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Dear M r .  Chairman: 

Your Committee on Education submits  herewith  i t s  
r e p o r t  on school  bonding p r a c t i c e s  and advance refunding 
of school  bonds i n  Colorado. 

The committee's conc lus ions  and recommendations 
do n o t  involve  any changes i n  t h e  s t a t u t e s  on school  
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~ e s ~ e c t f u l l ~submi t ted ,  

/s/ Represen ta t ive  Ruth B. Clark  
Chairman, Committee on 
Education 



FOREWORD 


House J o i n t  Reso lu t i on  No. 1030, 1964 r e g u l a r  s e s s i o n ,  
d i r e c t e d  t h e  L e g i s l a t i v e  Counc i l  t o  appo in t  a committee from t h e  
membership of t h e  two s t a n d i n g  e d u c a t i o n  committees " t o  review t h e  
program of advance r e fund ing  of bonds i n  t h e  school  d i s t r i c t s  of  t h i s  
s t a t e ,  a s  w e l l  a s  t h e  g e n e r a l  p r a c t i c e  of t h e  s a l e  of a l l  ochobl 
bonds. " 

The fo l l owing  committee was appoin ted  t o  c a r r y  o u t  t h i s  and 
o t h e r  s t u d i e s  on e d u c a t i o n a l  ma t t e r s :  R e p r e s e n t a t i v e  Ruth B. C l a rk ,  
chairman; S e n a t o r  Fay DeBerard, v i c e  chairman; S e n a t o r s  Richard F. 
Hobbs, Roy H. McVicker, and L. T. S k i f f i n g t o n ; '  and R e p r e s e n t a t i v e s  
Palmer Burch, F o r r e s t  Burns, John L. Kane, Kathleen L i t t l e r ,  John 
Mackie, John O r c u t t ,  C l a r ence  Qu in l an ,  Will iam Stevens ,  and C. P. 
(DOC) Lamb, chairman of t h e  L e g i s l a t i v e  Counci l .  

The committee wishes  t o  thank  t h e  fo l l owing  people  who were 
s o  h e l p f u l  i n  t h e  conduct  of  t h i s  s tudy:  D r .  E l b i e  Gann, S t a t e  
Department of Educat ion;  Messrs. Fred Wiesner, Bruce Newman, Harry 
L e w i s  and Richard  Burkhardt ,  Boe t t che r  and Company; M r .  Rober t  
Ki rchner ,  K i r chne r  and Company; M r .  Rober t  G e m i n ,  Coughlin and 
Company, Inc . ;  M r .  Wal te r  Imhoff ,  Hanifen,  Imhoff ,  and Samford, Inc . ;  
M r .  W. A .  Conkl in ,  Bosworth, S u l l i v a n  and Company, Inc . ;  M r .  Frank 
Hays, At to rney .  

M r .  F i t zhugh  Carmichael  had t h e  pr imary s t a f f  r e s p o n s i b i l i t y
f o r  t h e  work of t h i s  committee. 

Lyle C. Kyle 
November 24, 1964 D i r e c t o r  
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COMMITTEE FINDINGS AND RECOMMENDATIONS 


The Colorado General  Assembly, i n  i t s  1963 s e s s i o n ,  adopted 
l e g i s l a t i o n  which pe rmi t t ed  school  d i s t r i c t s  t o  r e f i n a n c e  t h e i r  d e b t s  
p r i o r  t o  m a t u r i t y  i n  o r d e r  t o  b r ing  about  a saving on i n t e r e s t  charges  
which was made p o s s i b l e  by a changin money market -- among o t h e r  
reasons  -- and t h i s  procedure  i s  c a lk!ed advance refunding.  

The enab l in  l e g i s l a t i o n  f o r  advance re funding  was sponsored
by t h e  bond houses Bn Colorado and was backed by v a r i o u s  school  
boards and school  a d m i n i s t r a t o r s .  

Between adjournment of t h e  1963 s e s s i o n  and t h e  convening of 
t h e  1964 s e s s i o n  of t h e  General  Assembly approximately $75,000,000 of 
ou t s t and ing  school  d e b t  was advance refunded.  

The school  d i s t r i c t s  of  Colorado normally market approximately 
$35,000,000 of school  bonds p e r  year .  P r i o r  t o  passage of t h e  enabl ing  
l e g i s l a t i o n  on advance re funding  t h e  bond houses i n  Colorado es t imated  
a re funding  p o t e n t i a l  of approximately  $100,000,000 i n  school  bonds. 

Recognizing t h a t  t h i s  amount, roughly t h r e e  t imes  t h e  normal 
bond a c t i v i t y  i n  a yea r ,  might cause  marketing problems, the  bond houses 
of Colorado jo ined  t o g e t h e r  i n  a s y n d i c a t e  f o r  t h e  expressed purpose 
of p rov id ing  an o r d e r l y  procedure  f o r  marketing advance refunding 
bonds. Th i s  was a u n i l a t e r a l  a c t i o n  on t h e  p a r t  of t h e  bond houses 
taken wi thout  c o n s u l t a t i o n  wi th  school  boards ,  school  a d m i n i s t r a t o r s ,  
t h e  department of educa t ion ,  o r  t h e  S t a t e  Board of Education.  S ince  
t h e  Colorado School Board Assoc i a t i on ,  t h e  Colorado School Adminis- 
t r a t o r s  Assoc i a t i on ,  t h e  S t a t e  Department of Education and t h e  S t a t e  
Board of Educationl  a l l  main ta in  o f f i c e s  r e a d i l y  a v a i l a b l e ,  it appears
t o  t h e  committee t h a t  t h e  u n i l a t e r a l  a c t i o n  of t h e  bond houses i n  t h i s  
i n s t a n c e  r e p r e s e n t s  an apparen t  d i s r e g a r d  f o r  t h o s e  groups who repre-  
s e n t  t h e  t axpaye r s  of t h i s  s t a t e ,  and who had a g r e a t e r  s t a k e  i n  
advance re funding  than  d i d  t h e  bond houses. 

The committee recognizes  t h a t  t h e  volume of f i n a n c i n g  involved 
i n  a r e l a t i v e l y  s h o r t  pe r iod  of t ime n e c e s s i t a t e d ,  from a good businems 
s t andpo in t ,  t h a t  an o r d e r l y  procedure  of marketing t h e  bonds be de- 
v i sed .  However, when a school  board contac ted  Colorado bond houses 
o t h e r  than  t h e  one wi th  which it was n e g o t i a t i n g ,  on ly  t o  f i n d  a l l  
Colorado bond houses involved i n  one s y n d i c a t e ,  it l e f t  t h e  members 
perplexed a s  w e l l  a s  d o u b t f u l  of t h e  motive of t h e  synd ica t e .  Hind-
s i g h t  i s  always b e t t e r  t han  f o r e s i g h t  bu t  t h i s  committee has  conf idence 
t h a t  o u r  l o c a l  school  boards  would have cooperated i n  e s t a b l i s h i n g  an 
o r d e r l y  marketing procedure ,  whether t h e  one adopted by t h e  bond houses 
o r  an a l t e r n a t i v e  p r 0 c e d u r e . a ~  w e l l  a s  t h e  o t h e r  groups mentioned, had 
they  been -g iven  an oppor tun i ty  t o  do so. 

The o r i g i n a l  l e g i s l a t i o n  a u t h o r i z i n g  advance re funding  of 
school  bonds d i d  no t  l i m i t  t h e  number of t imes  a school  d i s t r i c t  could 
refund i t s  deb t .  However, i n  t h e  1964 s e s s i o n  of t h e  General  Assembly, 
amendments were o f f e r e d  and adopted t o  l i m i t  r e fund ings  t o  one t ime 
only.  The bond houses  split r anks  on these amendments -- most support-
ing  t h e  p roposa l s  and a few v igo rous ly  opposing them. 
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Numerous cha rge s  and innuendoes accompanied t h i s  d i sagreement  
and t h e n  t ended  t o  c r e a t e  misunders tand ings  among s choo l  o f f i c i a l s  and 
l e g i s l a t o r s .  A s  a r e s u l t  H . J .R .  1030 inc luded  a  d i r e c t i v e  t o  t h e  
L e g i s l a t i v e  Counc i l  t h a t  it a p p o i n t  a  committee". ,. t o  review t h e  pro-  
gram of advance r e fund ing  of bonds i n  t h e  s choo l  d i s t r i c t s  of  t h i s  
s t a t e ,  a s  well a s  t h e  g e n e r a l  p r a c t i c e  of t h e  s a l e  of a l l  schoo l  
bonds. 'I 

Q u e s t i o n s  cons ide r ed  by t h e  committee i n  t h e  conduct  of  t h i s  
s t u d y , t o g e t h e r  w i t h  comments and recommendations, a r e  p r e s e n t e d  below: 

1. Have t h e  s choo l  d i s t r i c t s  of  t h i s  s t a t e  r e c e i v e d  t h e  b e s t  
i n t e r e s t  r a t e  p o s s i b l e  on o r i g i n a l  bond i s s u e s  a s  well a s  advance 
re fund ing  i s s u e s ?  

The committee h a s  been unab le  t o  answer t h i s  q u e s t i o n ;  f u r t h e r -
more, it i s  d o u b t f u l  t h a t  t h e  answer can be o b t a i n e d  s h o r t  of h i r i n g  
e x p e r t  l e g a l  and f i n a n c i a l  counse l  t o  a u d i t  each  and e v e r y  bond i s s u e ,  
whether  o r i g i n a l  o r  advance r e fund ing ,  a u t h o r i z e d  by each  s choo l  board 
i n  t h e  s t a t e .  

The committee h a s  c o n s i d e r a b l e  i n fo rma t ion  on t h e  i n t e r e s t  
r a t e s ,  s av ings  t o  s choo l  d i s t r i c t s  and income t o  bond houses  concern ing  
advance re fund ing  i s s u e s  a u t h o r i z e d  i n  t h e  p a s t  18 months. 

During t h e  1964 s e s s i o n  of  t h e  Gene ra l  Assembly t h e r e  were 
rumors c i r c u l a t i n g  i n  t h e  l e g i s l a t i v e  h a l l s  t h a t  bond houses  had made 
unreasonab le  p r o f i t s  from advance r e fund ing  i s s u e s .  One such rumor 
was t h a t  bond houses had made two d o l l a r s  f o r  each  d o l l a r  saved t h e  
s choo l  d i s t r i c t s .  A s  can  be no ted  from t h e  accompanying r e s e a r c h  
r e p o r t  t h i s  was n o t  t h e  case .  The average  s av ing  t o  t h e  s choo l  d i s -  
t r i c t s  p e r  $1,000 advance r e fund ing  bond was $50.20 a s  opposed t o  a n  
income f i g u r e  t o  t h e  bond houses  of  $15.91 p e r  $1,000 bond. These 
f i g u r e s  app ly  t o  t h e  p e r i o d  p r eced ing  March, 1964 d u r i n g  which t h e  
s e v e r a l  bond houses  j o i n e d  t o g e t h e r  i n  a  s y n d i c a t e  f o r  t h e  purpose  of  
market ing  t h e  advance r e fund i ng  i s s u e s .  Comparable f i g u r e s  f o r  t h e  
pe r i od  s i n c e  March, 1964 f o r  advance r e fund ing  i s s u e s  handled by 
Boe t t che r  & Co. were $77.09 s av ing  p e r  $1,000 bond and $22.39 income 
t o  t h e  bond houses.  

2 .  Should c o m p e t i t i v e  p u b l i c  b idd ing  be  r e q u i r e d  by s t a t u t e  
f o r  a l l  o r i g i n a l  schoo l  bond i s s u e s ?  

No. The committee does  n o t  f e e l  t h a t  c o m p e t i t i v e  b idd ing  should  
be compulsory. We a r e  . i n  f a v o r  o f  c o m p e t i t i v e  p rocedures  f o r  n e a r l y  
a l l  o r i g i n a l  schoo l  bond i s s u e s ,  b u t  we f e e l  t h a t  l o c a l  boards  o f  edu-
c a t i o n  should be f r e e  t o  s e l l  bonds by n e g o t i a t i o n  i n  c a s e s  where t h e r e  
i s  good r ea son  why compe t i t i ve  p u b l i c  b idd ing  i s  no t  d e s i r a b l e .  

The committee wishes  t o  encourage  t h e  u s e  o f  c o m p e t i t i v e  p u b l i c  
b idding a s  a  g e n e r a l  p r a c t i c e  among schoo l  d i s t r i c t s ,  however. It h a s  
been o u r  f e e l i n g  t h a t  one  of t h e  r e a s o n s  advance r e fund ing  h a s  been 
q u i t e  s u c c e s s f u l  i n  Colorado,  a s  opposed t o  o t h e r  s t a t e s  which have 
au tho r i zed  advance r e fund ing ,  i s  t h a t  i n t e r e s t  r a t e s  on  o r i g i n a l  bond 
i s s u e s  may have been h i g h e r  t h a n  necessa ry .  A s  i n d i c a t e d  i n  t h e  r e sponse  
t o  q u e s t i o n  number one t h e  committee h a s  no d e f i n i t e  proof t h a t  i n t e r e s t  
r a t e s  have n o t  been t h e  b e s t  a v a i l a b l e 1  n e v e r t h e l e s s ,  compe t i t i ve  p u b l i c  
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b i d d i n g  on o r i g i n a l  bond i s s u e s  w i l l  d e f i n i t e l y  d e m o n s t r a t e  t o  t h e  
g e n e r a l  t axpay ing  p u b l i c  t h a t  eve ry  e f f o r t  was made t o  o b t a i n  t h e  b e s t  
i n t e r e s t  r a t e  p o s s i b l e .  

Of ten  l o c a l  b o a r d s  o f  e d u c a t i o n  a r e  n o t  a s  w e l l  inforti led about  
t h e  f i n a n c i a l  d e t a i l s  of  t h e i r  bond i s s u e s  and t h e  bond market  a s  t h e  
r e p r e s e n t a t i v e s  of t h e  bond houses  w i t h  whom t h e y  d e a l .  Because it i s  
d i f f i c u l t  f o r  t h e  boards  of  s m a l l e r  s c h o o l  d i s t r i c t s  t o  supp ly  *them- 
s e l v e s  w i t h  such t e c h n i c a l  i n f o r m a t i o n ,  t h e y  t e n d  t o  r e l y  on t h e  bond 
house r e p r e s e n t a t i v e s .  The l a c k  of an independen t  s o u r c e  of i n f o r m a t i o n  
may p l a c e  schoo l  d i s t r i c t s  a t  a  d i s a d v a n t a g e  i n  t h e i r  d e a l i n g s  w i t h  
t h e  bond houses.  A s i m i l a r  s i t u a t i o n  e x i s t s  f o r  t h e  governing b o d i e s  
of a l l  t y p e s  of l o c a l  governmenta l  u n i t s  which i s s u e  bonds. 

The committee recommends t h a t  t h e  Genera l  Assembly c o n s i d e r  
t h e  p o s s i b i l i t y  of employing an e x p e r t  a t  t h e  s t a t e  l e v e l  who cou ld  g i v e  
a s s i s t a n c e  and a d v i c e  t o  s c h o o l  d i s t r i c t s  and o t h e r  l o c a l  u n i t s  of 
government on t h e  s a l e  of  bonds. We f e e l  t h a t  a q u a l i f i e d  c o n s u l t i n g  
s t a f f  a t  t h e  s t a t e  l e v e l  could  p r o v i d e  a  v a l u a b l e  s e r v i c e  f o r  a l l  t y p e s  
of l o c a l  d i s t r i c t s .  I f  such an o f f i c e  were e s t a b l i s h e d ,  schoo l  d i s t r i c t s  
and o t h e r  t y p e s  o f  d i s t r i c t s  would no l o n g e r  have t o  depend on t h e  bond 
houses f o r  t h e i r  i n f o r m a t i o n .  They would have t h e i r  own f i n a n c i a l  
a d v i s o r  whose s o l e  concern  would b e  what i s  b e s t  f o r  t h e  d i s t r i c t .  

3.  Should s c h o o l  d i s t r i c t s  b e  p e r m i t t e d  t o  advance r e f u n d  

bonds? 


Yes. The committee b e l i e v e s . t h e r e  a r e  numerous o b j e c t i v e s ,  i n  
a d d i t i o n  t o  i n t e r e s t  s a v i n g s  f o r  t a x p a y e r s ,  t h a t  can  b e  accomplished 
th rough  advance r e f u n d i n g ;  t h e r e f o r e ,  we recommend no change i n  e x i s t -  
i n g  law concern ing  advance r e f u n d i n g .  

4.  Should  c o m p e t i t i v e  p u b l i c  b i d d i n g  be r e q u i r e d  by s t a t u t e  

f o r  a l l  advance r e f u n d i n g  s c h o o l  bonds? 


Sav ing  on i n t e r e s t  payments i s  n o t  t h e  o n l y  r e a s o n  f o r  advance 
r e f u n d i n g  of bonds. Debt c o n s o l i d a t i o n ,  s h o r t e n i n g  o f  t h e  term of  
d e b t ,  and r e l i e f  from d e b t  r e s t r i c t i o n s  a r e  a l l  l a u d a b l e  o b j e c t i v e s  of 
advance r e f u n d i n g s .  

Most s c h o o l  d i s t r i c t s  do n o t  have a v a i l a b l e  on t h e i r  s t a f f s  

t h e  t e c h n i c a l  competence t o  work o u t  t h e  o b j e c t i v e s  and d e t a i l s  of  

advance r e f u n d i n g s .  Consequen t ly ,  o u t s i d e  h e l p  must be s e c u r e d  e i t h e r  

th rough  t h e  r e t e n t i o n  of  a f i s c a l  a g e n t  on a  c o n s u l t i n g  b a s i s  o r  

th rough  n e g o t i a t i o n  w i t h  a bond house.  


Because of  t h e  s c a r c i t y  of  f i s c a l  a g e n t s  a v a i l a b l e  on a  con-
s u l t a t i v e  b a s i s  and a l s o  because  t h e  committee r e c o g n i z e s  t h a t  t h e  
p r o f i t  mot ive  encourages  bond houses  t o  e x p l o r e  v a r i o u s  means o f  s a v i n g
money f o r  s c h o o l  d i s t r i c t s ,  we do n o t  recommend c o m p e t i t i v e  b i d d i n g  on a  
compulsory b a s i s  i n  t h e  i n s t a n c e  o f  advance r e f u n d i n g .  

5. Should s c h o o l  d i s t r i c t s  b e  p e r m i t t e d  t o  advance r e f u n d  

bond i s s u e s  more t h a n  one time? 


No. A s  i n d i c a t e d  e a r l i e r  i n  t h i s  r e p o r t  t h i s  s p e c i f i c  q u e s t i o n  

i s  a p p a r e n t l y  t h e  major  c a u s e  o f  t h i s  s tudy .  Some p e o p l e  i n  t h e  bond 

house b u s i n e s s  cha rged  t h a t  t h e  r e a s o n  C h a p t e r  237, 1963 S e s s i o n  Laws 




of Colorado was amended i n  t h e  1964 s e s s i o n  t o  p r o h i b i t  more than  one 
advance refunding,  was t o  cover  up excessive p r o f i t s  t h e  bond houses 
made on t h e  f i r s t  time advance re fundings .  

The committee has  explored t h i s  charge thoroughly and f i n d s  it 
without  foundat ion.  A s  i n d i c a t e d  i n  t h e  r e s e a r c h  p o r t i o n  of t h i s  re-
p o r t  concerning t h r e g  succes s ive  t h e o r e t i c a l  advance r e fund ings  f o r  
t h e  Rangely School Distr ict  it i s  very  apparen t  t h a t  a d d i t i o n a l  s av ings  
can be accomplished by succes s ive  re fundings .  Also, a c a r e f u l  s tudy  
of t h a t  example, a s  w e l l  a s  o t h e r s ,  w i l l  demonstra te  why t h e  i n t e r s s t  
r a t e  t h a t  i s  p e c u l i a r  t o  t h e  f o u r t h  re funding  i s s u e  could n o t  be 
achieved i n  t h e  f i r s t  advance re funding  i s s u e .  

6. Did t h e  e x i s t e n c e  of t h e  bond house s y n d i c a t e  f o r  t h e  
per iod  of approximately one y e a r  p r i o r  t o  March, 1964 r e s t r i c t  compe- 
t i t i o n  i n  t h e  marketing of advance re funding  i s s u e s ?  

S u f f i c i e n t  evidence has  been presen ted  t o  t h e  committee t o  
i n d i c a t e  t h a t  t h e  e x i s t e n c e  of t h e  s y n d i c a t e  d i d  n o t  a b s o l u t e l y  prevent  
compet i t ion.  There were i n d i v i d u a l  re fundings  t h a t  occurred du r ing  
t h e  e x i s t e n c e  of t h e  synd ica t e  where compet i t ion  from f i r m s  o t h e r  t han  
t h e  ones i n  t h e  synd ica t e  was achieved.  

However, it appears  t o  t h e  committee t h a t  t h e  e x i s t e n c e  of 
t h e  synd ica t e  tended t o  make it extremely d i f f i c u l t  f o r  school  d i s -  
t r i c t s  t o  s ecu re  compet i t ive  b i d s  when such were d e s i r e d .  

xv i  



SCHOOL BONDING PRACTICES I N  COLORADO 


To s u p p o r t  t h e  f o r e g o i n g  recommendat ions ,  r e s u l t s  o f  r e s e a r c h  
by t h e  L e g i s l a t i v e  C o u n c i l  s t a f f  and r e l a t e d  m a t e r i a l s  a r e  p r e s e n t e d  
unde r  h e a d i n g s  a s  f o l l o w s r  Advance Refunding  o f  Schoo l  Bonds i n  
C o l o r a d o ,  S t e p s  I n v o l v e d  i n  t h e  Advance Refund ing  o f  Schoo l  Bonds i n  
Co lo rado  by N e g o t i a t i o n ,  Advance Refund ing  o f  C o l o r a d o  Schoo l  Bonds 
Befo re  and A f t e r  D i s s o l u t i o n  of  t h e  C o l o r a d o  Account ,  S t a t u t o r y  
P r o v i s i o n s .  and P r a c t i c e s  With R e s p e c t  t o  t h e  S a l e  and Advance Refund-  
i n g  of  Schoo l  Bonds i n  S t a t e s  o f  t h e  U n i t e d  S t a t e s ,  Notes  Based Upon 
" P u b l i c  S a l e  V e r s u s  N e g o t i a t i o n  i n  t h e  Marke t ing  of  M u n i c i p a l  Bonds," 
and A s p e c t s  o f  t h e  D e c i s i o n  o f  C o l o r a d o  Munic ipa l  D e a l e r s  t o  S y n d i c a t e  
G e n e r a l  O b l i g a t i o n  Advance Refund ing  Bond I s s u e s ,  t h e  l a t t e r  b e i n g  
a l e t t e r  from F r e d  W i e s n e r ,  Manager o f  t h e  Bond Depar tment  o f  B o e t t c h e r  
and Company, t o  L y l e  C. Ky le ,  D i r e c t o r  of  t h e  C o l o r a d o  L e g i s l a t i v e  
C o u n c i l .  

Advance R e f u n d i n ~  o f  S c b o l  Bonds i n  color ad^ 

The C o l o r a d o  G e n e r a l  Assembly i n  1963 a u t h o r i z e d  s c h o o l  d i s t r i c t s  
t o  r e f u n d  s c h o o l  bonds ,  s p e l l i n g  o u t  i n  some d e t a i l  c o n d i t i o n s  unde r  
which t h i s  may b e  done .  Because t h e  l a w  p r o v i d e s  f o r  t h e  r e f u n d i n g  o f  
s c h o o l  bonds  i f  same a r e  c a l l a b l e  o r  r e d e e m a b l e  w i t h i n  t e n  y e a r s  a f t e r  
t h e  d a t e  o f  i s s u a n c e  of  t h e  r e f u n d i n g  bonds ,  r e f u n d i n g  i s  p e r m i s s i b l e  
i n  C o l o r a d o  l o n g  b e f o r e  t h e  bonds o f  o r i g i n a l  i s s u e  can  b e  redeemed. 
Such r e f u n d i n g  i s  commonly c a l l e d  "advance  r e f u n d i n g . "  Us ing  t h e  t e r m  
i n  t h i s  s e n s e ,  t h e  p u r p o s e  h e r e  i s  t o  examine some o f  t h e  c o n c e p t s ,  
b a s i c  c o n s i d e r a t i o n s ,  and p rob lems  i n v o l v e d  i n  advance  r e f u n d i n g .  
S p e c i f i c a l l y ,  t h i s  s e c t i o n  o f  t h e  r e p o r t  i s  conce rned  w i t h  (1) t h e  
advance  r e f u n d i n g  c o n c e p t  a s  a p l i e d  t o  C o l o r a d o  s c h o o l  bonds ,  i n c l u d -
i n g  [ f o r  i l l u s t r a t i v e  p u r p o s e s P  an e x a m i n a t i o n  o f  what  could b e  
accompl ished  t h r o u g h  s u c c e s s i v e  advance  r e f u n d i n g s  o f  t h e  Ran e l y  
Schoo l  D i s t r i c t  bonds  i f  s u c h  r e f u n d i n g s  were  p e r m i s s i b l e ,  (27 p u r p o s e s  
f o r  which s c h o o l  bonds  a r e  advance  r e f u n d e d ,  ( 3 )  p o s s i b l e  consequences  
o f  e x t e n s i v e  advance  r e f u n d i n g s ,  and ( 4 )  a p p r a i s i n g  t h e  f a i r n e s s  of a 
r e f u n d i n g  agreement .  

