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Rep.Peter DeFazio says P3s '
- can be bepeficial,but
are no substitute for
federal spending.

THursDAY's YIELDS

By HUMBERTO SANCHEZ

WASHINGTON — The Dom-.
ocratic leader of a congressionat -

panel and a top U.S. Department of

. Transportation official butted heads
. yesterday over the merits and pit-

falls of public-privae partaerships
and the extent to which they will
play 2 role in meeting the nation’s
growing trarisportation needs.

At a hearing on alleviating traf-
fic congestion, Rep. Peter De-

. Fazio, D-Ore., took issue with
- DOT’s advocacy of P3s, calling it

biased and complaining it reflects
the conservative views of the ad-
ministration and think tanks, such
as the Heritage Foundation.

“Ht just seems like one-sided
advocacy here, like we are mak-
ing transportation policy out of
the Heritage Foundation and that
is not gomg to be acceptable 1o
a majority of the people in the
Cnngrcss or the United States of
America.” said DeFazie, chairman
of the House Transp{)rtahon and
Infrastructure Committee’s high-

" ways and transit subcommittee,
-+ which convened hearing. - -
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| P35 Divides Continue
Lawmakers, DOT Debate Merits of Projects

As chairman of the subcommit-
tee DeéFazio, will play a majorrole
it drafting legislation to replace a
cureent law that anthorizes fund-
ing for the nation’s transportation
programs and expires at the end of
fiscal 2009,

DeFazio said he believes that
P3s have a potential for benefits,
“small as they aré,”* but wamned that
they are rio substitute for increased
federal spending on transporta-
tion infrastructure. DeFazio and
full committee chairman James

L. Oberstar, D- Minn., support

increasing the federal gas tax to
provide more feveniie for transpor-
tation. The White House opposes
such tax increases.

Jeffrey N. Shane, DOT under
secretary for policy, defended the
agency's posmon by pointing out
that there is a limit to how much
federal funding can be provided
for 1ransportanon, regardless of
what party is in the majority, and
that private sector funding there-
fore must play an mtegml role in
1mprovmg the nation’s transporta-
tion infrastructure.
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S&P Drops
Outlook
For CIFG
Insurer Changed to
Negative From Stable

By MA’[THEW H,\Nson

Standard & Poor’s yesterday
changed its outlook on CIFG NA's
financial guaranty subsidiaries to
negative from stable; citing concerns

“with corporate governance, lead-
ership succession plans, and sup-
port from CIFG’s parent company,
Natixis SA.

The outlook change affects CIFG
Guaranty, CIFG Europe, and
CIFG Assurance North America
Inc., one of the municipal market’s
tnple-A rated bond insurers. The rat-
ing agéncy affirmed its AAA rating
on the CIFG companies for the time
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CIFG is rafed Adia by Moody’s -
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IRS Forms New Team to Oversee Derivatives

BY Avison L. McCoNNELL
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Yields in the municipal market
| leapt seven to nine basis points.

Treasuty market, which saw the
benchmark -10-year note break

ing off on a 7ise in global yields.
Complete market coverage by Mi-
. chael Scarchilli and Dakin Carnp-
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the 5% threshold overnight, seli- |

| beit appears on Page 2.

By Recit SaskaL

SAN-FRANCISCO — It's
note season in California. :

Local governments and school
districts are in the process of is-
suing billions of dollars in short-
term debt, which they will use
as a tool to smooth their month-
to-moiith balance sheets over

the coursgof.the year. The tax |

LOS_ ANG_EI__.ES — The Inter-

nal Revenue Service’s lax-exempt -

bond office has formed a team to

oversee its soon-to-be-expanded

enforcement ¢fforts on swaps and
other derivaiives, an agency of-
ficial said yesterday.

The team will coordinate all -

of the TEB office’s examination
work that relates to derivatives,
track trends, identify factuat vari-
ances, and coordinate andit settle-
ments. Down the road, it may also

develop vnluntary comp]iance_

' -_.Callforma Note Season Starts Rollmg '

and revenue annctpaiion notes
typically carry maturities of just
under one year.

“Tt actially is one of the more
complicated transactions,” said
Jeffrey Small, managing direc-
tor.of Capltol Public Finance
Group LLC in Sacramento, a
financial advisory firm.

Tum 1o California poge &

program st dards for

issuers or swap providers, Ste-

ven A. Chamberlin, manager of
TEB's office of comphance and
program management, told those
attending The Bond Buyer's Na-
tional Municipal Derivatives In-
stitute here. -

Speaking at the conference,
Chamberlin said the cross-TEB
coordination will aid officials later

this year as they ramp up the IRS" -
‘existing swaps initiative.

TEB officials will decide in late
August or September how many

- more audits to open, he said, de-

clining to provide further details.

Currently, the IRS is examining
about 50 municipal bond deals
involving derivatives for compli-
ance with tax law Tequirements
for the proper treatment of interest
rate hedges.

I can tell you that in » our next
fiscal year we will be expandmg
our audit coverage in th:s area,”
Chamberlin said. -

The additional audits will come
as the U.S. Justice Department and
Securities and Exchange Cominis-
sion continue their criminal-and
civil investigations into pricing
. practices for muni bond-related

" TuntoIRS page5
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TRENDS IN THE REGION

':Callfornl'as Big Note Season Beglns 3
Los Angeles Readies $916 Million

Continped from page 1

The issuer and the team preparing a
Tran sale must take into account Internal
Revenue Service rules governmg arbi-
trage to be sure that the issue is appropri-
ately sized to meet the IRS* spend-down
requirements, Small said.

