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ITEM #13
WRKS

HISTORIC
FRANKLIN
TENNESSEE

August 18, 2014
TO: Board of Mayor and Aldermen

FROM: Eric Stuckey, City Administrator é,.__
Russ Truell, ACA Finance

SUBJECT: Consideration of Engagement of Advisor for Depfa Swap Novation

Purpose
The purpose of this memorandum is to provide the Board of Mayor and Aldermen (BOMA) with

information to consider the engagement of a financial advisor to assist in the negotiations with Depfa
Bank to novate an existing swap agreement and replace Depfa as standby credit provider for the 2007
Franklin Building Authority bond issue.

Background
The City of Franklin Building Authority issued bonds in 2007 on behalf of the City of Franklin. The

bond proceeds were used on several projects, including the new Police Headquarters building and
several road projects. The bonds were structured as synthetic fixed rate bonds, with the bonds issued as
variable rate bonds and “converted” to a fixed rate regime by entering a swap agreement. Depfa Bank
provided the standby credit for the variable rate bonds. Depfa also was the counterparty for the swap
agreement.

Because the credit ratings for Depfa Bank have been downgraded from AA to BBB, the City of Franklin
believes it can reduce its interest costs by replacing Depfa as the standby credit provider on the variable
rate bonds. Additionally, Depfa Bank’s role as a counterparty in the swap agreement is in flux, as the
liquidity support from the government of Germany and new regulations from the European Central Bank
have cast doubt on Depfa’s continuation as a free-standing financial enterprise. Those parties that
maintain counterparty relationships with Depfa have been encouraged to move to another banking entity
related to Depfa. The standing of that bank is not fully known and, as such, presents some risk to the
remarketing of the variable rate bonds.

The City of Franklin believes it is in its best interest to move to a more highly rated bank with a future
that is more stable and secure for both of the roles mentioned above: that of standby credit provider and
swap counterparty.

Public Financial Management (PFM), our financial advisor for debt-related issues, recommends that we
engage a swap advisor in order to make the transition from Depfa to a new banking relationship.
Engagement of a swap advisor is not only recommended by PFM, but would be required by the State of
Tennessee swap guidelines.
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The City has requested and received proposals from three independent, well known and highly
recommended swap advisors to assist in the process. Those firms are:

Kensington Capital of Charlotte, NC
PFM Swap Advisors (PFMSA) of Philadelphia, PA
Swap Financial Group, of South Orange, NJ

Financial Impact
The cost of the swap advisor will depend on the final direction of the swap conversion. Depending on

the negotiations, the advisor may recommend a complete refunding of the issue. More likely, the
advisor will recommend novation of the swap agreement. The total cost of the swap advisor will range
from $15,000 to $35,000, depending on the final decision.

If a novation or refunding is executed, the cost of the advisor will be largely offset by interest savings
over the life of the bond issue.

Recommendation

Staff is evaluating the proposals. PFM recommends selection of the swap advisor to allow their
participation in the next step of the novation/termination process, which is to meet with the
Comptroller’s Division of State and Local Finance to obtain their input. The swap advisor proposals
include a preliminary “due diligence” phase, followed by the negotiation and document preparation,
The due diligence phase is estimated to cost $5,000 or less and could be authorized under the City
Administrator’s authority. A resolution for action by the Board would follow at the September meeting
once the advisor has presented the results of the research and determined the outline for negotiations.
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