The Advance Refund inq  Concept  a s  . A m l i e d  t o  C o l o r a d o  S c h o o l  Bonds 

The  r e f u n d i n g  o f  s c h o o l  bonds  i s  a n a l a g o u s  t o  t h e  r e f i n a n c i n g  
o f  any bonded i n d e b t e d n e s s .  F o r  any o f  a number of  r e a s o n s  i t  may b e  
t o  t h e  d e b t o r ' s  a d v a n t a g e  t o  l i q u i d a t e  t h e  e x i s t i n g  d e b t  and r e p l a c e  
it by o n e  i n  which t h e  o b j e c t i o n a b l e  f e a t u r e s  h a v e  been a m e l i o r a t e d  
o r  e l i m i n a t e d .  A common r e a s o n  f o r  r e f i n a n c i n g ,  i n  g e n e r a l ,  i s  t h a t  a 
change  of  some k i n d  -- i n  t h e  money m a r k e t ,  f o r  example -- h a s  t a k e n  
p l a c e  making it p o s s i b l e  t o  borrow money a t  a l o w e r  i n t e r e s t  r a t e  t h a n  
t h a t  of t h e  e x i s t i n g  d e b t .  Under t h e s e  c o n d i t i o n s  -- assuming c a l l a -  
b i l i t y  o f  t h e  bonds o f  o r i g i n a l  i s s u e  -- i t  may b e  and f r e q u e n t l y  i s  
sound management t o  i s s u e  r e f i n a n c i n g  o r  r e f u n d i n g  bonds  and u s e  t h e  
p r o c e e d s  t o  r e t i r e  t h e  o r i g i n a l  i s s u e .  

Because  of  t h e  t a x - f r e e  s t a t u s  o f  s c h o o l  bonds ,  i t  becomes 

a d d i t i o n a l l y  d e s i r a b l e  ( f r o m  t h e  p o i n t  o f  v i ew o f  t h e  t a x p a y e r  i n  t h e  

s c h o o l  d i s t r i c t  i n  q u e s t i o n )  t o  advance  r e f u n d  s c h o o l  bonds.  T h i s  i s  




t r u e  i n  a c c o r d a n c e  w i t h  C o l o r a d o  l a w  (123-12-7 ) ,  a s  w i l l  b e  i l l u s t r a t e d  
i n  f o l l o w i n g  p a r a g r a p h s .  The t o t a l  bond i n t e r e s t  and/or  t h e  p r i n c i p a l  
amount of  t h e  d e b t  may b e  r e d u c e d . s u b s t a n t i a l l y  by  u s e  o f  t h e  advance  
r e f u n d i n g  d e v i c e .  

The p r o c e e d s  f rom r e f u n d i n g  a r e  drawn upon t o  p u r c h a s e  d i r e c t  
O b l i g a t i o n s  o f  t h e  U .  S .  T r e a s u r y ;  and such  p u r c h a s e s  a r e  made i n  
s u f f i c i e n t  amounts and a c c o r d i n g  t o  a pre-computed s c h e d u l e  s y n c h r o -  
n i z e d  t o  pay t h e  p r i n c i p a l  o f  and t h e  i n t e r e s t  on  t h e  bonds  b e i n g  
r e f u n d e d ,  a s  w e l l  a s  any r e q u i r e d  p r i o r  r e d e m p t i o n  premiums. When t h e  
advance  r e f u n d i n g  t r a n s a c t i o n  i n v o l v i n g  C o l o r a d o  s c h o o l  bonds  i s  com-
p l e t e ,  a l l  o f  t h e  r e q u i r e d  government  o b l i g a t i o n s  a r e  p l a c e d  i n  an 
i r r e v o c a b l e  t r u s t  ( e s c r o w )  i n  a bank i n  C o l o r a d o  p o s s e s s i n g  t r u s t  
powers and FDIC membership.  

T h e r e  i s  no s p e c u l a t i o n  i n  t h i s  t r u s t ;  i t  i s  composed of  non-
c a l l a b l e  t r e a s u r y  o b l i g a t i o n s  o n l y ;  and t h e  t r u s t e e  c a n n o t  s e l l  any 
of  t h e s e  t r e a s u r y  o b l i g a t i o n s  ahead  o f  m a t u r i t y .  I d l e  c a s h  b a l a n c e s  
may b e  i n v e s t e d  by t h e  t r u s t e e  i n  T r e a s u r y  B i l l s  s o  l o n g  a s  m a t u r i t y  
of  same i s  s u c h  a s  t o  s a t i s f y  payment o f  t h e  r e f u n d e d  i s s u e s .  Income 
d e r i v e d  from r e i n v e s t m e n t  by t h e  t r u s t e e ,  i f  any ,  a c c r u e s  t o  t h e  
b e n e f i t  o f  t h e  s c h o o l  d i s t r i c t  a t  t h e  t e r m i n a t i o n  of  t h e  escrow.  I t  
i s  f u r t h e r  p r o v i d e d  t h a t ,  w i t h  t h e  e sc row p r o v i s i o n s  met, t h e  r e f u n d e d  
bonds " s h a l l  n o t  b e  deemed o u t s t a n d i n g  bonds"  s o  f a r  a s  bonded i n d e b t -
e d n e s s  i s  c o n c e r n e d .  Moreover ,  b e c a u s e  o f  t h e  p r o v i s i o n  w i t h  r e s p e c t  
t o  c a l l a b i l i t y  o r  r e d e e m a b i l i t y  n o t e d  above ,  t h e  S c h o o l  Board h a s  
f reedom t o  c h o o s e  an  o p p o r t u n e  t i m e  f o r  e n t e r i n g  i n t o  a  r e f u n d i n g '  
agreement .  

To i l l u s t r a t e  what  c a n  b e  accompl i shed  by r e f u n d i n g  o p e r a t i o n s ,  
f a c t s  p e r t a i n i n g  t o  t h e  a c t u a l  advance  r e f u n d i n g  of  a $2 ,380 ,000  d e b t  
o f  Rangely  S c h o o l  D i s t r i c t  No. RE-4, R i o  B lanco  Coun ty ,  a r e  p r e s e n t e d ,  
t o g e t h e r  w i t h  s i m i l a r  i n f o r m a t i o n  on  t h r e e  h y p o t h e t i c a l  s u c c e s s i v e  
advance  r e f u n d i n g s  o f  t h e  Hangely  S c h o o l  D i s t r i c t  bonds .  

The bonds  of  o r i g i n a l  i s s u e  b o r e  a n  i n t e r e s t  r a t e  o f  4& on 
a l l  m a t u r i t i e s .  Because  t h i s  i s  h i g h e r  t h a n  t h e  y i e l d  r a t e  o n  U.S.  
T r e a s u r y  o b l i g a t i o n s ,  t h e  c o s t  o f  t h e  gove rnmen t s  f o r  e sc row p u r p o s e s  
n e c e s s a r i l y  exceeded  t h e  p r i n c i p a l  amount o f  t h e  bonds ,  $2,380,000.  
The  t o t a l  c o s t  o f  t h e  gove rnmen t s  i n  t h i s  i n s t a n c e ,  i n c l u d i n g  a  
f i n a n c i n g  f e e  o f  32,887.50,was $2,491,096.01.  S i n c e  t h e  S c h o o l  Board 
d i d  n o t  p r o v i d e  f u n d s  t o  o f f s e t  t h e  s o - c a l l e d  e s c r o w  l o s s  o r  l o s s  o n  
gove rnmen t s  which  r e s u l t e d ,  s a i d  l o s s  o f  $111,096.01 had t o  b e  met by  
s e l l i n g  t h e  r e f u n d i n g  bonds  a t  premiums; and t h i s  i s  t r u e  b e c a u s e  t h e  
p r i n c i p a l  amount o f  t h e  r e f u n d i n g  i s s u e ,  by law,  c a n n o t  exceed  t h e  
p r i n c i p a l  amount o f  t h e  bonds  o f  o r i g i n a l  i s s u e .  Thus ,  t h e  r e f u n d i n g  
bonds n e c e s s a r i l y  b o r e  h i g h e r  i n t e r e s t  r a t e s  t h a n  would n o r m a l l y  b e  
r e q u i r e d  by t h e  S c h o o l  D i s t r i c t  s o  t h a t  t h e  u n d e r w r i t e r s  c o u l d  r e a l i z e  
s u f f i c i e n t  g r o s s  income t o  o f f s e t  t h e  e sc row 10ss.l 

1. 	 Under c o n d i t i o n s  d i f f e r e n t  f rom t h o s e  which e x i s t e d  i n  t h e  Range ly  
r e f u n d i n g  o p e r a t i o n ,  t h e r e  may b e  a  s o - c a l l e d  e sc row g a i n  o r  g a i n  
on t h e  gove rnmen t s  r a t h e r  t h a n  a l o s s .  I f  t h e  i n t e r e s t  r a t e s  o n  
t h e  bonds  t o  b e  r e f u n d e d  a r e  l o w e r  on  an a v e r a g e  t h a n  t h e  y i e l d  
r a t e s  a t  which gove rnmen t s  f o r  l i k e  m a t u r i t i e s  c a n  b e  b o u g h t ,  t h e  
c o s t  of  t h e  gove rnmen t s  f o r  e s c r o w  p u r p o s e s  w i l l  b e  less  t h a n  t h e  
p r i n c i p a l  amount o f  t h e  bonds  t o  b e  r e f u n d e d .  T h i s  d i f f e r e n c e  i s  
c a l l e d  an escrow g a i n  o r  g a i n  on t h e  governments .  

http:$2,491,096.01


D e s p i t e  t h e  s i z a b l e  e sc row l o s s  o n  t h e  a c t u a l  r e f u n d i n g  o f  t h e  
Rangely  s c h o o l  bonds ,  t h e  a v e r a g e  bond i n t e r e s t  r a t e  on t h e  r e f u n d i n g  
i s s u e  was 4 .1%,  a r e d u c t i o n  f rom 4.50% on  t h e  bonds o f  o r i g i n a l  i s s u e .  
The  p r i n c i p a l  amount o f  t h i s  r e f u n d i n g  i s s u e  was t h e  same a s  t h a t  o f  
t h e  o r i g i n a l  i s s u e ,  b u t  t h e  r e q u i r e d  bond i n t e r e s t  payments  were  de -  
c r e a s e d  by $116,825 .  

D e t a i l s  o f  t h e  hy o t h e t i c a l  i l l u s t r a t i o n  a r e  s e t  f o r t h  i n  
T a b l e s  I and 11 ( p p .  5-77; t h e y  p e r t a i n  t o  t h r e e  c o n s e c u t i " e  
h y p o t h e t i c a l  r e f u n d i n g s  of  t h e  a c t u a l  r e f u n d i n g  i s s u e  d a t e d  May 1, 
1963, of  Rangely  S c h o o l  D i s t r i c t  bonds  h a v i n g  a p r i n c i p a l  amount o f  
$2 ,380 ,000 .  With r e f e r e n c e  t o  T a b l e  I1 p a r t i c u l a r l y ,  n o t e  s h o u l d  b e  
t a k e n  of  t h e  c o n d i t i o n s  o r  a s s u m p t i o n s  u n d e r l y i n g  t h e  a n a l y s i s  l e a d i n g  
t o  i t s  p r e p a r a t i o n .  I m p o r t a n t  among them a r e  t h e  f o l l o w i n g :  ( 1 )  a l l  
government  bonds a r e  p r i c e d  -- f o r  t h e  h y p o t h e t i c a l  r e f u n d i n g  a n a l y s e s - -  
a s  of  August  16, 1963, t h e  d a t e  o f  c l o s i n g  o f  t h e  a c t u a l  r e f u n d i n g ,  
( 2 )  t h e  o f f e r i n g  s c a l e s  o r  y i e l d s  f o r  a l l  h y p o t h e t i c a l  r e f u n d i n g s  a r e  
t h e  same a s  t h o s e  f o r  t h e  a c t u a l  r e f u n d i n g ,  and ( 3 )  t h e  t h r e e  d i f f e r e n t  
h y p o t h e t i c a l  r e f u n d i n g s  have  t h e  same m a t u r i t y  s c h e d u l e s  a s  t h e  a c t u a l  
r e f u n d i n g ,  e x c e p t  t h a t  t h e r e  i s  a r e d u c t i o n  o f  $49,000 i n  p r i n c i p a l  
i n  t h e  f i n a l  m a t u r i t y  i n  t h e  l a s t  o f  t h e s e  r e f u n d i n g s .  

A f u r t h e r  a s s u m p t i o n  i s  i m p l i c i t  i n  t h e  a n a l y s i s ,  namely,  t h a t  
t h e  marke t  f o r  Range ly  S c h o o l  D i s t r i c t  bonds  would n o t  b e  i m p a i r e d  by 
t h e  s u c c e s s i v e  r e f u n d i n g s .  Upon c o m p l e t i o n  o f  what c o r r e s p o n d s  t o  t h e  
t h i r d  h y p o t h e t i c a l  r e f u n d i n g  -- f o u r  r e f u n d i n g s  i n  a l l  -- t h e  Range ly  
Schoo l  bonds i n  t h e  hands  of  i n v e s t o r s  would b e  i n c r e a s e d  by a p p r o x i -  
m a t e l y  9 8  m i l l i o n  d o l l a r s .  Whether  t h e  m a r k e t  would a b s o r b  t h i s  
i n c r e a s e  w i t h o u t  a n  i n c r e a s e  i n  t h e  y i e l d  r a t e  i s  q u e s t i o n a b l e .  

I n  t h e  f i r s t  h y p o t h e t i c a l  r e f u n d i n g  o p e r a t i o n  ( a  r e f u n d i n g  of  
t h e  a c t u a l  r e f u n d i n g  b o n d s ) ,  t h e  e sc row l o s s ,  t h o u g h  s t i l l  s i z a b l e ,  i s  
g r e a t l y  r e d u c e d ;  t h e  a v e r a g e  bond i n t e r e s t  r a t e  i s  r e d u c e d  f rom 4.17% 
t o  3.80%; and t h e  p r i n c i p a l  amount of t h e  i s s u e  r e m a i n s  unchanged.  

I n  t h e  second  h y p o t h e t i c a l  r e f u n d i n g  o p e r a t i o n  ( a  r e f u n d i n g  of  
t h e  bonds whose a v e r a g e  bond i n t e r e s t  r a t e  i s  3.80%), t h e  escrow l o s s  
i s  s m a l l ;  t h e  a v e r a g e  bond i n t e r e s t  r a t e  i s  r e d u c e d  t o  3.45%; and t h e  
p r i n c i p a l  amount o f  t h e  bonds r e m a i n s  unchanged.  I t  i s  emphas ized ,  a s  
e x p l a i n e d  above ,  t h a t  t h i s  r e d u c t i o n  i n  a v e r a g e  bond i n t e r e s t  r a t e  .from 
t h e  f i r s t  t o  t h e  second  h y p o t h e t i c a l  r e f u n d i n g  i s  a r r i v e d  a t  unde r  t h e  
a s sumpt ion  of i d e n t i c a l  c o n d i t i o n s ,  i n c l u d i n g  t h o s e  p e r t a i n i n g  t o  y i e l d  
r a t e s  o n  m u n i c i p a l  bonds .  Because  t h e  bond i n t e r e s t  r a t e  r e d u c t i o n  i s  
s u b s t a n t i a l ,  it i s  c l e a r  t h a t  a s m a l l e r  ( t h o u g h  s i z a b l e )  r a t e  r e d u c t i o n  
c o u l d  t a k e  p l a c e  u n d e r  c o n d i t i o n s  of c o n s i d e r a b l y  l a r g e r  y i e l d  r a t e s  
on t h e  r e f u n d i n g  bonds  t h a n  on  t h e  bonds  b e i n g  r e f u n d e d .  

I n  t h e  t h i r d  h y p o t h e t i c a l  r e f u n d i n g  o p e r a t i o n  ( a  r e f u n d i n g  o f  

t h e  bonds  whose a v e r a g e  bond i n t e r e s t  r a t e  i s  3 . 4 5 % ) ,  it was d e c i d e d  

t o  r e d u c e  t h e  bond i n t e r e s t  r a t e  o n l y  s l i g h t l y  and d e t e r m i n e  t o  what  

e x t e n t  t h e  p r i n c i p a l  o f  t h e  d e b t  c o u l d  b e  r e d u c e d .  With a r e d u c t i o n  

i n  bond i n t e r e s t  r a t e  t o  3.40% o n l y ,  i t  was found  t h a t  t h e  p r i n c i p a l  

o f  t h e  d e b t  c o u l d  b e  r e d u c e d  by $49 ,000  -- f rom $2 ,380 ,000  t o  

$2 ,331 ,000 .  


The  above  p r o v i d e s  an  i l l u s t r a t i o n  o f  an  i m p o r t a n t  l i m i t a t i o n  o n  
what c a n  b e  accompl i shed  i n  o n e  r e f u n d i n g  o p e r a t i o n .  I f  a bond i n t e r e s t  



s c h e d u l e  l i k e  t h a t  o f  t h e  f i r s t  h y p o t h e t i c a l  r e f u n d i n g  o p e r a t i o n  ( 3 . 8 0  
p e r  c e n t  f o r  a l l  m a t u r i t i e s )  had been  set  f o r  t h e  a c t u a l  r e f u n d i n g ,  
w i t h  no o t h e r  change  i n  t h e  b a s i c  a s s u m p t i o n s  and c o n d i t i o n s ,  t h e r e  
would h a v e  been  a l o s s  t o  t h e  Col'orado Account  ( b e f o r e  o v e r h e a d )  of  
$4.28 p e r  $1 ,000  p a r  v a l u e  o f  t h e  r e f u n d i n g  bonds .  T h i s  r e s u l t  i s  
a r r i v e d  a t  by n o t i n g ,  i n  T a b l e  11, t h a t  t o t 3 1  d i r e c t  c o s t s  i n  t h e  
"Ac tua l  Refunding"  column ($120 ,383)  exceed  g r o s s  income f rom u n d e r -  
w r i t i n g  i n  Column A u n d e r  " H y p o t h e t i c a l  Re fund ings"  ($110 ,188)  by 
$10 ,195  and t h e n  by  d i v i d i n g  t h e  l a t t e r  f i g u r e  by  2 , 3 8 0 .  I f  c o n c e s s i o n s  
t o  s e l l i n g  d e a l e r s  a r e  assumed t o  b e  t h e  same a s  f o r  t h e  a c t u a l  r e f u n d -  
i n g  ( $ 2 2 , 3 4 7 ) .  a n  u n d e r w r i t i n g  l o s s  of  $32 ,542  b e f o r e  o v e r h e a d  ($10 ,195  
p l u s  $ 2 2 , 3 4 7 ) ,  o r  $13.67 p e r  $1,000 p a r  v a l u e  o f  t h e  r e f u n d i n g  bonds ,  
i s  o b t a i n e d .  The s i m p l e  r e a s o n  f o r  t h i s  l o s s  i s  t h e  f a c t  t h a t  t h e  
i n t e r e s t  r a t e  ( 3 . 8 0  p e r  c e n t )  on  t h e  r e f u n d i n g  b o n d s ,  unde r  t h e  con-
d i t i o n s  i n d i c a t e d ,  i s  n o t  h i g h  enough t o  y i e l d ,  o n  t h e  s a l e  o f  t h e s e  
bonds ,  t h e  amount o f  money r e q u i r e d  t o  f i n a n c e  t h e  r e f u n d i n g  o p e r a t i o n .  

If t h e  c o n d i t i o n s  of  t h e  second  h y p o t h e t i c a l  r e f u n d i n g  had been  
assumed (3.45% bond i n t e r e s t  o n  a l l  m a t u r i t i e s )  i n  t h e  a c t u a l  r e f u n d -  
i n g ,  t t l c>  l o s s  t o  t h e  C o l o r a d o  Account ( b e f o r e  o v e r h e a d )  -- b a s e d  upon 
t o t a l  d i r e c t  c o s t s  i n  t h e  " A c t u a l  Re fund ing"  column o f  T a b l e  I1 and 
g r o s s  income f rom u n d e r w r i t i n g  i n  Column B u n d e r  " H y p o t h e t i c a l  Refund-  
i n g s "  -- would h a v e  b e e n  $59 ,686  o r  $25 .08  p e r  $1,000 p a r  v a l u e  of t h e  
r e f u n d i n g  bonds.  Assuming t h e  same c o n c e s s i o n s  a s  above t o  t h e  s e l l i n g  
d e a l e r s ,  t h e  u n d e r w r i t i n g  l o s s  ( b e f o r e  o v e r h e a d )  would h a v e  been  $34.47. 

The  a v e r a g e  u n d e r w r i t i n g  and s e l l i n g  p . r o f i t  ( b e f o r e  o v e r h e a d )  
f o r  t h e  f o u r  r e f u n d i n g  i s s u e s  d e s c r i b e d  above  i s  $17.44 p e r  $1,000 p a r  
v a l u e  o f  t h e  r e f u n d i n g  bonds ;  f o r  t h e  a c t u a l  r e f u n d i n g  o p e r a t i o n  it 
was $19.18. 

P u r p o s e s  F o r  Which S c h o o l  Bonds Are Advance Refunded 

Schoo l  bonds  a r e  advance  r e f u n d e d  f o r  f o u r  b a s i c  p u r p o s e s .  T h e r e  
i s  t h e  o b j e c t i v e ,  f i r s t ,  o f  r e d u c i n g  t h e  b u r d e n  t o  t h e  t a x p a y e r  a r i s i n g  
from d e b t  s e r v i c i n g .  Second ,  t h e r e  may b e  t h e  d e s i r e  t o  s p r e a d  m a t u r i t i e s  
o v e r  s h o r t e r  o r  l o n g e r  p e r i o d s ,  depend ing  upon c i r c u m s t a n c e s ,  t h a n  t h o s e  
of  t h e  bonds p r e s e n t l y  o u t s t a n d i n g .  T h i r d ,  i t  may b e  n e c e s s a r y  t o  
r e d u c e  t h e  e x i s t i n g  i n d e b t e d n e s s  t o  make p o s s i b l e  a d d i t i o n a l  bo r rowing  
w i t h i n  d e b t  l i m i t a t i o n s .  F o u r t h ,  d e b t  c o n s o l i d a t i o n  o r  o t h e r  c o r r e c t i v e  
measu res  may b e  d e s i r e d  f o r  a  v a r i e t y  o f  r e a s o n s .  Two o r  more o f  t h e s e  
o b j e c t i v e s  can  commonly b e  g a i n e d  i n  o n e  r e f u n d i n g  o p e r a t i o n ;  each  w i l l  
b e  examined i n  f o l l o w i n g  p a r a g r a p h s . .  

Examples have  a l r e a d y  been  p r e s e n t e d  showing how bond i n t e r e s t  
payments o r  p r i n c i p a l  amount o f  t h e  d e b t ,  o r  b o t h ,  c a n  b e  r e d u c e d  by 
r e f u n d i n g .  

The c r e d i t  s t a n d i n g  o f  a  s c h o o l  d i s t r i c t  may b e  a d v e r s e l y  
a f f e c t e d  by t h e  e x i s t e n c e  of o u t s t a n d i n g  bonds  w i t h  m a t u r i t i e s  e x t e n d -
i n g  f a r  i n t o  t h e  f u t u r e .  Under such  c o n d i t i o n s ,  t h e  r e f u n d i n g  o p e r a t i o n  
may b e  employed t o  c o n v e r t  t h e  d e b t  t o  one  w i t h  m a t u r i t i e s  e x t e n d i n g  
o v e r  a s h o r t e r  p e r i o d ,  t h e r e b y  improv ing  t h e  d i s t r i c t ' s  c r e d i t  s t a n d -
i n g  t o  t h e  p o i n t  c o n c e i v a b l y  t h a t  a d d i t i o n a l  bonds  c o u l d  b e  s o l d  a t  
l ower  i n t e r e s t  r a t e s  t h a n  would o t h e r w i s e  b e  p o s s i b l e .  
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T a b l e  I1 
( c o n t i n u e d )  

O r i g i n a l  
I s s u e  

k c t u a l  
Ref u n d i n q  

H v ~ o t h e t i c a l  R e f u n d i n s s  
(B) .(C) 

T o t a l  p r o f i t  t o  u n d e r w r i t e r s  ( b e f o r e  
o v s r h e a d ) 

Dzduct  c o n c e s s i o n s  t o  s e l l i n g  d e a l e r s  
U n d e r w r i t i n g  p r o f i t  ( b e f o r e  o v e r h e a d )  

U n d e r w r i t i n g  p r o f  it ( b e f o r e  o v e r h e a d )  
p e r  $1 ,000  p a r  v a l u e  o f  t h e  r e f u n d i n g  bonds  

T o t a l  p r o f i t  ( b e f o r e  o v e r h e a d )  p e r  $1 ,000  
p a r  v a l u s  o f  t h ?  r e f u n d i n g  bonds  

a .  	 I n t e r e s t  p r o r a t e d  t o  May 1, 1963.  
b. 	 I n t e r e s t  p r o r a t e d  t o  August  1, 1963.  
c. 	 Not f u l l y  comparable  w i t h  o t h e r  s a v i n g s  shown b e c a u s e  o f  t h e  d i f f e r e n c e  be tween  t h e  " p r o r a t e d "  

d a t e s  of May 1 and ~ u g u s t  1, 1963. 



