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RECOMMENDATION

Staff recommends that the City Council approve the resolution adopting the debt and swap
policies. The adoption of the Debt Policy and Swap Policy will set forth parameters for issuing
debt, including debt involving interest rate swap agreements. When adopted, copies ofithese
policies will be maintained at the City Clerk’s Office and at the Treasurer’s Office of the
Administrative Services Department and be posted on the City’s official website,
www.oaklandnet.com.

R

EXECUTIVE SUMMARY

A Resolution has been prepared for the City Council of the City of Oakland (the “Council”) to
adopt a Debt Management Policy (the “Debt Policy™) and Swap Policy for Fiscal Year 2012-
2013. The proposed 2012-2013 Debt Policy is in substantially the same form as the previous
year’s policy for the City of Oakland (the “City”), with minor variations reflecting the City debt
levels. However, State legislation (Assembly Bill No. 26 and No. 27) was passed in 2011 that
dissolved California redevelopment agencies, and the City is the successor agency that will
administer dissolution and wind down of the former redevelopment agencies. The new State
legislation suspended most redevelopment agency activities and prohibited redevelopment .
agencies ffom incurring indebtedness, making loans or grants, or entering into contracts after
June 29, 2011. The proposed 2012-2013 Swap Policy is identical to the previous year’s policy.
The proposed debt management policy and swap policy shall apply to the City both acting under
its own auspices and-acting as the successor agency to the former Redevelopment Agency of the
City of Oakland.

Approving the 2012-2013 Debt Policy (attached as Atrachment B) will set forth the parameters
for issuing debt and managing the debt portfolio, as well as providing guidance for the City. In
addition, approving the 2012-2013 Swap Policy (attached as Attachment C) will set forth
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parameters for issuing debt involving interest rate swap agreements. For informational purposes,
a Debt Affordability Study (or Debt Capacity Study) is also attached (as Attachment A)
identifying limits for total annual debt service payments with relation to the City’s budget, so as
to ensure that any new debt issued is affordable and cost-effective. According to this Debt
Affordability Study, any new debt issued by the City between Fiscal Year 2013 through the end
of Fiscal Year 2017 would need to be considered on a case-by-case basis and contingent upon
the dedicated stream of revenues.

OUTCOME

Approval of the Debt Policy and Swap Policy will have no immediate fiscal impacts. However,
the implementation of these policies may assist the City in minimizing borrowing costs.in the
future due to the rating agencies favorable outlook on such policies.

BACKGROUND/LEGISLATIVE HISTORY

The Debt Policy and Swap Policy are adopted annually by the City and set prudent guidelines for
the City’s debt portfolio. On June 14, 2011, the Council and the Agency passed Resolution No.
83423 C.M.S. and Resolution No. 2011-0049 CM.S., respectively, which adopted the Debt
Policy and Swap Policy for Fiscal Year 2011-2012. The followmg outiines the details of the
three attachments to this report:

Attachment B- Debt Policy

The goal of the Debt Policy is to set prudent guidelines to ensure that the City’s debt portfolio is
fiscally stable. It is in place to maintain long-term financial flexibility while ensuring that the
City’s capital needs are adequately supported. The following summarizes the topics covered in
the Debt Policy:

o Standards for Use of Debt Financing: Debt financing will be promoted when publlc policy
~ and economic efficiency favor debt over pay-as-you-go financing.

e Financing Criteria: Whenever issuing long- or short-term debt, the City will determine the
most appropriate structure, the mode (fixed or variable rate}, and the use of synthetic fixed or
floating rate debt. These decisions will be made within the context of already existing
obligations.

¢ Terms and Conditions of Bonds: In the issuance of its bonds, the City should carefully
consider and evaluate the term of the financing, use of capitalized interest, call provisions,
original issue discount and the use of deep discount bonds.
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¢ Credit Enhancement: The use of credit enhancements such as bond insurance or bank
letters of credit is to be considered on a case-by-case basis and will be purchased only when
debt service savings can clearly be demonstrated.

¢ Refinancing Outstanding Debt: A minimum savings threshold of three (3) percent or
$500,000 (whichever is smaller) in present value savings is established except when there are
legal or restructuring reasons for defeasance prior to refinancing outstanding debt.

e Methods of Issuance: A preferred sale method for General Obligation bonds (negotiated or
compethive) will be determined by the Director of Finance based on market conditions,
financial interests of the City and/or any other relevant factors affecting the sale of General
Obligation bonds. Similarly, when issuing other types of bonds, the method of issuance will
be determined on a case by case basis.

e Underwriter Selection: Both senior manager(s) and co-manager(s) will be selected on the
basis of firm and staff qualifications, and experience with structures similar to the proposed
1ssuance. '

e Market Relationships: The City will actively manage its relationships with the various
rating agencies and analysts through frequent and open communication. The City will also
maintain compliance with S.E.C. Rule 15¢2-12 by the timely filing of its annual financial
statements and other financial and-operating data for the benefit of its bondholders.

e Consultants: Consultants, including financial advisors and bon_d counsel, will be solicited
based upon firm and staff qualifications, and experience with structures similar to what is
being proposed. An RFP will be used to select Financial Advisors.

Attachment C -~ Swap Policy

The goal of the Swap Policy is to establish prudent guidelines for the use and management of
interest rate swaps. Interest rate swap agreements are written contracts that are entered into with
a counterparty (a financial institution) to provide for an exchange of payments based upon fixed
and/or variable interest rates. As defined in the Swap Policy, these agreements are entered into
solely to produce debt service savings, limit or hedge overall interest rate exposure, enhance
investment returns within prudent risk guidelines, achieve market flexibility not available in the
traditional market, optimize capital structure (i.e., alter the pattern of debt service payments), or
for asset/liability matching purposes.

The Swap Policy is adopted annually to provide the appropriate internal framework to ensure
that consistent objectives, practices, controls and authorizations are maintained to minimize the

City’s risk related to its debt portfolio.
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Attachment A — Debt Affordability Study

The Debt Affordability Study (or Debt Capacity Study) identifies limits for total annual debt
service payments with relation to the City’s budget, so as to ensure that any new debt issued is
affordable and cost-effective. A measure of debt affordability is the debt burden ratio, which is
defined as annual debt service payments as a percentage of revenues for the fiscal year.
Offsetting revenues may be taken into account in this calculation. In general, the debt burden
ratio is deftned within the following categories:

Low debt burden ratio < 5 percent
Moderate debt burden ratio  5-15 percent
High debt burden ratio >15 percent

Entering into fiscal year 2012-2013, the City’s debt burden ratio is approximately 20.82%.

It is difficult to arrive at an ideal debt burden ratio, as they are only a portion of the data that
rating agencies use in their analysis. Economic, administrative, structural, or subjective factors
may outweigh any impact of the debt burden ratio when a rating is assigned. In general, a low or
. moderate debt burden is preferable to a high debt burden as a factor toward minimizing the
City’s financing costs.

ANALYSIS

The Debt Policy and Swap Policy work together to achieve the lowest possible cost of capital,
subject to prudent risk parameters, while preserving future financial fiexibility. The key issues
of each of the attachments to this Agenda Report are as follows:

Attachment B — Debt Policy

In the credit rating process, the rating agencies believe it is appropriate to place significant value
on debt policies that have been implemented by cities. Sound financial management practices
that include a debt policy will not only be viewed positively by the rating agencies but may lead
to rating upgrades. Higher ratings will lead to lower borrowing costs to the City in the form of
lower interest rates. It is also important to note that decisions to issue debt should take into
consideration self-supporting debt, which is debt with identified sources of revenue.

