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November 7, 2007
TO:

Members, State Board of Education 
FROM:
Lucille E. Davy,
Commissioner of Education
SUBJECT:
Newark School District- $23,600,000 School Qualified Refunding Bonds, Series 2007
The State-operated School District of the City of Newark in the County of Essex, New Jersey (“School District”) submitted an application on September 28, 2007 to the New Jersey Commissioner of Education (the “Commissioner”) requesting approval to allow the City of Newark in the County of Essex, New Jersey (“City”) to issue an amount not to exceed $23,600,000 of School Qualified Refunding Bonds (the “Refunding Bonds”) pursuant to N.J.S.A. 18A:24-97.  
Outstanding bonds of any school district or municipality issued for school purposes may be refunded by the issuance of qualified refunding bonds whether or not in advance of the maturity or redemption date of the outstanding bonds and in any amount determined to be necessary by the local board of education or governing body of the municipality to effect the refunding. N.J.S.A. 18A:24-97.
The proceeds of the Refunding Bonds will be used to prepay and economically defease a portion of the originally issued $73,223,0001 School Qualified Bonds, dated as of September 1, 1997 (the “1997 Bonds”).  
The City issued refunding qualified bonds in 2002 to refund all of the 1997 Bonds maturing on and before September 1, 2013.  The City now proposes to refund the entire $22,598,000 principal amount of 1997 Bonds maturing in the years 2014 through 2017.  The issuance of the Refunding Bonds is expected to achieve a minimum 3% present value savings level.  The current projections show a present value savings of 5.71%.  

In accordance with N.J.S.A. 18A:24-97(c) and N.J.S.A. 18A:24-88(b), the Commissioner undertook an investigation of the statutory factors to be considered in making a recommendation to the New Jersey State Board of Education on the refunding application.  The Commissioner found that all of the express statutory factors at N.J.S.A. 18A:24-88(b) supported a positive recommendation on the qualification of the Refunding Bonds.  The Commissioner believes that the bonds to be issued by the City will support the ability of the School District to maintain a thorough and efficient system of education. 
The proposed refunding bond issue will accrue benefits to the School District and the City as well as the State of New Jersey.  For example, while the State will benefit from the refunding because the annual debt service aid allocated to the School District will be reduced proportionately by the reduction in the annual debt service payments resulting from the refunding, the School District will have its share of debt service reduced by the refunding as well.  That is, the higher interest rates for the 1997 Bonds will be replaced with the lower interest rates under the proposed Refunding Bonds.  The School District benefits because it will reduce its annual budgeted debt service payments and the City benefits because it will reduce the amount of its debt service subsidy to the School District.

Based upon the above, the investigation shows to the satisfaction of the Commissioner that the City should be entitled to issue the bonds pursuant to N.J.S.A. 18A:24-97 and recommends that the State Board of Education approve such request.
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November 7, 2007
Adoption Resolution
RESOLUTION FOR CITY OF NEWARK AUTHORIZING AN AMOUNT NOT TO EXCEED $23,600,000 SCHOOL QUALIFIED REFUNDING BONDS, SERIES 2007
WHEREAS, the issue before the New Jersey State Board of Education is on the application of the State-Operated School District of the City of Newark in the County of Essex, New Jersey (“District”) as to whether City of Newark, in the County of Essex, New Jersey (“City”) is entitled to issue an amount not to exceed $23,600,000 of School Qualified Refunding Bonds (the “Refunding Bonds”) on behalf of the District as qualified bonds pursuant to the School Qualified Bond Act, N.J.S.A. 18A:24-85 et seq. (the “Act”) and specifically N. J.S.A. 18A:24-97; and  

WHEREAS, the authority of the State Board is established pursuant to the Act when an investigation shows to the satisfaction of the Commissioner of Education that such school district or municipality should be entitled to issue qualified bonds pursuant to the provisions of the Act shall so recommend to the state board which may by resolution determine that such school district or municipality is entitled to issue qualified bonds; and  

WHEREAS, the City issued $73,223,000 in original principal amount of School Qualified Bonds, dated September 1, 1997 (the “1997 Bonds”); and
WHEREAS, a portion of the 1997 Bonds was refunded in 2002 with the issuance of refunding bonds that were qualified bonds under the Act; and
WHEREAS, the application requests permission to issue the Refunding Bonds to refund the remaining outstanding 1997 Bonds maturing in years 2014 through and including 2017 in the principal amount of $22,598,000; and

WHEREAS, qualified bonds are those where the credit status is strengthened by a pledge of State school aid to guarantee debt service payments on the bonds, and entail the State Treasurer withholding State school aid to be held in trust to pay the debt service, with the City, as issuer, replenishing the State school aid by repaying the debt service on the Bonds; and
WHEREAS, on October 17, 2007, the City introduced a refunding bond ordinance approving the issuance of $23,600,000 in refunding bonds on behalf of the District for the issuance of the Bonds; and

WHEREAS, on September 28, 2007, the District submitted an application to the Commissioner of Education for investigation and recommendation and a determination by the State Board of Education; and

WHEREAS, the refunding bond ordinance will be finally adopted after approval has been granted by both the State Board of Education and the Local Finance Board of the Division of Local Government Services in the Department of Community Affairs; and

WHEREAS, in accordance with the Act and specifically N.J.S.A. 18A:24-97, the Department undertook an investigation of the statutory factors to be considered in making a recommendation on the application to the State Board; and

WHEREAS, the Commissioner found that all of the express statutory factors at N.J.S.A. 18A:24-88(b) supported a positive recommendation on qualification; and

WHEREAS, the Commissioner believes that the bonds to be issued by the City will support the ability of the District as amended to maintain a thorough and efficient system of education; and
WHEREAS, the Commissioner now recommends to the State Board of Education that the City should be entitled to issue qualified refunding bonds in an amount not to exceed $23,600,000; now, therefore, be it


RESOLVED, that the New Jersey State Board of Education, upon the recommendation of the Commissioner has determined that the City is entitled to issue qualified refunding bonds in an amount not to exceed $23,600,000.
______________________________________
_____________________________

Lucille E. Davy, Commissioner

            Ronald K. Butcher, Ph.D., President

Secretary, NJ State Board of Education

NJ State Board of Education

1  When the City of Newark issued the 1997 Bonds on behalf of the School District, the City requested bids on $73,285,000 principal amount of bonds.  The winning bidder of the bonds agreed to accept only $73,223,000 principal amount of bonds, but still paid the School District $73,285,000, resulting in a $62,000 premium to the School District.
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