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Roanoke Rapids City Council
August 16, 2011



The City Council of the City of Roanoke Rapids held a special meeting on the above date at 5:15 p.m. in the first floor conference room of the J. Reuben Daniel City Hall & Police Station.



Emery G. Doughtie, Mayor



Carl Ferebee, Mayor Pro Tem



Ernest C. Bobbitt)







Edward Liverman)


Suetta S. Scarbrough)



Greg Lawson)



Edward A. Wyatt, Interim City Manager



Lisa B. Vincent, MMC, City Clerk



Gilbert Chichester, City Attorney



MeLinda Hite, Finance Director



Jeff Hinton, Interim Police Chief




Larry Chalker, Property Maintenance Manager
Mayor Doughtie called the meeting to order and opened the meeting with prayer.  

Presentation by Davenport & Company Representatives Regarding Theatre Debt
Mr. Mitch Brigulio and Mr. Bob High with Davenport & Company, LLC reviewed a PowerPoint presentation of their report regarding the Theatre debt (copy on file in the Office of the City Clerk) pointing out that the transaction as it was put in place has a lot of components.  They indicated that this report will review the existing debt and lay out some potential options.  The presentation included the following:

· Existing Debt Profile

· USDA Loans

· Special Revenue Bonds

· Installment Purchase Contracts

· Outstanding Debt*:

$22,389,450

· USDA Loans

$  1,609,940

· Special Revenue Bonds

$20,120,000

· Installment Purchases

$     659,509

*Estimated as of 6/30/11.
· Decline in Debt Service
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· 2007 Special Revenue Bonds

· In March 2007, the City issued $21,500,000 of Music and Entertainment District Special 

Revenue Bonds, Series 2007.

· The transaction was structured as Variable Rate Demand Bonds (“Bonds”) backed by a Bank of 

America Letter of Credit (“LOC”).

· The Bonds mature on 7/1/2027.
· The City also entered into a $17,200,000 floating-fixed Interest Rate Swap Agreement (“Swap”) 


with Bank of America to synthetically fix its interest rate on 80% of the obligations.
· The Swap terminates on 7/1/2022.

· Each year, the City pays interest and fees for each component of the transaction:

· Variable Rate Bonds/Remarketing

· Letter of Credit

· Interest Rate Swap

· The City has exposure to changing interest rates and fees:

· Renewal of LOC and associated Fees

· Variable Rate on Bonds (unhedged portion)

· Basis Risk of Interest Rate Swap
· Net cost to the City:

· 5.51% + LOC Fee + Remarketing Fee + Principal and Interest on Bonds – Interest Received on Swap

· Variable Rate Bonds

· The City’s Bonds were originally underwritten and marketed by Bank of America.

· The interest rate on the bonds is a taxable variable rate which resets weekly.

· The weekly interest rate is determined by a remarketing process undertaken by Bank of America as the City’s remarketing agent.

· Weekly interest rates are based on the ratings of Bank of America as LOC Provider.

· Interest on the Bonds is payable on the first business day of each month, in arrears.

· Additionally, the City is charged an annual remarketing fee of 0.10% which is payable quarterly in arrears on January 1, April 1, August 1 and November 1.

· Historical Variable Rates (September 2009 – June 2011)

· Taxable Interest Rate on Bonds

· Average:
0.33%

· Minimum:
0.18%

· Maximum:
0.50%
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· LIBOR (benchmark)
· Average:
0.26%

· Minimum:
0.19%

· Maximum:
0.35%

· Interest Rate Spread

· Average:
0.07%

· Minimum:                      -0.05%

· Maximum:
0.24%
· FY 2011 Bond Payments

· Letter of Credit

· The City has a Letter of Credit Agreement in place to support the variable rate bonds.

· The Bonds are remarketed based on Bank of America’s LOC credit rating, not the City or project ratings.

· Bank of America, N.A. has short term credit ratings of A-1/P-1 from S&P and Moody’s, 


respectively.

· The LOC makes all principal and interest payments due on the bonds and the City is responsible for repaying the Letter of Credit.

· The original agreement carried a fee of 0.95% and was good through March 2, 2009.

· The LOC was extended 3 times since the original expiration at a rate of 1.10%.

· The current LOC expires on March 14, 2012.

· The LOC fees are paid quarterly in advance on June 1, September 1, December 1, and March 1.

· In addition to the LOC Fee, the City also pays expenses each month for draws on the LOC:

· $100 Payment Fee.

· $  45 Wire Charge.

· Amendment/Extension Fees.

· FY 2011 LOC Charges

· Interest Rate Swap

· In association with the variable rate bonds, the City entered into an interest rate swap to synthetically fix the interest rate on an 80% portion of the Bonds.

· Under the swap agreement, the City agrees to pay a taxable fixed interest rate of 5.51% and in return receives a variable rate equal to the average weekly 1-Month LIBOR.

· Swap payments are exchanged on the first business day of each month.

· The current interest rate swap is scheduled to terminate on July 1, 2022.  The Bonds mature on July 1, 2027.
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· Historical Monthly Swap Rates (October 2009 – June 2011)

· FY 2011 Swap Payments

· FY 2011 Total Net Payments

· Potential Future Results

· Case 1:  No Change in  Rates and Fees (Assumptions)

· Case 1:  No Changes in Rates and Fees (Potential Results)
· Case 2 (Assumptions)
· Case 2 (Potential Results)
· Case 3 (Assumptions)
· Case 3 (Potential Results)
· Summary of Cases

· Options

· Leave transaction in place as currently structured.