Attachment C — Swap Policy

* The Swap Policy will govern the use and management of interest rate swaps as they may be used
in conjunction with the City’s debt issues. The policy establishes guidelines to be used when
considering the use of swaps. Guidance is provided specifying appropriate uses, selection of
acceptable providers, negotiation of favorable terms and conditions, and stipulating annual
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surveillance of the swaps and the providers. The processes for selection of swap related financial
products and professional services are also specified.

In the credit rating process, the rating agencies believe it is appropriate to place significant value
on swap policies that have been implemented by cities. Sound financial management practices
that include a swap policy will not only be viewed positively by the rating agencies but may lead
to rating upgrades. Higher ratings will lead to lower borrowing costs to the City in the form of
lower interest rates.

The City currentiy has one swap valued at ($15,668,382) as of April 30, 2012 and is currently
working with the swap provider to terminate the agreement. The City has been actively
exploring what options may be available to terminate or refinance the Swap, and whether any
such options provide an economic benefit to the City. Absent a termination or refinancing, the
City can be expected to continue to make net annual payments of approximately $4 million in
2013 and decreasing annually thereafter under the Swap until its scheduled maturity date in
2021. Staff has presented a full report to the Finance and Management Committee on May 8§,
2012 outlining the available options to the City.

Attachment A — Debt Capacity Analysis

Enhancing the quality of financing decisions through an analysis of debt capacity rationalizes the
decision-making process, identifies objectives for staff to implement, and demonstrates a
commitment to long-term financial planning objectives. Furthermore, performing a debt
capacity analysis is viewed positively by the rating agencies and may contribute to lowered
financing/interest costs.

PUBLIC OUTREACH/INTEREST

This item did not require any additional public outreach other than the required posting on the
City’s website. '

COORDINATION

This report has been prepared by the Treasury Division in coordination with City Attorney’s
Office, and Budget Office.

COST SUMMARY/IMPLICATIONS

There are no cost associated with approval of the Debt Policy and Swap Policy. However, the
implementation of these policies may assist the City in minimizing borrowing costs in the future
due to the rating agencies favorable outlook on such policies.
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SUSTAINABLE OPPORTUNITIES

There is no impact to economic, environmental, or social equity opportunities following actions
under this report,

CEQA
This report is not a project under CEQA.

For questions regarding this report, please contact Katano Kasaine, Treasury Manager, at (510)
238-2989. '

Respectfully submitted,

k—]—uu [QSGH:L—/

KATANO KASAINE
Treasury Manager

Prepared by:
Dawn Hort, Financial Analyst
Treasury Division

Attachments:

Artachment A: Debt Capacity Analysis
Attachment B: Debt Policy
Attachment C: Swap Policy
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Attachment A

City of Oakland

Debt Capaaty Analysis for
Ftscal Year 201 2-2013
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City’s Direct Debt Burden and Capacity

. .1
Direct Debt Outstanding
Original Principal FY 12-13
Par Amount Outstanding Net Debt Service
\General ObfigaionDebt "7 T T T T T T )
2005A General Oblngaﬂon Bonds Serles 2005 A . $ 122,170,000 § 80,860,000 § 11,158,000.00
2006 General Obligation Bonds, Series 2006 (Measure G) 21,000,000 18,785,000 % 1,320,362.50
2009 General Obligation Bonds, Series 2009 (Measure DD) 64,545,000 61,920,000 % 4,609,481 .26
. 2012 General Obligation Bonds, Series 2003A (Measure DD) 83,775,000 B3,775000 % 5,043,642.71
Subtotal % 291,490,000 % 245,440,000 % 22,131,486
{Pension Obligation Bonds . s e
2001 Taxable Pensuon Obllgatlon Bonds Ser:es 2001 $ 195,636 449 § 174776 566 % 39,555,000
Subtotal % 195,636,449 $ 174,776,566 § 39,555,000
Leaé&’éév“énue—a—on—ds'and*cﬁé'rt-"ﬁé'a‘tés of Participation T T T
2001 OQakland JPFA Lease Revenue Refunding Bonds, Series 2001 $ 134,890,000 & 39 005 000 $ 14,120,100
2008 Qakland JPFA Lease Revenue Refunding Bonds {Admin Building ), 2008 Series B 113,450,000 96,375,000 8,057,774
2008 Oakland JPFA Special Refunding Revenue Bonds, 2008 Series A-1 & A-22 127,960,000 75,150,000 20,229,997
_Subtotal $ 376,300,000 $ 210,530,000 § 43,407,870
LOakland-AIameda CountyI CbllSleum Authorlty (50‘Vn CltyObIlgatlon bNLY) _‘_ n___w__; . _ f o o i o v—._‘, - _; - ;
1996A-1 & A-2 Variable Rate Lease Revenue Bonds (Taxable), Oakland Collseum Arena Project®? s 70,000,000 % 49,950,000 $ 4, 385 471
2012 Ref. Series A Lease Revenue Bonds, Oakland Celiseum Project 61,407 500 $ 61,407 500 6,402,877
Subtotal 3 131,407,500 § 111,357,500 § 10,788,349
Total Direct Debt $ 094,833,948 § 742,104,066 % 115,882,705 J

[Total Available Revenues for FY 12-13 4

8 56414587471

City Existing Direct Debt as a % of FY 12-13 Total Available Revenues

TAs of July 1, 2012. Exdudes TRAN & non-bonded capital lease obligations.

2Self-supporﬁng debt.

3Debi service based on mate of 3.50%.

4 Total available reverues represents projecied FY 12-13 Genera Fund revenues plus any offsetting revenues.

City of Oakland
Debt Capacity Analysis for Fiscal Year 2012-2013




City’s General Purpose Fund Debt Burden and Capacity

Total General Purpose Fund Debt Outstandlng

lLease Revenue B Bonds and Certlflcates of Parhcn pation ) . |

2001 Oakland JPFA Lease Revenue Refunding Bonds, Series 2001 $ 134890000 $ 39005000 § 14120100
2008 Oakland JPFA Lease Revenue Refunding Bonds (Admin Building), 2008 Series B 113,450,000 96,375,000 9,057,774
Subtotal $ 248,340,000 $ 135,380,000 $ 23177,874

=Oakland Alameda County CoI|5|eum Authorlty (50% Clty Obhgatlon ONLY)

1006A-1 & A-2 Variable Rate Lease Revenue Bonds (Taxable), Oakland Collseum Arena Prca]ec:t23 - $ 70000000 $ 49,950,000 $ 4 385 471
2012 Ref. Series A Lease Revenue Bonds, Qakland Coliseum Project 61,407,500 % 61,407 500 6402877
Subtotal $ 131,407,500 $ 111,357,500 $ 10,788,349
iTotaI General Purpose Fund Debt $ 379,747,500 % 246,737.500 & 33,968,222]
Eotal Available General Purpose Fund Revenues for FY 124134 5] 408'052/648
General Purpose Fund Debt as a % of FY 12-13 Tota! Available General Purpose Fund Revenues 8.32%

T As of Juy 1,2012 Exdludes TRAN & non-bonded capitd lease obligations.

2 Salf-supporting debt.

? Debt service based on rate of 3.50%.

