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SPD’S:  OBSOLETE OR OPTIMAL?  
- THE BOND MARKET PERSPECTIVE
In recent months, the very existence of Special Purpose Districts has come under attack from the highest levels of State government as a duplicative form of local government.  SPDs have even been called “dinosaurs” by their critics.  But those who clamor for government reform ought to consider that SPDs are the most efficient model for delivering essential governmental services. Although recipients of services appreciate this focused approach, there often seems to be no objective measuring stick to prove that SPDs are optimal for providing local services.
But there is a third-party source of verification of the fact that SPDs are a smart way to provide essential services to the people of South Carolina – the bond market.  The municipal bond market provides that independent “report card” on the quality and effectiveness of management and services through its market-determined interest rates.  As a Special Purpose District, your organisation enjoys the same opportunities to access the municipal capital markets for financing as do South Carolina’s largest cities and counties.  It makes no difference whether your district intends to finance a major utility system expansion or buy a new fire truck; there is a highly-developed, competitive market available and ready to purchase your district’s tax-exempt debt.  And one thing is certain: the municipal bond market will reward efficiency in the form of lower interest rates.  All you need to access that market is the right team of professionals.

Unfortunately, many Special Purpose Districts are directed away from the municipal bond market to commercial banks as the recommended choice of financing.  While commercial banks provide a competitive edge in lease-purchase financing, they are inefficient and often quite expensive as ____________________________

“An Issuer Credit Rating will demonstrate your organiza-tion’s general credit strengths and gives you credibility with everyone you do business with.” 


– Standard & Poor’s                       
     Corporation

____________________________

compared to the municipal bond market when it comes to financing for public bodies.  For the resourceful Special Purpose District the bond market provides long-term or short-term financing for fixed-rate or variable-rate debt, and it does so in the most competitive environment.  And with services such as the “Issuer Credit Rating” provided by Standard & Poor’s Corporation, the mystery is taken out of the municipal bond market.
With the Special Purpose Districts’ 2003 Conference drawing near, Howell & Linkous want to congratulate three Special Purpose Districts for taking advantage of the bond market for their capital needs.
3 EXAMPLES OF INNOVATIVE FINANCING
Superior Structuring

In May, the Lugoff-Elgin Water Authority sold its $6,135,000 Waterworks System Revenue Bonds,  in a negotiated sale with Columbia Capital Markets as underwriter.  Mike Hancock, General Manager, and his staff worked closely with the Authority’s underwriter, the rating agencies, MBIA Insurance Corporation, and the Authority’s bond counsel, Howell & Linkous, to carefully structure the transaction to take advantage of the Authority’s best attributes –growing service area, sound operating performance, moderating debt load, and high liquidity.  With bond insurance the bonds were rated “AAA.”  Columbia Capital Markets just happened to take the Authority’s bonds to market on the day before Santee Cooper, South Carolina’s largest public utility, went to market with its $335,030,000 bond issue.  The result:  Lugoff-Elgin’s bonds beat Santee Cooper’s pricing in every comparable maturity.  We extend our hearty congratulations to Mike Hancock, his staff, and the Chairman and Board of Directors of the Authority for structuring and issuing bonds at interest rates lower than those commanded by South Carolina’s largest public utility.
__________________________

Lugoff-Elgin’s bonds beat Santee Cooper’s pricing in every comparable maturity.
	Year
	Lugoff-Elgin
	Santee Cooper

	2015
	3.36%
	3.41%

	2016
	3.48
	3.58

	2017
	3.58
	3.68

	2018
	3.68
	3.71

	2019
	3.78
	3.80

	2020
	3.88
	3.90

	2021
	3.98
	4.00

	2022
	4.06
	4.08


__________________________
Problem Solved

New regulatory requirements pose significant challenges for utility districts.  The East Richland County Public Service District knows about regulatory challenges as population growth results in higher discharge standards.  More restrictive DHEC rules compelled an upgrade to the District’s sewer system at a price tag of over $27,000,000.  That left the question, and potential problem, of how to finance these costs without a major rate hike.  Howell & Linkous, as bond counsel to the District, worked with Bill Long, Executive Director, the Commission and staff, and the State Water Pollution Control Revolving Loan Fund to answer that question.
Through the innovative efforts of the District and the State Revolving Fund, financing was arranged with an SRF loan consisting of a combination of revenue bonds and general 

obligation bonds at competitive market rates as a pass through from the SRF.  With a combination of user rates and property taxes, the problem was solved.  Congratulations to Bill Long, the District’s staff, and the District’s Commissioners for creatively meeting an enormous challenge, and financing it at some of the lowest rates in the market.
Maximum Savings

The historically-low interest rates in the bond market offer some great opportunities for Special Purpose Districts with outstanding debt, as well as those issuing new debt.  And taking advantage of these market conditions does not require an SPD to have a lot of debt to do so.  The St. Andrew’s Public Service District illustrated that point in May when the District issued its $1,325,000 General Obligation Refunding Bonds.
	Bond Buyer Indexes (10-2-03)
1-yr. Notes – 1.07%

20-yr. AA G.O. Bonds – 4.75%

20-yr. AA+ G.O. Bonds – 4.66%

30-yr. A+ Rev. Bonds – 5.20%



In that transaction, the District worked with Coastal Securities LP, its underwriter, and its bond counsel, Howell & Linkous, to convert its existing, unrated debt to insured, triple-A rated debt, achieving a significant savings in the process.  The conservatively-managed district used its strong operating and debt payment history to obtain an “A” credit rating from Fitch Ratings, and was, therefore, able to obtain a policy of municipal bond insurance from “AAA” rated FSA Insurance to further enhance the credit behind its bonds.
We extend our congratulations to Charles Feather, Manager, Patricia Hiott, CFO, and the Commissioners and staff of the District for seizing the opportunities presented in the municipal bond market to save money for the District’s taxpayers and improve the District’s credit ratings for the future.  
For these three Special Purpose Districts, the municipal bond market has confirmed that SPD’s are an optimal model for the delivery of local governmental services in South Carolina.  
ABOUT HOWELL & LINKOUS

Howell & Linkous, LLC concentrates its practice in the areas of municipal bond law, local government law, and economic incentives.  Sam Howell and Alan Linkous have a combined 30 years of legal experience, and the firm occupies the position of being one of the very few municipal finance niche practices of its kind in the South.
We are proud to serve South Carolina’s Special Purpose Districts, and spread the word that there is no more efficient form of local government. The high bond ratings and low interest rates achieved by these three special purpose districts are the “Straight ‘A’ Report Card” for these local governments. We can help you structure your district’s debt to best make use of your organisation’s general credit profile, financial strength, and economic vitality.  Whether through the issuance of bonds, lease-purchase financing, or private placement, we will be happy to help you find the solution that works best for your district. 
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