
 

 

 

 

 

 

 
 

 

 

Agenda 4.E. 

CALIFORNIA POLLUTION CONTROL FINANCING AUTHORITY 

BOND PROGRAM 


Meeting Date: September 24, 2008 
Amendment to Small Business Assistance Fund (SBAF) Subsidy Policy  


For the Bond Program 


Prepared by: Ling Tse 

Summary.  Staff proposes amendments to the Small Business Assistance Fund (SBAF) Subsidy 
Policy for the Bond Program (please see Attachment A for details).  The current SBAF subsidy 
is based on a formula of $130,000 plus 1.6% of the par amount, up to a maximum amount of 
$250,000. The proposed formula is based on $130,000 plus 1.6% of par for bonds less than 
$5,000,000; a $5,000,000 bond would receive the maximum $210,000 subsidy.  For bond 
issuances above $5,000,000, the formula would be $130,000 plus 1.6% of par less 4% of the 
bond amount.  There would be no subsidy for bond issuances over $13,750,000.  Staff 
anticipates a cost savings of 50%, or approximately $1,250,000 annually.  If adopted, the 
proposed change will be effective January 1, 2009. 

Issue. Staff proposes a new policy for the Authority’s allocation of SBAF subsidies for small 
business bond issuances beginning January 1, 2009, to support the existence of the CPCFA Fund 
and the SBAF program. 

Background.  During the late 1970s and early 1980s, the U.S. Small Business Administration 
(SBA) administered a special pollution control loan guarantee program for small businesses. The 
program offered SBA guarantees for federally tax-exempt bonds. SBA discontinued the program 
in 1981 leaving small businesses inadequate resources for securing cost-effective tax-exempt 
bonds. 

In 1985, SBAF was created to fill a void from the discontinuation of the SBA program and to 
assist small businesses with a portion of their costs of issuance (COI) and letter of credit (LOC) 
fees, associated with issuing tax-exempt bonds.  

CPCFA SBAF Regulations permit the Authority to subsidize a range of fees, including bond 
counsel fees, underwriter or placement agent fees or discount and related expenses, printing fees, 
fees due to other state agencies, accounting fees, consultant’s fees, and other expenses directly 
related to the issuance of bonds that are normally paid from the proceeds of a bond issue at the 
time of closing. The Authority’s current policy only allows the SBAF subsidy for bond counsel, 
underwriter, underwriter counsel, trustee, trustee counsel, rating agency, printing, CPCFA 
Feasibility study, bank credit enhancement including first year Letter of Credit, STO Agent for 
Sale, financial advisor, borrowers counsel, CDLAC and CDIAC fees.  

The SBAF subsidy has been a benefit to many small businesses, allowing them access to cheaper 
financing that had been available primarily to large businesses.  By providing the SBAF subsidy, 
small businesses are able to compete on a more level playing field with their larger competitors.  
Some SBAF beneficiaries have been successful to the point where they no longer qualify as a 
small business under CPCFA regulations (500 employees or less) and now contribute to SBAF 
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and pay administrative fees. Between 2000 and 2008 SBAF subsidies assisted companies in 26 
of California’s 58 counties (see Attachment B for details). 

In the early years, SBAF Bond Issuance assistance operated as a policy and was not solidified 
until August 1997. Over years of administering SBAF, the Authority clarified the SBAF subsidy 
policy from time to time.  After 1997, the Authority set the maximum amount of SBAF 
assistance at a rate of 7.5 percent of the face value of the bonds, limited eligible LOC fees from 5 
years to first year costs plus closing fees, and restricted the subsidy to the first 
$15 million of an eligible bond issue. In 2002, the subsidy policy had changed to $130,000 plus 
1.6% of the par amount, limited to $250,000. In addition to direct subsidies, SBAF qualified 
businesses avoid payment of administrative and SBAF fees that larger businesses pay. 

SBAF is funded by the revenues from Small Business Assistance Fees, which is currently 1% of 
the par amount of tax-exempt bonds or 0.3% of the par amount of taxable bonds issued by large 
businesses. In FY 2006-07, the Small Business Assistance Fees (inflow) were $995,000 and 
SBAF subsidy (outflow) was $1,963,000. In FY 2007-08, the Small Business Assistance Fees 
(inflow) were $708,000 and SBAF subsidy (outflow) was $2,259,000. According to staff’s 
projections, the Small Business Assistance Fees (inflow) will average $1,131,000 and SBAF 
subsidy (outflow) will average $2,500,000 in future years. Without adjustments to current SBAF 
subsidy policy, the SBAF will continue to be in deficit, which fundamentally affects the 
sustainability of the Authority and the SBAF program. 

According to staff’s analysis of the Authority’s financial situation, the CPCFA fund is facing 
financial difficulties as expenditures surpass revenues. Without substantial changes, funds could 
run out within a few years. The Authority has already taken a series of steps with the CalCAP, 
CALReUSE, and Sustainable Communities Grant and Loan Programs to help balance outflow 
and income and thus sustain the Authority without general fund support. Even with the changes 
to other programs, changes to SBAF for the Bond Program will be necessary to help balance the 
CPCFA budget. Staff has developed a recommendation that is expected to cut the cost of SBAF 
for the Bond Program in half. 