4 Tatd available revenues represents projscied FY 12-13 Generdl Purpose Fund revenues plus any offsetting lévenues,

% City of Oakland
Debt Capacity Analysis for Fiscal Year 2012-2013




Principal Amortization of All Direct Debt
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Debt CapaCity AnaIYSiS A : (All amounts in thousands)

’Fiscal?’EaTIEeneram "7 Offsetting  Available ]L_ 7 eer-=iDEBT SERVICE -r—-mees ""—j[ Debt  Addl Anpual
| _Ending || Revenues'  Revenugs’  Revenues || GOBonds  POB. Lease 8COP___ OACCA  TOTAL__ || Burden® DebiCapacity*
2013 560,073 4,385 564,458 22,131 39,555 43,408 10,788 115,883 20.53% (31.214)
2014 576,875 4,437 581,312 23,783 40,765 43,450 10,840 118,838 20.44% (31,641)
2015 504,181 4530 508,711 23,840 42,010 38,065 10,933 114,849 19.18% (25,042)
2016 612,007 4,569 616,576 22799 43285 24,135 10,974 101,193 | - 16.41% (8,708)
2017 630,367 4,641 635,008 22888 44590 24,157 11,044 102,679 16.17% (7.427)
2018 649,278 4710 653,088 22,902 45,925 9,058 11,115 88,999 13.61% 9,099
2019 - 668,756 4770 673,526 22,953 47,295 9,060 11,172 90,481 13.43% 10,548
2020 688,819 4,824 693,643 21775 48,700 9,061 11,226 90,763 13.08% 13,284
2021 709,484 4,961 714,444 21,828 50,140 9,057 11,364 92,390 12.93% 14,777
2022 730,768 5,088 735,857 21,849 51,620 9,061 11,491 94,021 12.78% 16,358
2023 752,691 5202 757,894 13,075 53,130 9,058 11,607 86,870 11.46% 26,814
2024 775,272 5,255 780,527 13,068 - 9,057 11,658 33,782 4.33% 83,297
2025 798,530 5,392 803,922 13,082 - 9,057 11,795 33,934 4.22% 86,654
2026 822,486 5,565 828,051 12,602 - 9,057 5,565 27,224 3.20% 96,983
2027 847,161 - 847,161 12,599 - 9,061 - 21,660 256% 105414
2028 872,575 - 872,575 12,608 - - . 12,608 1.44% 118,279
2029 808,753 - 898,753 12,608 - - - 12,608 1.40% 122,205
2030 925,715 - 925,715 12,611 - - - 12,611 1.36% 126,246
2031 953,487 - 953,487 | 12613 - : - - 12,613 1.32% 130,410
2032 982,091 - 982,091 12615 - - - 12,615 1.28% 134,699
2033 1,011,554 - 1,011,554 10,229 - - - 10,229 1.01% 141,504
2034 1,041,901 - 1,041,901~ 5927 - - - 5,927 0.57% 150,358
2035 1,073,158 - 1,073,158 5932 - - - 5932 0.55% 155,041
2036 1,105,353 - 1,105,353 5935 - - - - 5,935 0.54% 159,868
2037 1,138,513 - 1,138,513 4612 - - y . 4812 041% 166,165
2038 1,172,668 - 1,172,668 4812 - A - . 4612 0.39% 171,289
2039 1,207,849 - 1,207,849 4611 - - - 4611 0.38% 176,566

O TlA d 800,36 b 13 24 b 860,690 D 96,088 d 07,0 . 63,80 b . 8 4

' Genaal Fund {"GF") revenue for fiscal yaar ending 2013 based on proposed budgetrevenue projection for same period; remaining years based on 3% GF growth mate assumption
2 Offsetting revenues for Oakland Coliseum Arena Projct, 1996 Series A-1 and A-2.
¥ Dedt Burden calculated by “Total Debt Service" divided by “Avail able Revenues”.
% AddY Annual Debt Capacity shows aaditional anrual debt service the Cily is projected to be able to absorb at rating agency recommended debt levels; calculated by taking 15% of “Available Revenues” less “Total Debt Service™.

City of Oakland . 4
" Debt Capacity Analysis for Fiscal Year 2012-2013




Total Debt Service and Additional Debt Capacity
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City of Oakland
Fiscal Year 2012-2013

Attachment B
Executive Summary

Iv.

VL.

Executive Summary of Debt Mana’gement.PoIicy

Goals and Objectives. In implementing a formal debt management policy, the goal
of the City of Dakland (the “City”) is to maintain long-term financial flexibility while
ensuring that the City’s capital needs are adequately supported.

Approach to Debt Management. The City’s approach to its financings is to ensure
continued market access at the lowest cost of borrowing. As such, the Debt Policy
denotes debt affordability for the City compared to capacity ratios which are established
by the rating agencies (Moody’s Investor Service, Standard & Poor’s Ratings Services,
and Fitch Ratings). Debt capacity ratios are defined as annual debt service payments as a
percentage of General Fund and other revenues. Below are the debt capacity ratio

ranges:

» Low debt capacity ratio <5%
» Moderate debt capacity ratio 5% - 15%
* High debt capacity ratio >15%

Standards for Use of Debt Financing. Debt financing will be utilized when public
policy, equity and economic efficiency favor debt over pay-as-you-go financing.

» Debt will be used to finance long-term capital projects, and the respective
maturities will not exceed the respective projects’ useful lives.

» . The City will seek to use the most economical financing alternative.

» The City will ensure good record-keeping and compllance with all debt covenants
and State and Federal laws.

Financing Criteria. Whether issuing long- or short-term debt, the City will determine
the most appropriate structure, the mode (fixed or variable), and the possible use of
synthetic fixed or floating rate debt. These decisions will be made within the context of

already existing obligations.

"Terms and Conditions of Bonds. In the issuance of its bonds, the City shall

carefully consider and evaluate the term of the financing, use of capitalized interest, call
provisions, original issue discount and the use of deep discount bonds.

Credit Enhancement. The use of credit enhancement is to be considered on a case-
by-case basis and will be purchased only when debt service savings can clearly be
demonstrated.
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Execulive Summary

VII.

VIIL.

Refinancing Qutstanding Debt. A minimum savings threshold of 3% or $500,000,
whichever is lower, in present value savings is utilized except when there are legal or
restructuring reasons for defeasance.

Methods of Issuance. The preferred sale method (negotiated or competitive) will be
determined for each issuance of bonds. General Obligafion Bonds and Tax and Revenue
Anticipafion Notes will be issued on a competitive basis, except on a case-by-case basis.
However, other methods such as private placement may be considered on a case-by-case

basis.

Market Relationships. The City will acfively manage its relationships with the
various rating agencies and analysts through frequent and open communication. The City
will also maintain compliance with S.E.C. Rule 15¢2-12 by the timely filing of its annual
financial statements and other financial and operating data for the benefit of its
bondholders. '

Consultants. The City shall utilize the services of independent financial advisors and
bond counsel on all debt financing. The selecfion of financial consultant(s) shall be
based upon firm and staff qualifications, and experience with debt structures similar to
what is being proposed. However, depending on the type of financing, other service
providers may be necessary which may include underwriting, trustee, verification agent,
escrow agent, arbitrage consultant and special tax consulting. Consultants will be
required to provide complete disclosure regarding any agreements with other financing
team members and outside parties. Selling groups may be considered for certain
transactions. All parties are subject to post-evaluation of performance.