· Unwind current transaction and refinance with fixed rate bonds.

· Explore replacing the Bonds with a variable rate direct placed bank loan indexed to 1-Month LIBOR.

· Explore USDA Rural Development direct loan and loan guaranty programs.

· Fixed Rate Refinancing

· In order to unwind the existing transactions and refinance with fixed rate bonds, the City would need to:
· Terminate Interest Rate Swap

· The termination value will be based on current market rates compared to the City’s existing 5.51% interest rate swap.

· If the market for the City’s interest rate swap at the time of termination is below 5.51%, the City will owe the bank a termination payment.

· If the market for the City’s interest rate swap at the time of termination is above 5.51%, the bank will owe the City a termination payment.
· Payoff Variable Rate Bonds

· The Bonds are subject to optional redemption in whole or in part on any interest payment date at a redemption price of 100%.

· Structure Fixed Rate Bonds/Obtain Credit Ratings

· Determine optimal security for maximizing credit ratings on the City’s fixed rate bonds.

· The credit rating on the fixed rate bonds will impact the interest rate received and benefit/cost of the refinancing.

· Security of Existing Variable Rate Bonds
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· In addition to the Letter of Credit, the Bonds are secured by a pledge of Obligated Revenues of the City, which includes:

· Theatre Facility Receipts

· Lease payments from the Operator of the facility pursuant to the lease agreement.
· The Amount on deposit in the Revenue Increment Fund

· Taxes levied on the difference between the base value established when the District was formed and current value.

· Sales Tax Revenue

· Revenues received by the City from sales taxes levied by the County and the State, and distributed to the City pursuant to the provisions of applicable law.

· Debt Service Reserve Fund

· Maximum Annual Debt Service on the Bonds at the time of funding ($1,978,312.56).

· Fixed Rate Refinancing Assumptions
· Dated Date:

12/1/2011

· First Principal:

7/1/2012

· First Interest:

7/1/2012

· Credit Rating:

A1 GO or A or Baa

· Interest Rate:

Fixed Taxable Rate (market as of 7/19/2011)

· Term:

Matched Maturity (7/1/2027 final maturity)

· Amortization:

Level Debt Service

· DSRF:

Funded through bond issue

· Swap Termination Payment:

$3,255,462.60 (as of 7/19/2011)

· DSRF Release from 2007 Bonds:

$1,978,312.56

· Summary of Refinancing Cases
· Case  Comparison:  Net Debt Service
· Next Steps
· As directed by Council and Staff, further explore various funding options to refinance existing transaction, to include:

· Initiate discussions with Commercial Banks to discuss potential of direct placed loan.

· Initiate discussions with rating agencies to determine Special Obligation Bond Ratings.
· Schedule a call/meeting with USDA Rural Development to discuss various direct loan 


and loan guaranty programs.

· Review potential refinancing options with Bond Counsel and the Local Government Commission.
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· Present an updated analysis and discussion materials to Staff and City Council as appropriate.

Councilman Lawson asked how our situation would impact the sale of the bonds.  He asked if we have lost in that arena of getting more value.
Mr. Brigulio stated first and foremost, the investors look at Bank of America’s credit rating.  He stated some will dig a little deeper and look at the City, the tax district and even the Theatre but most will simply look at Bank of America.

Councilman Lawson asked who monitors the variable interest rates.

Mr. Brigulio stated the City should be getting a statement.  He stated there is a new website called EMMA that allows you to track bonds and interest rates.
Mr. High pointed out that for the debt the City has now, the rate is pretty low.  He stated if it goes up, so does the amount you have to budget.

Councilman Lawson asked if we found a buyer for the Theatre, how it would affect what we have now.

Mr. High stated the City may have trouble liquidating the facility.

Mr. Brigulio stated the City would have to pay off the par amount and will also have to terminate the swap agreement.

Mayor Doughtie asked about the possibility of staggering the retirement date of variable rate bonds.

Mr. High explained you would need security for whatever you are doing.  He stated GO bonds will give you some flexibility but the law dictates the maturity of those bonds.

Councilman Lawson asked what dictates whether a bond is tax-exempt or taxable.

Mr. High stated Congress & the IRS.
Mr. Brigulio stated the options presented are really just ideas at this point.

Mr. High stated there is no silver bullet.

Mayor Doughtie stated we need to study the information provided and discuss it with our City Attorney, City Manager and Finance Director.  He thanked Mr. High and Mr. Brigulio for their hard work in putting this 
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information together.

Councilman Lawson stated it appears that if we sell the Theatre, we will not be able to easily refinance the balance.

Mr. High stated that is something to discuss with the City’s attorney and bond counsel.  He stated the City would have to be able to offer security.

Councilman Lawson stated we need to digest the information presented.

Councilman Bobbitt asked about paying off and if the variable rate would be fairly easy to get out of.

Mr. Brigulio stated yes.  He stated you may have some notice requirements.  He stated if you pay it off, it would be the outstanding par amount of the bonds at that time.

It was the consensus of Council to study the information presented further and discuss it with the City Attorney, City Manager and Finance Director.

There being no further business, motion was made by Councilman Liverman, seconded by Councilwoman Scarbrough and unanimously carried to adjourn.
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