
CDIAC provides information, education and technical assistance on public 
debt and investments to local public agencies and other public finance 

professionals.  
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Not Concerned About 
Arbitrage? 

  

Not so Fast… 
 

Tuesday, November 8th 
10am – 11:15am 
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Discussion Topics 

   Arbitrage Math Concepts 
 

   IRS Audit Hot Buttons 
 

   Documentation and SEC 
 Disclosure 
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Primary Math Concepts 

• Arbitrage Rebate 

• Yield Reduction Payment 

• Spending Exceptions 

• Transferred Proceeds 
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Arbitrage Rebate 
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Yield Reduction Payment 

 
 

  
  Arbitrage Earned 

  Period Example 1 Example 2 Example 3 

Year 1  -3 Unrestricted 10,000  (9,000) 8,000  

Year 4 - 5 Restricted 5,000  7,000  (2,000) 

   Rebate Payment 10,000  0  6,000  

Yield Reduction 
Payment 5,000  7,000  0  
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Spending Exceptions 
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Spending Analysis 

Period Period End Date

Cumulative 
Percentage 

Required

 Cumulative 
Amount 
Required 

Cumulative 
Amount   

Actually Spent

Amount 
Exceeding / 

(Below) 
Requirement

Six Month 23-Aug-06 10%     10,702,878.95$   31,144,712.06$   20,441,833.11$       
Twelve Month 23-Feb-07 45%     48,162,955.27    53,018,920.06    4,855,964.79           
Eighteen Month 23-Aug-07 75%     80,271,592.12    69,184,284.06    (11,087,308.06)        
Twenty-Four Month 23-Feb-08 100%     107,028,789.49   106,253,656.73   (775,132.76)            
Final 23-Feb-09 100%     107,028,789.49   106,253,656.73   (775,132.76)            
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Transferred Proceeds 
Call/ Principal Cumulative Cumulative

Transfer Called Outstanding Transfer Transferred Non-Transferred
Dates Principal Prior to Call Percentage Proceeds Ratio Proceeds Ratio

02/01/2008 545,000.00$         25,990,000.00$    2.0970% 2.0970% 97.9030%
02/01/2009 565,000.00           25,445,000.00      2.1739% 4.2709% 95.7291%
02/01/2010 590,000.00           24,880,000.00      2.2701% 6.5410% 93.4590%
02/01/2011 24,290,000.00      24,290,000.00      93.4590% 100.0000% 0.0000%

Totals 25,990,000.00$    -$                    100.0000%
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Bond Yield Comparison 
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Use of Proceeds Scenarios 

A. Spent quickly but missed Spending 

Exception  

B. Project stalled after three years 

C. Didn’t spend proceeds 
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Spent Quickly Missed Spending Exception  
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Project Stalled after 3 years 
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Minimal Proceeds Spent 
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IRS Audit Hot Topics 

A. Actual Drawdown Schedule of Bond Proceeds (Have 
 You Spent Bond Proceeds Within Three Years?) 
B. Have you Made your Rebate Payments in a Timely 
 Manner? 
C. Are Bond Proceeds Yield Restricted after Three Years? 
D. Do the Rebate Report Schedules match the Issuer’s 
 Bond Allocation for Other Purposes? 
E. Have You Complied with the IRS Safe-harbors for 
 Guaranteed Investment Contracts or for bidding open 
 market securities for a Refunding Escrow? 
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Documentation and SEC Disclosure 

A. Once there is a Tax Issue must you Disclose It? 

B. What Disclosure Trends are There for Tax Matters 

 Sections? 

C. Post Issuance Compliance - What Type of Written  
 Procedures Do I need? 

 



To sign up for CDIAC’s seminar notification service visit: www.treasurer.ca.gov/cdiac and 
click on “Sign Up to Receive Information on CDIAC Seminars and Publications” 
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