B-iii
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City of Oakland Attachment B
Fiscal Year 2012-2013 PON b Debt Poiicy

Introduction

So as to maintain the highest quality debt management program possible, the City of Oakland

. (the “City”) has adopted the guidelines and policies set forth in this document, referred to
hereafter as the “Debt Management Policy.” The Debt Management Policy is intended to
guide decisions related to debt issued by the City. Debt issuance should be evaluated on a
case-by-case basis as well as within the context ofi the City’s general debt management
program. The Debt Management Policy is not applicable to intra-City borrowing.

|. Goals and Objectives

The Debt Management Policy formally establishes parameters for issuing debt and managing
a debt portfolio, which encompasses the City’s specific capital improvement, needs, its
ability to repay financial obligations, and the existing legal, economic, financial and debt
market conditions. The policies outlined in the Debt Management Policy are not goals or a
list of rules to be applied toward the City’s debt issuance; rather, these policies should be
utilized as tools to ensure that adequate financial resources are available to support the City’s
long-term capital needs. Specifically, the policies outlined in this document are intended to
assist the City in the following:

Evaluating critical debt issuance options

Promoting sound financial management

Providing accurate and timely information on financial conditions
Maintaining appropriate capital assets for present and future needs
Protecting and enhancing the City's credit rating

* & & o+ @

A. Ensuring the legal use of City bonding authority through an effective system of financial
security and internal controls '

B. Promoting cooperation and coordination with other public entities and the private sector
" in the financing and delivery of services

Page 1
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Il. Approach to Debt Management

In managing its debt, the City’s greatest priorities are to:

achieve the lowest cost of capital,

ensure high credit quality,

ensure full and timely payment of debt,

maintain full compliance with financial disclosure and reporting,
assure access to credit markets, and

preserve financial flexibility

A. Capital Plan Integration. A sound debt management program begins with a well-
devised capital plan. Therefore, a mulfi-year capital plan, which integrates pay-as-you-go
projects and the projects to be financed, is critical. The multi-year capital plan (the
“Capital Plan™) shall be for a minimum of a 5-year period and shall be updated at least
once annually. In addition to capital project costs, the Capital Plan shall mclude the

following elements:
1. Qualified capital projects
2. Description of all sources of funds

3. Availability of current revenues (non-debt sources) which are reflected in the City’s
multi-year forecast

4, Timing of capital projects
5. A financing plan or methodology and debt service requirements

B. Review of Capital Plan. It is anticipated that the Capital Plan will be modified from
time to time. Modifications to the Capital Plan shall be accompanied by a report from the
City’s Treasurer or designee and Budget Director that discusses ‘the impact of the
proposed borrowing on the Capital Plan. The Capital Plan is reviewed and presented to
the City Council at least once annually.

C. Qualified Capital Projects. Generally, the City will not issue bonds for capital
improvements with a cost less than $250,000. The City shall not construct or acquire a
public facility if it is unable to adequately provide for the subsequent annual operation
and maintenance costs of the facility throughout its life.

Page 2
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D. Cash Financing of Capital Outlays. To demonstrate the City's commitment to a
continued capital program, ensure careful consideration of capital expenditure levels, and
enhance the City's overall credit worthiness, the City shall seek to fund at least between
two and five percent of the overall capital program from current resources, depending
upon the specific projects and annual budgetary constraints.

E. Authorization for Issuance. Debt issuance for capital projects shall not be
considered unless such issuance has been incorporated into the Capital Plan.

F. Affordability Targets. The ratios, standards, and limits idenfified below are primarily
intended to restrict the use of debt financing in order to facilitate long-term access to
capital while ensuring that financial leveraging decisions do not negatively impact the
City’s annual operafions.

1. Debt Capacity - The City’s approach to its financings is to ensure continued market
access at the lowest cost of borrowing. As such, the Debt Policy denotes debt
affordability for the City compared to capacity ratios which are established by the
rating agencies (Moody’s Investor Service, Standard & Poor’s Ratings Services, and

- Fitch Rafings). Debt capacity ratios are defined as annual debt service payments as a
percentage of General Fund and other revenues. Below are the debt capacity ratio

ranges:

o Low debt capacity ratio <5%

¢ Moderate debt capacity rafio 5% - 15%
¢ High debt capacity ratio >15%

2. Self-supporting Debt - In some cases, the City will issue debt for which there is an
identified repayment source. For debt to be characterized as self-supporting, the
repayment source must support the issue through its maturity. Bond issues where
interest has been capitalized are not considered to be self-supporting.

3. Overlapping Debt (including debt from all other jlirisdicﬁons, which tax City
taxpayers) will be taken into consideration in planning debt issuance.

G. Credit Quality. All City debt management activities will be conducted to receive the
highest credit ratings possible for each issue, consistent with the City’s financing
objecfives, and to maintain the current credit rafings assigned to the City's debt by the
major credit rating agencies.
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lll. Standards for Use of Debt i’inancing

The City’s debt management program will promote the use of debt only in those cases
where public policy, equity, and economic efficiency favor debt over cash (pay-as-you-go)
financing. Whenever possible, the debt shall be self-supporting.

A. Long-Term Capital Projects. Debt will be used primarily to finance long-term
capital projects — paying for the facilities or equipment over some or all of their useful
life and concurrent with the stream of benefits from these facilities. The City will
consider the debt capacity in determining the use of debt financing.

B. Special Circumstances for Non-Capital-Project Debt Issuance. Debt may be
used in special circumstances for projects other than long-term capital projects such as
pension obligations, only after careful policy evaluation by the City.

C. Debt Financing Mechanisms. The City will evaluate the use of all financial
alternatives available, including, but not limited to: long-term debt, pay-as-you-go, joint
financing, reserve fund releases, lease-purchase, authority sponsored debt, special
districts, community facility districts, special assessments, Mello-Roos bonds, state and
federal aid, certificates of participation, tax increment, private placement, master lease
programs, and interfund borrowing. The City will utilize the most cost advantageous
financing alternative available while limiting the General Fund’s risk exposure.

D. Record-Keeping. All debt related records shall be maintained within the Treasury
Division. At a minimum, this repository will include all official statements, bid
documents, ordinances, indentures, trustee reports, leases, etc., for all City debt. To the
extent that official transcripts incorporate these documents, possession of a transcript will
suffice (transcripts may be in hard copy or stored on CD-ROM). The Treasury Division
will maintain all available documentation for outstanding debt and will develop a
standard procedure for archiving transcripts for any new debt.

E. Rebate Policy and System. The City will accurately account for all interest earnings
in debt-related funds. These records will be designed to ensure that the City is in
compliance with all debt covenants, and with State and Federal laws. The City will
maximize the interest earnings on all funds within the investment parameters set forth in
each respective indenture. The City will calculate and report interest earnings that relate
to Internal Revenue Code rebate, yield limits, and arbitrage.

IV. Financing Criteria

A. Types of Debt. When the City determines that the use of debt is appropriate, the
following criteria will be utilized to evaluate the type of debt to be issued.
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1. Long-Term Debt. Long-term borrowing may be used to finance the acquisition or
improvement of land, facilities, or equipment. The City may issue long-term debt
(e.g., general obligation bonds, revenue bonds, conduit revenue bonds, tax increment
bonds, lease obligafions, or variable rate bonds) when required capital improvements
cannot be financed from current revenues. The proceeds derived from long-term
borrowing will not be used to finance current operations or normal maintenance.
Long-term debt will be structured such that the obligations do not exceed the
expected useful life of the respective projects.

The City shall not use any debt, lease financing or other instruments of installment
repayments with terms longer than two years to finance its operating costs.
Exceptions to the policy may be made on a case-by-case basis by the Council.

2. Short-Term Debt. Short-term borrowing may be utilized for the temporary funding
" of operational cash flow deficits or anticipated revenues (defined as an assured source
with the anticipated amount based on conservative estimates). The City will
determine and utilize the least costly method for short-term borrowing. The City may
issue short-term debt when there is a defined repayment source or amortization of
principal, subject to the following policies:

a) Bond Anticipation Notes (BANs) may be issued instead of capitalizing
interest to reduce the debt service during the construction period of a project or
facility. The BANs shall mature not more than 3 years from the date of issuance.
BANs shall mature within 6 months after substantial completion of the financed

facility.

b) Tax and Revenue Anticipation Notes (TRANS) shall be issued only to meet
projected cash flow needs consistent with a finding by bond counsel that the
sizing of the issue fully conforms to Federal IRS requirements and limitations.

c) Lines of Credit shall be considered as an alternative to other short-term
borrowing options. The lines of credit shall be structured to limit concerns as to
the Internal Revenue Code. ‘

d) Other Short-Term Debt, including commercial paper notes, may be used.