In California, the issues come big
and small, from single issuers and giant
. pools. And they are eagerly awailed by

short-term paper investors, |

One large issuer is Los Angeles, which
plans to price a $916 million Trans is-
sue June 27. Most of the proceeds, $666
million, will be used to make early pay-
ments on the city government’s annual
obligations to the pension plans of its
public safety and civilian employces,

-said Natalie Brill, the city’s debi man-
agement chief,

‘The pension board offers the city a dls-
count for making its contribution early,
she said. That's becanse when the board
receives the money seoner, it can stari
investing it sooner.

The other $250 million of the Los An-
geles Trans will be used to smooth eut
the city’s cash flow needs. -

The city government's need for such
smoothing has increased since Califor-
nia voters approved a $15 billion deficit

- bond measure in 2004, of which $11 bil-
lion has been issued.

The same ballot measure authorized
the dedication of a quarter-cent sales tax
to back the deficit bonds.

To do se, local government's share of
sales tax revenues was reduced by the
_same guarter-cent. To make vp for local
governments” sales-tax losses, they were
compensated by increasing the amount
of property tax revenue they receive by a

same amount. The triangle was closed by

. increasing state general fund payments
to schools, to make up for their property .
tax losses.

The whole convoluted scenario is
known as the “triple-flip.” It has signifi-
cant financial planning consequences for
cities like Los Angeles.

The city receivés less money from
sales taxes, which are generated con-
sistently throughout the year, and more
from property taxes, which arrive in two
giant lump sums when those tax bills
are due, -

“Tt's really affected us greatly,” Briil
said. “Most of our cash Row comes in the
second hatf of the year”

The Los Angeles deal will be com-
petitive, with bidders allowed to bid in
one million dollar increments, meaning
its not an all-or-nothing proposition for

the bidders.
“writers,” she said.

Gardner, Underwood and Bacon
LLC is financial adviser; Quateman LLC
is bond counsel; disclosure counsel is the
law office of Elizabeth C, Green; and
special tax counsel is Kutak Rock LLC.

Los Angeles is only one of the big is-
suers in the Trans market this month.

This week saw negotiated sales of

$700.2 million from the California Com-

munities Tax and Revenue Anticipation
Note Program, a major pool issue with
Lehman Brothers as lead underwriter,
and a $500 million Los Angeles County
Trans run by Morgan Stanley.

Another note season fixture is a regular
Trans pool from the California’ School
‘Boards Association Finance Corp.

Sniall said he tries to have his firm’s

_California Trans Sales

*Daitars in millions

**fisof June 6

Saurce: Thamsen Financial

“I assume we’ll have several under-

_ “The Bond Buyer

cliexts, typicatly smaller school districts,
avoid the big issuers.

. “The idea is either to go just.before or
after the other issues have gone,” he said.
One of his firm’s clients, Santa Clara
Unified School District, kicked off the
note season by pricing $14.7 million in
Trans in a compelitive sale May 30.

Banc of America Securities LLC won
the deal, carrying the top Standard &

_Poor’s SPi-plus rating, with a true in-

terest cost of 3.575754%. The same firm
won the 2006 Santa Clara USD Trans a
year earlier with a'3.5059% bid.

The Trans find a ready market, Small
said.

“There are a lot of short term money
markets out there; frankly they need the
product,” Small said. “They have lists
and wait every year for certain names to
come out.”

‘While the Trans season kicks off in
earnest in June, issuance will continue
through the summer and into the fall.

The state of California itself typically
waits until later in the year to issue its
revenue annclpat:on notes. -

Last year, it issued $1.5 billion in Rans
in late September; they mature at the end

B of this month.

. “The timing of the issuance of Rans is
pegged to enactment of the state budget,”
said Tom Dresslar, spokesman for state

- Treasurer Bill Lockyer.

The budget must be adopted to get a
final read on the state's ¢ash-flow needs
for thé coming years.

At thé moment, without a finished

state budget, the treasurer’s office ex- .

pects to issue about §5 billien in Rans
this year. ’

*The cash flows will be updated after
the budget’s adopted,” Dresslar said. O
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CALIFORNIA ' . . NEVADA = : .
Slate GOs $2.500 A Ciligroup ~June | State fuet-tax GOs $135 P 200708
Slate gambling securilization $850 . P JPMorgan 2007-08 g ’
Stz pension bonds $760 ? UBS - 20706 | OREGON . 3
Univ.0f Calit. rev. bonds $600 A Merill June . | DOT rev. bionds 300 A - 2008
San Disgo wastewater rev. bonds $500 P 2007 Portiand sewer revs 240 P ] ‘07-'08
LAUSD GOs $500 A " summer - | Portland simited 1ax fevs refunding $i05 P compefiive Juty
San Diego pension obligation bonds 4374 P Gitigroup, Lekman 2007 - i .
OWR rev. bands - 200 A Gokman 2007~ | WASHINGTON
£l Camina Hospilal rev. bonds * $130 A 2008 Slats motor vehicle fugl lax GOs $530 A compelitive ] 2008
L B State molor vehicle fuet tax GOS 530 . A compelitive - summer
IDAHO | Stale0s $530 A compelitiva 2008
[HFA Garvees -$250 - A Citigroup fall State 60s 3510 A compelitive

“Dollars inrens. A= 2pproved, P = pending

summer