If t h e  problem of c r e d i t  s t a n d i n g  i s  n o t  involved and t h e r e  i s  
t h e  d e s i r e  t o  spread t h e  burden t o  t h e  t a x p a y e r  over  a pe r iod  of i n -
c reased  l e n g t h ,  t h e r e b y  reducing t h e  annual  t a x  r e q u i r e d  t o  s e r v i c e  
t h e  d e b t ,  t h e  refunding i s s u e  cafi be s e t  up t o  accomplish t h i s  o b j e c -  
t i v e .  T h i s ,  however, i s  s u b j e c t  t o  t h e  l i m i t a t i o n  ( u n l e s s  v o t e r  
approval  t o  t h e  c o n t r a r y  i s  o b t a i n e d )  t h a t  n e i t h e r  t h e  average  bond 
i n t e r e s t  r a t e  n o r  t o t a l  bond i n t e r e s t  payments of t h e  re fund ing  i s s u e  
s h a l l  exceed t h o s e  of t h e  bonds t o  be refunded.  I f  t h e  m a t u r i t i e s  a r e  
extended t o o  f a r  i n t o  t h e  f u t u r e ,  t h e  r e q u i r e d  bond i n t e r e s t  payments 
w i l l  be inc reased .  

With r e f e r e n c e  t o  t h e  t h i r d  of t h e  r e a s o n s  f o r  r e fund ing  
mentioned above, t h a t  of reducing t h e  bonded d e b t ,  it i s  noted  t h a t  t h e  
premiums a t  which t h e  re fund ing  bonds can be s o l d  a r e  an  impor tan t  
de terminant  of t h e  e x t e n t  of t h e  p o s s i b l e  r e d u c t i o n  i n  t h e  p r i n c i p a l  
amount of t h e  bonds and t h a t  t h e  premiums, i n  t u r n ,  a r e  dependent i n  
l a r g e  p a r t  upon t h e  bond i n t e r e s t  r a t e s .  To make t h e  d e s i r e d  r e d u c t i o n  
i n  t h e  bonded d e b t ,  t h e r e f o r e ,  it i s  n e c e s s a r y  t o  s e t  t h e  bond i n t e r e s t  
r a t e s  a s  h igh  a s  f e a s i b l e ,  s u b j e c t  t o  t h e  l i m i t a t i o n  no ted  above. 

Under c o n d i t i o n s  t h a t  sometimes ex i s t ,  d e b t  c o n s o l i d a t i o n  may 
be a  h i g h l y  d e s i r a b l e  o b j e c t i v e .  Among t h e  bonds t h a t  were refunded 
f o r  J e f f e r s o n  County School D i s t r i c t  R - 1 ,  f o r  example, s i x t e e n  s e p a r a t e  
bond i s s u e s  and e i g h t  s e p a r a t e  payment d a t e s  d u r i n g  t h e  y e a r  were 
represen ted .  It was p o s s i b l e  t o  refund a l l  of t h e s e  i n  f i v e  re fund ing  
i s s u e s  wi th  only  two payment d a t e s  d u r i n g  t h e  y e a r ,  namely, March 1 
and September 1. This  brought  about  an obvious p o t e n t i a l  sav ing  i n  
c l e r i c a l  and a d m i n i s t r a t i v e  c o s t s  i n c i d e n t  t o  d e b t  s e r v i c i n g ;  and t h e  
cho ice  of payment d a t e s  t o  a g r e e  c l o s e l y  w i t h  p r o p e r t y  t a x  payment 
d a t e s  means t h a t  l o s s  from i d l e  funds  be ing he ld  t o  s e r v i c e  t h e  d e b t  
was reduced. C o r r e c t i o n  of any marked i r r e g u l a r i t y  from y e a r  t o  y e a r  
t h a t  may e x i s t  i n  t h e  t a x  l e v i e s  r e q u i r e d  t o  s e r v i c e  t h e  d e b t  may be 
accomplished i n  any refunding.  

It i s  g e n e r a l l y  d e s i r a b l e  f o r  a  school  d i s t r i c t  t o  have i t s  
bonds r a t e d  by such s e r v i c e s  a s  Moody's I n v e s t o r  S e r v i c e  and t h e  
Standard and Poor Corpora t ion .  Inasmuch a s  s i z e  of t h e  i s s u e  has  a  
bear ing  upon t h e  w i l l i n g n e s s  of t h e s e  s e r v i c e s  t o  r a t e  t h e  bonds, d e b t  
c o n s o l i d a t i o n  may s e r v e  t o  accomplish t h i s  end. 

Depending upon c i rcumstances ,  it may be f e a s i b l e  and d e s i r a b l e  
t o  i s s u e  refunding bonds i n  denominat ions d i f f e r e n t  from t h o s e  of t h e  
bonds c u r r e n t l y  ou t s t and ing .  By i s s u i n g  them i n  denominat ions of 
$5,000 i n s t e a d  of $1,000, f o r  example, it i s  unders tood t h a t  c o l l e c t i o n  
charges  may be decreased.  

P o s s i b l e  Consequences of Ex tens ive  Advance Refundinqs 

S t u d e n t s  of p u b l i c  d e b t  management a r e  by no means i n  complete 

agreement a s  t o  t h e  m e r i t s  of advance refunding.  Although it may be 

employed t o  accomplish much-to-be-desired ends ,  a s  p o i n t e d  o u t  i n  t h e  

above d i s c u s s i o n  of purposes f o r  which school  bonds a r e  refunded,  

cognizance should be t a k e n  of p o s s i b l e  consequences of e x t e n s i v e  use  

of it. 




I n  an  a r t i c l e  by John  G e r r i t y  i n  D a i l y  Bond Buyer (Feb rua ry  27, 
1 9 6 4 ) ,  it i s  no ted  t h a t  t o t a l  advance  r e f u n d i n g s  by s t a t e s  and l o c a l i -  
t i e s  i n c r e a s e d  from $54 m i l l i o n  i n  1961  t o  $261 m i l l i o n  i n  1962 and t o  
$1.2 b i l l i o n  i n  1963; and J. Anthony Nay lo r ,  i n  "Advance RefundingsN 
( a  p u b l i c a t i o n  of  B. J. Van Ingen  8 Co., I n c . ) ,  s t a t e s  t h a t  t h e  1963 
f i g u r e  r e p r e s e n t e d  Itmore t h a n  12%of  t h e  t o t a l  volume o f  m u n i c i p a l  
f i n a n c i n g t 1  f o r  t h a t  y e a r .  

A major  conce rn  o v e r  t h i s  t r e n d ,  on t h e  p a r t  o f w h a t  a p p e a r s  
t o  be  a n  i n c r e a s i n g  number of d e b t  managers ,  i n c l u d i n g  some a t  t h e  
F e d e r a l  l e v e l ,  s t ems  from t h e  d o u b l e  u s e  of  t h e  tax-exempt p r i v i l e g e .
Accord ing  t o  John G e r r i t y  i n  t h e  a r t i c l e  r e f e r r e d  t o  above,  t h e  t i t l e  
of which i s  I1Treasury Concerned by Refunding Growth; Warns of P e r i l  t o  
Tax-Exempt P r i v i l e g e , "  t h e  d e b t  managers o f  t h e - T r e a s u r y  "a rgue  t h a t  
t h e  e f f e c t  of t h i s  p r a c t i c e ,  a r i s i n g  o u t  o f  t h e  s p r e a d  i n  y i e l d s ,  i s  
t o  p e r m i t  s t a t e s  and l o c a l i t i e s  t o  u s e  t h e i r  r i g h t  t o  i s s u e  tax-exempts  
f o r  t h e  a c q u i s i t i o n  of income t h e y  c o u l d  n o t  o b t a i n  i f  t h e  tax-immunity 
on r e f u n d i n g  a s  w e l l  a s  o r i g i n a l  i s s u e s  d i d  n o t  e x i s t .  T h i s ,  T r e a s u r y  
o f f i c i a l s  s a y ,  i s  a n  a b u s e ,  and may l e a d  t o  r e s t r i c t i v e  a c t i o n  by 
Congres s ,  l i m i t i n g  t h e  c i r c u m s t a n c e s  u n d e r  which t h e  t r a d i t i o n a l  t a x -  
immunity may be u s e d ,  and s p e c i f i c a l l y  e l i m i n a t i n g  r e f u n d i n g  i s s u e s  
f rom that immunity." Moreover, it a p p e a r s  t h a t  t h e r e  a r e  many i n  t h e  
m u n i c i p a l  bond f r a t e r n i t y  g e n e r a l l y  who oppose  u s e  o f  t h e  advance 
r e f u n d i n g  d e v i c e .  

B a s i c  t o  t h i s  conce rn  a r e  t h e  f a c t s  ( 1 )  t h a t  many of  t h e  bonds,  
of b o t h  o r i g i n a l  and r e f u n d i n g  i s s u e s ,  a r e  commonly e x p e c t e d  t o  remain 
unredeemed f o r  a  p e r i o d  of  some y e a r s ,  and ( 2 )  t h a t  t h e  d r a i n  on 
a v a i l a b l e  i n v e s t m e n t  f u n d s  r e s u l t i n g  from t h i s  d o u b l e  f i n a n c i n g  of  
i d e n t i c a l  p r o j e c t s  c o u l d  c o n c e i v a b l y  be l a r g e  enough t o  i n c r e a s e  i n -  
t e r e s t  r a t e s  on bond f l o t a t i o n s .  I t  shou ld  be n o t e d  i n  t h i s  c o n n e c t i o n  
t h a t . t h e  T r e a s u r y  d o e s n ' t  q u e s t i o n  r e f u n d i n g  i f  t h e  r e f u n d i n g  i s s u e  
d o e s  n o t  p r e c e d e  t h e  m a t u r i t y  o r  c a l l  d a t e  o f  t h e  o u t s t a n d i n g  i s s u e  by 
a n  u n r e a l i s t i c a l l y  l o n g  p e r i o d .  And, h e r e ,  M r .  G e r r i t y  s u g g e s t s  t h e  
d e s i r a b i l i t y  of s e l f - p o l i c i n g  a s  a  means of  e x e r c i s i n g  c o n t r o l .  

O t h e r  m a t t e r s  o f  conce rn  t o  s t u d e n t s  o f  p u b l i c  d e b t  management 
may be s t a t e d  a s  f o l l o w s :  ( 1 )  t h e  tax-exempt  p r i v i l e g e  i s  a l r e a d y
unde r  i n t e n s i f i e d  C o n g r e s s i o n a l  s c r u t i n y  a s  a " t a x  l o o p h o l e "  l a r g e l y  
because  o f  i n c r e a s i n g  u s e  o f  i n d u s t r i a l  a i d  f i n a n c i n g  by s t a t e  and 
l o c a l  governments ,  ( 2 )  r e f u n d i n g  i s  r e g a r d e d  a s  a  r i s k y  d e v i c e  when t h e  
bonds a r e  s o l d  s u b s t a n t i a l l y  i n  advance  o f  t h e  time when u s e  of  t h e  
p r o c e e d s  i s  p l anned ,  t h e  t h o u g h t  b e i n g  t h a t  t h e  r a n g e  o f  s a f e  p r e d i c -  
t i o n  r a r e l y  exceeds  s i x  months,  and (3)  some con tend  t h a t  tax- immunity  
i s  outmoded and c h a l l e n g e a b l e  on c o n s t i t u t i o n a l  g rounds .  

A p p r a i s i n q  t h e  F a i r n e s s  of t h e  Refundinq Aqreement 

A f a i r  a p p r a i s a l  o f  a  r e f u n d i n g  agreement  r e q u i r e s  c o n s i d e r a -  
t i o n  of  ( 1 )  i n t e r e s t  r a t e s  on t h e  bonds t o  be r e funded ,  ( 2 )  t h e  
f i n a n c i a l  s t a b i l i t y  o r  economic b a s e  o f  t h e  d i s t r i c t  backing  t h e  bonds,  
i n c l u d i n g  s i z e  of  t h e  bond i s s u e ,  and (3)  t h e  c o n d i t i o n  of  t h e  bond 
marke t  a s  of t h e  d a t e  o f  t h e  ag reemen t ,  i n c l u d i n g  t h e  r a t e s  a t  which 
government bonds c o u l d  be bought ,  and compara t ive  bond m a t u r i t i e s .  



To d e t e r m i n e  t h e  c o m p a r a t i v e  f a i r n e s s  of  two d i f f e r e n t  r e fund-  
i n g  ag reemen t s  f rom t h e  p o i n t  o f  v iew of  bond i n t e r e s t  r a t e s  a l o n e ,  
much more t h a n  a  s imp le  comparison of t h e  i n t e r e s t - m a t u r i t y  s c h e d u l e s  
on t h e  two sets o f  r e f u n d i n g  bonds i s  r e q u i r e d .  I f  t h e  i n t e r e s t  r a t e s  
on  t h e  bonds t o  be r e funded  a r e  h i g h e r  t h a n  t h o s e  a t  which government 
bonds can  be  bought ,  t h e  c o s t  o f  governments  r e q u i r e d  f o r  e sc row 
purposes  w i l l ,  a s  a l r e a d y  n o t e d ,  exceed  t h e  p r i n c i p a l  amount of  t h e  
bonds t o  be  r e funded .  Because a r e f u n d i n g  i s s u e  of  l a r g e r  t o t a l  amount 
t h a n  t h a t  o f  t h e  i s s u e  t o  be  r e f u n d e d  i s  n o t  p e r m i s s i b l e ,  t h i s  means 
( u n l e s s  t h e  School  Board p r o v i d e s  f u n d s  f o r  t h e  p u r p o s e )  t h a t  t h e  r e -
f u n d i n g  bonds w i l l  have t o  c a r r y  i n t e r e s t  r a t e s  h i g h  enough t o  
s e l l  a t  premiums s u f f i c i e n t l y  l a r g e  t o  a c c o u n t  f o r  t h i s  e x c e s s  and 
d e f r a y  expenses  of t h e  r e f u n d i n g  o p e r a t i o n .  Depending upon t h e  in-' 
t e r e s t  r a t e s  of t h e  bonds t o  be r e f u n d e d ,  t h e r e f o r e  -- t o  s a y  n o t h i n g  
of o t h e r  c o n s i d e r a t i o n s  -- t h e r e  may be  wide d i f f e r e n c e s  among t h e  
bond i n t e r e s t  r a t e s  of  r e f u n d i n g  i s s u e s  u n d e r  c o n d i t i o n s  of i d e n t i c a l  
r e t u r n  t o  t h e  bond houses .  To o b t a i n  f a i r  c o m p a r a t i v e  measures  of  t h e  
r e t u r n s  t o  t h e  bond houses ,  m a t h e m a t i c a l  a n a l y s e s  of  t h e  r e f u n d i n g  
o p e r a t i o n s ,  a s  a l r e a d y  shown, a r e  needed. 

The f a c t  t h a t  a s i z a b l e  r e a l  p r o p e r t y  b a s e  w i t h  l i t t l e  o r  no 
o u t s t a n d i n g  i n d e b t e d n e s s  h a s  i t s  impact  upon t h e  r a t i n g  of t h e  r e fund-  
i n g  bonds and hence upon t h e  y i e l d  r a t e s  a t  which t h e  bonds can  be 
s o l d  does  n o t  need t o  be be - l abo red .  To e x p l a i n  why t h i s  impact  upon 
y i e l d  r a t e s  must be r e f l e c t e d  i n  t h e  l e v e l  of bond i n t e r e s t  r a t e s ,  it 
i s  noted  ( i n  c a s e  of escrow l o s s  on r e f u n d i n g ,  f o r  example )  t h a t  
s u f f i c i e n t  premium must be r e a l i z e d  t o  c o v e r  t h i s  l o s s  and d e f r a y .  
expenses .  Because v a r i a t i o n s  i n  y i e l d  r a t e s  a f f e c t  t h e  premiums a t  
which bonds can  be s o l d ,  t h i s  means t h a t  d i f f e r e n c e s  i n  bond backing  
o r  bond q u a l i t y  shou ld  be r e f l e c t e d  i n  bond i n t e r e s t  r a t e  d i f f e r e n c e s .  
Moreover, s i n c e  overhead  c o s t s  p e r  bond a r e  g e n e r a l l y  h i g h e r  f o r  
s m a l l  t h a n  f o r  l a r g e  bond i s s u e s ,  s i z e  of bond i s s u e  becomes a n  i t em 
of s i g n i f i c a n c e .  

The re  i s  a n  obv ious  c l o s e  r e l a t i o n s h i p  between c o n d i t i o n  of 
t h e  bond marke t  ( a s  of  t h e  d a t e  o f  t h e  r e f u n d i n g  ag reemen t )  and t h e  
y i e l d  r a t e s  t o  be  r e a l i z e d  on r e f u n d i n g  bonds;  t h i s  i s  1:kewise t r u e  
of r a t e s  a t  which government bonds can  be bought ;  and t h e s e  f a c e t s  o f  
t h e  problem, i n  t u r n ,  a r e  c l o s e l y  r e l a t e d  t o  what t h e  i n t e r e s t  r a t e s  
on t h e  r e f u n d i n g  bonds s h o u l d  be. So f a r  a s  bond m a t u r i t i e s  a r e  
concerned ,  i t  shou ld  be n o t e d  t h a t  y i e l d  r a t e s  on  bonds w i t h  e a r l y  
m a t u r i t i e s  a r e  g e n e r a l l y  l o w e r  t h a n  t h e y  a r e  f o r  l a t e r  m a t u r i t i e s  and 
hence t h a t  a v e r a g e  y i e l d  r a t e s  a r e  dependen t  t o  a  d e g r e e  upon compara- 
t i v e  m a t u r i t i e s .  

I n  l i g h t  of t h e  above s t a t e m e n t s  it seems c l e a r  t h a t  t h e r e  is  
no e a s y ,  o f f - t h e - c u f f  b a s i s  f o r  s a y i n g  t h a t  one  r e f u n d i n g  agreement  i s  
more f a i r  o r  l e s s  f a i r  t o  t h e  s c h o o l  d i s t r i c t  t h a n  a n o t h e r .  A reason-
a b l y  thoroughgoing  a n a l y s i s  of e a c h  i s  r e q u i r e d .  

Summary 

A few of t h e  c o n c l u s i o n s  drawn from t h i s  phase  of t h e  s t u d y  
a r e  p i n p o i n t e d  a s  f o l l o w s :  



1. I f  i n t e r e s t  r a t e s  on bonds t o  be re funded  a r e  compara t ive ly  
h i g h ,  s o  a l s o  w i l l  t h e  i n t e r e s t  r a t e s  be  on t h e  r e f u n d i n g  bonds u n l e s s  
f u n d s  t o  c o v e r  t h e  escrow l o s s  a r e  a v a i l a b l e  independen t  of t h e  refund-  
i n g  o p e r a t i o n .  T h i s  i s  t r u e  because  t h e  c o s t  of t h e  governments  re-
q u i r e d  f o r  escrow purposes  w i l l  exceed,  by a c o n s i d e r a b l e  margin,  t h e  
p r i n c i p a l  amount of  t h e  bonds t o  b e  refunded and t h e  i n t e r e s t  r a t e s  on 
t h e  r e f u n d i n g  bonds w i l l  have t o  be h i g h  enough t o  y i e l d ,  on s a l e  of  
them, a t o t a l  premium s u f f i c i e n t l y  l a r g e  t o  c o v e r  t h i s  escrow l o s s  and 
o t h e r  expenses  of r e f u n d i n g .  It f o l l o w s ,  t h e r e f o r e ,  t h a t  t h e  compara- 
t i v e  f a i r n e s s  of  two r e f u n d i n g  agreements  c a n n o t  be  a p p r a i s e d  by a  
s i m p l e  comparison of  t h e  i n t e r e s t  r a t e s  on  t h e  two i s s u e s  o f  r e f u n d i n g
bonds. 

2. I f  s u c c e s s i v e  r e f u n d i n g s  were p e r m i s s i b l e ,  t h e  o p p o r t u n i t y  
t h u s  p rov ided  t o  t r a d e  r e p e a t e d l y  on t h e  t a x - f r e e  s t a t u s  of  s c h o o l  
bonds would make p o s s i b l e  s a v i n g s ,  on e a c h  r e f u n d i n g ,  t o  t h e  t a x p a y e r s  
i n  t h e  s c h o o l  d i s t r i c t  concerned.  The Rangely r e f u n d i n g s ,  f o r  example, 
c o u l d  be  c o n t i n u e d  w i t h  s m a l l  r e d u c t i o n s  i n  bond i n t e r e s t  r a t e s  and 
s u b s t a n t i a l  r e d u c t i o n s  i n  t h e  p r i n c i p a l  amount of t h e  bonds. 

3. There a r e  h a z a r d s  i n  s u c c e s s i v e  advance r e f u n d i n g s  which 
could  c o n c e i v a b l y  outweigh t h e  a d v a n t a g e s  t h a t  might  be d e r i v e d .  The 
added volume of bonds o u t s t a n d i n g  i n  t h e  hands of i n v e s t o r s  cou ld  
c a u s e  s u b s t a n t i a l  advances  i n  t h e  y i e l d  r a t e s  of munic ipa l  bonds, t h u s  
i n c r e a s i n g  t h e  c o s t  of borrowing money; and t h i s  abuse  of t h e  t a x -  
immunity p r i v i l e g e ,  a s  many r e g a r d  s u c c e s s i v e  advance r e f u n d i n g  t o  be,  
cou ld  l e a d  t o  a d o p t i o n  of r e s t r i c t i v e  measures  by Congress .  

4. These h a z a r d s  w i t h  r e s p e c t  t o  s u c c e s s i v e  advance refund-  
i n g ~a r e  b e l i e v e d  by some s t u d e n t s  of  p u b l i c  d e b t  management, i n c l u d -
i n g  a few a t  t h e  F e d e r a l  l e v e l ,  t o  e x i s t  t o  a  d e g r e e  when on ly  one 
advance r e f u n d i n g  of  o r i g i n a l  i s s u e  bonds i s  p e r m i t t e d .  The concern  
i n  t h i s  i n s t a n c e  s tems from t h e  f a c t  t h a t  s t a t e s  and l o c a l i t i e s  can 
i s s u e  tax-exempts i n  t h e  d o u b l e  f i n a n c i n g  of  i d e n t i c a l  p r o j e c t s  t o  
a c q u i r e  income which t h e y  could  n o t  o b t a i n  i f  t h e  tax-immunity on t h e  
o r i g i n a l  and r e f u n d i n g  i s s u e s  d i d  n o t  e x i s t .  I t  i s  n o t e d ,  however, 
t h a t  one advance r e f u n d i n g  can s e r v e  a  h i g h l y  d e s i r a b l e  purpose  many 
t i m e s  e n t i r e l y  a s i d e  from t h e  s a v i n g  i n  i n t e r e s t  and/or d e b t  r e d u c t i o n .  
I t  may be  used t o  s p r e a d  m a t u r i t i e s  o v e r  l o n g e r  o r  s h o r t e r  p e r i o d s  and 
t o  b r i n g  about  c o r r e c t i o n s  of  v a r i o u s  k i n d s ,  i n c l u d i n g  c o n s o l i d a t i o n  
of e x i s t i n g  d e b t  and r e d u c t i o n  of c l e r i c a l  and a d m i n i s t r a t i v e  c o s t s  
i n c i d e n t  t o  d e b t  s e r v i c i n g .  

S t e p s  Involved i n  t h e  Advance Refundinq of  Schoo l  Bonds 
i n  Colorado by N e q o t i a t i o n  

The p rocedure  fo l lowed  i n  t h e  advance r e f u n d i n g  of schoo l  bonds 
i n  Colorado by n e g o t i a t i o n  i n v o l v e s  s t e p s  a s  s e t  f o r t h  below. To a s s i s t  
t h e  r e a d e r ' i n  v i s u a l i z i n g  what t a k e s  p l a c e ,  d e t a i l s  of t h e  n e g o t i a t i o n  
i n  t h e  a c t u a l  r e f u n d i n g  of s c h o o l  bonds f o r  Rangely School  D i s t r i c t  
No. RE-4 i n  Rio Blanco County a r e  p r e s e n t e d .  The p r i n c i p a l  amount of 
t h e  bonds refunded was $2,380,000.  The r e f u n d i n g  took  p l a c e  i n  
accordance  w i t h  an agreement  between B o e t t c h e r  and Company and t h e  
Board of D i r e c t o r s  of  t h e  D i s t r i c t  d a t e d  June  24, 1963,  and d e t a i l e d  
i n  a  r e s o l u t i o n  adopted  by t h e  Board on J u l y  2 0 ,  1963. 



Step  1. C o n t a c t  i s  made b e t w e e n  t h e  bond  h o u s e  and  t h e  s c h o o l  
b o a r d .  E i t h e r  p a r t y  may t a k e  t h e  i n i t i a t i v e  i n  m a k i n g  t h e  c o n t a c t ,  I n  
t h e  l a r g e  m a j o r i t y  o f  c a s e s  t o  d a t e ,  h o w e v e r ,  t h e  c o n t a c t s  h a v e  b e e n  
made b y  bond h o u s e s .  