3. Lease-Purchase Debt.  Lease-purchase debt, including certificates of
participation, shall be considered as an altemafive to long-term vendor leases. Such
debt shall be subject to amual appropriation. In order to reduce the cost of lease
borrowing and to improve control over leases, the City may adopt a master lease
program.
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4. Variable Rate Debt. To maintain a predictable debt service burden, the City may
give preference to debt that carries a fixed interest rate. Variable rate debt, which is
synthetically fixed, shall be considered fixed rate debt through the maturity of the
swap. The City, however, may consider variable rate debt in certain instances, such

as.

a)

b)

d)

High Interest Rate Environment. Current interest rates are above historic
average trends.

Variable Revenue Stream. The revenue stream for repayment is variable, and
is anficipated to move in the same direction as market-generated variable interest
rates, or the dedication of revenues allows capacity for variability.

Adequate Safeguards Against Risk. Financing structure and budgetary
safeguards are in place to prevent adverse impacts from interest rate shifts; such
structures could include, but are not limited to, interest rate swaps, interest rate
caps and the matching of assets and liabilities.

As a Component to Synthetic Fixed Rate Debt. Variable rate bonds may
be used in conjunction with a financial strategy, which results in synthetic fixed
rate debt. Prior to using synthetic fixed rate debt, the City shall certify that the
interest rate cost is lower than traditional fixed rate debt.

Variable Rate Debt Capacity. Consistent with rating agency guidelines, the
percentage of variable rate debt outstanding (not including debt which has been
converted to synthetic fixed rate debt) shall be hedged by cash flow liquidity.

Terms and Conditions of Bonds

The City shall establish all terms and conditions relating to the issuance of bonds, and will
control, manage, and invest all bond proceeds. Unless otherwise authorized by the City, the
following shall serve as bond requirements:

A. Term.

All capital improvements financed through the issuance of debt will be financed

for a period not to exceed the useful life of the improvements, but in no event greater than
thirty years. '

B. Capitalized Interest. Certain types of financings such as certificates of participation
and lease-secured financings will require the use of capitalized interest from the issuance
date until the City has beneficial use and occupancy of the financed project. Interest shall
not be funded (capitalized) beyond a period of three years, or a shorter period if further
restricted by statute. The City may require that capitalized interest on the initial series of
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bonds be funded from the proceeds of the bonds. Interest eamings may, at the City's
discrefion, be applied to extend the term of capitalized interest but in no event beyond the

term statutorily authorized.

C. Debt Service Structure. Debt issuance shall be planned to achieve relatively rapid
repayment of debt while still matching debt service to the useful life of facilities. The
City shall avoid the use of bullet or balloon maturities except in those instances where
these maturities serve to levelize existing debt service.

D. Call Provisions. In general, the City’s securities will include a call feature, which is
no later than 10 years from the date of delivery of the bonds. The City will avoid the sale
of non-callable bonds absent careful evaluation by the City of the value of the call option.

E. Original Issue Discount. An original issue discount will be permitted only if the City
determines that such discount results in a lower true interest cost on the bonds and that
the use of an original issue discount will not adversely affect the project identified by the

bond documents. ‘

F. Deep Discount Bonds. Deep discount bonds may provide a lower cost of borrowing
in certain markets. The City will carefully consider their value and effect on any future
refinancings as a result of the lower-than-market coupon.

G. Derivative Structures. When appropriate, the City will consider the use of derivative
structures as a hedge against future interest rate risk and as a means for increasing
financial flexibility. The City will avoid the use of derivative structures for speculafive
purposes. The City will consider the use of derivative structures when it is able to gain a
comparative borrowing advantage of 10 or more basis points, and is able to reasonably
quantify and understand potential risks.

The City shall not use derivative structures for the sole purpose of generating operating or
capital proceeds, without a determination that such structure will accrue interest rate and
borrowing costs benefits for the City. For more information on “swaps”, please refer to
the City’s Swap Policy.

H. Multiple Series. In instances where multiple series of bonds are to be issued, the City
shall make a final determination as to which facilities are of the highest priority and those
facilities which will be financed first, pursuant to funding availability and the proposed
timing of facilities development, and which will generally be subject to the earliest or
most senior lien.

VI. Credit Enhancements
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The City will consider the use of credit enhancement on a case-by-case basis, evaluating the
economic benefit versus cost for each case. Only when a clearly demonstrable savings can
be shown shall enhancement be considered. The City will consider each of the following
enhancements as alternatives by evaluating the cost and benefit of such enhancement.

A. Bond Insurance. The City shall have the authority to purchase bond insurance when
such purchase is deemed prudent and advantageous. The predominant determinafion
shall be based on such insurance being less costly than the present value of the difference
in the interest on insured bonds versus uninsured bonds.

1. Provider Selection. The Treasurer or designee will solicit quotes for bond
insurance from interested providers, or in the case of a competitive sale submit an
application for pre-qualification on insurance. In a negotiated sale, the City
Administrator or designee or the Treasurer or designee shall have the authority to
select a provider whose bid is most cost effective and whose terms and conditions
governing the guarantee are satisfactory to the City. The winning bidder in a
competitive sale will determine whether it chooses to purchase bond insurance for the
issue.

B. Debt Service Reserves. When required, a reserve fund equal to the least of ten
percent (10%) of the original principal amount of the bonds, one hundred percent (100%)
of the maximum annual debt service, and one hundred and twenty five percent (125%} of
average annual debt service, or, if permitted, 10 percent (10%) of par value of bonds
outstanding (the "Reserve Requirement") shall be funded from the proceeds of each
series of bonds, subject to federal tax regulations and in accordance with the requirements
of credit enhancement providers and/or rating agencies.

The City may purchase reserve equivalents (i.e., the use of a reserve fund surety) when
such purchase is deemed prudent and advantageous. Such equivalents shall be evaluated
in comparison to cash funding of reserves on a net present value basis.

C. Letters of Credit. The City may enter into a letter-of-credit (“LOC”) agreement when
such an agreement is deemed prudent and advantageous. The City Administrator or
designee or the Treasurer or designee shall prepare (or cause to be prepared) and
distribute to qualified financial institutions as described in paragraph 2 below, a request
for qualifications which includes terms and conditions that are acceptable to the City.
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1. Provider Selection. Only those financial institutions with long-term ratings
greater than or equal to that of the City, and short-term ratings of VMIG 1/A-1 Fi, by
Moody’s Investors Service, Standard & Poor’s Ratings Services and Fitch Ratings,

respectively, may be solicited.

2. Selection Criteria. The selection of LOC providers will be based on responses to a
City-issued request for qualifications, criteria will include, but not be limited to, the

following:

a} Ratings at least equal to or better than the City’s

b') Evidence of ratings (including “Outlook’)

c) Trading value relative to other financial institutions

d) Terms and conditions acceptable to the City; the City may provide a term sheet
along with the request for qualifications to which the financial institution may

make modifications
e) Representative list of clients for whom the bank has provided liquidity facilities

f) Fees, specifically, cost of LOC, draws, financial institution counsel and other
administrative charges.

