring
in a substitute LOC provider on the rollover/review date. At the end of the
initial 2-year term, a renewal would be negotiated every year thereafter.

With the Federal Reserve indicating that the federal funds rate will be held
near zero through at least mid-year 2015 (currently 0.25%), and the 2005
COP issue becoming callable in July 2015, the City would be in a prime
position given the option to switch from a taxable VRDO to either a
variable or fixed rate tax exempt bond issue, thus affording the City with
the most flexibility in the future. However, should the Federal Reserve
significantly increase the federal funds rate prior to July 2015, and given
the bonds reset interest rates every seven (7) days, the City can protect
itself from rising rates through a variety of hedging strategies, either at the
close of the transaction or at any time during the VRDO term. The best
option to mitigate the risk of rising interest rates is to establish an interest
rate cap, where the City will receive payments when an underlying interest
rate index exceeds a specified cap rate. By setting the cap at the total
amount of the potential bond issue ($22,000,000), the City would be
protected if rates rise beyond the established cap and receive comparable
compensation. The current LIBOR Cap Price for five (5) years at 5.00% is
43 basis points (0.43%), and for five (5) years at 4.00% is 55 basis points
(0.55%).

For the Council’s consideration, a draft resolution has been provided to
_ begin the proceedings toward the refunding of the 2005 COP issue.

RECOMMENDATION: That the City Council consider proceeding with-the refunding -
' of the 2005 COP with the issue of a taxable revenue VRDO

bond.

ATTACHMENT: 1. Presentation to Provide New Money Plan
2. Draft Resolution



=
=

Presenta
July 20, 2012
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- RESOLUTION NO.

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF PORTERVILLE,
COUNTY OF TULARE, STATE OF CALIFORNIA, AUTHORIZING THE
COMMENCEMENT OF PRECEEDINGS IN CONNECTION WITH THE

REFUNDING OF THE $20,850,000 CERTIFICATES OF PARTICIPATION (2005
INFRASTRUCTURE FINANCING PROJECT) EVIDENCING DIRECT, UNDIVIDED
FRACTIONAL INTERESTS OF THE OWNERS THEREOF IN LEASE PAYMENTS

TO BE MADE BY THE CITY OF PORTERVILLE (TULARE COUNTY,
CALIFORNIA), AS THE RENTAL FOR CERTAIN PROPERTY PURSUANT TO A
LEASE AGREEMENT WITH THE PORTERVILLE PUBLIC FINANCING -
AUTHORITY, AND APPOINTING A BOND COUNSEL, A DISCLOSURE
COUNSEL, A FINANCIAL CONSULTANT AND AN UNDERWRITERIIN
CONNECTION THEREWITH

WHEREAS, the City has determined at this time, due to prevailing interest rates
in the municipal bond market and for other reasons, to provide for the refunding of the -
$20,850,000 Certificates of Participation (2005 Infrastructure Financing Project)
evidencing direct, undivided fractional interests of the owners thereof in lease payments
to be made by the City as the rental for certain property pursuant to a lease agreement
with the Porterville Public Financing Authority (the “2005 Certificates”);

WHEREAS, it is desirable to authorize the commencement of proceedings in
connection with the refunding of the 2005 Certificates and to appoint a bond counsel, a
disclosure counsel, a financial consultant and an underwriter in connection therewith;

NOW, THEREFORE, it is hereby DECLAREIf) and ORDERED, as follows:

The Council authorizes appropriate officers and officials of the City to proceed
with the preparation of the necessary documents in connection with the refunding of the
2005 Certificates, subject to the final approval thereof by the Council at a subsequent
meeting. -

"Quint & Thimmig LLP, San Francisco, California, is hereby designated as bond
counsel and disclosure counsel to the City in connection with the financing, the
compensation for such services to be negotiated by the City Manager or his designee.

Ravi Chitkara, Fremont, California, is hereby designated as financial cdnsultant
to the City in connection with the financing, the compensation for such services to be
negotiated by the City Manager or his designee.

Wulff, Hansen & Co., San Francisco, California is hereby designated as
underwriter in connection with the financing, the compensation for such services fo be
negotiated by the City Manager or his designee. . .



The Mayor, the Vice Mayor, the City Manager, Finance Director, the City Clerk
and other appropriate officers and officials of the City are hereby authorized and
directed to take such action and to execute such documents as may be necessary or
desirable to effectuate the intent of this resolution.

This Resolution shall take effect from and after the date of its passage and
adoption by this Council. .

APPROVED AND ADOPTED this 18" day of September, 2012.

Virginia R. Gurrola, Mayor

ATTEST:
John Lollis, City Clerk

By:
Patrice Hildreth, Chief Deputy City Clerk