Proposed Change. The current formula is $130,000 plus 1.6% of the par amount, limited to 
$250,000. 

Par Amount Maximum SBAF Subsidy 
< $7.5m  $130,000 + 1.6% of Par 
> $7.5m  $250,000 

Staff proposes a SBAF subsidy formula of $130,000 plus 1.6% of the par amount, and for par 
amounts over $5 million, subtracting 4% of the par amount over 
$5 million. 

Par Amount Maximum SBAF Subsidy 
< $5 million         $130,000 + 1.6% of Par 
   $5 to $13.75 million  $130,000 + 1.6% of Par – [(Par-$5,000,000) x 4%)] 
> $13.75 million  $0 

2 




 
 

 

 
 

 

 

 
 

  

 
 

Agenda 4.E. 

SBAF Subsidy Amounts of Current and New Formulas 
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The proposed formula continuously provides a base award of $130,000 to cover standard COI 
such as bond counsel, financial advisor, underwriter, and underwriter counsel fees. The subsidy 
progressively increases for bond sizes up to $5 million, to the maximum amount of $210,000. 
The subsidy then declines for bond sizes up to $13.75 million. COI does not tend to vary greatly 
with bond size; therefore smaller bond deals pay a greater percentage of COI. Also, larger 
borrowers generally have greater internal resources to manage bond costs. Thus, applicants of 
smaller bonds have the greatest need for SBAF assistance. 

By implementing the proposed formula, the Authority anticipates saving 50% or approximately 
$1,250,000 annually of the SBAF subsidy, which significantly minimizes the deficit amount. 
Thus, the Authority and the SBAF program will be more sustainable. 

Avoided Fee. In addition to receiving subsidies when issuing smaller-sized bonds, small 
business companies benefit from the avoidance of administrative fee payments (0.2% of the par 
amount of bonds issued). Although small businesses issuing larger-sized bonds ($13.75 million 
and above) will not receive SBAF, they will still benefit from the avoidance of administrative fee 
payments. 

Par Amount ($ Million) 
Avoided Fee 

(Administrative Fee) 
$5 $10,000 
10 20,000 
15 30,000 
20 40,000 

3 




 

 
 

 

 

 

Agenda 4.E. 

Good Faith Effort. The proposed subsidy formula is generated based on staff’s discussions 
with the Authority’s stake holders including bond counsels, financial advisors, and underwriters. 
Therefore, staff expects the new SBAF policy will be exercised in good faith.  Staff considered 
that a company might try to return multiple times for smaller bond issuances to take advantage of 
SBAF assistance each time with the proposed subsidy policy. For example, under the current 
policy a $20 million bond issuance could now receive the $250,000 SBAF subsidy; however, 
under the proposed policy this company would not receive any SBAF subsidy for the bond 
issuance. The company could seek to circumvent the new formula by proposing the issuance of 
four $5 million deals to maximize a total amount of $840,000 SBAF subsidy.  For further details 
please see Attachment D.  Staff will evaluate and report to the Board the progress of the new 
SBAF policy periodically.  If staff finds the new policy is not working as intended, staff will 
revisit the SBAF policy and may request additional changes. 

Recommendation.  Staff recommends approval of the proposed amendment to the Small 
Business Assistance Fund (SBAF) subsidy policy as described in the staff summary to become 
effective January 1, 2009. 
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ATTACHMENT A 

SUMMARY OF ORIGINAL, CURRENT, AND PROPOSED SBAF POLICIES 

Pre-2002 SBAF POLICY  CURRENT SBAF POLICY PROPOSED CHANGES 
1. Must meet the size standards set forth in 

Title 13 of the code of Federal 
Regulations. 

or 
Must be an eligible small business, 
which is defined as 500 employees or 
less, including affiliates. 

Must meet the size standards set forth in 
Title 13 of the code of Federal 
Regulations. 

or 
Must be an eligible small business, 
which is defined as 500 employees or 
less, including affiliates. 

Must meet the size standards set forth in 
Title 13 of the code of Federal 
Regulations. 

or 
Must be an eligible small business, 
which is defined as 500 employees or 
less, including affiliates. 

2. Large businesses pay 1 percent of face 
value of tax-exempt bonds and/or .3 
percent of taxable bonds to fund SBAF. 
Small businesses are not required to pay 
into SBAF. 

Large businesses pay 1 percent of face 
value of tax-exempt bonds and/or .3 
percent of taxable bonds to fund SBAF. 
Small businesses are not required to pay 
into SBAF. 

Large businesses pay 1 percent of face 
value of tax-exempt bonds and/or .3 
percent of taxable bonds to fund SBAF. 
Small businesses are not required to pay 
into SBAF. 

3. No limitation on bond sizes that are 
eligible for assistance.  

However, subsidy restricted to the first 
$15 million of bond par amount. 

No limitation on bond sizes that are 
eligible for assistance.  

