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PFMWhat Is Arbitrage?What Is Arbitrage?
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Arbitrage is the difference between the rate at which the proceeds of 
a tax-exempt bond issue were borrowed and the rate at which thea tax exempt bond issue were borrowed and the rate at which the 
proceeds were invested
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PFMArbitrage Rebate RegulationsArbitrage Rebate Regulations

• “Excess” earnings paid to the IRS
• To ensure compliance, issuers must:

– invest bond proceeds 
– keep accurate records p
– calculate rebate liability 
– and remit payment, as necessary

• Failure to comply can subject the issuer to stiff penalties p y j p
AND/OR the bonds may be declared taxable
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PFMExceptions From RebateExceptions From Rebate

• Small Issuer Exception
– Issuer must have general taxing powers
– Issues less than $5 million or $15 million for public schools

• Spending Exception (includes earnings)p g p ( g )
– 6-Month
– 18-Month
– Two-Year Construction

• Exception from Rebate does not satisfy Yield Restriction requirements
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PFMCalculation & Filing RequirementsCalculation & Filing Requirements

• Rebate payments must be made no later than 60 days after the computation date
– No later than 5 years after the issue date, and every 5 years thereafter until

the final maturity date or earlier redemption date
– For interim rebate computation periods, issuer required to pay at least 90% of

the rebate liability
– As of final computation period, issuer required to pay 100% of rebate liability

• Form 8038-T
• Issuer does not have to file a rebate report
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PFMArbitrage Rebate vs Yield RestrictionArbitrage Rebate vs. Yield Restriction

• Earnings on tax-exempt bond proceeds are restricted for:
– The life of the bonds (Arbitrage Rebate)
– Periods after the Temporary Period (Yield Reduction Payment)

• Separate calculationsp
• There may be instances, at the end of a fifth bond year anniversary, when an 

issuer does not owe rebate, but must make yield reduction payments
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PFMYield RestrictionYield Restriction

• Tax-exempt bond proceeds must be “yield restricted” to a rate that is not materially 
hi h h h i ld h b dhigher than the yield on the bonds

• Typically, “materially higher” means one-eighth of one percent (0.125%).
• Some funds are NOT subject to yield restriction:

Project funds that qualify for the 3 or 5 year temporary period– Project funds that qualify for the 3 or 5 year temporary period.
– Interest earnings - unrestricted for 1 year
– Debt service funds - unrestricted yield for 13 months
– Reserve fund - unrestricted for life of issueReserve fund unrestricted for life of issue

• A temporary period is an exception to yield restriction, not an exception to arbitrage 
rebate

6© 2008 PFM Asset Management LLC



PFMComprehensive ServicesComprehensive Services

• The SNAP Program offers a SNAP Service Providerscomplete package of services:
– Professional investment 

management
– Security custody services

SNAP Service Providers

Oversight Virginia Treasury 
BoardSecurity custody services

– Portfolio accounting
– Arbitrage rebate compliance 

tracking and reporting

Investment Manager 
and

Administrator

PFM Asset 
Management, LLC

– Comprehensive website with 
online account access 

– Educational sessions and 
workshops

Rebate Calculation 
Agent

Pinnacle Arbitrage 
Compliance, LLC

workshops
– Toll-free customer service line Custodian / 

Depository
U.S. Bank N.A./ 

Wachovia Bank, N.A.

Program Counsel Sidley Austin LLP
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PFMSNAP Rebate ServicesSNAP Rebate Services

Service* Description Timing
Rebate Estimate Rebate estimate prepared 

following IRS future value 
calculation methodology

Each June 30 and as requested

Preliminary Expenditure Estimated projection of 30 days before expenditure testPreliminary Expenditure 
Exception Compliance 
Calculation

Estimated projection of 
compliance with applicable 
spend down exception including
calculation of any expenditure 
deficiency

30 days before expenditure test 
date

deficiency

Expenditure Exception 
Compliance Report

Estimated report of compliance 
(or failure to comply) with 
expenditure exception

Within 30 days after 
expenditure test date

Penalty Calculation Estimated calculation of 
“payment in lieu of rebate” due, 
if elected

Within 30 days after 
expenditure test date

Final Rebate Calculation If requested, Formal Rebate 
Calculation Report

Installment Computation Date 
or as requested

* All reports and tracking are at no additional charge except for the Formal Rebate Calculation which can be provided by the 
P ’ R b t C l l ti A t Pi l A bit C li LLC

8© 2008 PFM Asset Management LLC

Program’s Rebate Calculation Agent, Pinnacle Arbitrage Compliance, LLC. 



PFMRebate Related SuggestionsRebate Related Suggestions

1. Spend proceeds with diligence
2. Understand the project schedule and provide it to the investment manager
3. Reimburse the General Fund regularly for project expenditures
4. Review rebate reports
5 E t bli h R b t A t5. Establish a Rebate Account
6. Inform investment manager of projects that are funded by multiple issues
7. Inform investment manager and rebate agent of any refunding issues 

ESPECIALLY if they refund short term notes or interim financingsESPECIALLY if they refund short term notes or interim financings
8. If possible, keep Bond Resolution general
9. If possible, spend earnings during project
10.SPEND PROCEEDS
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PFMImportant Disclosures and Disclaimers

The information herein is not an offer to sell, or to solicit an offer to purchase, any 
securities by anyone in any jurisdiction in which such offer or solicitation is not

Important Disclosures and Disclaimers

securities by anyone in any jurisdiction in which such offer or solicitation is not 
authorized, or in which PFM Asset Management LLC or the person making such offer 
is not qualified to do so, or to anyone to whom it is unlawful to make such an offer or 
solicitation, or to anyone in any jurisdiction outside the United States. Investors should 
consider the investment objectives, risks, charges and expenses before investing inconsider the investment objectives, risks, charges and expenses before investing in 
the Fund. This and other information about the Fund is available in the Fund’s current 
Prospectus, which should be read carefully before investing. Investments in SNAP 
Fund are offered only by means of the current Prospectus, copies of which are 
available online at www.vasnap.com or by sending a request to the Fund's Distributor 

t Vi i i SNAP / PFM F d Di t ib t I Di t ib t O K t Plat: Virginia SNAP c/o PFM Fund Distributors, Inc., Distributor, One Keystone Plaza, 
Suite 300, North Front & Market Streets, Harrisburg, PA 17101
The SNAP Fund is a series of the Commonwealth Cash Reserve Fund, Inc.  An 
investment in the Fund is not insured or guaranteed by the Federal Deposit Insurance 
Corporation or any other governmental agency Although the Fund seeks to preserveCorporation or any other governmental agency.  Although the Fund seeks to preserve 
the value of investments at $1.00 per share, it is possible to lose money by investing 
in the Fund.  PFM Fund Distributors, Inc., member of the Financial Industry 
Regulatory Authority (FINRA) (www.finra.org), serves as the Fund's Distributor. PFM 
Fund Distributors, Inc. is a wholly owned subsidiary of PFM Asset Management LLC.Fund Distributors, Inc. is a wholly owned subsidiary of PFM Asset Management LLC.
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