VIl. Refinancing Outstanding Debt )

The Treasurer or designee shall have the responsibility to analyze outstanding bond issues for
refunding opportunities that may be presented by underwriting and/or financial advisory
firms. In most cases, the goal of refunding or restructuring the debt portfolio is to reduce the
City’s ammual debt service obligations. The Treasurer or designee will consider the following
issues when analyzing possible refunding opportunities:

A. Debt Service Savings. The City establishes a minimum savings threshold goal of
three percent (3%) of the refunded bond principal amount or at least $500,000, whichever
is less, in present value savings (including foregone interest earnings) unless there are
legal or restructuring reasons for defeasance. Refunding which produce a net savings of
less than three percent (3%) will be considered on a case-by-case basis. The present
value savings will be net of all costs related to the refinancing., The decision to take
savings on an upfront or deferred basis must be explicitly approved by the City
Administrator or designee, or the Treasurer or designee.
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B. Restructuring. The City will refund debt when in its best interest to do so.
Refundings will include restructuring to meet unanticipated revenue expectations,
terminate swaps, achieve cost savings, mitigate irregular debt service payments, release
reserve funds, or remove unduly restrictive bond covenants.

C. Term of Refunding Issues. The City may refund bonds within the term of the
originally issued debt. However, the City may consider maturity extension, when
necessary to achieve a desired outcome, provided that such extension is legally
permissible. The City may also consider shortening the term of the originally issued debt
to realize greater savings. The remaining useful life of the financed facility and the
concept of inter-generational equity should guide this decision.

D. Escrow Structuring. The City shall utilize the least costly securities available in
structuring refunding escrows. The City will examine the viability of an economic versus
legal defeasance on a net present value basis. A certificate will be required from a third
party agent who is not a broker-dealer, stating that the securities were procured through
an arms-length, competitive bid process (in the case of open market securities), that such
securities were more cost effective than State and Local Government Obligations
(SLGS), and that the price paid for the securities was reasonable within Federal
guidelines. Under no circumstances shall an underwriter, agent or financial advisor sell
escrow securities to the City from its own account.

E. Arbitrage. Arbitrage regulations apply to all of the City’s tax-exempt financings. The
City shall take all necessary steps to optimize escrows and to avoid negative arbitrage in
its refundings. Any resulting positive arbitrage will be rebated as necessary according to
Federal guidelines.

Methods of Issuance

The City will determine, on a case-by-case basis, whether to sell its bonds competitively or
through negotiation. General Obligation Bonds and Tax and Revenue Anticipation Notes will
be issued on a competitive basis unless otherwise determined on a case-by-case basis that a
negotiated sale is the most advantageous.

A. Competitive'Sale. In a competitive sale, the City’s bonds shall be awarded to the
bidder providing the lowest bid as long as the bid adheres to the requirements set forth in
the published official notice of sale.

B. Negotiated Sale. In a negotiated sale, the terms and price are negotiated by the City
and the selected underwriter(s). The City recognizes that some securities are best sold
through negotiation. In its consideration of a negotiated sale, the City shall assess the
following circumstances:
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1. Bonds issued as variable rate demand obligations
2. A complex structure which may require a strong pre-marketing effort
3. Size of the issue which may limit the number of potential bidders

4. Market volatility is such that the City would be better served by flexibility in timing
its sale in changing interest rate environments

C. Private Placement. From time to time the City may elect to privately place its debt.
Such placement shall only be considered if this method is demonstrated to result in a cost
savings to the City relative to other methods of debt issuance.

D. Conduit Debt Issuance. The City may issue conduit revenue bonds that are not a
debt or obligation of the City itself, but are obligations of a private borrower.
Notwithstanding other credit requirements of the City, such conduit revenue bonds may
be issued and sold with or without a credit rating, provided that for any bond with a rating
lower than “A”, the following conditions shall be met:

1. Bonds shall be issued only in denominations of not less than two-hundred and fifty
thousand dollars

2. Bonds shall be eligible for purchase only by “qualified institutional buyers” as
defined in Rule 144A of the Securities Act of 1933

3. Bonds shall be sold only to buyers who execute a standard form investor letter
containing, among other things, representations of the buyer as sophistication as an
investor and its familiarity with the transaction

E. Issuance Method Analysis. The City shall evaluate each method of issuance on a net
present value basis.

F. Feasibility Analysis. Issuance of self-supporting revenue bonds will be accompanied
by a finding that demonstrates the projected revenue stream's ability to meet future debt

service payments.

G. Report of Final Sale. Existing law requires the issuer of any new debt issue of state
or local government to submit a report of final sale, within 45 days after the signing of
the bond purchase contract or acceptance of a bid in a competitive offering, to the
California Debt and Advisory Commission, as specified. This bill would also require the
issuer of any proposed new debt issue of state or local government to give written notice

Page 11



City of Oakland
Fiscal Year 2012-2013

Attachment B
Debt Poiicy

of a proposed sale, no later than 30 days prior to the sale of any debt issue at private or
public sale, to the commission, as specified.

IX. Market Relationships

A

Rating Agencies and Investors. The City Administrator or designee and the
Treasurer or designee shall be responsible for maintaining the City’s relationships with
Moody’s Investors Service, Standard & Poor’s Ratings Services and Fitch Ratings. The
City may, from time to time, choose to deal with only one or two of these agencies as
circumstances dictate. In addition to general communication, the City Administrator or
designee, the Treasurer or designee and the Budget Director shall: (1) meet with credit
analysts at least once each fiscal year, and (2) prior to each competitive or negotiated
sale, offer conference calls with agency analysts in connection with the planned sale.

Continuing Disclosure. The City shall remain in compliance with Rule 15¢2-12 by
filing its annual financial statements and other financial and operating data for the benefit
of its bondholders within nine (9) months of the close of the fiscal year. The inability to
make timely filings must be disclosed and would be a negative reflection on the City.
While also relying on timely audit and preparation of the City’s annual report, the
Treasurer or designee will ensure the City’s timely filing with each Nationally
Recognized Municipal Securities Information Repository.

Rebate Reporting. The use of bond proceeds and their investments must be monitored
to ensure compliance with arbitrage restrictions. Existing regulations require that issuers
calculate annual rebates, if any, related to each bond issue, with rebate, if due, paid every
five years. Therefore, the Treasurer or designee shall ensure that proceeds and
investments are tracked in a manner that facilitates accurate calculation, calculations are
completed, and rebates, if any, are made in a timely manner.

Other Jurisdictions. From time to time, the City will issue bonds on behalf of other
public or private entities (“conduit” issues). While the City will make every effort to
facilitate the desires of these entities, the Treasurer or designee will ensure that the
highest quality financings are done and that the City is insulated from all risks. The City
shall require that all conduit financings achieve a rating at least equal to the City’s ratings
or that credit enhancement is obtained.
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XI.

Fees. The City will charge an administrative fee equal to direct costs plus indirect costs
as calculated by the City’s OMB A87 medel to reimburse its administrative costs incurred
in debt issuance on behalf of other governmental entities.

Consultants. The City shall select its primary consultant(s) by competitive process
through a Request for Proposals (RFP), however, if there are unforeseen events that
necessitate immediate action including but not limited to redemption, defeasance, or
restructuring to prevent the City from experiencing further losses, the City Administrator or
designee or the Treasurer or designee can select a consultant without using the RFP

process.

A. Selection of Financing Team Members. Final approval of financing team
members will be provided by the City Council.

1. Selection of Underwrtiter: For any issue of debt, financing or debt instrument, the
City shall select the underwriter through a request for proposal process, when

appropriate. The request for proposal will be distributed to qualified candidates to
determine the level of experience as well as fees in the proposed type of financing.

