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Market Update

= The Federal Open Market Committee (FOMC) rapidly tightened monetary policy
starting in March 2022 through July 2023, with the federal funds rate currently in a
range of 5.25% to 5.50%, the highest level in 23 years.

= The FOMC has held the fed funds rate steady at its last six meetings since September
2023. The next FOMC meeting will be held on June 11-12, 2024.

= One positive result of the current rate environment is that bond proceeds could
potentially be invested at high short-term interest rates.

= The interest rate environment will continue to be heavily influenced by economic
data, and particular attention should be paid to inflation, jobs and GDP growth.

= Strong economic data continues to be published in 2024, warranting the FOMC to
keep rates higher for longer.
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Basic Understanding of
Arbitrage and Rebate
Regulations




Overview of Arbitrage and Rebate

= What is Arbitrage? Can an issuer invest the proceeds of its bonds at a
yield greater than the yield on its bonds—i.e. “can you earn it"?

= What is Rebate? When must an issuer remit net investment earnings
above the yield on its bonds to the IRS—i.e. “can you keep it"?

= Exceptions in the Internal Revenue Code and related Treasury
Regulations allow, in certain limited circumstances, net positive
arbitrage to be earned and retained.




Arbitrage General Rule and Exceptions

= General Rule--issuers cannot invest bond proceeds at a yield that is
materially higher than the yield on the bonds.

= There are several exceptions that permit unrestricted investment
earnings during certain periods. The most common exception is for
new money capital projects—generally, issuers may invest such
proceeds at a higher yield for three years (up to five years for certain
projects that have longer construction periods).




Arbitrage General Rule and Exceptions

Temporary Periods

= A period where an issuer may invest bond proceeds without yield restrictions.
= The length of a Temporary Period will vary based on the use of the bond proceeds.

Temporary Period for Capital Projects
Proceeds to be expended for capital projects qualify for a temporary period of up to 3 years after
Issuance if an issuer reasonably expects to:

1) Spend at least 85% of the proceeds on capital projects within 3 years from issue date;

2) Incur a binding obligation to expend at least 5% of proceeds within 6 months of issue date;
and

3) Proceed with due diligence to complete the capital project.




Rebate General Rules and Exceptions

= Rebate General Rule: even if positive arbitrage is permitted to be
earned under an exception to the arbitrage rules, rebate rules still
require the Iissuer to pay net positive arbitrage to the Federal
government unless a specific exception applies.

= Exceptions: there are limited exceptions based on the size of the issue
or certain spending requirements.




Small Issuer Rebate Exception

An issue is exempt from rebate if they qualify under the following size-
based exceptions.

= As long as the issuer has governmental taxing powers and does
not expect to or has not issued more than $5,000,000 in tax-
exempt bonds in a calendar year, an exception would apply.

= The threshold increases to $15,000,000 in tax-exempt bonds in a
calendar year for school construction issues.

= If an issue is allocated as a multi-purpose issue, a small issuer
exemption would apply only to the new money portion of the issue.




Time Based Exceptions to Rebate

Time-Based Exceptions: The Issuer must meet the following spending timelines
pursuant to the Code and the Regulations:

= 6 Months - Available for all issues, including refunding issues
= 18 Months - New money issues only
= 24 Months - Only available for construction issues

= If proceeds are not spent quickly enough to meet all the required
benchmarks, the proceeds are subject to arbitrage rebate requirements

Spend-down Requirement  6-Months 12-Months 18-Months 24-Months

6-Month Exception 100%
18-Month Exception 15% 60% 100%

24-Month Exception* 10% 45% 75% 100%




State and Local Government Series (SLGS)

= Tax-exempt securities designed to help municipal issuers comply with yield restriction or
arbitrage rebate provisions of the Internal Revenue Code.

= Sold by the US Treasury Department to states, municipalities, and other local government
bodies to potentially generate legally retainable positive arbitrage above the bond yield.

= Most commonly purchased to invest tax-exempt proceeds raised in new municipal bond
offerings or in municipal bond refunding’s.
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Arbitrage
Computations




Gross Proceeds Calculation

Both Arbitrage and Rebate rules apply to the “Gross Proceeds” of the bond issue.