On t h e  i n i t i a t i v e  o f  B o e t t c h e r  and  Company, a company r e p r e s e n t a -  
t i v e  met w i t h  t h e  Boa rd  o f  D i r e c t o r s  o f  R i o  B l d n c o  S c h o o l  D i s t r i c t  No. 
RE-4 o n  December 10, 1962, a n d  p r e s e n t e d  a p r o p o s a l  w h i c h ,  a s s u m i n g  
p a s s a g e  o f  p r o p o s e d  l e g i s l a t i o n  t o  b e  i n t r o d u c e d  t o  t h e  C o l o r a d o  G e n e r a l  
Assembly  d u r i n g  J d n u a r y ,  1963, c a l l e d  f o r  a s t a t e m e n t  o f  i n t e n t  t h a t  
B o e t t c h e r  and Company w o u l d  b e  g i v e n  t h e  o p p o r t u n i t y  t o  t r y  t o  e f f e c t  
t h e  r e f u n d i n g  o f  t h e  b o n d s .  T h i s  p r o p o s a l ,  a g r e e d  t o  o n  s a i d  d a t e ,  
i n v o l v e d  no o b l i g d t i o n  o n  t h e  S c h o o l  D i s t r i c t ' s  p a r t  t o  c o n t r a c t  t h i s  
r e f u n d i n g  w i t h  B o e t t c h e r  and  Company; i t  w a s  m e r e l y  a n  u n d e r s t a n d i n g  
t h a t  t h e  Company wou ld  b e  g i v e n  t h e  o p p o r t b n i t y  t o  p r e s e n t  a p l a n ,  o r  
p l d n s ,  o f  r e f u n d i n g  f o r  t h e  D i s t r i c t ' s  c o n s i d e r a t i o n .  From t h e  p o i n t  
o f  v i e w  o f  B o e t t c h e r  and Company, t h e  p r o p o s a l  w a s  e n t e r e d  i n t o  f o r  
t h e  p u r p o s e  ( 1 )  o f  g a i n i n g  s u p p o r t  f o r  t h e  p r o p o s e d  l e g i s l a t i o n  and  
( 2 )  o f  s e c u r i n g  a n  o p p o r t u n i t y  t o  a t t e m p t  t h e  f i n a n c i n g  i n  t h e  e v e n t  
t h e  e n a b l i n g  l e g i s l a t i o n  w a s  p a s s e d .  

S t e ~2. T h e  bond h o u s e  e x p l a i n s  g e n e r a l l y  w h a t  c a n  p r o b a b l y  b e  
a c c o m p l i s h e d  b y  a d v a n c e  r e f u n d i n g ,  s e t t i n g  f o r t h  d i f f e r e n t  a l t e r n a t i v e s  
b u t  mak ing  n o  f i r m  commitment  a s  t o  d e t a i l s  a t  t h i s  p o i n t  b e c a u s e  t h e  
n e c e s s a r y  a n a l y t i c a l  work h a s  n o t  b e e n  d o n e .  As e x p l a i n e d  a t  some 
l e n g t h  e l s e w h e r e ,  p o s s i b i l i t i e s  a s  t o  w h a t  c a n  b e  a c c o m p l i s h e d  t h r o u g h  
a d v a n c e  r e f u n d i n g  i n c l u d e  ( 1 )  r e d u c t i o n  o f  b u r d e n  t o  t h e  t a x p a y e r .  a r i s -  
i n g  f r o m  d e b t  s e r v i c i n g ,  ( 2 )  s p r e a d i n g  o f  m a t u r i t i e s  o v e r  s h o r t e r  o r  
l o n g e r  p e r i o d s  and  e q u a l i z i n g  r e q u i r e d  t a x  l e v i e s  f r o m  y e a r  t o  y e a r ,  ( 3 )  
r e d u c t i o n  o f  e x i s t i n g  i n d e b t e d n e s s  t o  make p o s s i b l e  a d d i t i o n a l  b o r r o w i n g  
w i t h i n  d e b t  l i m i t a t i o n s ,  and  ( 4 )  d e b t  c o n s o l i d a t i o n  t o  r e d u c e  c l e r i c a l  
and a d m i n i s t r a t i v e  e x p e n s e s  i n c i d e n t  t o  d e b t  s e r v i c i n g ,  o r  o t h e r  
c o r r e c t i v e  m s a s u r e s .  I n  t h e  l i g h t  o f  e x t e n s i v e  d i s c u s s i o n  o f  t h e s e  
and r e l a t e d  m a t t e r s  w i t h  t h e  bond h o u s e  r e p r e s e n t a t i v e  t h e  s c h o o l  
b o a r d  makes  a d e c i s i o n  a s  t o  w h a t  i t  wou ld  l i k e  t o  a c c o m p l i s h  t h r o u g h  
r e f u n d i n g ;  and t h i s  d e c i s i o n  p r o v i d e s  a b a s i s  f o r  d e t a i l e d  a n a l y s i s  
b y  t h e  bond h o u s e .  ( s t e p  2 may r e q u i r c !  a s e r i e s  o f  s e s s i o n s  o f  t h e  
bond h o u s e  r e p r e s e n t a t i v e  w i t h  t h e  s c h o o l  b o a r d . )  

On May 1 4 ,  1963, M r .  Y a e q e r ,  S u p e r i n t e n d e n t  o f  S c h o o l s ,  c o n -
t a c t e d  B o e t t c h e r  and  Company c o n c e r n i n g  B o e t t c h e r ' s  i n t e r e s t  i n  t h e i r  
r e f i n a n c i n g  p r o g r a m ,  , I n  p r e p a r a t i o n  f o r  a  m e e t i n g  o f  t h e  S c h o o l  Boa rd  
o n  J u n e  10, 1963, B o e t t c h e r  and  Company made a n  a n a l y s i s  ( b e l i e v e d  t o  
b e  more  e x t e n s i v e  t h a n  i s  common a t  t h i s  s t a g e  o f  t h e  n e g o t i a t i o n )  o f  
t h e  r e f u n d i n g  p o s s i b i l i t i e s  a v a i l a b l e  t o  t h e  S c h o o l  D i s t r i c t .  On t h e  
b a s i s  o f  t h i s  a n a l y s i s  a company r e p r e s e n t a t i v e ,  i n  a d d i t i o n  t o  
d i s c u s s i n g  t h e  c o n c e p t  and t h e  p o t e n t i a l s  o f  r e f u n d i n g  a t  s a i d  m e e t i n g ,  
p r e s e n t e d  s e v e r a l  a l t e r n a t i v e  p l a n s  o f  r e f u n d i n g  f o r  t h e  B o a r d ' s  c o n -
s i d e r a t i o n .  T h e  Board  t o o k  no f o r m a l  a c t i o n  a t  t h e  m e e t i n g ;  i t  a s k e d  
f o r  mor'e t ime t o  c o n s i d e r  t h e  p r o p o s a l s ;  and  i t  r e q u e s t e d  t h a t  c e r t a i n  
r e v i s i o n s  b e  made i n  t h e  p l a n s  s u b m i t t e d .  

S t e p  3. T h e  bond h o u s e  d o e s  t h e  n e c e s s a r y  a n a l y t i c a l  work and  

f i r m s  u p  a p r o p o s a l  w h i c h ,  i n  i t s  j u d g m e n t ,  wou ld  meet t h e  e x p r e s s e d  

d e s i r e s  o f  t h e  b o a r d .  I n v o l v e d  i n  t h i s  a n a l y t i c a l  work  a r e  ( 1 )  a 

d e t e r m i n a t i o n  o f  t h e  amount  o f  t h e  U.S. T r e a s u r y  o b l i g a t i o n s ,  b y  . 

m a t u r i t i e s ,  t h a t  m u s t  b e  b o u g h t  t o  make bond i n t e r e s t  and  r e d e m p t i o n  

p a y m e n t s  ( a s  t h e y  come d u e )  o n  t h e  b o n d s  t o  be r e f u n d e d ,  ( 2 )  a c h e c k  




o n  t h e  bond m a r k e t  f o r  g o v e r n m e n t s  t o  d e t e r m i n e  t h e  p r i c e s  a t  w h i c h  
t h e  r e q u i r e d  g o v e r n m e n t s  c o u l d  b e  b o u g h t  and  t h e  t o t a l  c o s t  t h e r e o f ,  
( 3 )  an e x a m i n a t i o n  o f  t h e  bond m a r k e t  f o r  m u n i c i p a l s  t o  d e t e r m i n e  t h e  
p r o b a b l e  y i e l d  r a t e s  ( f o r  d i f f e r e n t  m a t u r i t i e s )  a t  w h i c h  r e f u n d i n g  
b o n d s  i s s u e d  by  t h e  d i s t r i c t  c o u l d  b e  s o l d ,  and ( 4 )  a d e t e r m i n a t i o n  o f  
t h e  i n t e r e s t  r a t e s  o n  t h e  r e f u n d i n g  b o n d s  w h i c h  a r e  n e c e s s a r y ,  o n  t h e  
s a l e  o f  t h e s e  b o n d s ,  t o  y i e l d  t h e  amount  o f  money r e q u i r e d  t o  s u p p o r t  
t h e  r e f u n d i n g  o p e r a t i o n .  

S i n c e  s c h o o l  b o a r d s  a r e  g e n e r a l l y  n o t  s t a f f e d  t o  d o  w h a t  i s  
c a l l e d  f o r  i n  b o t h  t h i s  s t e p  and t h e  p r e c e d i n g ,  i t  i s  n o t e d  t h a t  a  p l a n  
w h e r e b y  p u b l i c  s a l e  o f  r e f u n d i n g  b o n d s  ( w i t h  c o m p e t i t i v e  b i d s )  would 
b e  r e q u i r e d  would  n e c e s s i t a t e  a n  a r r a n g e m e n t  t o  h a v e  t h i s  s e r v i c e  
r e n d e r e d  by some o n e  e l s e .  W h e t h e r  t h i s  s e r v i c e  were r e n d e r e d  by a 
p r i v a t e  company f o r  a f e e  o r  by a s t a t e - s u p p o r t e d  a g e n c y ,  i t  s h o u l d  b e  
r e c o g n i z e d  t h a t  a h i g h l y  t r a i n e d  s t a f f  would  b e  a  p r i m e  e s s e n t i a l  t o  
s u c c e s s f u l  o p e r a t i o n .  I n c l u d e d  i n  t h e  n e e d s  a r e  o n e  o r  more  a n a l y s t s  
c a p a b l e  o f  d o i n g  t h e  t e c h n i c a l  work d e s c r i b e d  a b o v e ,  o n e  o r  m o r e  
s p e c i a l i s t s  i n  m a r k e t  t r e n d s  a s  t h e y  r e l a t e  t o  p r i c e s  o f  b o t h  m u n i c i p a l s  
and  g o v e r n m e n t s ,  and a means  o f  k e e p i n g  i n  c l o s e  t o u c h  w i t h  m a r k e t  d e -  
v e l o p m e n t s.  

I t  i s  n o t e d  f u r t h e r  t h a t  t h e  r e n d e r i n g  o f  t h i s  s e r v i c e  a p p e a r s  
t o  i n v o l v e  b o t h  a s c i e n c e  and a n  a r t .  A s  a s c i e n c e ,  i t  i s  c o n c e r n e d  
w i t h  t h e  t e c h n i c a l  a n a l y t i c a l  work and  t h e  k n o w l e d g e  of  m a r k e t  t r e n d s  
r e f e r r e d  t o  a b o v e ;  t h e  r e q u i r e m e n t s  i n  t h e s e  r e s p e c t s  c a n  p r o b a b l y  b e  
met r e a s o n a b l y  s a t i s f a c t o r i l y  i n  t h e  e n v i r o n m e n t  o f  a s t a t e  a g e n c y .  
On t h e  o t h e r  h a n d ,  t y i n g  i n  w i t h  t h e  need  f o r  a means  o f  k e e p i n g  i n  
c l o s e  t o u c h  w i t h  m a r k e t  d e v e l o p m e n t s ,  i t  a p p e a r s  t h a t  a n  a r t  may b e  
i n v o l v e d  i n  mak ing  t h e  n e c e s s a r y  d e c i s i o n s  p e r t a i n i n g  t o  m a r k e t  t r a n s -
a c t i o n s  i n  t h e  l i g h t  o f  t h e s e  d e v e l o p m e n t s .  I f  so -- i f  g a i n i n g  and 
m a i n t a i n i n g  t h e  n e e d e d  s k i l l  r e q u i r e s  e x t e n s i v e  d a y - t o - d a y  e x p e r i e n c e  
i n  t ' he  h a n d l i n g  o f  t h e s e  t r a n s a c t i o n s  -- a q u e s t i o n  may b e  r a i s e d  a s  
t o  w h e t h e r  it would  b e  wise  t o  p l a c e  t h e  r e s p o n s i b i l i t y  o f  making  s u c h  
d e c i s i o n s  i n  t h e  h a n d s  o f  a s t a t e  a g e n c y .  

Be tween  J u n e  10 and J u n e  2 4 ,  B o e t t c h e r  and  Company r e v i s e d  i t s  
a n a l y t i c a l  work t o  comply  w i t h  t h e  B o a r d ' s  r e q u e s t  a t  t h e  J u n e  10 meet-
i n g  and e x t e n d e d  i t  t o  t h e  p o i n t  o f  b e i n g  a b l e  t o  make f i r m  commitment  
o n  e i t h e r  o f  two p l a n s  c a l l e d  P l a n  A and  P l a n  B. A f t e r  c o n s i d e r i n g  
t h e  p r o p o s a l s ,  t h e  S c h o o l  Board  ( a t  i t s  J u n e  24,  1963, m e e t i n q )  a c c e p t e d  
r e f u n d i n g  P l a n  A and e n t e r e d  i n t o  a n  u n d e r w r i t i n g  a g r e e m e n t  w i t h  
B o e t t c h e r  and Company 8 A s s o c i a t e s .  R e f u n d i n g  P l a n  A s t i p u l a t e d  a 
r e d u c t i o n  i n  t h e  a v e r a g e  i n t e r e s t  r a t e  f r o m  4.5% t o  4 .175% and a 
r e d u c t i o n  i n  i n t e r e s t  paymen t  t o  m a t u r i t y  ( p r o r a t e d  t o  May 1, 1 9 6 3 )  o f  
a t  l e a s t  $ 1 1 5 , 2 2 1 . 2 5 .  T h i s  p l a n  a c t u a l l y  d e c r e a s e d  t h e  S c h o o l  
D i s t r i c t ' s  a v e r a g e  a n n u a l  d e b t  s e r v i c e  r e q u i r e m e n t s  a s  compared  t o  
e x i s t i n g  d e b t  s e r v i c e  r e q u i r e m e n t s .  U n d e r  r e f u n d i n g  P l a n  0 ,  , w h i c h  was  
n o t  a c c e p t e d  by t h e  D i s t r i c t ,  t h e  r e d u c t i o n  i n  i n t e r e s t  p a i d  t o  
m a t u r i t y  wou ld  h a v e  b e e n  a t  l e a s t  $193 ,920 .00 .  T h i s  p l a n  r e q u i r e d  a 
s l i g h t  i n c r e a s e  i n  a v e r a g e  a n n u a l  d e b t  s e r v i c e  r e q u i r e m e n t s  o v e r  a 
s l i g h t l y  s h o r t e r  m a t u r i t y  s c h e d u l e .  T h e  D i s t r i c t  a p p a r e n t l y  p r e f e r r e d  
r e f u n d i n g  P l a n  A i n  o r d e r  t h a t  a s l i g h t  d e c r e a s e  i n  t h e  m i l l  l e v y  
r e q u i r e m e n t s  n e c e s s a r y  t o  s e r v i c e  t h e i r  bonded  i n d e b t e d n e s s  m i g h t  b e  
e f f e c t e d .  
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I t  i s  n o t e d  t h a t ,  a t  t h e  m e e t i n g  o n  J u n e  2 4 ,  1963, t h e  Board 
r e c e i v e d  a c o m p e t i t . i v e  p r o p o s a l  f r o m  an u n d e r w r i t i n g  g r o u p  c o m p r i s e d  
o f  t h r e e  i n v e s t m e n t  b a n k e r s  f r o m a K a n s a s  C i t y .  

S tep  4 .  The p r o p o s a l  p r e p a r e d  by t h e  bond h o u s e  i n  S t e p  3 o r  
some m o d i f i c a t i o n  o f  i t ,  a s  a g r e e d  upon by t h e  p a r t i e s ,  f o r m s  t h e  
b a s i s  f o r  t h e  r e f u n d i n g  a g r e e m e n t .  I f  s a i d  p r o p o s a l  i s  m o d i f i e d  
s i g n i f i c d n t l y ,  a r e - c o m p u t a t i o n  i n  p a r t  may b e  n e c e s s a r y .  B e f o r e  t h e  
ag reement  i s  f i n a l i z e d ,  t h e  bond h o u s e  r e p r e s e n t a t i v e  makes c l e a r  t o  
t h e  s c h o o l  b o a r d  what  t h e  r e f u n d i n g  would a c c o m p l i s h  f o r  t h e  s c h o o l  
d i s t r i c t ,  i n c l u d i n g  a g u a r a n t e e d  s t a t e d  r e d u c t i o n  i n  t h e  a v e r a g e  
bond i n t e r e s t  r a t e  ( f r o m  t h e  bonds  t o  be  r e f u n d e d  t o  t h e  r e f u n d i n g  
b o n d s )  and a g u a r a n t e e d  amount t o  be  s a v e d .  

I n  l i n e  w i t h  g e n e r a l  b u s i n e s s  p r a c t i c e ,  t h e  bond h o u s e  commonly 
d o e s  n o t  d i s c l o s e  w h a t  i t  e x p e c t s  t o  make o n  t h e  r e f u n d i n g  t r a n s a c t i o n ;  
and s u c h  d i s c l o s u r e  was  n o t  made t o  t h e  Board  i n  t h e  c o u r s e  of  t h e  
R a n g e l y  n e g o t i a t i o n s .  However, f o r  p u r p o s e s  o f  i l l u s t r a t i o n  i n  t h i s  
r e p o r t ,  t h e  R a n g e l y  f i g u r e  i s  r e v e a l e d ;  a s  d i s c u s s e d  a t  g r e a t e r  l e n g t h  
e l s e w h e r e ,  i t  i s  $9 .79  p e r  $ 1 , 0 0 0  p a r  v a l u e  o f  r e f u n d i n g  bonds  ( b e f o r e  
o v e r h e a d ) ,  f rom w h i c h  s u c h  i t e m s  a s  s t a f f  t i m e  r e q u i r e d  t o  c o n f e r  w i t h  
t h e  b o a r d  and do t h e  n e c e s s a r y  a n a l y t i c a l  work ,  r e n t a l  o f  q u a r t e r s  and 
e q u i p m e n t ,  s e c r e t a r i a l  s e r v i c e s ,  o f f i c e  s u p p l i e s  and e x p e n s e ,  and 
g e n e r a l  company over t l ead  mus t  b e  s u b t r a c t e d .  T h e r e  i s  no c o s t  a c c o u n t -
i n g  f o r  t h e s e  o v e r h e a d  i t e m s .  

I m m e d i a t e l y  f o l l o w i n g  t h e  J u n e  24 m e e t i n g  o f  t h e  R a n g e l y  Bbard 
t h e  a n a l y t i c a l  work was  f i n a l i z e d  t o  y i e l d  t h e  d e t a i l s  o f  t h e  r e f u n d i n g  
a g r e e m e n t  which  w e r e  i n c o r p o r a t e d  i n  t h e  J u l y  2 0 ,  1 9 6 3  r e s o l u t i o n  o f  t h e  
Board r e f e r r e d  t o  above.  On J u l y  1, 1 9 6 3 ,  B o e t t c h e r  and Company w r o t e  
t h e  D i s t r i c t  and a d v i s e d  them t h a t  t h e  i n t e r e s t  c o u p o n s  u l t i m a t e l y  
s e t  o n  t h e  r e f u n d i n g  bond i s s u e  r e s u l t e d  i n  a s l i g h t l y  l a r g e r  s a v i n g  
t o  t h e  S c h o o l  D i s t r i c t  t h a n  i n d i c a t e d  i n  t h e  u n d e r w r i t i n g  a g r e e m e n t  
d a t e d  J u n e  2 4 ,  1 9 6 3 .  The t o t a l  r e d u c t i o n  i n  i n t e r e s t  ( p r o r a t e d  t o  
May 1, 1 9 6 3 )  amounted t o  $ 1 1 6 , 8 2 5 . 0 0 ,  o r  $ 1 , 6 0 3 . 7 5  more t h a n  t h e  
s a v i n g s  o r i g i n a l l y  i n d i c a t e d  i n  t h e  u n d e r w r i t i n g  a g r e e m e n t .  The n e t  
e f f e c t i v e  i n t e r e s t  r a t e  on  t h e  r e f u n d i n g  i s s u e ,  b a s e d  upon  t h e  i n t e r e s t  
c o s t  r e d u c t i o n  o f  $ 1 1 6 , 8 2 5 . 0 0 ,  was  4.166%. 

I n  a d d i t i o n  t o  t h e  i n t e r e s t  s a v i n g  o u t l i n e d  a b o v e ,  t h e  D i s t r i c t  
w i l l  r e a l i z e  an  a d d i t i o n a l  s a v i n g  r e s u l t i n g  f r o m  a l a w  e n a c t e d  b y ' t h e  
1964 s e s s i o n  o f  t h e  C o l o r a d o  L e g i s l a t u r e  w h i c h  e l i m i n a t e d ,  e f f e c t i v e  
J u l y  1, 1 9 6 4 ,  t h e  1%f e e  c h a r g e d  by some C o u n t y  T r e a s u r e r s  o n  t h e  
p r o c e e d s  r e c e i v e d  f r o m  r e f u n d i n g  bond e s c r o w s .  S i n c e  t h e  1%t r e a s u r e r ' s  
f e e  was p r o v i d e d  f o r  i r \  t h e  c a s e  o f  t h e  e s c r o w  r e f u n d i n g  t h e  D i s t r i c t ' s  
d e b t ,  t h e s e  f u n d s ,  t o t a l l i n g  $ 2 7 , 2 7 1 . 7 2 ,  w i l l  r e v e r t  back t o  t h e  
D i s t r i c t .  ~ l s or e v e r t i n g  back t o  t h e  S c h o o l  D i s t r i c t  w i l l  b e  t h e  
r e t u r n  r e a l i z e d  f r o m  t h e  r e i n v e s t m e n t  o f  i d l e  c a s h  i n  t h e  e sc row.  
Whi le  s u c h  a r e t u r n ,  i f  a n y ,  c a n n o t  b e  a n t i c i p a t e d  a t  t h e  p r e s e n t  t ime, 
t h e  minimum s a v i n g s  t o  b e  r e a l i z e d  by t h e  D i s t r i c t  w i l l  b e  $116,825.00 
p l u s  $27 ,271 .72 ,  o r  a t o t a l  o f  $144 ,096 .72 .  

S t e p  5 .  The  c o m p u t a t i o n s  made t o  d e t e r m i n e  t h e  amount o f  t h e  
e sc row t h a t  i s  needed t o  meet  t h e  bond i n t e r e s t  and r e d e m p t i o n  payments  
( a s  t h e y  come d u e )  o n  t h e  b o n d s  t o  b e  r e f u n d e d  a r e  v e r i f i e d  by a c e r t i -
f i e d  p u b l i c  a c c o u n t a n t ;  and t h e  p r o p o s e d  r e f u n d i n g  a g r e e m e n t  i s  
checked by a t t o r n e y s  t o  s e e  t h a t  i t  i s  l e g a l  i n  a l l  r e s p e c t s .  Commonly, 
b o t h  t h e  a c c o u n t a n t  and t h e  a t t o r n e y  a r e  employed by t h e  bond h o u s e .  
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I t  i s  n o t e d  i n  t h i s  c o n n e c t i o n  t h a t  most o f  t h e  l e g a l  work i n  Denver  
h a s  b e e n  d o n e  by T a l l m a d g e  and T a l l m a d g e  o r  Dawson, N a g e l ,  Sherman ,  
and Howard. 

S u b s e q u e n t  t o  t h e  e x e c u t i o n  o f  t h e  u n d e r w r i t i n g  a g r e e m e n t  on  
J u n e  24,  1963, B o e t t c h e r  and Company r e t a i n e d  a f i r m  o f  n a t i o n a l l y  
r e c o g n i z e d  m u n i c i p a l  a p p r o v i n g  a t t o r n e y s  t o  p r e p a r e  a l l  p r o c e e d i n g s ,  
r e s o l u t i o n s  and a g r e e m e n t s  r e q u i s i t e  t o  t h e  i s s u a n c e  of t h e  r e f u n d i n g  
b o n d s .  A f i r m  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s  w a s  a l s o  r e t a i n e d  t o  
v e r i f y  t h e  p r o p o s e d  t r a n s a c t i o n s  i n  t h e  r e f u n d i n g  escrow i n  a c c o r d a n c e  
w i t h  t h e  r e q u i r e m e n t s  o f  t h e  e n a b l i n g  l a w  p e r m i t t i n g  r e f u n d i n g s  o f  
t h i s  n a t u r e .  

T a l l m a d g e  and T a l l m a d g e  had t h e  r e s p o n s i b i l i t y  f o r  t h e  l e g a l  
p r o c e e d i n g s  t h r o u g h o u t  t h e  r e f u n d i n g  o p e r a t i o n s ;  and P e a t ,  Marwick,  
M i t c h e l l  and Company v e r i f i e d  t h e  e s c r o w  r e q u i r e m e n t s .  T h i s  v e r i f i c a t i o n  
was c e r t i f i e d  t o  b y  l e t t e r  d a t e d  J u l y  1 7 ,  1 9 6 3 .  

