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What is RIHEBC?
RI Health and Educational
Building Corporation

The Corporation
• RIHEBC was established by the General Assembly in 1966.

• RIHEBC’s original purpose was to assist private, non-profit,
health and educational institutions in financing capital
projects.
• RIHEBC’s issuance provides tax-exempt financing for these
private, non-profit institutions, which otherwise would issue
more expensive taxable debt.
• In this role, RIHEBC has issued over $7.2 billion in bonds, of
which $2.3 billion is currently outstanding.

The Corporation
• RIHECB’s role was expanded by the General Assembly in 2003.

• RIHEBC’s new purpose was to issue bonds for municipalities
with school projects that are eligible for State Housing Aid.
• The debt rating is the higher of RIHEBC’s A1 rating or the
community’s rating. So issuance through RIHEBC benefits
some communities that are rated below A1. See Appendix I.
• Six communities benefit from this credit enhancement.

The Corporation
• RIHEBC acts as a conduit:
–
–
–
–
–

Issuing bonds.
Passing bond proceeds to the ultimate obligor (e.g., a municipality).
Passing debt service payments to the investors (e.g., you).
Passing the risk of default by the ultimate obligor to the investor.
Creating no debt on either its own balance sheet or the State’s.

• RIHEBC pools debt issuance of multiple communities, when
feasible, to create economies of scale.
• RIHEBC’s issuance process has become streamlined and its
documentation standardized.

RIHEBC’s School Bond Issuance
• RIHEBC has issued over $1.4 billion in school bonds, of which
$754 million is currently outstanding.
• Bonds have been issued for 32 communities and regional
school districts.
• In FY 2017, RIHEBC issued $285 million in school bonds for 12
communities and 3 regional school districts.
• Of the 2017 amount, $120 million was for new projects and
$165 million refunded prior bonds, saving $21 million in
future debt service.

School Financing Program: Housing Aid
• The State appropriates annual “Housing Aid” to reimburse
communities for school construction that is pre-approved by
RIDE and financed through RIHEBC.
• RIHEBC administers the State’s Housing Aid Program
– Housing Aid is paid initially to RIHEBC.
– RIHEBC reimburses the community after a debt service payment.
– Payment is partial, reflecting the Share Ratio for the community.

• If a community’s payment is late, RIHEBC is legally authorized
to “intercept” both the Housing Aid and Basic Education Aid,
paying the investor’s Trustee rather than the community.
• Due primarily to this “intercept”, RIHEBC bonds currently have
an A1 programmatic rating from Moody’s.

School Financing Program: Capital Fund
• The State also annually appropriates a School Building
Authority Capital Fund for RIDE-approved projects that is
administered by RIHEBC.
• Created in FY 2016, this program provides both loans and
grants for school construction projects.
– Loans cover 100% of the project cost, with the community repaying
only its share plus applicable interest.
– Grants cover the State’s share of project cost, with the community
funding the balance.

• RIHEBC has been working with the RI Foundation to reduce
the amount of State funds needed for loans by access to other
capital.

Recapping the Benefits of RIHEBC
• For private, non-profit schools and hospitals, RIHEBC provides
low-cost tax-exempt financing.
• For public schools, RIHEBC provides access to Housing Aid and
perhaps an enhanced credit rating, which means lower costs.
• In addition, RIHEBC provides some cost control by pooling
issuance and limiting cost of issuance such as legal fees.
• Finally, RIHEBC provides some “quality control” over the
issuance process. There is standardized documentation and
an RFP process to select underwriters.

Reducing Financing Costs
Possible Approaches

Reducing Financing Costs
Some Basics

Some Basics
• The State reimburses a weighted average 56% (range 40%-94%)
of the debt service obligations of communities issuing debt for
school construction. See Appendix II: Reimbursements.

• So any steps that reduce interest expense to the communities
also reduce the amount of reimbursement by the State!
• Estimating potential savings. See Appendix III: Current Yields.
– 1 bp is worth $100 per million ($100,000 per billion) of debt annually.
– So for $2 billion of debt with a 20-year final maturity and a 13-year
average life, 1 bp is worth approximately $2.6 million
– So if we reduce program costs on a $2 billion program by 20 bps, we
would save approximately $52 MM over the program life.

Reducing Financing Costs
I. Strengthen the Intercept

Strengthen the Intercept
• The RIHEBC School Construction Intercept Program has
weaknesses, inherent in the relevant legislation.
– It’s a “Current Year” intercept: Interceptable aid is limited to state
appropriations for the current fiscal year.
– Interceptable aid is limited to aid to the defaulting government unit.
– There is no funded debt service reserve.

