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TO:  Board Members 
 
THROUGH: Jeff Walker, Executive Administrator 

Rebecca Trevino, CPA, Chief Financial Officer 
    
FROM: Georgia Sanchez, Debt Portfolio Manager and Development Fund Manager 
 
DATE:  September 6, 2018 
 
SUBJECT: Fiscal Year 2018 Prepayment and Bond Redemption Report 
 
ACTION REQUESTED 
No action requested. This is solely a report on prepayments received and bonds redeemed 
or defeased during Fiscal Year (FY) 2018 by authority granted by the board. 
 
BACKGROUND 
When market rates fall below the rates on outstanding loans, borrowers can achieve debt 
service savings by issuing new debt to refund outstanding debt held by the Texas Water 
Development Board (TWDB). Borrowers of the TWDB’s programs have steadily refunded 
debt held by the TWDB generating prepayments that must be disposed of efficiently, and 
market rates will be a key factor driving the volume of prepayments in the future.  
 
The use of prepayments originally funded with tax-exempt bond proceeds is restricted and 
involves specific time constraints for disposition as required by Internal Revenue Service 
(IRS) regulations. Most prepayments that are received by the TWDB are used to originate 
new loans, which reduces the need to issue additional bonds and facilitates compliance 
with IRS timing requirements but can also create cash flow mismatches between the loans 
being prepaid and the underlying TWDB bonds which funded them. Alternatively, 
prepayments are also used to redeem or defease bonds from time to time if funds are not 
needed for new loans. Program equity may also be used to redeem or defease bonds to 
deleverage a program’s cash flows and generate savings in excess of interest earnings on 
fund balances.  
 
In June of 2017, the board granted the Executive Administrator authority through August 
31, 2018 to use prepayments and other lawfully available funds to pay, redeem, and 
defease debt related to its Clean Water State Revolving Fund (CWSRF) Revenue Bonds. The 
following September, the board granted similar authority to the Executive Administrator 
and Development Fund Manager for the Water Financial Assistance bonds through 
September 30, 2018. In both instances, the authorization required the Executive 
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