S t e p  6. T h e  r e f u n d i n g  b o n d s  a r e  p r i n t e d ;  o f f e r i n g  c i r c u l a r s  
a r e  p r e p a r e d  i n d i c a t i n g  t h e  y i e l d  r a t e s  a t  w h i c h  t h e s e  b o n d s  may b e  
b o u g h t ;  a n d ,  a t  t h e  t ime t h e  b o n d s  a r e  s o l d ,  U.S. T r e a s u r y  o b l i g a t i o n s  
a r e  b o u g h t  and p l a c e d  i n  e s c r o w  a c c o r d i n q  t o  t h e  p r e d e t e r m i n e d  r e q u i r e -  
m e n t s .  -inasmuch a s  t h i s  s t e p  i s  t a k e n  s 6 b s e q u e n t '  t o  t h e  time a t  w h i c h  
t h e  r e f u n d i n g  a g r e e m e n t  i s  f i n a l i z e d ,  some c h a n g e  i n  t h e  bond m a r k e t  
i s  l i k e l y  t o  h a v e  t a k e n  p l a c e  i n  t h e  m e a n t i m e .  The  p r i c e  a t  w h i c h  t h e  
g o v e r n m e n t s  c a n  b e  b o u g h t  and t h e  p r i c e  a t  which  t h e  r e f u n d i n g  b o n d s  
c a n  b e  s o l d  t e n d  t o  move up t o g e t h e r  o r  down t o g e t h e r .  I f  t h e y  move 
u p ,  f o r  e x a m p l e ,  t h e  p a p e r  l o s s  o n  t h e  g o v e r n m e n t s  t e n d s  t o  b e  o f f s e t  
by  a p a p e r  i n c r e a s e  i n  t h e  premium a t  w h i c h  t h e  r e f u n d i n g  b o n d s  c a n  b e  
s o l d .  T h e  r e s u l t  i s  t h a t  a p a p e r  l o s s  ( o r  a i n )  o n  o n e  t r a n s a c t i o n  
t e n d s  t o  b e  o f f s e t  by a p a p e r  g a i n  ( o r  l o s s3 o n  t h e  o t h e r .  W h i l e  t h i s  
o f f s e t t i n g  t e n d e n c y  e x i s t s ,  a n  e l e m e n t  o f  r i s k  t o  t h e  bond h o u s e  i s  
i n v o l v e d  w h i c h  may t u r n  i n  a g i v e n  i n s t a n c e  t o  t h e  a d v a n t a g e  o r  t h e  
d i s a d v a n t a g e  o f  t h e  bond h o u s e .  T h i s ,  o f  c o u r s e ,  stems f r o m  t h e  f a c t  
t h a t  t h e  bond h o u s e  h a s  p r e v i o u s l y  e n t e r e d  i n t o  a  b i n d i n g  c o n t r a c t  
w i t h  t h e  s c h o o l  b o a r d .  

I t  s h o u l d  be n o t e d  (1) t h a t  t h e  u n d e r w r i t e r  p u r c h a s e s ,  f o r  h i s  
own a c c o u n t ,  t h e  U.S. T r e a s u r y  o b l i  a t i o n s  r e q u i r e d  t o  e f f e c t  a n d ,  
e s t a b l i s h  t h e  r e f u n d i n g  e s c r o w  and 92 )  t h a t  t h e s e  g o v e r n m e n t s  m u s t  b e  
a v a i l a b l e  o n  t h e  d a t e  o f  c l o s i n g  and d e l i v e r y  o f  t h e  r e f u n d i n g  b o n d s  
t o  t h e  u l t i m a t e  p u r c h a s e r s  b e f o r e  a l e g a l  o p i n i o n  a t t e s t i n g  t o  t h e  
v a l i d i t y  o f  t h e  r e f u n d i n g  bond i s s u e  c a n  b e  r e n d e r e d  by  t h e  m u n i c i p a l  
a p p r o v i n g  a t t o r n e y s .  I f ,  f o r  a n y  r e a s o n ,  t h e  t r a n s a c t i o n  i s  n o t  
consummated,  t h e  r i s k  i n v o l v e d  i n  t h e  o w n e r s h i p  o f  t h e  g o v e r n m e n t s  i s  
t h e  u n d e r w r i t e r ' s  o n l y ;  s u b s e q u e n t  r e s a l e  o f  t h e m ,  a s s u m i n g  t h a t  t h e  
u n d e r w r i t i n g  i s  n o t  consummated ,  w i l l  o r d i n a r i l y  r e s u l t  i n  a  g a i n  o r  
l o s s ,  s u c h  g a i n  o r  l o s s  t o  a c c r u e  t o  t h e  u n d e r w r i t e r .  I n  t h e  p o r c h a s e  
o f  t h e  g o v e r n m e n t  o b l i g a t i o n s ,  a r r a n g e s  ~ l lt h e  u n d e r w r i t e r  f i n a n c i n g  
and t h e r e  i s  no o b l i g a t i o n  o n  t h e  p a r t  o f  t h e  S c h o o l  D i s t r i c t  i n  t h i s  
r e s p e c t .  

I n  t h e  R a n g e l y  r e f u n d i n g ,  t h e  u n d e r w r i t e r s  p u r c h a s e d  t h e  r e q u i r e d  
g o v e r n m e n t s  b e t w e e n  J u n e  24,  1 9 6 3 ,  a n d  J u l y  10, 1963. T h e  r e f u n c l i n s  
b o n d s  w e r e  o f f e r e d  o n  o r  a b o u t  J u l y  1, 1963, i n  a c c o r d a n c e  w i t h  dn 
o f f e r i n g  c i r c u l a r  i s s u e d  s h o r t l y  p r i b r  t h e r e t o .  T h e  e s c r o w  agreL:mcnt  
was  f i n a l i z e d  o n  A u g u s t  16, 1963. 



The d e t a i l s  o f  t h e  f i n a n c i a l  t r a n s a c t i o n s  i n v o l v e d  a r e  s e t  
f o r t h  a s  f o l l o w s :  

( a )  To meet t h e  e sc row r g q u i r e m e n t s ,  R o e t t c h e r  and Company 
bought  $2 ,310 ,000  p a r  v a l u e  o f  gove rnmen t  bonds  and $158,000 o f  T r e a s u r y  
B i l l s  a t  a t o t a l  c o s t  o f  $2 491 ,096 .01 .  T h i s  amount i n c l u d e s  a  
f i n a n c i n g  f e e  of  $2 ,887 .50  [1/8 o f  1%o n  t h e  p a r  v a l u e  o f  t h e  government  
bonds )  which was p a i d  by B o e t t c h e r  and Company t o  R o e t t c h e r  I n v e s t m e n t s ,  
I n c .  The l a t t e r ,  i t  i s  u n d e r s t o o d ,  was n o t  a  p a r t  o f  t h e  C o l o r a d o  
Account .  

( b )  The  Range ly  S c h o o l  D i s t r i c t  s o l d  $2 ,380 ,000  p a r  v a l u e  o f  
r e f u n d i n g  bonds  f o r  a c a s h  o u t l a y  t o  B o e t t c h e r  and Company of  $2,380,000, 
s a i d  r e f u n d i n g  bonds  h a v i n g  i n t e r e s t  r a t e s  which a v e r a g e d  4.17%. See 
t h e  l a s t  p a r a g r a p h  u n d e r  ( c )  below.  

( c )  The Range ly  S c h o o l  D i s t r i c t  p a i d  $2 ,380 ,000  t o  B o e t t c h e r  and 
Company i n  p a r t  payment o f  t h e  gove rnmen t s  f o r  t h e  e sc row.  The  s e l l i n g  
of t h e  r e f u n d i n g  bonds  a t  premiums i n  ( b )  above  p r o v i d e d  a d d i t i o n a l  
f u n d s  t o  f i n a n c e  t h e  r e f u n d i n g  o p e r a t i o n .  

Accord ing  t o  t h e  terrhs  (1 t em #3) o f  t h e  J u n e  2 4 ,  1 9 6 3  c o n t r a c t ,  
t h e  D i s t r i c t  was r e q u i r e d  t o  d e p o s i t  i n  t h e  e sc row a c c o u n t  t h e  $2 ,380 ,000  
p a r  p r o c e e d s ,  p l u s  $31 ,237 .50 ,  r e p r e s e n t i n g  t h e  i n t e r e s t  a c c r u i n g  f rom 
t h e  n e x t  p r e c e d i n g  i n t e r e s t  payment d a t e  o f  May 1, 1 9 6 3  t o  t h e  d a t e  o f  
c l o s i n g ,  ~ u g u s t  1 6 ,  1 9 6 3 ,  d u r i n g  which  p e r i o d  t h e  D i s t r i c t  had an a c t u a l  
l i a b i l i t y  toward  i t s  r e f u n d e d  d e b t .  The  D i s t r i c t  r e c e i v e d ,  i n  a d d i t i o n  
t o  t h e  $2 ,380 ,000  p a r  payment f o r  i t s  r e f u n d i n g  b o n d s ,  $27 ,314 .59  i n  
a c c r u e d  i n t e r e s t  on  t h e  new i s s u e .  The  d i f f e r e n c e  be tween  t h e s e  two 
i n t e r e s t  i t e m s  i s  $3 ,922 .91 ,  and t h e  d i f f e r e n c e  o c c u r s  i n  t h e  f a c t  
t h a t  t h e  r a t e  of  a c c r u a l  o f  i n t e r e s t  o n  t h e  r e f u n d i n g  i s s u e  i s  s l i g h t l y  
l o w e r  t h a n  i t  i s  on  t h e  r e f u n d e d  i s s u e  b e c a u s e  o f  t h e  d i f f e r e n t  
a r r a n g e m e n t s  of  i n t e r e s t  coupons  o n  t h e  two i s s u e s .  The  d i f f e r e n c e ,  
however ,  i s  p a r t  of  t h e  t o t a l  i n t e r e s t  d i f f e r e n c e  ( o r  i n t e r e s t  
r e d u c t i o n )  o f  $116 ,825  when t h e  i n t e r e s t  o n  b o t h  i s s u e s  i s  f i g u r e d  t o  
m a t u r i t y .  

( d )  The C o l o r a d o  Account ,  of w h i c h  B o e t t c h e r  and Company was -
t h e  manager ,  s o l d  t h e  r e f u n d i n g  bonds  t o  v a r i o u s  members o f  t h e  Account  
f o r  a t o t a l  o f  $2 ,465 ,749 .60 ;  and t h e  same w e r e  s o l d  by t h e  v a r i o u s  
members o f  t h e  Account  t o  t h e  u l t i m a t e  p u r c h a s e r s  f o r  $2 ,488 ,096 .60 .  
The  d i f f e r e n c e  be tween  t h e s e  two f i g u r e s ,  $22 ,347 .00 ,  i s  t h e  amount o f  
t h e  c o n c e s s i o n s  p a i d  by t h e  C o l o r a d o  Account  t o  i t s  v a r i o u s  members a s  
a s e l l i n g  commission i n  m a r k e t i n g  t h e  bonds .  

( e )  A t t a c h e d  t o  t h e  r e f u n d i n g  bonds ,  a s  p r i n t e d ,  w e r e  ( 1 )  "AI1 
coupons w i t h  r a t e s  of  i n t e r e s t  r a n g i n g  f rom 3& p e r  c e n t  t o  44 p e r  c e n t  
and ( 2 )  l lB1t  coupons o f  & o f  1 p e r  c e n t  p e r  annum " f o r  t h e  p e r i o d  
November 1, 1963 ,  t o  November 1, 1 9 7 3 ,  i n c l u s i v e ,  o r  t o  t h e  r e s p e c t i v e  
m a t u r i t y  d a t e s  o f  t h e  bonds t o  which  s a i d  ' B '  coupons  a r e  a t t a c h e d ,  
w h i c h e v e r  i s  t h e  e a r l i e s t  d a t e . "  P r i o r  t o  t h e  s a l e  o f  t h e  r e f u n d i n g  
bonds ,  t h e  "B1' coupons  were  d e t a c h e d ,  t h e  d i s c o u n t e d  v a l u e  o f  wh ich  
t h e r e b y  became a d d i t i o n a l  income t o  B o e t t c h e r  and Company. The t o t a l  
amount o f  t h e s e  " B N  coupons  ( b e f o r e  d i s c o u n t i n g )  was $78 ,250 .  The 
d i s c o u n t e d  v a l u e  o f  t h e s e  coupons ,  a t  7% p e r  annum (3!$ p e r  s i x  mon ths ) ,  
c a l c u l a t e d  f rom Sep tember  1, 1963 ,  amounted t o  $57,938.75.  T h i s  
d i s c o u n t e d  v a l u e  i s  t h e  income which  a c c r u e d  t o  t h e  C o l o r a d o  Account  
f rom t h i s  s o u r c e .  
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( f )  The above a r e  t h e  f i r s t  f i v e  i t e m s  shown i n  t h e  t a b l e  of 
r e c e i p t s  and d i s b u r s e m e n t s  ÿ able 111) a s s o c i a t e d  w i t h  t h e  Rangely 
r e f u n d i n g  o p e r a t i o n ,  w i t h  t h e  t h r e e  o f f s e t t i n g  items d i s c u s s e d  i n  t h e  
second pa ragraph  o f  (c,)  above d i s r e g a r d e d .  P r e s e n t e d  i n  it a l s o  a r e  
o t h e r  i t e m s  of  expense  which a r e  b e l i e v e d  t o  b e  s e l f - e x p l a n a t o r y .  The 
d i f f e r e n c e  between t h e  r e c e i p t s  and t h e  d i s b u r s e m e n t s ,  $23,305.57, i s  
t h e  u n d e r w r i t i n g  p r o f i t  ( b e f o r e  o v e r h e a d )  t o  t h e  Colorado Account. 

S t e ~7, Upon comple t ion  o f  t h e  r e f u n d i n g  t r a n s a c t i o n ,  t h e  bank 
wi th  w h i c h . t h e  escrow i s  p laced  a c c e p t s  t h e  r e s p o n s i b i l i t y ,  accord ing  
t o  t e r m s  of t h e  escrow agreement ,  of a d m i n i s t e r i n g  t h e  escrow and mak- 
i n g  bond i n t e r e s t  and redempt ion  payments on t h e  re funded  bonds a s  t h e y  
come due ;  and t h e  s c h o o l  board h a s  t h e  r e s p o n s i b i l i t y  of making such 
payments on t h e  r e f u n d i n g  bonds. The r e f u n d e d . b o n d s  have  been e l i m i n a t e d  
from t h e  l e g a l  d e b t  of t h e  s c h o o l  d i s t r i c t ;  r e p l a c i n g  them a r e  t h e  
re fund ing  bonds. 

I n  t h e  Rangely r e f u n d i n g ,  t h e  escrow i s  a d m i n i s t e r e d  by t h e  
Denver U.S. N a t i o n a l  Bank. ' 

A s  s t a t e d  above,  t h e  u n d e r w r i t i n g  p r o f i t  r e a l i z e d  from t h e  
Rangely r e f u n d i n g  ( b e f o r e  o v e r h e a d )  p e r  $1,000 p a r  v a l u e  of r e f u n d i n g  
bonds was $9.79, On t h e  e n t i r e  i s s u e  of $2 ,380,000,  t h i s  amounted t o  
an u n d e r w r i t i n g  p r o f i t  ( b e f o r e  o v e r h e a d )  of $23,305.57. To t h i s  f i g u r e  
i s  added $22,347.00, t h e  combined c o n c e s s i o n s  t o  v a r i o u s  d e a l e r s ,  o u t  
of which s t a f f  s a l a r i e s  ( b o t h  p r o f e s s i o n a l  and c l e r i c a l ) ,  t e l e p h o n e  
c o s t s ,  s h i p p i n g  and i n s u r a n c e  f e e s ,  and o t h e r  c o s t s  of  do ing  b u s i n e s s  
were d e f r a y e d ,  The u n d e r w r i t i n g  and s e l l i n g  p ro f  i t  ( b e f o r e  overhead)  
t o t a l e d  $45,652.57 o r  $19.18 p e r  $1,000 p a r  v a l u e  o f  t h e  r e f u n d i n g  
bonds. The f i n a n c i n g  f e e  o f  $2 ,887.50,  which r e p r e s e n t e d  income t o  
B o e t t c h e r  I n v e s t m e n t s ,  I n c . ,  b u t  n o t  t o  t h e  Colorado Account,  i s  
supp lementa l  t o  t h i s  f i  u r e .  When t h i s  i s  added t o  t h e  above,  a t o t a l  
income ( b e f o r e  overhead 3 of $48,540.07 t o  t h e  bond houses ,  o r  $20.39 
p e r  $1,000 p a r  v a l u e  of t h e  r e f u n d i n g  bonds,  i s  o b t a i n e d .  The s a v i n g  
of t h e  Rangely School  D i s t r i c t  s r e a d  o v e r  t h e  l i f e  of  t h e  bonds ( w i t h  
i n t e r e s t  p r o r a t e d  t o  May 1, 19635 w i l l  t o t a l  a t  l e a s t  $116,825, o r  
$49.09 p e r  $1,000 p a r  v a l u e  of  t h e  r e f u n d i n g  bonds ,  t o  which i s  added 
t h e  1%t r e a s u r e r ' s  f e e  a l lowance  of $27,271.72. 

T a b l e  I11 

RECEIPTS AND DISBURSEMENTS: COLORADO ACCOUNT 
REFUNDING; OF RANGELY SCHOOL DISTRICT BONDS 

R e c e i p t s  1 

From Rangely Schoo l  D i s t r i c t  toward 
escrow r e q u i r e m e n t s  $2,380,000.00 

S a l e  of r e f u n d i n g  bonds t o  A c c o ~ ~ n t  
Members 2 ,465,749.60 

Discounted v a l u e  of  "B" coupons 57.938.75 $4,903,688.35 

Disbursements  
Purchase  of 

purposes  
governments  f o r  escrow 

$2,491,096.01 
Refunding bonds from Rangely 

Schoo l  D i s t r i c t  
Escrow bank f e e  

2 ,380,000.00
4 ,200 .00  

http:$23,305.57
http:$23,305.57
http:$22,347.00
http:$2,887.50
http:$27,271.72


T a b l e  111 
( c o n t i n u e d )  

Beginning c a s h  b a l a n c e  r e q u i r e d  453 .40  

f o r  escrow 


C o n s i d e r  a t i o n ,  escrow aqr eement 10.00 
Approving a t t o r n e y 1  s fees 3,206 .44  
Bond p r i n t i n g  393 .05  
T r a v e l ,  CPA f e e s ,  t e l e p h o n e  1 , 0 2 3 . 8 8  4.880.382.78 

U n d e r w r i t i n g  p ro f  i t  ( b e f o r e  o v e r h e a d )  $ 23,305 .57  

C o n c e s s i o n s  t o  s e l l i n g  d e a l e r s  ( b e f o r e  
o v e r h e a d )  22.347.00 

T o t a l  p r o f  i t  t o  u n d e r w r i t e r s  ( b e f o r e  o v e r h e a d )  $ 45 ,652 .57  

U n d e r w r i t i n g  p r o f i t  ( b e f o r e  o v e r h e a d )  
p e r  $1,000 p a r  v a l u e  o f  t h e  r e f u n d i n g  bonds  

T o t a l  p r o f i t  ( b e f o r e  o v e r h e a d )  p e r  $1,000 
p a r  v a l u e  o f  t h e  r e f u n d i n g  bonds 

Advance R e f u n d i n s  o f  C o l o r a d o  S c h o o l  Bonds B e f o r e  a n d  

A f t e r  D i s s o l u t i o n  of t h e  C o l o r a d o  Account  


I n  f o r e g o i n g  r e f e r e n c e s  t o  t h e  a c t u a l  r e f u n d i n g  o f  s c h o o l  bonds  
f o r  Rangely  S c h o o l  D i s t r i c t  No. RE-4 i n  R i o  Blanco  Coun ty ,  f a c t s  were 
p r e s e n t e d  on  s a v i n g  t o  t h e  s c h o o l  d i s t r i c t ,  g r o s s  income f rom unde r -  
w r i t i n g ,  e x p e n s e s  o f  r e f u n d i n g  ( i n c l u d i n g  e sc row l o s s  , c o n c e s s i o n s  t o  
s e l l i n g  d e a l e r s ,  u n d e r w r i t i n g  p r o f i t  ( b e f o r e  o v e r h e a d  1, and t o t a l  p r o -  
f i t  t o  u n d e r w r i t e r s  ( b e f o r e  o v e r h e a d ) .  The  p u r p o s e  o f  t h i s  s e c t i o n  o f  
t h e  r e p o r t  i s  t o  p r e s e n t  s i m i l a r  d a t a  f o r  wha t ,  it i s  u n d e r s t o o d ,  com-
p r i s e s  a l l  r e f u n d i n g s  o f  C o l o r a d o  s c h o o l  bonds  b y  t h e  C o l o r a d o  Account  
d u r i n g  t h e  p e r i o d  o f  i t s  e x i s t e n c e  and a l l  s u c h  r e f u n d i n g s  -- f rom 
d i s s o l u t i o n  of t h e  Account t o  August  1, 1964 -- i n  which B o e t t c h e r  and 
Company was i n v o l v e d  a s  t h e  s o l e  bond house  conce rned  o r  a s  o n e  o f  two 
o r  more p a r t i c i p a n t s .  T h i s  i s  done  f o r  each  o f  a number o f  g r o u p s  
a c c o r d i n g  t o  c r e d i t  r a t i n g  o f  t h e  s c h o o l  d i s t r i c t ,  namely,  AA, A, BAA, 
and non- ra t ed  . 

I n c l u d e d  i n  t h i s  s t u d y  i s  a t o t a l  o f  $98 ,022 ,000  p a r  amount o f  
r e f u n d i n g  s c h o o l  bonds .  The r e f u n d i n g s  t h r o u g h  t h e  C o l o r a d o  Account  
t o t a l l e d  $81,680,000; and t h o s e  h a n d l e d  by B o e t t c h e r  and Company and  
a s s o c i a t e s  i n  t h e  P o s t  C o l o r a d o  Account p e r i o d  t o t a l l e d  $16,342,000.  
O the r  r e f u n d i n g  s c h o o l  bonds  i n  C o l o r a d o  which have  been  i s s u e d  s i n c e  
t h e  e n a b l i n g  l e g i s l a t i o n  was p a s s e d  i n  1963, t h e  t o t a l  o f  which  i s  n o t  
known p r e c i s e l y ,  a r e  known t o  h a v e  app rox ima ted  $22 ,000 ,000 .  T h i s  means 
t h a t  t h e  p a r  amount o f  r e f u n d i n g  s c h o o l  bonds  i s s u e d  i n  C o l o r a d o  d u r i n g  
t h e  p e r i o d  o f  t w e n t y  months  f rom March 1, 1963 ,  t o  November 1, 1964, 
t o t a l s  a p p r o x i m a t e l y  $120 ,000 ,000 .  

The t a b u l a r  c a t e g o r i e s  l i s t e d  above  s h o u l d  b e  d e s c r i b e d .  The  
s a v i n q  t o  t h e  s c h o o l  d i s t r i c t  c o n s i s t s  o f  r e d u c t i o n  i n  bond i n t e r e s t  
o v e r  t h e  l i f e  o f  t h e  bond i s s u e  and/or  i n  p a r  v a l u e  o r  r e d e m p t i o n  p r i c e  
( i f  d i f f e r e n t  f rom p a r  v a l u e )  o f  t h e  bonds ;  a s  r e p o r t e d ,  it e x c l u d e s  



t h e  1%County T r e a s u r e r ' s  f e e  which was i n c l u d e d  i n  t h e  escrow i n  
r e f u n d i n g s  which took  p l a c e  p r i o r  t o  passage  of  t h e  law removing it; 
it was computed from o r i g i n a l  p r o p o s a l s  made t o  t h e  d i s t r i c t s  o r  i n  
some i n s t a n c e s  i t  was t a k e n  d i r e c t l y  from t h e  a u t h o r i z i n g  r e s o l u t i o n s ;  
and some of t h e  computa t ions  and t a b u l a t i o n s  were  made from s o u r c e s  
more r e a d i l y  a v a i l a b l e  t o  s a v e  t i m e .  

Gross  income from u n d e r w r i t i n q  compr i ses  g r o s s  s a l e s  p r i c e  of 
r e f u n d i n g  bonds t o  u l t i m a t e  p u r c h a s e r s  ( a s  p r o j e c t e d  a t  t h e  t i m e  of 
" s a l e "  t o  t h e  s e l l i n g  d e a l e r s  1 , d i s c o u n t e d  v a l u e  of "B" coupons ( i f  
a n y ) ,  and escrow g a i n  ( i f  any l e s s  c o s t  of r e f u n d i n g  bonds ( a t  p a r ) .  
Here,  i t  was no t  u n u s u a l ,  d u r i n g  t h e  p e r i o d  i n  which t h e  Colorado 
Account was i n  e x i s t e n c e ,  f o r  t h e  a c t u a l  s a l e s  p r i c e  t o  t h e  u l t i m a t e  
p u r c h a s e r s  t o  b e  l e s s  t h a n  t h e  p r o j e c t e d  s a l e s  . p r i c e ,  t h u s  having t h e  
e f f e c t  of r e d u c i n g  t h e  s e l l i n g  d e a l e r s '  income. I t - i s  u n d e r s t o o l  
t h a t  t h e  a c t u a l  s a l e s  p r i c e  was n e v e r  g r e a t e r  t h a n  t h e  p r o j e c t e d  s a l e s  
p r i c e .  Gross  income was computed from o f f e r i n g  c i r c u l a r s ;  i n  t h r e e  o r  
f o u r  i n s t a n c e s ,  i t  i n c l u d e d  und i scoun ted  v a l u e s  o f  s h o r t  "B'I coupons 
o r  supp lementa l  coupons;  and a l l  d o l l a r  p r o d u c t i o n  ach ieved  from t h e  
s a l e s  was computed from t h e  d a t e s  of t h e  r e f u n d i n g  i s s u e s  and n o t  from 
t h e  a c t u a l  d a t e s  of d e l i v e r y  t o  t h e  u n d e r w r i t e r s  o r  t o  t h e  u l t i m a t e  
p u r c h a s e r s .  