• As a result, Moody’s rates the Intercept Program only A1 –
that’s 1 notch below RI’s Appropriations Rating [and 2 notches
below RI’s General Obligation (GO) rating].
• Stronger Intercept Programs (e.g., CO, KY) have the same
ratings as the states’ Appropriations Rating.

Strengthen the Intercept
• The RIHEBC Intercept Program could be strengthened:
– RIHEBC could modify terms to increase the frequency of borrower debt
service payments (e.g., from semi-annually to quarterly).
– The State could fund a debt service reserve fund.
– The State could fund the intercept using a Standing Appropriation.
– The State could establish a separate “Directly Funded” intercept
program for lower-rated borrowers, with payments made from the
State to RIHEBC from all available sources of aid due to the borrower.
This was done in 2004 for the City of Cranston.

• Such enhancements should earn RIHEBC’s Program a 1-notch
upgrade to Aa3, the State’s Appropriation Rating.
• A 1-notch upgrade would benefit the 6 communities and
school districts rated below Aa3.

Reducing Financing Costs
II. State Credit Guarantee

State Credit Guarantee
• The State, with voter approval, would pledge its own “full faith
and credit” to support debt issued for school construction.
• Then in the event of borrower default, the State would use
general fund reserves or issue bonds to make payments.
• A State Guarantee should enable the RIHEBC Program to
achieve a 2-notch upgrade to Aa2, the State’s GO rating.
• A 2-notch upgrade would benefit the 14 communities and
school districts rated below Aa2.

Reducing Financing Costs
III. Dedicated Revenue
Source

Dedicated Revenue Sources
• One key to a strong credit rating is debt service coverage.
• The State could commit revenue to cover debt service for
school construction bonds.
– The dedicated revenue source could be a tax, fee, or other form of state
revenue that is pledged to this purpose.
– These funds would not be spent unless a borrower defaults.

• A Dedicated Revenue Source, properly sized, could enable the
RIHEBC Program to achieve a 3-notch upgrade to Aa1.
• A 3-notch upgrade to Aa1 would benefit 32 communities and
school districts rated below Aa1.

Reducing Financing Costs
IV. A Dedicated Fund

A Dedicated Fund
• A dedicated fund could combine multiple enhancements:
–
–
–
–
–
–

State provides Equity (e.g., $33); RIHEBC issues Debt (e.g., $67).
RIHEBC lends Communities the combined amount (e.g., $100).
Debt coverage is ~$100/$67 = ~1.50.
Intercept is strengthened, as outlined.
State issues full faith and credit guarantee of debt.
Dedicated revenue could also enhance debt coverage.

• Sufficient debt coverage will obtain a higher rating and possibly
an Aa1.

A Dedicated Fund
• If a municipal borrower fails to make payments, debt service on
bonds would be covered by the following, in order of priority:
–
–
–
–
–

Intercepted aid to the municipality.
A Debt Service Reserve, if any.
Interest from loans funded by Equity.
Funds from any Dedicated Revenue stream(s).
State funds, as provided by the Guarantee.

• Note that unless there are massive defaults (e.g. >33%),
neither Dedicated Revenue Streams nor State funds should
ever be required.

A Dedicated Fund
• Design questions:
– Would the State make annual contributions? Annual contributions,
perhaps only in early years, would boost Equity and enable growth.
– Would funds from any Dedicated Revenue stream be retained or
disgorged annually? Retention would boost Equity and enable growth.
– Would State aid continue as before? Ideally, State aid would be funded
separately and would not diminish Equity.

• A fund that retains and grows Equity can become a selfsustaining “Revolving Fund.” Eventually, payments from old
loans would supply funds for new loans.

Appendices
I. Credit Ratings of RI Municipalities
II. Reimbursements to RI Municipalities
Weighted Average
III. Credit Costs by Credit Rating

LEA Name

Reimbursement

Barrington

0.4

Bristol Warren

0.4

Burrillville

0.56

Central Falls

0.94

Chariho

0.4

Coventry

0.47

Cranston

0.48

Cumberland

0.41

East Greenwich

0.4

East Providence

0.54

Exeter-West Greenwich

0.4

Foster

0.41

Foster-Glocester

0.41

Glocester

0.47

Jamestown

0.4

Johnston

0.44

Lincoln

0.4

Little Compton

0.4

Middletown

0.4

Narragansett

0.4

New Shoreham

0.4

Newport

0.4

North Kingstown

0.4

North Providence

0.49

North Smithfield

0.4

Pawtucket

0.83

Portsmouth

0.4

Providence

0.8

Scituate

0.4

Smithfield

0.4

South Kingstown

0.4

Tiverton

0.4

Warwick

0.4

West Warwick

0.66

Westerly

0.4

Woonsocket

0.88