—
Sale Proceeds Gross cash paid for the bonds at the initial sale
Investment Proceeds Amounts received from investing the proceeds of the issue
—

If proceeds from a refunding issue are used to pay off a prior
Issue, any remaining proceeds become transferred proceeds

4

Amounts that will be used to pay debt service, but would have
been used for the capital project

Transferred proceeds
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Common Debt Funds

Holds bond proceeds to be used to pay costs of constructing the
Project Fund project

— Direct payment or transfers to an operating fund

Holds bond proceeds to pay future debt service in case revenues

Reserve Fund : :
are inadequate to pay debt service

Debt Service Fund Receives transfers from other funds to pay debt service

Holds revenue from operations and makes deposits to other funds

Operating Fund — Not subject to arbitrage unless proceeds are transferred where
they will be held for the purpose of paying debt service




Arbitrage and Rebate Rules by Fund Type

Fund Arbitrage Rebate

Not subject during 3-5 year
temporary period, yield
restricted to bond yield

+0.125% after temporary period

Subject to rebate unless
spending exception is met
or a small issuer

Project Fund

Exempt if a reasonably required

reserve fund, if not, yield Subject to rebate unless a
Reserve Fund . . .
restricted to bond yield small issuer
+0.001%

Exempt if a bona fide debt
service fund, ft not, yield
restricted to bond yield
+0.001%

Subject to rebate if not a
bona fide debt service
fund

Debt Service Fund




Computation

Sum of the future value of the activity of the applicable
fund(s) at the bond yield rate

Less the investment balance of the applicable funds as of

— the computation date
R Equals negative/positive arbitrage




Bond Yields

Fixed-Yield Bonds
= Calculated once at the date of issuance
= |ncluded on the 8038-G

Variable-Yield Bonds

= Calculated for each computation period




Investment Yield Blending

= Applicable to Arbitrage Yield Restriction Only

= Two or more investments are treated as one investment within the
same “class’

= Separate classes include:
— Yield restricted investments
— Unrestricted yield investments

— Each investment subject to a “materially higher” threshold

= Rebate allows blending of all funds




Record Keeping

=I_-| Debt Documents (8038-G & Arbitrage/Tax Certificate)

-s| Documentation of expenditures of proceeds

Investment Statements

_______________________________________________________________________________________________

Keep track of all records and have them readily available
for the life of bonds plus three years.
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and
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Reporting and Repayment of Arbitrage

Applicable for both Arbitrage and Rebate rules:

Computation of successive five-year periods

= Annual credit is applied to the amount due

= |f applicable, payment of 90% is due within 60 days, remaining due
with final payment

= Failure can result in interest, penalty, and bonds being declared
taxable




Key Bond Documents

Form 8038-G

Arbitrage/Tax Certificate

rom 8038-6G | Information Return for Tax-Exempt Governmental Bonds

» Under Internal Revenue Code section 149(e)