Takedowns and c o n c e s s i o n s  t o  t h e  s e l l i n q  d e a l e r $  a r e  t h e  
d i f f e r e n c e  between t h e  p r o j e c t e d  s a l e s  p r i c e  and t h e  p r i c e  a t  which 
t h e  bonds were s o l d  t o  t h e  s e l l i n g  d e a l e r s .  I t  i s  no ted  ( 1 )  t h a t ,  i n  
view of t h e  above,  t h e  r e p o r t e d  takedowns and c o n c e s s i o n s  a s  a whole 
a r e  an o v e r s t a t e m e n t  of  t h e  t r u e  income i n  t h i s  c a t e g o r y  t o  a l l  bond 
houses  combined, ( 2 )  t h a t  a s i z a b l e  p a r t  o f  t h e  takedowns and con-
c e s s i o n s  t o  s e l l i n g  d e a l e r s  d u r i n g  t h e  Colorado Account p e r i o d  --
r o u g h l y  e s t i m a t e d  t o  be  one-ha l f  of t h e  t o t a l  -- went t o  d e a l e r s  o u t -  
s i d e  of  Co lo rado ,  ( 3 )  t h a t  t h e  r e a l i z e d  takedowns and c o n c e s s i o n s  a r e  
b e f o r e  overhead and t h a t  tk overhead  of s e l l i n g  d e a l e r s  compr i ses  
s t a f f  s a l a r i e s  -- b o t h  p r o f e s s i o n a l  and c l e r i c a l  -- t e l e p h o n e  c o s t s ,  
s h i p p i n g  and i n s u r a n c e  f e e s ,  and o t h e r  c o s t s  of d o i n g  b u s i n e s s ,  and 
( 4 )  t h a t  t h e  f i g u r e s  p r e s e n t e d  a r e  c l o s e  a p p r ~ x i m a ~ t i o n s ,  s u b j e c t  t o  
t h e  above q u a l i f i c a t i o n s ,  o b t a i n e d  by d e d u c t i n g  expenses  o f  r e f u n d i n g  
and p r o f i t  from u n d e r w r i t i n g  ( b e f o r e  o v e r h e a d )  from g r o s s  income from 
u n d e r w r i t i n g .  

E x ~ e n s e s  o f  r e f u n d i n q  i n c l u d e  escrow l o s s  ( i f  a n y ) ,  beg inn ing  
c a s h  b a l a n c e  r e q u i r e d  f o r  escrow,  escrow bank f e e ,  c o n s i d e r a t i o n  f o r  
t h e  escrow agreement ,  approving a t t o r n e y s '  f e e s ,  bond p r i n t i n g ,  t r a v e l ,  
CPA f e e s ,  and t e l e p h o n e  c o s t s .  Expenses  of r e f u n d i n g  i n c l u d i n g  escrow 
l o s s  were t a k e n  from t h e  accoun t  s e t t l e m e n t  s t a t e m e n t s .  

U n d e r w r i t i n s  p r o f i t  ( b e f o r e  o v e r h e a d )  i s  g r o s s  income from 
u n d e r w r i t i n g  l e s s  takedowns and c o n c e s s i o n s  t o  s e l l i n g  d e a l e r s  and 
t o t a l  expenses  of r e f u n d i n g ;  i t  was t a k e n  from t h e  accoun t  s e t t l e m e n t  
s t a t e m e n t s .  Overhead,  i n  t h i s  i n s t a n c e ,  compri ses s a l a r y  i t e m s  f o r  
s t a f f  t i m e  r e q u i r e d  t o  c o n f e r  w i t h  s c h o o l  b o a r d s  and do t h e  n e c e s s a r y  
a n a l y t i c a l  work, r e n t a l  of q u a r t e r s  and equipment ,  s e c r e t a r i a l  
s e r v i c e s ,  o f f i c e  s u p p l i e s  and expense ,  and g e n e r a l  company overhead.  

The s a v i n g s  t o  Co lorado  s c h o o l  d i s t r i c t s  from a t o t a l  of 

t w e n t y - t h r e e  advance r e f u n d i n g s  d u r i n g  t h e  Colorado  Account p e r i o d ,  i n  

p r i n c i p a l  and i n t e r e s t  b u t  e x c l u s i v e  of  t h e  1%County T r e a s u r e r ' s  f e e ,  


. amounted t o  $4 ,100,740;  and t h e  income ( b e f o r e  o v e r h e a d )  t o  t h e  Colorado 




Account  r e s u l t i n g  t h e r e f r o m ,  t akedowns  and c o n c e s s i o n s  t o  s e l l i n g  
d e a l e r s  and u n d e r w r i t i n g  p r o f  it combined ,  t o t a l l e d  $1,299,2152 a able 
I V ) .  T h i s  means t h a t  t h e  s a v i n g s  t o  s c h o o l  d i s t r i c t s  s p r e a d  o v e r  t h e  
l i f e  o f  t h e  bonds  were  $3.16 f o r  e a c h  d o l l a r  o f  income t o  t h e  C o l o r a d o  
Account b e f o r e  o v e r h e a d .  The c o r r e s p o n d i n g  f i g u r e s  f o r  t h e  p e r i o d  
s u b s e q u e n t  t o  d i s s o l u t i o n  o f  t h e  Accoun t ,  b a s e d  upon e i g h t  r e f u n d i n g s ,  
a r e :  s a v i n g s  t o  s c h o o l  d i s t r i c t s ,  $ 1 , 2 5 9 , 8 1 1 ;  income t o  t h e  bond 
h o u s e s  b e f o r e  o v e r h e a d ,  $365 ,892;  and s a v i n g s  t o  s c h o o l  d i s t r i c t s  p e r  
d o l l a r  o f  income t o  t h e  bond h o u s e s ,  $3.44.  

I f  t h e  1%T r e a s u r e r 1s f e e  i s  i n c l u d e d  w i t h  p r i n c i p a l  and 
i n t e r e s t  s a v i n g s ,  t h e  t o t a l  s a v i n g s  t o  t h e  s c h o o l  d i s t r i c t  d u r i n g  t h e  
C o l o r a d o  Account  p e r i o d ,  p e r  d o l l a r  o f  income t o  t h e  C o l o r a d o  Account ,  
w e r e  $3.92 ( i n s t e a d  o f  $ 3 . 1 6 ) ;  and ,  f o r  t h e  p e r i o d  s u b s e q u e n t  t o  
d i s s o l u t i o n  of  t h e  Account ,  t h e y  were $3.44 (unchanged  by  change  o f  
t h e  l a w ) .  

I t  i s  n o t e d  t h a t  t h e  u n d e r w r i t e r s  were i n s t r u m e n t a l  i n  c a l l i n g  
t o  t h e  a t t e n t i o n  of  t h e  v a r i o u s  s c h o o l  o f f i c i a l s  i n v o l v e d  i n  r e f u n d i n g  
t h e  a d d i t i o n a l  s a v i n g s  t h a t  c o u l d  b e  e f f e c t e d  by t h e  e l i m i n a t i o n  o f  
t h e  County T r e a s u r e r ' s  o n e  p e r  c e n t  c o l l e c t i o n  f e e .  A s  a r e s u l t ,  t h e  
C o d i f i c a t i o n  o f  S c h o o l  Laws Commit tee  recommended t h e  r e p e a l  o f  t h e  
law,  wh ich  recommendat ion  was a d o p t e d  by  t h e  G e n e r a l  Assembly i n  t h e  
1964  s e s s i o n .  

I n  t h e  Range ly  r e f u n d i n g  t h e  s a v i n g  t o  t h e  S c h o o l  D i s t r i c t  
p e r  d o l l a r  o f  income t o  t h e  C o l o r a d o  Account  was $2.56.  T h i s  i s  b a s e d  
upon a s a v i n g  of $116 ,825  a s  r e p o r t e d  e l s e w h e r e .  I f  t h e  a l t e r n a t i v e  
p r o p o s a l  t o  t h e  Range ly  S c h o o l  D i s t r i c t  c a l l i n g  f o r  a s a v i n g  o f  
$193,920 had b e e n  a c c e p t e d ,  t h e  s a v i n g  p e r  d o l l a r  o f  income t o  t h e  
Account -- assuming  t h e  same income a s  i n  t h e  a c t u a l  r e f u n d i n g  -- would 
have  been  $4.25.  T h i s  i l l u s t r a t i o n  i s  p r e s e n t e d  a s  a c a u t i o n  a g a i n s t  
d r awing  h a s t y  c o n c l u s i o n s  b a s e d  upon c u r s o r y  c o m p a r i s o n s  o f  t h e  r e s u l t s  
o f  o n e  r e f u n d i n g  o p e r a t i o n  w i t h  t h o s e  of  a n o t h e r .  The  g r e a t e r  s a v i n g  
i n  t h e  Range ly  r e f u n d i n g  would h a v e  r e q u i r e d  an  i n c r e a s e  i n  t h e  t a x  
l e v y  o v e r  a c o m p a r a t i v e l y  s h o r t  p e r i o d ;  t h e  p l a n  p r e f e r r e d  by t h e  Board 
c a l l e d  f o r  s p r e a d i n g  t h e  m a t u r i t i e s  o v e r  a l o n g e r  p e r i o d  s o  a s  t o  b r i n g  
a b o u t  a s m a l l  r e d u c t i o n  i n  t h e  t a x  l e v y .  

The r e s u l t s  o f  r e f u n d i n g  i n  t h e  C o l o r a d o  Account  p e r i o d  a r e  

compared w i t h  t h o s e  which t o o k  p l a c e  s u b s e q u e n t  t o  d i s s o l u t i o n  o f  t h e  

Account ;  t h i s  i s  d o n e  i n  terms of  d o l l a r s  p e r  $1,000 p a r  v a l u e  o f  

r e f u n d i n g  bonds  f o r  e a c h  c r e d i t  r a t i n g  c l a s s  t o  which  t h e  s c h o o l  

d i s t r i c t s  b e l o n g  and f o r  a l l  s u c h  c l a s s e s  combined able v ) .  


T o t a l  income t o  t h e  bond h o u s e s  ( b e f o r e  o v e r h e a d )  p e r  $1 ,000  p a r  
a l u e  of  t h e  r e f u n d i n g  bonds ,  t akedowns  and c o n c e s s i o n s  t o  s e l l i n g  
e a l e r s  and p r o f i t  f rom u n d e r w r i t i n  combined,  we re  s m a l l e r  f o r  t o t a l  
e f u n d i n g s  of t h e  C o l o r a d o  Account  7815 .91)  t h a n  t h e y  have  b e e n  s i n c e  

t h e  d i s s o l u t i o n  o f  t h e  Account  ( $ 2 2 . 3 9 ) .  C o m p a r a t i v e  f i g u r e s  f o r  t a k e -  
downs a,nd c o n c e s s i o n s  t o  s e l l i n g  d e a l e r s  a r e  $5.60 i n  t h e  C o l o r a d o  
~ c c o u n tp e r i o d  and $8.33 i n  t h e  P o s t  C o l o r a d o  Account  p e r i o d ;  and f o r  

2 .  	 A s  n o t e d  e l s e w h e r e ,  a  s i z a b l e  p a r t  of t h i s  i t e m  -- r o u g h l y  e s t i m a t -
ed t o  t o t a l  $225 ,000  -- went  t o  d e a l e r s  o u t s i d e  o f  C o l o r a d o .  



Table  I V  

&VA&CE REFUNDING OF SCHOOL BONDS I N  COLORADO BY CREDIT RATING OF THE SCHOOL DISTRICT 
( f i l l  Data Zxprzssed i n  T o t a l  Do l l a r  m o u n t s )  

Cred i t  
Ratina 

Par 
m o u n t  

Ref und.inq 

P r i n c i p a l  
& I n t e r e s t  

Savina 
1 Per Cent 

T r e a s u r e r ' s  Fez 
T o t a l  
Savinq 

Gross 
Income 

Takedowns 8 
Concessionsa 

Expenses 
Inc lud ing  

Zscrow 

Underwrit ing T o t a l  
Prof i t  Takedowns 8 
Before C o n c e s s i o n s  and 

Overhead Underwr i t i nq  Prof i t  

A.  Advance Refundinq bv t h e  Colorado Account b 

847,713,000 52,611,648.80 8596,909.32 83,208.558.12 8 771,695.62 8143,908.60 8159,171.49 

>ion-rated 
TOTHL 

B. 	 Advance Refundino Subseouent t o  Di s so lu t ion  of t h e  Colorado ~ c c o u n t ~  

a .  	 A s i z a b l e  p a r t  of t h e  takedowns and concess ions  t o  s e l l i n g  d e a l e r s  du r ing  t h e  Colorado ~ c c o u n t  per iod  -- roughly e s t ima ted  t o  be one -ha l f  of t h e  
t o t a l  -- went t o  d e a l e r s  o u t s i d e  of Colorado. 

b. 	 A l l  advance refundings  of school bonds by t h e  Colorado Account. 
c .  	 till advance refundings of school bonds i n  Colorado from d i s s o l u t i o n  of t he  Colorado Account t o  August 1, 1964, i n  which Boe t t che r  and Company 

was involved a s  t h e  s o l e  bond house concerned o r  a s  one of  two o r  more p a r t i c i p a n t s .  



T a b l e  V 

ADVANCE REFUNDING OF SCHOOL BONDS I N  COLORADO BY CREDIT 
RATING OF THE SCHOOL DISTRICT 

( ~ o l l a r sp e r  $1,000 P a r  Va lue  o f  t h e  Refunding Bonds) 

P o s t  
Co lo rado  Colorado 

C r e d i t  R a t i n a  and C l a s s i f i c a t i o n  Account Account  

Saving t o  t h e  School  D i s t r i c t s  

P r i n c i p a l  and I n t e r e s t  

AA 

A 

BAA 

Non-Rated 


Average 

One P e r  Cent  T r e a s u r e r ' s  Fee  

AA 

A 

BAA 

Non-Rated 


Average 

T o t a l  Saving 

AA 

A 

BAA 

Non-Rated 


Average 

Gross  Income from Underwr i t ing  
AA 
A 
BAA 
Non-Rat ed 

Average 

Takedowns 8 Concess ions  t o  S e l l i n g  D e a l e r s  b 
AA 
A 
BAA 
Non-Rated 

Average 

Expenses of Refunding,  I n c l u d i n g  Escrow Loss 
AA 
A 
BAA 
Non-Rated 

Average 



T a b l e  V 
( c o n t i n u e d )  

C r e d i t  R a t i n s  and C l a s s i f i c a t i o n  
C o l o r a d o  

Account  

Po s t  
C o l o r a d o  

Account  

P r o f  i t  f rom U n d e r w r i t i n g  ( B e f o r e  O v e r h e a d )  
AA 
A 
BAA 
Non-Rated 

Ave rage  

T o t a l  Takedowns & C o n c e s s i o n s  and P r o f i t  
From U n d e r w r i t i n g  ( B e f o r e  O v e r h e a d )  

AA 
A 
BAA 
Non-Rated 

Ave rage  

a .  	 The  e x p e n s e  ( i n c l u d i n g  e s c r o w  l o s s )  f o r  t h e  n o n - r a t e d  b o n d s  i s  
a b o v e  a v e r a g e  b e c a u s e  o f  a l a r g e  e s c r o w  l o s s  r e s u l t i n g  f r o m  a h i g h  
bond i n t e r e s t  r a t e  o n  a l a r g e  b l o c k  o f  r e f u n d e d  b o n d s  and t h i s ,  
i n  t u r n ,  n e c e s s i t a t e d  an o f f s e t t i n g  a b o v e - a v e r a g e  g r o s s  income.  

b .  	 A s i z a b l e  p a r t  o f  t h e  t a k e d o w n s  and c o n c e s s i o n s  t o  s e l l i n g  d e a l e r s  
d u r i n g  t h e  C o l o r a d o  Accoun t  p e r i o d  -- r o u g h l y  e s t i m a t e d  t o  b e  o n e -
h a l f  o f  t h e  t o t a l  -- w e n t  t o  d e a l e r s  o u t s i d e  o f  C o l o r a d o .  

p r o f  it f r o m  u n d e r w r i t i n g  t h e y  a r e  $10.30 and $14.06, r e s p e c t i v e l y .  3 
By c r e d i t  r a t i n g  c l a s s e s  t h e r e  a r e  s e v e r a l  e x c e p t i o n s  t o  t h i s  r e l a t i o n -  
s h i p  b e t w e e n  t h e  two  p e r i o d s .  

I t  s h o u l d  b e  n o t e d  t h a t  t h e  a b o v e  f i g u r e s  a r e  n o t  f u l l y  corn-
p a r a b l e  -- o n e  p e r i o d  w i t h  t h e  o t h e r  -- b e c a u s e  o f  d i f f e r e n c e s  i n  
w e i g h t i n g .  S i n c e  b o t h  t a k e d o w n s  and c o n c e s s i o n s  and p r o f i t  f rom u n d e r -  
w r i t i n g  a r e  l o w e r  f o r  C l a s s  M b o n d s  p e r  $1,000 p a r  v a l u e  t h a n  t h e y  
a r e  f o r  t h e  a v e r a g e  o f  a l l  c l a s s e s ,  t h e  a b s e n c e  o f  cW b o n d s  i n  t h e  P o s t  
C o l o r a d o  Account  p e r i o d  ( i n  c o n t r a s t  t o  a s i z a b l e  vo lume o f  s u c h  bonds  
i n  t h e  C o l o r a d o  Account  p e r i o d )  g i v e s  t h e  a v e r a g e s  f o r  t h e  P o s t  C o l o r a d o  
Account  p e r i o d  a n  upward b i a s .  I t  i s  f o u n d ,  howeve r ,  t h a t  w e i g h t i n g  
t h e  f i g u r e s  ( f o r  t h e  t h r e e  c l a s s e s  A ,  BAA, and n o n - r a t e d  f o r  w h i c h  
t h e r e  a r e  d a t a  i n  b o t h  p e r i o d s )  a c c o r d i n g  t o  t h e  d i s t r i b u t i o n  o f  bonds  
among t h e s e  c l a s s e s  i n  (1) t h e  C o l o r a d o  Account  p e r i o d  and ( 2 )  t h e  
P o s t  C o l o r a d o  Account  p e r i o d  y i e l d s  a v e r a g e s  f o r  t h e  l a t t e r  p e r i o d  --
f o r  t a k e d o w n s  and c o n c e s s i o n s  and p r o f i t  f r o m  u n d e r w r i t i n g  combined --

3. 	 T h e s e  f i g u r e s  d o  n o t  i n c l u d e  t h e  f i n a n c i n g  f e e ,  an  e x p e n s e  t o  t h e  
C o l o r a d o  k c c o u n t ,  w h i c h  was  p a i d  t o  B o e t t c h e r  I n v e s t m e n t s ,  I n c .  
T h i s  f e e  o f  1/8 p e r  c e n t  o n  t h e  p r i n c i p a l  amoun t s  o f  t h e  gove rnmen t  
b o n d s  p l a c e d  i n  e s c r o w  r e p r e s e n t s  a d d i t i o n a l  i ncome ,  i n  a s e n s e ,  t o  
t h e  bond h o u s e s .  



which a r e  l a r g e r  t h a n  t h o s e  f o r  t h e  C o l o r a d o  Account  p e r i o d .  F o r  
takedowns and c o n c e s s i o n s  a l o n e ,  t h i s  p r o c e d u r e  y i e l d s  somewhat s m a l l e r  
a v e r a g e s  f o r  t h e  P o s t  C o l o r a d o  Account p e r i o d  t h a n  f o r  t h e  C o l o r a d o  
Account p e r i o d ;  i n  t h e  c a s e  o f  p r o f i t  f rom u n d e r w r i t i n g ,  t h e  a v e r a g e s  
s o  o b t a i n e d  f o r  t h e  P o s t  C o l o r a d o  Account p e r i o d  a r e  c o n s i d e r a b l y  t h e  
l a r g e r .  

Takedowns and c o n c e s s i o n s  t o  s e l l i n g  d e a l e r s  a r e  p e r h a p s  t h e  
o n l y  c a t e g o r y  shown i n  t h e  t a b l e  i n  which t h e r e  i s  a s i g n i f i c a n t
r e l a t i o n s h i p  be tween magn i tude  o f  t h e  f i g u r e s  and r a t i n g  c l a s s .  One 
would e x p e c t  t h e  c o s t  of  s e l l i n g  HA bonds t o  be  l e s s  p e r  $1 ,000  of  p a r
v a l u e  of  t h e  r e f u n d i n g  bonds t h a n  it would b e  f o r  A bonds ,  and s i m i l a r i l y  
f o r  A bonds a s  compared w i t h  BAA bonds  and f o r  BAA bonds  a s  compared w i t h  
non-ra ted  bonds .  T h i s  r e l a t i o n s h i p  d i d  e x i s t  i n  t h e  C o l o r a d o  Account 
p e r i o d  and,  w i t h  o n e  e x c e p t i o n ,  i n  t h e  P o s t  C o l o r a d o  Account  p e r i o d .  In 
t h e  c a s e  o f  s a v i n g s  t o  t h e  s c h o o l  d i s t r i c t s ,  t h e  f a c t  t h a t  o t h e r  ob-  
j e c t i v e s  t h a n  t h a t  o f  maximizing s a v i n g s  a r e  s i g n i f i c a n t  t e n d s  t o  b l u r  
t h e  p i c t u r e .  L i k e w i s e ,  a s  a l r e a d y  n o t e d ,  c o n d i t i o n s  p e c u l i a r  t o  a g i v e n  
s i t u a t i o n  such  a s  h i g h  i n t e r e s t  r a t e s  on  t h e  bonds t o  b e  r e f u n d e d  may 
c a u s e  t h e  e x p e n s e s  o f  r e f u n d i n g  and h e n c e  t h e  g r o s s  income f rom under -  
w r i t i n g  t o  b e  a b n o r m a l l y  h i g h .  

Because t h e  Hangely r e f u n d i n g  h a s  b e e n  u s e d  f o r  p u r p o s e s  o f  
i l l u s t r a t i o n  and t h e  Rangely  S c h o o l  D i s t r i c t  i s  n o n - r a t e d ,  a compar ison  
o f  t h e  r e s u l t s  of r e f u n d i n g  i n  t h a t  d i s t r i c t  w i t h  a v e r a g e s  f o r  a l l  non-
r a t e d  d i s t r i c t s  i s  of  i n t e r e s t .  The s a v i n g  t o  t h e  D i s t r i c t  p e r  $1 ,000  
p a r  v a l u e  o f  r e f u n d i n g  bonds e x c e e d s  t h e  a v e r a g e  f o r  a l l  n o n - r a t e d  
d i s t r i c t s  i n  a l l  t h r e e  c a t e g o r i e s  shown a able v I ) ;  and ,  i f  t h e  
a l t e r n a t i v e  p r o p o s a l  d i s c u s s e d  e l s e w h e r e  i n  t h i s  r e p o r t  had been  a c c e p t -  
ed,  t h e  d i s p a r i t i e s  would h a v e  been  f a r  g r e a t e r .  G r o s s  income f rom 
u n d e r w r i t i n g  f o r  Rangely  i s  c o m p a r a t i v e l y  l a r g e ,  b u t  t h i s  i s  n e c e s s a r i l y  
s o  t o  o f f s e t  t h e  l a r g e  escrow l o s s  which  r e s u l t e d  f rom t h e  f a c t  t h a t  
t h e  i n t e r e s t  r a t e  on  t h e  r e f u n d e d  bonds  was h i g h .  Income t o  t h e  bond 
houses  p e r  $1,000 p a r  v a l u e  o f  t h e  r e f u n d i n g  bonds  i s  s m a l l e r  f o r  
Rangely ,  b o t h  i n  takedowns  and c o n c e s s i o n s  and i n  p r o f i t  f rom u n d e r -  
w r i t i n g  ( b e f o r e  o v e r h e a d ) ,  t h a n  it i s  f o r  t h e  n o n - r a t e d  g r o u p  a s  a 
whole.  The combined income t o  t h e  C o l o r a d o  Account ( b e f o r e  o v e r h e a d )  
p e r  $1,000 o f  p a r  v a l u e  i s  $19.18 f o r  t h e  Rangely  r e f u n d i n g  whereas  
t h e  a v e r a g e  f o r  a l l  n o n - r a t e d  d i s t r i c t s  i s  $24.06 a able V I ~ .  