Senior Manager Selection. The Treasurer or designee shall recommend to the City
Administrator or designee the selection of a senior manager for a proposed negotiated
sale. Solicited or unsolicited RFP’s or Request of Qualifications (RFQ) will be used
to determine the selection and appointment of the senior managers and co-managers
on the debt issuances. The criteria for selection as reflected in the RFP or RFQ) shall
include but not be limited to the following:

e The firm’s ability and experience in managing complex transactions

o Prior knowledge and experience with the City

o The firm’s willingness to risk capital and demonstration of such risk

o The firm’s ability to sell bonds

o Quality and experience of persoﬁnel assigned to the City’s engagement

o Financing plan presented

Co-Manager Selection. Co-managers will be selected on the same basis as the
sentor manager. In addition to their qualifications, co-managers appointed to specific
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transactions will be a function of transaction size and the necessity to ensure
maximum distribution of the City’s bonds.

Selling Groups. The City may establish selling groups in certain transactions. To
the extent that selling groups are used, the City Administrator or designee and/or the
Treasurer or designee at his or her discretion, may make appointments to selling
groups from within the pool of underwriters or from outside the pool, as the
transaction dictates. '

Underwriter’s Discount.

e All fees and allocation of the management fee will be determined prior to the sale
date; a cap on management fee, expenses and underwriter’s counsel will be
established and communicated to all parties by the Treasurer or designee. The
senior manager shall submit an itemized list of expenses charged to members of
the underwriting group. Any additional expenses must be substantiated.

Evaluation. The City and/or FA will evaluate each bond sale after its completion to
assess the following: costs of issuance including underwriters’ compensation, pricing
of the bonds in terms of the overall interest cost and on a maturity-by-maturity basis,
and the distribution of bonds and sales credits.

Syndicate Policies. For each negotiated transaction, syndicate policies will be
prepared that will describe the designation policies governing the upcoming sale. The
Treasurer or designee or Financial Advisor shall ensure receipt of each member’s
acknowledgement of the syndicate policies for the upcoming sale prior to the sale
date.

Designation Policies. To encourage the pre-marketing efforts of each member of the
underwriting team, orders for the City’s bonds will be net designated, unless
otherwise expressly stated. The City shall require the senior manager to:
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e Equitably allocate bonds to other managers and the selling group
e Comply with MSRB regulations governing the priority of orders and allocations

e Within 10 working days after the sale date, submit to the Treasurer or designee a
detail of orders, allocations and other relevant information pertaining to the City’s
sale

Selection of Underwriter’s Counsel. In any negotiated sale of City debt in which legal
counsel is required to represent the underwriter, the appointment will be made by the

lead underwriter. '

Selection of Financial Advisor: The City shall conduct a request for qualifications from
potential candidates every three years to establish a pool of qualified financial
advisors for each of the following areas:

The City Administrator or designee and/or the Treasurer or designee will make
recommendations for financial advisors and the City shall utilize the services of
qualified applicants in the pool on a rotational basis, as applicable, for any issue of
debt, financing or debt instrument. The recommended pool has to be approved by
finance committee.

Selection of the City’s financial advisor(s) and financial advisor pool shall be based
on, but not limited to, the following criteria:

¢ Experience in providing consulting services to complex issuers

e Knowledge and experience in structuring and analyzing complex issues
e [Experience and reputation of assigned personnel

» Fees and expenses

B. Financial Advisory Services. Financial advisory services provided to the City shall
include, but shall not be limited to the following:
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1. Evaluation of risks and opportunities associated with debt 1ssuance

2. Monitoring marketing opportunities

3. Evaluation of proposals submitted to the City by investment banking firms

4. Structuring and pricing

5. Preparation of request for proposals for other financial services (trustee and paying
. agent services, printing, credit facilities, remarketing agent services, etc.)

6. Advice, assistance and preparation for presentations with rating agencies and
investors

7. Assist in the preparation and review of legal and financing documents in coordination
with the financing team in connection with the financing '

C. Bond Counsel. City debt will include a written opinion by legal counsel affirming that
the City is authorized to issue the proposed debt, that the City has met all constitution and
statutory requirements necessary for issuance, and a determination of the proposed debt’s
federal income tax status. The approving opinion and other documents relating to the
issuance of debt will be prepared by counsel with extensive experience in public finance
and tax issues. The City will then make recommendations to the City Attorney’s Office
where they will review the recommendations and fees before forwarding the
recommendations and fees to council. Compensation will be based on a fixed fee
schedule and will vary based on the complexity of the transaction.

D. Disclosure by Financing Team Members. All financing team members will be
required to provide full and complete disclosure, relative to agreements with other
financing team members and outside parties. The extent of disclosure may vary
depending on the nature of the transaction. However, in general terms, no agreements
shall be permitted which could compromise the firm’s ability to provide independent
advice which 1s solely in the City’s best interests or which could reasonably be perceived
as a conflict of interest.

E. Conflicts of Interest. The City also expects that its financial advisor will provide the
City with objective advice and analysis, maintain the confidentiality of City financial
plans, and be free from any conflicts of interest.
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Glossary

Arbitrage. The difference between the interest paid on the tax-exempt securities and the
interest earned by investing the security proceeds in higher-yielding taxable securities. IRS
regulations govern arbitrage on the proceeds from issuance of municipal securities.

Balloon Maturity. A later maturity within an issue of bonds which contains a
disproportionately large percentage of the principal amount of the original issue.

Bond Anticipation Notes (BANs). Notes issued by the government unit, usually for
capital projects, which are paid from the proceeds of the issuance of long term bonds.

Bullet Maturity. A maturity for which there are no sinking fund payments prior to the
stated maturity date.

Call Provisions. The terms of the bond contract giving the issuer the right to redeem all or
a portion of an outstanding issue of bonds prior to their stated dates of maturity at a specific

price, usually at or above par.

Capitalized interest. A portion of the proceeds of an issue which is set aside to pay
interest on the securities for a specific period of time. Interest is commonly capitalized for the
construction period of the project.

Certificates ofi Participation (COP). A bond from an issue, which is secured by
lease payments made by the party leasing the facilities, financed by the issue. Typically
certificates of participation ("COPs"} are used to finance construction of facilities (i.e., schools or
office buildings) used by a state or municipality, which leases the facilities from a financing
authority. Often the leasing municipality is legally obligated to appropriate moneys from its
general tax revenues to make lease payments,

Commercial Paper. Very short-term, unsecured promissory notes issued in either
registered or bearer form, and usually backed by a line of credit with a bank.

Competitive Sale. A sale of securities by an issuer in which underwriters or syndicates of
underwriters submit sealed bids to purchase the securities in contrast to a negotiated sale.

Continuing Disclosure. The principle that accurate and complete information material
to the transaction which potential investors would be likely to consider material in making
investment decisions with respect to the securities be made available on an ongoing basis.
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Credit Enhancement. Credit support purchased by the issuer to raise the credit rating of*
the issue. The most common credit enhancements consist of bond insurance, direct or standby

letters of credit, and lines of credit.

Debt Service Reserve Fund. The fund in which moneys are placed which may be
used to pay debt service if pledged revenues are insufficient to satisfy the debt service

requirements.

Deep Discount Bonds. Bonds which are priced for sale at a substantial discount from
their face or par value.

Derivatives. A financial product whose value is derived from some underlying asset value.

Designation Policies. Outline of how an investor’s order is filled when a maturity is
oversubscribed when there is an underwriting syndicate. The senior managing underwriter and
issuer decide how the bonds will be allocated among the syndicate. There are three primary
classifications of orders, which form the designation policy.

The highest priority is given to Group Net orders; the next priority is given to Net Designated
orders and Member orders are given the lowest priority.

Escrow. A fund established to hold moneys pledged and to be used to pay debt service on an
outstanding issue.

Expenses. Compensates senior managers for out-of-pocket expenses including:
underwriters’ counsel, DTC charges, travel, syndicate expenses, dealer fees, overtime expenses,
communication expenses, computer time and postage. :

Lease-Purchase. A financing lease which may be sold publicly to finance capital
equipment, real property acquisition or construction. The lease may be resold as certificates of

participation or lease revenue bonds.