{Rew. Ocinber 3021) » See separate instructions. OMB Ho. 1545-0047
Caution: If the issue price is under §100,000, use Form B038-GC.
f the Treasury
m’;ﬂ;ﬁ;‘;;’sim » Go to www.irs. for and the latest
N Reporting Authority Check box if Return > ||
1 Issuer's name. 2 Issuer's employer dentification number (EIN)
3a Name of person (ather than issuer) with whom the IRS may communicate about this retum (see instructions) 3b Telephons number of other person shown on Ja
& Number and street (or P.0. box if mail is nat delivered to street address) Roomisute | 5 Report number (For 1RS Use Only)
B
6 City, town, or post office, state, and ZIP code 7 Date of issue
8 Mame of issue 9 CUSIP number
10a Name and tite of afficer or other empioyee of the issuer whom the IRS may call for more informatien 10b Telephone number of officer or other
employes shown on 1
EIdl]  Type of Issue (Enter the issue price.) See the instructions and attach schedule.
11 Education. . . . . . . . . L L L L L L oL Lo 11
12 Healthandhospital . . . . . . . . . . . . . L o 0o e 12
13  Transportation . . . . . . . . L L L L L L Lo oo e 13
14 Publicsafety . . . . . . . . L L L L L0 oo e e e 14
15 Envionment (includingsewagebonds) . . . . . . . . . . L . . L L. ... 15
16 Housing . . . . . L L L L oo e e e e e e 16
17 Utiliies . . . L L L L L L L L L Lo 17
18  Other. Describe & 18
19a If bonds are TANs or RANs, check only box 18a . . . . oo N
b If bonds are BANs, check only box 19b . P R
20  If bonds are in the form of a lease or installment sale nhet:k box L
Description of Bonds. Complete for the entire issue for whlch thls fcrm is be\ng filed.
{c) Stated redemption {d) Weighted ]
{a) Final maturity date (b} lssue price price at matury a maturity (&) Yield
B s years A
Uses of Proceeds of Bond Issue (including underwriters' discount)
22 Proceeds used foraccruedinterest . . . . . . . . . . . o L . oo e 22
23  Issue price of entire issue (enter amount from line 21, columnib)) . . . . . . . . . . . 23
24  Proceeds used for bond issuance costs (including underwriters' discount) 24
25 Proceeds used for creditenhancement . . . . . . . . . . . . 25
26  Proceeds allocated to reasonably required reserve or replacement fund . 26
27  Proceeds used to refund prior tax-exempt bonds. Complete PartV . . . 27
28 Proceeds used to refund prior taxable bonds. Complete PartV . . . . 28
29 Total(addlines24through28) . . . . . . . . . . . . . . L oL oL 29
30 Nonrefunding proceeds of the issue (subtract line 29 from line 23 and enter amount here) . . . 30
Description of Refunded Bonds. Complete this part only for refunding bonds.
31 Enter the remaining weighted average maturity of the tax-exempt bonds toberefunded . . . B years
32  Enter the remaining weighted average maturity of the taxable bonds to be refunded . . e years
33  Enter the last date on which the refunded tax-exempt bonds will be called (MM.’DDNY‘{Y’: . 2

34  Enter the date(s) the refunded bonds were issued » (MM/DD/YYYY)
For Paperwork Reduction Act Notice, see separate instructions. Cat. No. 637738 Form B038-G jRav. 10-2021)

Certifies the expectations of the use of
the proceeds at the date of the issue

Certificate includes the following
information:

v' Use of proceeds

v" Bond funds and restrictions

v Arbitrage restrictions / exceptions
v' Rebate requirements / exceptions

v" Rebate calculation and payment
requirements
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Key Take Aways

= Arbitrage and rebate are complex — don’t go it alone!

= Consider the two distinct sets of arbitrage and rebate rules and the
different exceptions:

1) Arbitrage—can you earn it?
2) Rebate—can you keep it?
= Maintain adequate records and have them readily available.

= |tis crucial to keep up with calculations, especially in an elevated
Interest rate environment.




sSources

= ABC'’s of Arbitrage, The Rules for Investment of Bond Proceeds By Municipalities,
2018 Edition
— Published by Vicky Tsilas and Kimberly Betterton

= The Issue Spot Public Finance in Focus: “Spend Down Rules”
— Published by Bracewell LLP

= A Quick Guide to Yield Restriction and Rebate Exceptions
— Published by Pacifica Law Group

= Tax Exempt Bonds Phase Il - Lesson 1 Review of Arbitrage and Rebate
— Published by IRS




Disclosures

PNCCM STANDARD DISCLOSURE

PNC Capital Markets LLC ("PNCCM"), member FINRA and SIPC, is a wholly owned subsidiary of The PNC Financial Services Group, Inc. (“PNC”) and affiliate of PNC Bank, National Association (“PNC
Bank”). PNCCM is not a bank or thrift, but rather, it is a separate and distinct corporate entity from its bank affiliate.