T a b l e  V I  

RESULTS OF THE RANGELY REFUNDING CONlPARED WITH THE NON-RATED 
SCHOOL DISTRICT AV,ERAGES DURING THE COLORADO ACCOUNT PERIOD 

( ~ o l l a r sp e r  $1 ,000  P a r  Va lue  o f  t h e  Refund ing  Bonds) 
Non-Rated

C l a s s i f  i c a t i o q  Ranqelv  Averaqe 

Sav ing  t o  t h e  S c h o o l  D i s t r i c t s  

P r i n c i p a l  and I n t e r e s t  

One P e r  C e n t  T r e a s u r e r ' s  Fee  

T o t a l  Sav ing  


G r o s s  Income f rom U n d e r w r i t i n g  69.76 45.40 

Takedowns and C o n c e s s i o n s  t o  S e l l i n g  D e a l e r s  9 .39  12.14 



T a b l e  VI 
[ c o n t i n u e d )  

C l a s s i f i c a t i o n  R a n q e l y  
Non-Rated 

Aver acl e 

Expenses  o f  Refunding  I n c l u d i n g  Escrow Loss  $50.58 $21.34 

P r o f i t  f rom U n d e r w r i t i n g  ( ~ e f o r e  Overhead)  9.79 11.94 

T o t a l  Takedowns 8 C o n c e s s i o n s  and P r o f i t  f rom 
U n d e r w r i t i n g  ( B e f o r e  o v e r h e a d )  19 .18  24.06 

S t a t u t o r y  P r o v i s i o n s  and P r a c t i c e s  w i t h  R e s n e c t  t o  t h e  S a l e  and 
Advance Refundinq  of  School Bonds i n  S t a t e s  o f  t h e  U n i t e d  S t a t e 2  

L e t t e r s  were  s e n t  t o  t h e  I t c h i e f  S t a t e  S c h o o l  O f f i c e r s "  i n  t h e  
f o r t y - n i n e  s t a t e s  of  t h e  U n i t e d  S t a t e s  e x c l u s i v e  o f  Co lo rado  r e q u e s t -  
i n g  i n f o r m a t i o n  on  t h e  p e r m i s s i b i l i t y  of  advance  r e f u n d i n g  and on 
l e g i s l a t i v e  p r o v i s i o n s  g o v e r n i n g  o r  p r a c t i c e s  p e r t a i n i n g  t o  t h e  s a l e  
of s c h o o l  bonds  i n  t h e i r  r e s p e c t i v e  s t a t e s .  F a c t s  p r e s e n t e d  i n  f o r t y -  
f i v e  r e p l i e s  t o  t h e s e  l e t t e r s  a r e  summarized be low.4  

Method of  S e l l i n a  O r i q i n a l  I s s u e  Schoo l  Bonds 

P u b l i c  s a l e  of  o r i g i n a l  i s s u e  s c h o o l  bonds  i s  known t o  be  
r e q u i r e d  -- w i t h  e x c e p t i o n s  i n  a number of i n s t a n c e s  -- i n  twenty-seven  
s t a t e s  and n o t  t o  b e  r e q u i r e d  i n  t w e l v e  s t a t e s  a able V I I ) .  Many of  
t h e  e x c e p t i o n s  a r e  b e l i e v e d  t o  b e  wor thy  o f  e x a m i n a t i o n ;  t h e y  a r e  
d e s c r i b e d  below l a r g e l y  i n  t h e  words o f  t h e  r e s p e c t i v e  r e s p o n d e n t s .  

Delaware:  P u b l i c  b i d d i n g  i s  r e q u i r e d  f o r  bond i s s u e s ,  and t h e  
s c h o o l  b u i l d i n g  commission d e t e r m i n e s  t h e  b i d  t o  b e  a c c e p t e d .  

4 .  	 I n  a number of  i n s t a n c e s  t h e r e  i s  f a i l u r e ,  i n  t h e s e  r e p l i e s ,  t o  
answer a l l  o f  t h e  q u e s t i o n s ;  and i n  o t h e r s ,  t h e r e  i s  u n c e r t a i n t y  a s  
t o  t h e  f a c t s  o f  t h e  s i t u a t i o n .  Take  t h e  q u e s t i o n  a s  t o  w h e t h e r  
advance  r e f u n d i n g  i s  p e r m i s s i b l e  a s  an example.  The A t t o r n e y  
G e n e r a l  i n  Nor th  Dakota i s  q u o t e d  a s  s a y i n g  t h a t  r e f u n d i n g  i s  n o t  
i n c l u d e d  among t h e  s p e c i f i e d  p u r p o s e s  o f  i s s u e  and t h a t  t h e r e  a r e  
no c o u r t  d e c i s i o n s  d e a l i n g  w i t h  it. I n  t h e  l e t t e r  f rom Nebraska 
i t  i s  s t a t e d  t h a t  advance  r e f u n d i n g  i s  n o t  s p e c i f i c a l l y  a u t h o r i z e d ,  
b u t  t h a t  some l e g a l  a u t h o r i t i e s  c o n t e n d  t h a t  it i s  p e r m i s s i b l e .  A 
s t a t e m e n t  of  s i m i l a r  i m p o r t  a p p e a r s  i n  t h e  l e t t e r  from Idaho .  I n  
o t h e r  c a s e s ,  w i t h  no s p e c i f i c  s t a t e m e n t s  o f  t h i s  n a t u r e ,  t h e  wording 
o f  t h e  l e t t e r s  would a p p e a r  t o  l e a v e  u n c e r t a i n t y  i n  t h e  r e a d e r ' s  
mind on t h i s  p o i n t .  From Hawaii  comes a  s t a t e m e n t  t h a t  i s s u e s  
c o n f r o n t i n g  Hawaii  a r e  b e l i e v e d  h o t  t o  b e  p e r t i n e n t  o r  a p p l i c a b l e  
t o  t h e  s i t u a t i o n  i n  C o l o r a d o ;  and t h e r e  a r e  no answers  t o  s p e c i f i c  
q u e s t i o n s .  



F l o r i d a :  P u b l i c  s a l e  w i t h  c o m p e t i t i v e  b i d s  o r  a u c t i o n  f o r  t h e  
bonds i s  r e q u i r e d .  However, i f  a l l  b i d s  f o r  t h e  bonds a r e  r e j e c t e d ,  
t h e  county s c h o o l  board may n e g o t i a t e  f o r  t h e  s a l e  of t h e  bonds a t  a 
p r i c e  a t  l e a s t  a s  advantageous  a s  t h a t  r e p r e s e n t e d  by t h e  b e s t  b i d  
r e c e i v e d .  The r e s p o n d e n t  s t a t e s  t h a t  he h a s  never  hea rd  of s a l e  by 
a u c t i o n  i n  F l o r i d a  and t h a t  t h e  p r o v i s i o n  f o r  n e g o t i a t i n g  a s a l e  i s  
r a r e l y ,  i f  e v e r ,  used a t  t h e  p r e s e n t  t i m e .  

Idaho: The s a l e  of  bonds i s  r e s t r i c t e d  t o  c o m p e t i t i v e  b idd ing  
u n l e s s  t h e  schoo l  d i s t r i c t  a c c e p t s  t h e  b i d  of t h e  Department of 
Inves tments .  

Iowa: Any o r  a l l  b i d s  may be  r e j e c t e d  and s a l e  may be  
a d v e r t i s e d  anew, o r  t h e  bonds o r  any p o r t i o n  may t h e r e a f t e r  be  s o l d  
a t  p r i v a t e  s a l e .  I n  t h e  c a s e  of  p r i v a t e  s a l e ,  t h e  bonds s h a l l  b e  
s o l d  upon t e rms  n o t  l e s s  f a v o r a b l e  t o  t h e  p u b l i c  t h a n  t h e  most 
f a v o r a b l e  b id  made a t  t h e  l a s t  a d v e r t i s e d  s a l e .  

_fr 

Michisan: Bonds t o t a l l i n g  l e s s  t h a n  $10,000 may be  s o l d  a t  
p r i v a t e  s a l e .  

Minne o t a  E x c e p t i o n s  t o  t h e  p u b l i c  s a l e  r e q u i r e m e n t  a r e  t h o s e  
o b l i g a t i o n s  1 i s s u e d  under  a  home r u l e  c h a r t e r  o r  a law s p e c i f i c a l l y  
a u t h o r i z i n g  a  d i f f e r e n t  method of  s a l e ,  ( 2 )  p a y a b l e  whol ly  o r  p a r t l y  
from t h e  p roceeds  of s p e c i a l  a s sessment ,  ( 3 )  p a y a b l e  whol ly  from t h e  
income of revenue-producing conven iences  when such o b l i g a t i o n s  do n o t  
exceed $50,000,  and ( 4 )  s o l d  t o  any b o a r d ,  d e p a r t m e n t ,  o r  agency 'o f  
t h e  United S t a t e s  o r  of t h e  S t a t e  of Minnesota.  

Montana: The g e n e r a l  p r a c t i c e  i s  f o r  t h e  board  of  t r u s t e e s  of 
t h e  schoo l  d i s t r i c t  i s s u i n g  t h e  bonds t o  r e c e i v e  s e a l e d  b i d s  i f  any 
a r e  p r e s e n t e d  a t  t h e  t ime  s e t  f o r  t h e  s a l e  of  t h e  bonds. Whether o r  
n o t  s e a l e d  b i d s  have been r e c e i v e d  t h e  s c h o o l  board  t h e n  a c c e p t s  
a u c t i o n  b i d s  which i n  some i n s t a n c e s  r e s u l t  i n  c o n s i d e r a b l e  c o m p e t i t i o n  
between o r  among p r o s p e c t i v e  p u r c h a s e r s  of t h e  bonds. 

New J e r s e y :  Bonds may b e  s o l d  a t  p r i v a t e  s a l e ,  w i t h o u t  g i v i n g  
n o t i c e  of s a l e ,  i f  t h e  t o t a l  amount o f f e r e d  f o r  s a l e  i s  $10,000 o r  
l e s s ,  o r  i f  t h e  s a l e  i s  t o  t h e  t r u s t e e s  o f  t h e  t e a c h e r s '  p e n s i o n  o r  
a n n u i t y  fund ,  o r  t o  any board ,  body o r  o f f i c i a l  of  t h e  S t a t e  a u t h o r i z e d  
t o  purchase  s a i d  bonds. I n  a l l  o t h e r  c a s e s  bonds s h a l l  be s o l d  a t  
p u b l i c  s a l e .  

New Mexicoi  Bonds must b e  s o l d  on b i d s  i n  a  p u b l i c  s a l e  u n l e s s  
bought by t h e  S t a t e ,  a . p r a c t i c e  t h a t  h a s  n o t  been i n  e x i s t e n c e  f o r  some 
seven o r  e i g h t  y e a r s  i n  New Mexico. 

New York: There  a r e  two i n s t a n c e s  when bonds need n o t  b e  s o l d  
a t  p u b l i c  s a l e .  One i n s t a n c e  i s  when t h e y  a r e  s o l d  t o  t h e  Uni ted  
S t a t e s  Government o r  t o  a  p e n s i o n  fund o r  s i n k i n g  fund o f  t h e  i s s u e r .  
The o t h e r  c a s e  when t h e y  may be  s o l d  a t  a  p r i v a t e  s a l e  i s  when t h e  
bonds i s s u e d  a r e  n o t  i n  e x c e s s  o f  $30,000. 

North Dakota; The p r e s c r i b e d  p rocedure  r e l a t i v e  t o  c a l l i n g  
f o r  b i d s  upon t h e  s a l e  of  m u n i c i p a l  bonds s h a l l  n o t  b e  r e q u i r e d  i n  
c a s e  bonds a r e  s o l d  t o  t h e  s t a t e  board  of u n i v e r s i t y  and s c h o o l  l a n d s  
o r  t o  t h e  Bank of North Dakota nor  i n  c a s e  o t h e r  t r u s t  f u n d s  admin- 



i s t e r e d  by p u b l i c  o f f i c i a l s  a r e  i n v e s t e d  i n  them,  o r  t h e y  a r e  s o l d  
t o  t h e  U n i t e d  S t a t e s  o f  Amer ica ,  o r  any  agency  o r  i n s t r u m e n t a l i t y  
t h e r e o f .  

Ohio:  B e f o r e  s e l l i n g  any n o t e s  o r  bonds  o f  a s u b d i v i s i o n ,  
t h e  t a x i n g  a u t h o r i t y  s h a l l  o f f e r  s u c h  n o t e s  o r  bonds  a t  p a r  and 
a c c r u e d  i n t e r e s t  t o  t h e  t r u s t e e s ,  c o m m i s s i o n e r s ,  o r  o t h e r  o f f i c e r s  
who h a v e  c h a r g e  o f  t h e  s i n k i n g  f u n d  of  t h e  s u b d i v i s i o n ,  and such  o f f i c e r s  
s h a l l  h a v e  t h e  o p t i o n  o f  p u r c h a s i n g  s a i d  n o t e s  o r  bonds  o r  r e j e c t i n g  
them. I f  t h i s  o f f e r  i s  r e j e c t e d ,  t h e n  n o t e s  h a v i n g  a  m a t u r i t y  o f  o n e  
y e a r  o r  l e s s  may b e  s o l d  a t  p r i v a t e  s a l e  a t  n o t  l e s s  t h a n  p a r  and 
a c c r u e d  i n t e r e s t ,  and a l l  bonds  and n o t e s  h a v i n g  a  m a t u r i t y  o f  more 
t h a n  o n e  y e a r  s h a l l  b e  s o l d  t o  t h e  h i g h e s t  b i d d e r ,  a f t e r  b e i n g  a d v e r -
t i s e d  o n c e  a  week f o r  t h r e e  c o n s e c u t i v e  weeks o n  t h e  same d a y  o f  t h e  
week. 

Vermont:  The  p r o v i s i o n  t h a t  bonds  mus t  b e  s o l d  by  c o m p e t i t i v e  
b i d d i n g  i s  q u a l i f i e d  by t h e  s t a t e m e n t  t h a t ,  i f  t h e r e  a r e  no b i d s  o n  
t h e  i s s u e ,  t h e  l e g i s l a t i v e  b r a n c h  may s e l l  t h e  bonds  a t  p r i v a t e  
s a l e  a t  n o t  l e s s  t h a n  p a r  and a c c r u e d  i n t e r e s t .  

Wvomina: The  p r o v i s i o n  r e q u i r i n g  p u b l i c  s a l e  w i t h  c o m p e t i t i v e  
b i d d i n g  i s  q u a l i f i e d  by  t h e  s t a t e m e n t  t h a t  t h e  s c h o o l  t r u s t e e s  a r e  
a u t h o r i z e d  t o  r e j e c t  any  b i d s  and t o  s e l l  t h e  bonds  a t  p r i v a t e  s a l e ,  
i f  t h e y  deem it f o r  t h e  b e s t  i n t e r e s t s  o f  t h e  d i s t r i c t .  

Of t h o s e  who answered  t h e  q u e s t i o n  a s  t o  which  method o f  s a l e  --
p u b l i c  o r  by  n e g o t i a t i o n  -- o f  o r i g i n a l  i s s u e  s c h o o l  bonds  was c o n s i d e r -
ed p r e f e r a b l e ,  t h e  l a r g e  m a j o r i t y  i n d i c a t e d  t h a t  t h e y  c o n s i d e r e d  p u b l i c  
s a l e  p r e f e r a b l e .  However, o f  t h e  f o r t y - f i v e  r e p o r t i n g  s t a t e s ,  o n l y  
f o u r t e e n  i n d i c a t e d  a  p r e f e r e n c e ;  and t h r e e  o f  t h o s e  g a v e  t h e  answer  
"yes." w i t h  t h e  p r o v i s o  t h a t  t h e  bond i s s u e s  a r e  l a r g e .  

Advance Re fund inq  o f  S c h o o l  Bonds 

Twelve  of  t h e  s t a t e s  a r e  known t o  have  p r o v i s i o n s  f o r  t h e  
a d v a n c e  r e f u n d i n g  of  s c h o o l  bonds  and t w e n t y - o n e  a r e  known n o t  t o  
h a v e  s u c h  p r o v i s i o n s .  I n  o n l y  e i g h t  o f  t h e s e  s t a t e s  i s  it known t h a t  
advance  r e f u n d i n g  o f  s c h o o l  bonds  h a s  a c t u a l l y  t a k e n  p l a c e .  

Seven  o f  t h e  t w e l v e  s t a t e s  r e p o r t i n g  p r o v i s i o n s  f o r  a d v a n c e  
r e f u n d i n g  of  s c h o o l  bonds  r e q u i r e  p u b l i c  s a l e  o f  t h e  r e f u n d i n g  bonds .  
I n  o n e  o f  t h e s e  i n s t a n c e s  t h e  r e s p o n d e n t  s a y s  t h a t  a l l  b i d s  may b e  
r e j e c t e d ,  whereupon t h e  c o u n t y  s c h o o l  b o a r d  may n e g o t i a t e  f o r  t h e  s a l e  
o f  t h e  bonds  a t  a p r i c e  a t  l e a s t  a s  a d v a n t a g e o u s  a s  t h a t  r e p r e s e n t e d  
by t h e  b e s t  b i d  r e c e i v e d .  I n  a n o t h e r  i n s t a n c e  -- M i n n e s o t a  -- t h e  
e x c e p t i o n s  n o t e d  above  t o  t h e  p u b l i c  s a l e  r e q u i r e m e n t  f o r  o r i g i n a l  
i s s u e  bonds  a p p l y  t o  r e f u n d i n g  bonds  a s  w e l l .  Fou r  o f  t h e  r e s p o n d e n t s  
r e p o r t  t h a t  p u b l i c  s a l e  o f  t h e  r e f u n d i n g  bonds  i s  n o t  r e q u i r e d .  

I t  a p p e a r s  t h a t  f i v e  and p o s s i b l y  s i x  o f  t h e  s t a t e s  have  l a w s  
p e r m i t t i n g  a d v a n c e  r e f u n d i n g  of  a d v a n c e  r e f u n d i n g  s c h o o l  o r  o t h e r  
bonds  ( i . e .  more t h a n  o n e  a d v a n c e  r e f u n d i n g ) ;  b u t  t h e r e  i s  no 
i n f o r m a t i o n  a v a i l a b l e  t o  t h e  L e g i s l a t i v e  C o u n c i l  s t a f f ,  f r o m  t h i s  
s t u d y  o r  f rom any  o t h e r  s o u r c e ,  i n d i c a t i n g  t h a t  a d v a n c e  r e f u n d i n g  o f  
a d v a n c e  r e f u n d i n g  s c h o o l  b o n d s  h a s  a c t u a l l y  o c c u r r e d .  



A l a s k a  and T e n n e s s e e ,  i n  t h e i r  p r o v i s i o n s  a s  t o  method o f  bond 
s a l e s ,  d i s t i n g u i s h  be tween  bonds  o f  o r i g i n a l  i s s u e  and advance  r e f u n d -  
i n g  bonds.  For bonds  o f  o r i g i n a l  i s s u e ,  p u b l i c  s a l e  i s  r e q u i r e d ;  
f o r  advance  r e f u n d i n g  bonds ,  s a l ;  by n e g o t i a t i o n  i s  p e r m i t t e d .  T h i s  
d i s t i n c t i o n  a p p e a r s  t o  r e f l e c t  r e c o g n i t i o n  o f  t h e  f a c t  t h a t  d e t e r m i n -  
a t i o n  o f  what  c a n  and s h o u l d  b e  a c c o m p l i s h e d  i n  a  r e f u n d i n g  o p e r a t i o n  
r e q u i r e s  f a r  more e x p e r t i s e  t h a n  i s  r e q u i r e d  when bonds  o f  o r i g i n a l  
i s s u e  a r e  t o  b e  s o l d .  I n  t h e  l a t t e r  c a s e ,  many o f  t h e  d e t a i l s  s u c h  
a s  t o t a l  amount o f  t h e  i s s u e ,  s c h e d u l e  o f  r e d e m p t i o n s  and p r o v i s i o n  
a s  t o  c a l l a b i l i t y ,  and bond i n t e r e s t  r a t e s  a r e  cornmonly d e t e r m i n e d  i n  
advance  of  t a k i n g  s t e p s  t o  s e l l  t h e  bonds .  

Under t h e s e  c i r c u m s t a n c e s  -- w i t h  i n f o r m a t i o n  on  t h e s e  d e t a i l s  
i n  hand and w i t h  knowledge o f  t h e  c u r r e n t  c o n d i t i o n  o f  t h e  bond 
marke t  and of  t h e  community b a c k i n g  t h e  bonds  -- t h e  c o m p u t a t i o n s  
r e q u i r e d  on  t h e  p a r t  o f  bond compan ie s  t o  a r r i v e  a t  a r e a s o n a b l e  
b i d  a r e  n o t  e x t e n s i v e ;  and i t  i s  n o t  u n r e a s o n a b l e  t o  e x p e c t  c a r e f u l l y  
p r e p a r e d  b i d s  f rom a  number o f  bond h o u s e s .  

I n  c o n t r a s t ,  i t  i s  c l e a r  f rom f a c t s  a l r e a d y  p r e s e n t e d  on advance  
r e f u n d i n g  ( 1 )  t h a t  t h e  o b j e c t i v e s  o f  a d v a n c e  r e f u n d i n g  a r e  v a r i e d ,  
( 2 )  t h a t  t h e  d e s i r e s  o f  t h e  s c h o o l  boa rd  must  b e  r e f l e c t e d  i n  t h e  
p l a n n i n g  o f  t h e  r e f u n d i n g  o p e r a t i o n ,  and ( 3 )  t h a t  d e t e r m i n a t i o n  o f  
what  c a n  b e  a c c o m p l i s h e d ,  c o n s i s t e n t  w i t h  t h e  b o a r d ' s  w i s h e s ,  r e q u i r e s  
t h e  e x p e r t i s e  r e f e r r e d  t o  above.  Because  s c h o o l  b o a r d s  a r e  g e n e r a l l y  
n o t  s t a f f e d  t o  d o  t h e  n e c e s s a r y  a n a l y t i c a l  work ,  some means o f  
c o l l a b o r a t i o n  o f  t h e  boa rd  w i t h  a n  e x p e r t  o n  t h e  s u b j e c t  a p p e a r s  t o  
b e  needed when a d v a n c e  r e f u n d i n g  o p e r a t i o n s  a r e  b e i n g  p l a n n e d .  T h i s  
c o l l a b o r a t i o n  may c o n c e i v a b l y  b e  had f rom (1) n e g o t i a t i o n  a s  i n  t h e  
p a s t ,  ( 2 )  a  bond f i r m  employed by t h e  s c h o o l  d i s t r i c t  f o r  a f e e ,  
( 3 )  a p r i v a t e  c o n s u l t a n t ,  o r  (4) a f i s c a l  a g e n t  i n  t h e  employ o f  t h e  
s t a t e .  

T a b l e  V I I  

METHOD OF SALE OF ORIGINAL ISSUE SCHOOL BONDS 

A ,  S t a t e s  Known t o  R e a u i r c  P u b l i c  S a l e *  

Alabama 
Alaska  
Arkansas  
Delaware  

I n d i a n a  
Iowa 
Maryland 
Michigan  

Nevada 
New J e r s e y  
New Mexico 
New York 

Ohio  
Oregon 
S o u t h  Dakota  
T e n n e s s e e  

West V i r g i n i a  
W i s c o n s i n  
Wyoming 

F l o r i d a  Minneso t a  Nor th  C a r o l i n a  Vermont 
Idaho  Montana Nor th  Dako ta  Washington  

B ,  S t a t e s  Known Not t o  R e a u i r e  P u b l i c  S a l e  

C a l i f o r n i a  Maine Nebraska  T e x a s  
C o n n e c t i c u t  M a s s a c h u s e t t s  New Hampshire  Utah  
Kansas  M i s s o u r i  P e n n s y l v a n i a  V i r g i n i a  

* 	 I n c l u d e d  i n  t h i s  g r o u p  a r e  s e v e r a l  s t a t e s  which  make e x c e p t i o n s ,  
a s  no t ed  e l s e w h e r e ,  t o  t h e  p u b l i c  s a l e  r e q u i r e m e n t .  



Notes  Based U ~ o n  " P u b l i c  S a l e  V e r s u s  N e q o t i a t i o n  

I n  t h e  M a r k 2 t i . n ~  of  Munic ipa l  Bonds" 


The I n v e s t m e n t  Banker s  A s s o c i a t i o n  o f  America i s s u e d  a 
S t a t i s t i c a l  B u l l e t i n  ( o c c a s i o n a l  P a p e r  No. 2 )  i n  Sep tember ,  1962,  o n  
" P u b l i c  S a l e  V e r s u s  N e g o t i a t i o n  i n  t h e  Marke t ing  o f  Munic ipa l  Bonds." 
Notes  based  upon t h i s  r e p o r t  -- r e p r o d u c e d  v e r b a t i m  i n  l a r g e  p a r t  --
a r e  p r e s e n t e d  below. 

Munic ipa l  bond s a l e s  i n  t h e  U n i t e d  S t a t e s  i n  1961,  g e n e r a l  
o b l i g a t i o n s  and r e v e n u e s  combined ( a s  compi led  by t h e  I B A  and r e v i s e d  
t o  Sep tember ,  1 9 6 2 )  t o t a l l e d  $8 ,448  m i l l i o n .  Those  s o l d  by t h e  i s s u e r  
by p u b l i c l y  i n v i t i n g  b i d s  amounted t o  $7 ,312  m i l l i o n  o r  86.6% of  t h e  
t o t a l ;  t h e  r e m a i n d e r ,  $1,136 m i l l i o n ,  w e r e  s o l d  t h r o u g h  n e g o t i a t i o n .  
Of t h e  t o t a l  bonds  i s s u e d ,  $6 ,045  m i l l i o n  were  g e n e r a l  o b l i g a t i o n  bonds;  
and $ 2 , 4 0 3  m i l l i o n  were  r e v e n u e  bonds.  