Par Amount    Maximum SBAF Subsidy  
< $7.5m   $130,000 + (1.6% x par) 
> $7.5m   $250,000 

Subsidize bonds up to $13.75 million. 

Par Amount  Maximum SBAF Subsidy 
< $5m  $130,000 + (1.6% x par) 
$5m to $13.75m  $130,000 + (1.6% x par) 

 -[(par-$5m) x 4%)]
 > $13.75m  $0 

4. SBAF recipients must apply a minimum 
of 2 percent of bond proceeds to Cost 
of Issuance before they are eligible 
for SBAF assistance. 

SBAF recipients must apply a minimum 
of 2 percent of bond proceeds to Cost 
of Issuance before they are eligible 
for SBAF assistance. 

SBAF recipients must apply a minimum 
of 2 percent of bond proceeds to Cost 
of Issuance before they are eligible 
for SBAF assistance. 

5. Upon expenditure of 2 percent of 
bond proceeds, recipient becomes  
eligible for SBAF assistance up to 
7.5 percent of the bond par amount. 

Upon expenditure of the 2 percent of 
bond proceeds, recipient becomes 
eligible for SBAF assistance up to 
following formula amount, at Authority 
discretion: 

Par Amount    Maximum SBAF Subsidy  
< $7.5m   $130,000 + (1.6% x par) 
> $7.5m   $250,000 

Upon expenditure of the 2 percent of 
bond proceeds, recipient becomes 
eligible for SBAF assistance up to 
following formula amount, at Authority 
discretion: 

Par Amount  Maximum SBAF Subsidy 
< $5m  $130,000 + (1.6% x par) 
$5m to $13.75m  $130,000 + (1.6% x par) 

 -[(par-$5m) x 4%)]
 > $13.75m  $0 

6. Eligible Costs are limited to bond 
counsel, underwriter, underwriter 
counsel, trustee, trustee counsel,  rating 
agency, printing, CPCFA Feasibility 
study, bank credit enhancement, 
including first year LOC fees, STO 
Agent For Sale, financial advisor,  
borrowers counsel, CDLAC and  
CDIAC fees. 

Eligible Costs are limited to bond 
counsel, underwriter, underwriter 
counsel, trustee, trustee counsel,  rating 
agency, printing, CPCFA Feasibility 
study, bank credit enhancement, 
including first year LOC fees, STO 
Agent For Sale, financial advisor,  
borrowers counsel, CDLAC and  
CDIAC fees. 

Eligible Costs are limited to bond 
counsel, underwriter, underwriter 
counsel, trustee, trustee counsel,  rating 
agency, printing, CPCFA Feasibility 
study, bank credit enhancement, 
including first year LOC fees, STO 
Agent For Sale, financial advisor,  
borrowers counsel, CDLAC and  
CDIAC fees. 
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ATTACHMENT C 

Comparison of SBAF subsidy amounts of Current and New Formulas  

Par Amount 

$0 
1,000,000 
2,000,000 
3,000,000 
4,000,000 
5,000,000 
6,000,000 
7,000,000 
8,000,000 
9,000,000 

 10,000,000  
 11,000,000  
 12,000,000  
 13,000,000  
 14,000,000  
 15,000,000  
 16,000,000  
 17,000,000  
 18,000,000  
 19,000,000  
 20,000,000  
 21,000,000  

 Current 
Formula 

$130,000  
146,000  
162,000  
178,000  
194,000  
210,000  
226,000  
242,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  
250,000  

New 
Formula 

3% 
$130,000 

146,000 
162,000 
178,000 
194,000 
210,000 
196,000 
182,000 
168,000 
154,000 
140,000 
126,000 
112,000 
98,000 
84,000 
70,000 
56,000 
42,000 
28,000 
14,000 

0 

New 
Formula 

3.5% 
$130,000 

146,000 
162,000 
178,000 
194,000 
210,000 
191,000 
172,000 
153,000 
134,000 
115,000 
96,000 
77,000 
58,000 
39,000 
20,000 

1,000 
0 

New 
Formula 

4% 
$130,000 

146,000 
162,000 
178,000 
194,000 
210,000 
186,000 
162,000 
138,000 
114,000 
90,000 
66,000 
42,000 
18,000 

0 

New 
Formula 

4.5% 
$130,000 

146,000 
162,000 
178,000 
194,000 
210,000 
181,000 
152,000 
123,000 
94,000 
65,000 
36,000 

7,000 
0 

New 
Formula 

5% 
$130,000 

146,000 
162,000 
178,000 
194,000 
210,000 
176,000 
142,000 
108,000 
74,000 
40,000 

6,000 
0 

New 
Formula 

5.5% 
$130,000 

146,000 
162,000 
178,000 
194,000 
210,000 
171,000 
132,000 
93,000 
54,000 
15,000 

0 

New 
Formula 

6%
$130,000 

146,000 
162,000 
178,000 
194,000 
210,000 
166,000 
122,000 
78,000 
34,000 

0 
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ATTACHMENT D - continued 
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