This document is for informational purposes only. No part of this document may be reproduced in any manner without the prior written permission of PNCCM. Under no circumstances should it be used or
considered as an offer to sell, or a solicitation of an offer to buy, any of the securities or other instruments mentioned in it. The information contained herein is based on information PNCCM believes to be
reliable and accurate, however, no representation is being made that this document is accurate or complete and it should not be relied upon as such. Neither PNCCM nor its affiliates make any guaranty or
warranty as to the accuracy or completeness of the data set forth herein. Opinions expressed herein are subject to change without notice. The securities or other instruments mentioned in this document may
not be eligible for sale in some states or countries, or suitable for all types of investors; and their value and returns may fluctuate and/or be adversely affected by changes in exchange rates, interest rates, or
other factors.

PNCCM and/or its affiliates may either make a market or deal as principal in the securities mentioned in this document, or in options or other derivative instruments based thereon. In addition, PNCCM and its
affiliates, shareholders, directors, officers and/or other employees may, from time to time, have long or short positions in such securities or in options, futures or other derivative instruments based thereon.
One or more directors, officers and/or employees of PNCCM or its affiliates may be a director of an issuer of securities mentioned in this document. PNCCM or its predecessors and/or affiliates may have
managed or co-managed a public offering of, or acted as initial purchaser or placement agent for, a private placement of any of the securities for any issuer mentioned herein within the last three (3) years and
may, from time to time, perform investment banking or other services for, or solicit investment banking or other business from, any company or issuer mentioned in this document.

PNC Capital Markets is the marketing name used for investment banking and capital markets activities conducted by PNC through its subsidiaries PNC Bank and PNCCM. Securities underwriting, sales and
trading services are provided by PNCCM. Foreign exchange and derivative products are obligations of PNC Bank, National Association.

PNCCM RULE G-17 DISCLOSURE

The following disclosures are required by Municipal Securities Rulemaking Board (“MSRB”) Rule G-17, as PNCCM proposes to serve as an underwriter, and not as a financial advisor, municipal advisor or
fiduciary to any person or entity, in connection with the issuance and sale of securities for the person to whom this is addressed:
i MSRB Rule G-17 requires an underwriter to deal fairly at all times with both municipal issuers and investors.
ii. An underwriter’s primary role is to purchase securities with a view to distribution in an arm’s-length commercial transaction with an issuer; and an underwriter has financial and other interests
that differ from those of such an issuer.
iii. Unlike a municipal advisor, an underwriter does not have a fiduciary duty to an issuer under the federal securities laws and is, therefore, not required by federal law to act in the best interests
of that issuer without regard to its own financial or other interests.
iv. An underwriter has a duty to purchase securities from an issuer at a fair and reasonable price, but must balance that duty with its duty to sell those securities to investors at prices that are fair
and reasonable.

V. An underwriter will review the official statement, if any, for those securities in accordance with, and as part of, its responsibilities to investors under the federal securities laws, as applied to the
facts and circumstances of the transaction.
Vi. The issuer may choose to engage the services of a municipal advisor with a fiduciary obligation to represent the issuer’s interests in the transaction.

PNCCM MUNICIPAL ADIVSOR DISCLOSURE

PNCCM is providing the information contained in this document for discussion purposes only in anticipation of serving as an underwriter to the person to whom this document is addressed. The information
provided herein is not intended to be and should not be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act of 1934, as amended (“Exchange Act”), unless such
information is provided (i) within the scope of an underwriting of an issuance of municipal securities for which PNCCM is acting or seeking to act as underwriter, (i) to a person that is separately advised by an
independent registered municipal advisor, pursuant to the requirements of Exchange Act Rule 15Bal-1(d)(3)(vi), or (iii) in response to a written or oral request for proposals or qualifications. PNCCM is not
acting as a municipal advisor, and is not subject to the fiduciary duty established in Section 15B(c)(1) of the Exchange Act, with respect to this communication or any related municipal financial product or
issuance of municipal securities. PNCCM is not recommending any action to any municipal entity or obligated person and such entity should discuss any information and material contained in this
communication with any and all internal or external advisors and experts that the municipal entity or obligated person deems appropriate before acting on this information or material.

ECKERT SEAMANS DISCLOSURE

Certain slides herein contain summaries of the Internal Revenue Code of 1986, as amended. and were prepared by Eckert Seamans solely for purposes of this presentation. Such summaries do not purport
to be complete. Under no circumstances shall any of the information set forth in the slides be deemed to constitute federal or state tax advice.
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