I s s u e r s  o f  g e n e r a l  o b l i g a t i o n  bonds  used  t h e  p u b l i c  s a l e  
t e c h n i q u e  s i g n i f i c a n t l y  more f r e q u e n t l y  t h a n  d i d  i s s u e r s  o f  r e v e n u e  
bonds.  Of t h e  g e n e r a l  o b l i g a t i o n  t o t a l ,  96.9% were s o l d  t h i s  way, 
whereas  o n l y  60.6% of  t h e  r e v e n u e  bonds  w e r e  s o  marke ted .  

T h i s  p a t t e r n  f o r  1 9 6 1  i s  e s s e n t i a l l y  t h e  same a s  i t  was i n  
two p r e v i o u s  y e a r s ,  1957 and 1958 .  The  t a b u l a t i o n  f o l l o w s :  

ISSUES SOLD THROUGH PUBLIC BIDS 
( p e r  C e n t  of  P a r  D o l l a r  V a l u e )  

G e n e r a l  
-Year  O b l i s a t i o n s  Revenue 

I n  number o f  i s s u e s  ( i n s t e a d  o f  d o l l a r  vo lume)  t h e  p r o p o r t i o n  
o f  g e n e r a l  o b l i g a t i o n s  s o l d  a t  p u b l i c  s a l e  i n  1 9 6 1  was 90.2% ( i n s t e a d  
of  96 .9%) ;  and f o r  r e v e n u e s  it was 68.6% ( i n s t e a d  of  60.6%).  

The r e a s o n s  f o r  t h e  w i d e  v a r i a n c e  be tween g e n e r a l  o b l i g a t i o n  
i s s u e s  a s  a  g r o u p  and r e v e n u e  i s s u e s  a s  a  g r o u p ,  w h e t h e r  i n  t e r m s  of  
d o l l a r  volume o r  number o f  i s s u e s ,  a r e  i n  p a r t  l e g a l .  A s u b s t a n t i a l  
number of  s t a t e s  have  l a w s  r e q u i r i n g  t h a t  g e n e r a l  o b l i g a t i o n  i s s u e s  
b e  o f f e r e d  f o r  b i d s .  Whi le  some r e v e n u e  bond a c t s  h a v e  t h e  same 
r e q u i r e m e n t ,  most do  n o t .  

Whi1,e l e g a l  f a c t o r s  no d o u b t  a r e  a ma jo r  r e a s o n  why g e n e r a l  
o b l i g a t i o n s  a s  a  g r o u p  a r e  s o l d  a t  p u b l i c  b i d d i n g  s i g n i f i c a n t l y  more 
f r e q u e n t l y  t h a n  a r e  r e v e n u e s ,  t h e y  a r e  n o t  t h e  o n l y  e x p l a n a t i o n .  
S u c c e s s f u l  p u b l i c  o f f e r i n g  r e q u i r e s  a  "marke t  name.I8 F u r t h e r ,  s m a l l  
i s s u e s  a r e  l e s s  l i k e l y  t h a n  l a r g e  i s s u e s  t o  b e  r a t e d  and s m a l l  i s s u e s  
u s u a l y  come from s m a l l  i s s u e r s .  I n  a d d i t i o n ,  c e r t a i n  c o s t s  o f  p u b l i c  
o f f e r i n g s ,  such  a s  t h e  c o s t  of  a d v e r t i s i n g  f o r  b i d s ,  a r e  r e l a t i v e l y  
i n d e p e n d e n t  o f  t h e  s i z e  o f  t h e  o f f e r i n g .  T h i s  a l o n e  may make 
n e g o t i a t i o n  w i t h  a l o c a l  f i r m  t h e  l e a s t  c o s t l y  method f o r  a  v e r y  
s m a l l  i s s u e ,  even  i f  a p u b l i c  o f f e r i n g  i s  p o s s i b l e .  



I n  t h e  c a s e  o f  g e n e r a l  o b l i g a t i o n  i s s u e s ,  t h e  1961 r e s u l t s  
a p p e a r  t o  b e  p r e c i s e l y  i n  l i n e  w i t h  what  one  would e x p e c t  f rom marke t  
and l e g a l  f a c t o r s  just d i s c u s s e d .  

I n  t h e  c a s e  o f  r e v e n u e  i s s u e s ,  o n e  f u r t h e r  m a j o r  f a c t o r  e n t e r s .  
New i s s u e r s  a r e  formed t o  f i n a n c e  s p e c i f i c  c o n s t r u c t i o n  p r o j e c t s ,  
which a r e  o f t e n  m a j o r  u n d e r t a k i n g s  -- t o l l  r o a d s ,  b r i d g e s ,  a i r p o r t s .  
S i n c e  t h e s e  a r e  n o t  m a r k e t  names,  t h e  m a r k e t  mus t  b e  c u l t i v a t e d  b o t h  
b e f o r e  and a f t e r  t h e  s a l e .  Among o t h e r  t h i n g s ,  t h i s  r e q u i r e s  con-
s i d e r a b l e  c o n s u l t a t i o n  be tween  t h e  i s s u e r  and i n v e s t m e n t  b a n k e r s  i n  
o r d e r  t o  t a i l o r  t h e  s e c u r i t i e s  t o  t h e  n e e d s  o f  b o t h  b u y e r s  and s e l l e r .  
N e g o t i a t i o n  seems q u i t e  a p p r o p r i a t e  i n  t h e s e  c a s e s .  

S i n c e  t h e r e  were a number o f  e x t r e m e l y  l a r g e  new c o n s t r u c t i o n  
f a c i l i t i e s  f i n a n c e d  t h r o u g h  r e v e n u e  bond i s s u e s  i n  1961, t h e  d a t a  on  
t h e  r e v e n u e  bond methods  o f  s a l e  f o r  t h a t  y e a r  a l s o  a p p e a r  c o n s i s t e n t  
w i t h  r e l e v a n t  l e g a l  and marke t  f a c t o r s .  
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October 27 ,  1964 

M r .  Lyle C .  Kyle, D i rec to r  
L e g i s l a t i v e  Council ,  Colorado General Assembly 
Room 341, S t a t e  Cap i to l  
Denver, Colorado 

Re: 	 Aspects of t he  Decis ion of Colorado Municipal Dealers  t o  

Syndica te  General Ob l iga t ion  Advance Refunding Bond I s s u e s  


Dear 	M r .  Kyle: 

Refunding i s  a u n i v e r s a l l y  accepted and thoroughly t e s t e d  a s p e c t  of long-term 
deb t  f inanc ing ,  employed i n  every s t a t e ,  and simply s t a t e d  i s  t h e  s u b s t i t u t i o n  of 
one bond i s s u e  f o r  ano the r ,  t h e  proceeds of  which a r e  used t o  r e t i r e  t he  outs tand-  
ing  o r  refunded i s s u e .  (Mul t ip le  i s s u e s  a r e  commonplace, bu t  f o r  t h i s  d i scuss ion  
we w i l l  use  only a  s i n g u l a r  i s s u e ) .  The advantages of refunding might be i n t e r e s t  
sav ings ,  deb t  realignment and r e v i s i o n  of  s e c u r i t y  p rov i s ions ,  a s  w e l l  a s  s e v e r a l  
o t h e r  l e s s  important  advantages.  

Advance refunding i s  ref inement  of  t h i s  technique.  Refunding bonds a r e  i ssued ,  
t o  r e p l a c e  e x i s t i n g  indebtedness  where such indebtedness  i s  no t  c a l l a b l e  f o r  re -
demption a t  t h e  time of t h e  refunding.  The p'roceeds of  t h e  refunding i s s u e  a r e  i n -
ves ted  i n  United S t a t e s  Government s e c u r i t i e s ,  which, t o g e t h e r  w i th  i n t e r e s t ,  a r e  
s u f f i c i e n t  t o  pay when due o r  c a l l e d  t h e  p r i n c i p a l ,  i n t e r e s t  and c a l l  premiums on the  
refunded debt .  The advance refunding technique has  been employed f o r  nea r ly  t h i r t y  
yea r s  t o  e f f e c t  r e f inanc ing  t o  prevent  d e f a u l t  i n  some in s t ances  and t o  e l imina te  
r e s t r i c t i v e  covenants which p r o h i b i t e d  t h e  i ssuance  of a d d i t i o n a l  deb t  i n  o the r s .  
I t  has only been i n  r ecen t  yea r s  t h a t  advance refunding has  been employed t o  e f f e c t  
l a rge  reduct ion  i n  i n t e r e s t  (and sometimes p r i n c i p a l )  requirements ,  a s  w e l l  a s  t o  
achieve  more l i b e r a l  repayment p rov i s ions .  Advance refunding has  grown rap id ly  i n  
t h e  p a s t  f i v e  yea r s  and i n  1963 bond i s s u e s  so ld  t o  e f f e c t  advance refundings 
amounted t o  approximately $600 m i l l i o n .  

The f i r s t  major use  of  advance refunding i n  t h i s  a r e a  occurred i n  New Mexico 
f o r  municipal  i s s u e s  of revenue bonds. Every major c i t y  of New Mexico has advance 
refunded i t s  revenue d e b t ,  a t t e s t i n g  t o  t h e  acceptance and popu la r i t y  of t h i s  pro- 
cedure.  I t  r e s u l t e d  i n  s u b s t a n t i a l  saving t o  t h e  i s s u e r s  and allowed f o r  the  i s s u -  
ance of a d d i t i o n a l  bonds necessary t o  f i nance  expansion o f  t he  u t i l i t y  systems. 

Boet tcher  and Company was a l e a d e r  i n  t he  a p p l i c a t i o n  of advance refunding 
techniques i n  New Mexico and a f t e r  ana lyz ing  d e s i r a b l e  ends achieved,  s tud ied  the  
p o s s i b i l i t y  of sponsoring l e g i s l a t i o n  i n  Colorado t o  provide t h i s  same technique 
t o  refund gene ra l  o b l i g a t i o n  i s s u e s  of school d i s t r i c t s .  Study showed a s u b s t a n t i a l  
saving could accrue  t o  t h e  taxpayers ,  and - to  implement t h i s  program, the  following 
s t e p s  were taken: 



M r .  Lyle C .  Kyle 
October 27 ,  1964 

1. 	 Dawson, Nagel, Sherman & Howard and Tallmadge & Tallmadge, recognized 
bond counse ls ,  were employed t o  prepare  l e g i s l a t i o n  t o  provide f o r  
advance refunding.  

2 .  	 Members o f  the  Colorado S t a t e  L e g i s l a t u r e  were con tac t ed  and t h e  
d e s i r a b l e  g o a l s  t o  be achieved by such l e g i s l a t i o n  were expla ined .  

3. 	 Many school  d i s t r i c t s  were con tac t ed ,  s e v e r a l  of  which gran ted  

"study con t r ac t s "  and helped suppor t  t h e  necessary l e g i s l a t i o n .  


To compensate f o r  expense and e f f o r t ,  t h e  s tudy  c o n t r a c t s  provided t h a t  
Boet tcher  and Company would be g iven  a n  oppor tun i ty  t o  purchase re funding  i s s u e s  
r e s u l t i n g  from t h i s  program, bu t  t h e  school  d i s t r i c t s  r e t a i n e d  t h e  r i g h t  t o  r e j e c t  
any proposal  submitted and n e g o t i a t e  w i t h  o t h e r  i n t e r e s t e d  p a r t i e s  a t  a l a t e r  d a t e ,  
o r  t o  r e j e c t  t h e  proposal  i n  i t s  e n t i r e t y .  

Boet tcher  and Company contac ted  school  d i s t r i c t s  p r i o r  t o  t h e  i n t r o d u c t i o n  of  
l e g i s  l a t i o n  and obta ined  "Study Cont rac t s"  t o  ana lyze  t h e  re funding  of approximately 
$60 m i l l i o n  of  ou t s t and ing  bonds. A t  t h i s  p o i n t ,  no o t h e r  municipal  d e a l e r  was i n -
volved i n  ou r  e f f o r t s .  A s  school  d i s t r i c t s  were contac ted  concerning t h e  proposed 
s tudy c o n t r a c t s ,  o t h e r  municipal  d e a l e r s  became aware of t h e  e f f o r t  and contac ted  
Boet tcher  and Company t o  determine t h e  procedures  t o  implement advance refunding 
made poss ib l e  by passage of  t h e  enab l ing  l e g i s l a t i o n .  A l l  school  d i s t r i c t s  we're 
p o t e n t i a l  candida tes  f o r  refunding and because o f  t h e  p o t e n t i a l  volume and t h e  
l im i t ed  s t a f f  of  Boet tcher  and Company, o t h e r  d e a l e r s  were i n v i t e d  t o  a s s i s t  i n  t h i s  
e f f o r t  and t o  lend suppor t  f o r  t h e  proposed l e g i s l a t i o n .  Subsequently when each 
municipal underwr i te r  jo ined  i n  t h i s  e f f o r t ,  each was a l l o c a t e d  a p ropor t i ona t e  i n -
t e r e s t  and d i d  no t  s h a r e  i n  any c o n t r a c t s  taken p r i o r  t o  t h a t  da t e .  

I n  l a t e  October of 1962, j o i n t  account  arrangements w i t h  o t h e r  municipal  under- 
writers had been made by Boet tcher  and Company covering perhaps f o r t y  i s s u e s ;  t h e s e  
arrangements v a r i e d  from i s s u e  t o  i s s u e  and involved most municipal  unde rwr i t e r s  i n  
Denver. Some underwr i te rs  had a f i n a n c i a l  i n t e r e s t  i n  on ly  a  p o r t i o n  of t h e  "Study 
Contracts"  ob ta ined  and t h a t  i n t e r e s t  depended on t h e  s p e c i f i c  a l l o c a t i o n s  made a t  
t h e  time t h e  j o i n t e f f o r t  was decided.  

Colorado school  f inanc ing  has  a n  approximate annual  volume, exc luding  Denver 
School D i s t r i c t  No. 1, of  $35 m i l l i o n  p e r  y e a r  under  normal cond i t i ons .  I t  was 
ev ident  t h a t ,  w i th  t h e  a n t i c i p a t e d  refunding volume of  perhaps $100 m i l l i o n  i n  
a d d i t i o n  t o  t h e  normal new f inanc ing ,  t h e  unde rwr i t e r s  were faced  w i t h ' a  s e r i o u s  
problem o f  d i s t r i b u t i n g  t h i s  enormous i n c r e a s e  i n  Colorado school  gene ra l  o b l i g a t i o n  
i s s u e s  t o  banks, insurance  companies, t r u s t  accounts  and i n d i v i d u a l s  who had pur- 
chased these  i s s u e s  i n  t h e  p a s t .  This  problem i n d i c a t e d  t h e  need f o r  t h e  new i s s u e s  
moving t o  t h e  market a t  a  c o n t r o l l e d  pace, depending upon market cond i t i ons ,  t o  a l low 
t h e  market t o  absorb t h i s  volume wi thout  a s e r i o u s  adjustment  i n  i n t e r e s t  r a t e s .  
With "Study Contracts1'  a l r e a d y  obta ined  involv ing  about  twenty-f i v e  i s s u e r s  t o t a l i n g  
a p p r o x i b t e l y  $100 m i l l i o n  of  bonds, t h e  monnal market f o r  Colorado municipal  o b l i -  
ga t i ons  would be hard pressed ,  i f  n o t  completely overwhelmed, by the  tremendous 
volume t h a t  would be o f f e r e d  i n  a  r e l a t i v e l y  s h o r t  per iod  of  time wi thou t  c o n t r o l .  



Mr. Lyle C. Kyle 
October 27, 1964 

Timing of  underwri t ing t h e  refunding i s s u e s  was necessary  t o  main ta in  i n t e r e s t  
r a t e s  a t  r e a l i s t i c  l e v e l s  and a s  a  consequence, t h e  "Study Contracts ' '  a l r eady  ob- 
t a ined  by each underwr i te r  were con t r ibu t ed  t o  a  common pool w i t h  percentage i n -  
terests a s  follows: 

Boet tcher  and Company 

Bosworth, S u l l i v a n  6 Company 

Coughlin and Company, Inc .  

Hanifen, Imhoff 6 Samford, Inc .  

Kirchner and Company 

S t e r n  Bro thers  and Company 

Ranson and Company 

George K. Baum and Company, Inc .  

F ranc i s  I. duPont and Company 

Hornblower and Weeks 

Goodbody and Company 

J .  K.  Mullen Investment Company 

Merrill Lynch, P i e r ce ,  Fenner 6 Smith, Inc .  

Quinn and Company 


These percentages were agreed t o  i n  March 1963, and a l though t h e  percentages i n d i -
ca t ed  v a r i e d  s l i g h t l y  from t h e  o r i g i n a l  agreement, t he se  v a r i a t i o n s  were due t o  some 
underwr i te rs  d i s con t inu ing  t h e i r  municipal  a c t i v i t y  i n  t h e  S t a t e  of  Colorado. Per-
centage i n t e r e s t  o f  each p a r t i c i p a n t  was determined a f t e r  n e g o t i a t i o n  among the  
p a r t i e s  concerned and p r imar i l y  r e s t e d  on t h e  fol lowing f a c t o r s :  

1. 	 F inanc i a l  s t a t u s  and underwr i t ing  a b i l i t y .  

2. 	 The a b i l i t y  o f  t h e  f i rm t o  d i s t r i b u t e  municipal o b l i g a t i o n s  t o  u l t i m a t e  
purchasers .  

3.  	 The number o f  "Study Contracts"  ob ta ined  by t h e  r e s p e c t i v e  members a t  t h e  
time o f  t h i s  agreement. 

4. 	 The a b i l i t y  of  t h e  i nd iv idua l  f i rms  t o  c o n t r i b u t e  personnel  t o  t he  job of 
c a l c u l a t i n g  t he  many f a c t o r s  involved i n  t h e  consummation of  any refunding 
program. 

I n  a d d i t i o n  t o  t h e  n e c e s s i t y  f o r  a  common e f f o r t  i n  underwr i t ing  t h e  a n t i c i p a t e d  
volume, s u b s t a n t i a l  out-of-pocket  expenses had been incur red ,  i . e .  l e g a l ,  t r a v e l ,  e t c .  
which had t o  be shared by t h e  underwr i t ing  f i rms  and some method was necessary t o  
determine each member's sha re  of  t he se  expenses which were i n  f a c t  defrayed on the  
b a s i s  o f  t he  percentage i n t e r e s t s  i nd i ca t ed  above. It might be pointed ou t  he re  t h a t  
a t  t h e  time i t  was decided t o  combine e f f o r t s ,  Boet tcher  and Company's i n t e r e s t  was 
determined a t  L8.2%, which percentage o f  t he  t o t a l  was f a r  l e s s  than the  amount of  
t h e  "Study Contracts"  a l r eady  obta ined  by Boet tcher  and Company. Boet tcher  and 
Company's w i l l i n g n e s s  t o  j o i n  t h i s  common e f f o r t  was n e c e s s i t a t e d  by a volume of  f i -
nancing which they i n d i v i d u a l l y  would have been unable t o  underwri te  and d i s t r i b u t e  
s u c c e s s f u l l y  wi thout  t he  n e c e s s i t y  o f  excessively h igh  i n t e r e s t  r a t e s  and a  co r r e s -
ponding reduc t ion  i n  t h e  saving t o  Colorado school  d i s t r i c t s .  



M r .  Lyle C .  Kyle 
October 27,  1964 

Upon the successfu l  passage of the  proposed l e g i s l a t i o n ,  t he  Colorado dea le r s  
involved nominated Boettcher  and Company a s  manager of t he  group wi th  d u t i e s  t o  
arrange f o r  the purchase of the refunded i s s u e  and the  s a l e  of t h i s  i s s u e  t o  the  
u l t imate  purchaser through the  underwriting group which had a l r eady  been organized. 
I n  add i t ion ,  Boettcher Investment Co., I n c . ,  a wholly owned subs id i a ry  of Boet tcher  
and Company, arranged f o r  the  purchase and the  f inancing of t he  government o b l i -  
ga t ions  necessary t o  e f f e c t  any refunding program. For these  se rv ices ,  Boet tcher  
Investment Co., Inc .  was paid $1.25 (118 of 1%) pe r  $1,000 of government bonds pur- 
chased f o r  the b e n e f i t  of t h i s  group. This  f ee  was paid by a l l  members i n  proport ion 
t o  t h e i r  i n t e r e s t  i n  the  account.  A t  one time, Boet tcher  Investment Co., Inc .  e i t h e r  
owned o r  was committed t o  purchase government o b l i g a t i o n s  wi th  a market va lue  of 
approximately $50 mi l l ion .  Such commitments r equ i re  s u b s t a n t i a l  c a p i t a l ,  w i l l i ngness  
t o  assume r i s k  t o  a s su re  some chance of p r o f i t .  Boet tcher  and Company was a s s i s t e d  
i n  the management dec is ions  by Coughlin and Company and S t e r n  Brothers  & Company. 
These management dec is ions  concerned pr imar i ly  determining the  p r i c e  l e v e l s  f o r  the  
refunding i s sues  and when the  i s s u e s  were t o  be o f fe red  f o r  s a l e  by the  account.  

As s t a t e d  previously,  t he  o r i g i n a l  agreement which a c t i v a t e d  t h i s  group i n  the 
underwriting of advance refunding i s s u e s  was agreed t o  i n  March 1963 and t h a t  o r i g i n a l  
agreement provided the  account would disband i n  March 1964 s i n c e  i t  was f e l t  t h a t  the  
i n i t i a l  heavy volume of advance refunding would have been achieved by t h a t  d a t e  and 
t h a t  subsequent t he re to ,  a more normal volume of f inancing would occur  and n o t ' r e q u i r e  
a concerted e f f o r t  of the  e n t i r e  group of underwr i te rs .  The account was formed only 
f o r  general  ob l iga t ion  advance refunding i s s u e s  and d id  not  extend t o  new money i s s u e s ,  
revenue i s sues ,  s p e c i a l  ob l iga t ions  issued by t h e  S t a t e  of Colorado o r  any p o l i t i c a l  
subdivis ions.  The account was l imi ted  t o  one a c t i v i t y  only--general  o b l i g a t i o n  advancla 
refunding bonds; t h a t  account was made f o r  a predetermined period of t ime, namely 
one year .  There was no at tempt on the  p a r t  of the  underwr i te rs  t o  conceal t he  f a c t  
t h a t  such a n  account ex i s t ed .  I n  f a c t ,  i t  was f requent ly  emphasized t o  i s s u e r s .  I n  
no ins tances  were ou t -o f - s t a t e  underwr i te rs  asked t o  p a r t i c i p a t e  i n  t h i s  program when 
such dea le r s  evidenced an  i n t e r e s t  i n  Colorado refundings.  I t  was t h e  consensus of 
opinion of t he  Colorado group t h a t  t he  purchase of advance refunded i s s u e s  by a 
d e a l e r  located outs ide  t h i s  market would undoubtedly be so ld  o u t s i d e  t h i s  a r e a  and 
hence would present  no d i f f i c u l t y  i n s o f a r  a s  t h e  scheduling of i s s u e s  coming t o  market 
was concerned. 

During the  1964 l e g i s l a t i v e  se s s ion ,  var ious  amendments were proposed concerning 
the e x i s t i n g  l e g i s l a t i o n  on advance refunding and these  amendments led  t o  considerable 
misunderstandings about the  whole advance refunding program. The 1964 Leg i s l a tu re  
asked the  Leg i s l a t ive  Council, Committee on Education, t o  analyze the  sub jec t  
thoroughly and a t  t h a t  time, Colorado underwr i te rs  i nd ica t ed  t h e i r  wholehearted support  
and cooperation t o  the  Committee. M r .  Lyle Kyle and D r .  Fitzhugh Carmichael have had 
f r e e  access  t o  our  records t o  a s s i s t  them i n  the  prepara t ion  of  r e p o r t s  you have re-
ceived. Advance refunding is  a spec ia l i zed  technique which r equ i re s  a cons idera t ion  
of not only the  outstanding i s sues ,  b u t  t he  c o s t  of government o b l i g a t i o n s  used t o  
r e t i r e  the  outstanding i s s u e  and t h e  market acceptance of  any proposed new i s sue .  
Rela t ive  savings t o  the  i s s u e r  is  dependent on a combination of  a l l  t h ree  f a c t o r s  and 
hence the  comparison of  any two refundings i s  almost meaningless. 



Mr. Lyle C. Kyle 
October 27, 1964 

Boet tcher  and company's p u r s u i t  of  l e g i s l a t i o n  t o  al low advance refundings 
has  r e s u l t e d  i n  $6.3 m i l l i o n  sav ings  t o  Colorado taxpayers  (a  summation of  t h i s  
amount has  been provided t o  t he  L e g i s l a t i v e  Counci l) .  The advance refunding con-
c e p t  was conceived a s  a method of reducing deb t  payment requirements,  thereby 
o f f e r i n g  a g r e a t  va lue  t o  t h e  taxpayers .  Such a s e r v i c e  on an  e f f i c i e n t  b a s i s  
was motivated by o u r  d e s i r e  t o  make a p r o f i t .  The L e g i s l a t i v e  Council  s tudy w i l l  
i n d i c a t e  t h a t  such a s e r v i c e  was rendered and p r o f i t s  accru ing  t o  underwri t ing 
d e a l e r s  was i n  a n  amount which c o n s t i t u t e d  de fens ib l e  (and perhaps l e s s  than 
commensurate) r e t u r n  f o r  s e r v i c e s  rendered and r i s k s  undertaken. 

Very t r u l y  yours ,  

BOETTCHER AND COMPANY 

Fred Wiesner 