Letters of Credit. A bank credit facility wherein the bank agrees to lend a specified
amount of funds for a limited term.

Management Fee. The fixed percentage of the gross spread which is paid to the managing
underwriter for the structuring phase of a transaction.

Members. Underwriters in a syndicate other than the senjor underwriter.
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Moody’s Median. Key financial, debt, economic and tax base statistics with median values
for each statistic presented. Moody’s uses audits for both rated and unrated cities to ensure that

the medians presented are representative of all cities.

Negotiated Sale. A method of sale in which the issuer chooses one underwriter to
negotiate terms pursuant to which such underwriter will purchase and market the bonds.

Original |ssue Discount. The amount by which the original par amount of an issue
exceeds its public offering price at the time it is originally offered to an investor.

Overlapping Debt. That portion of the debt of other governmental units for which
residents of a particular municipality are responsible.

Pay-As-You-Go. An issuer elects to finance a project with existing cash flow as opposed
to issuing debt obligafions.

Present Value. The current value of a future cash flow.

Private Placement. The original placement of an issue with one or more investors as
opposed to being publicly offered or sold.

Rebate. A requirement imposed by Tax Reform Act of 1986 whereby the issuer of the bonds
must pay the IRS an amount equal to its profit earned from investment of bond proceeds at a
yield above the bond yield calculated pursuant to the IRS code together with all income earned
on the accumulated profit pending payment.

Selling Groups. The group of securities dealers that participate in an offering not as
underwriters but as sellers who receive securities, less the selling concession, from the managing
underwriter for distribution at the public offering price.

Special Assessments. Fees imposed against properties, which have received a special
benefit by the construction of public improvements such as water, sewer and irrigation.

Syndicate Policies. The contractual obligations placed on the underwriting group
relating to distribution, price limitations and market transactions.

Tax Increment, A portion of property tax revenue received by a redevelopment agency,
which is attributable to the increase in assessed valuation since adoption of the project area plan.

Underwriter. A dealer that purchases new issues of municipal securities from the Issuer and
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resells them to investors.

Underwriter’s Discount. The difference between the price at which bonds are bought
by the Underwriter from the Issuer and the price at which they are reoffered to investors.

Variable Rate Debt. An interest rate on a security, which changes at intervals according
to an index or a formula or other standard of measurement, as stated in the bond contract,
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Introduction

The purpose of the Swap Policy (the “Policy”) of the City of Oakland (the “City”) is
to establish guidelines for the use and management of interest rate swaps. This
Policy will provide the appropriate internal framework to ensure that consistent
objectives, practices, controls and authorizations are maintained throughout the
City in terms of debt related risks and the management of hedging thereof.

The City is authorized under California Government Code Section 5922 to enter
into interest rate swaps to reduce the amount and duration of rate, spread, or
similar risk when used in combination with the issuance of bonds.

Scope and Authority

This Policy shall govern the City’s use and management of all interest rate swaps.
While adherence to this Policy is required in applicable circumstances, the City
maintains the right to modify this Policy and make exceptions to certain guidelines
at any time to the extent that it achieves one or more of the City’s overall financial
and/or policy goals.

In conjunction with the City’s Debt Policy, this Policy shall be reviewed and updated
at least annually and presented to the City Council (the “Council”) for approval.
The City Administrator or designee, in conjunction with the Treasurer or designee,
are the designated administrators of this Policy. The Treasurer or designee shall
have the day-to-day responsibility and authority for structuring, implementing, and
managing interest rate swaps. '

Council shall approve any transaction involving an interest rate swap. The City shall
be authorized to enter into interest rate swap or derivative hedging transactions
only with qualified counterparties. The Treasurer or designee, in consultation with
the City Administrator or designee, shall have the authority to select the

" counterparties, so long as the criteria set forth in this Policy are met.

lll. Conditions for the Use of Interest Rate Swaps

A. General Usage
The City will use interest rate swaps or derivative hedging products (collectively
referred to as "swap products”) to produce debt service savings, limit or hedge
overall interest rate exposure, enhance investment returns within prudent risk
guidelines, achieve market flexibility” not available -in the traditional market,
optimize capital structure (i.e., alter the pattern of debt service payments), or for
asset/liability matching purposes.

In connection with the use of any swap products, Council shall make a finding
that the authorized swap product will be used in a beneficial manner that when



City of Oakland Attachment C
Fiscal Year 2012-2013 Swap Palicy

implemented in combination with new or outstanding bonds, the swap product
will enhance the relationship between risk and return, or achieve other policy

objectives of the City.

Any agreement implemeﬁting the use of swap product will only be entered into
after the careful assessment of all inherent risks. Swap products will not be
used for speculative purposes.

Maximum Notional Amount

The City will limit the total notional amount of any interest rate swaps based on
criteria set forth in this Policy regarding the proper management of risks,
calculation .of termination exposure, and development of a contingency plan for
mandatory termination.

Interest Rate Swap Considerations
When considering the relative advantage of an interest rate swap versus
traditional fixed rate or variable rate bonds, the City, among other things, will
consider the impact of all associated up-front costs, ongoing support costs, and
potential impact of market fluctuation.

IV. Interest Rate Swap Features

A.

Interest Rate Swap Agreement

To the extent possible, any interest rate swap agreements entered into by the
City will contain the terms and conditions as set forth in the International Swap
and Derivatives Association, Inc. (“ISDA”) Master Agreement, including the
Schedule to the Master Agreement, the Credit Support Annex, and any other
related document. The swap agreement between the City and each
counterparty shall include payment, term, security, collateral, default, remedy,
termination, and other terms, conditions, provisions and safeguards as the City,
in consultation with its legal counsel, deems necessary or desirable.

Subject to the provisions contained herein, the terms of any City swap
agreement shall use the following guidelines:

1. Downgrade provisions triggering termination shall in no event be worse than
those affecting the counterparty. :

2. Governing law for swaps will be New York, but should reflect California
authorization provisions.

3. The specified indebtedness related to credit events in any swap agreement
should be narrowly defined and refer only to indebtedness of the City that
could have a materially adverse effect on City's ability to perform its
obligations under the swap. Debt should typically only include obligations
within the same lien as the swap obligation.
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4. Collateral thresholds stipulating when collateral will be required to be posted

by the swap provider are designated in the policy and are based on credit
ratings of the swap provider. Collateral requirements setting out the amount
and types of collateral will be established for each swap based upon the
credit ratings of the swap provider and any guarantor.

Eligible collateral should generally be limited to U.S. Treasury securities and
obligations of Federal Agencies where the principal and interest are
guaranteed by the full faith and credit of the United States government. At
the discretion of the Treasurer or designee, other high-quality obligations of
Federal agencies, not secured by the full faith and credit of the U.S.
government, may be used as collateral. ‘

City shall have the right to optionally terminate a swap agreement at
"market,” at any time over the term of the agreement.

Termination value should be set by a "market quotation” methodology,
unless the City deems an alternate methodology appropriate. '

B. Interest Rate Swap Counterparties

1.

Credit Criteria :
The City will make its best efforts to work with qualified swap counterparties
that have a general credit rating of:

a. at least “Aa3” or "AA-" by at least two of the three nationally recognized
rating agencies, which are Moody’s, S&P and Fitch, and not rated lower
than "A2" or “A” by any of these rating agencies, or

b. have a “AAA” subsidiary that is appropriately rated by at least one of the
three nationally recognized rating agencies.

For lower rated counterparties, where two of the three ratings from the
nationally recognized firms is below “AA-" or “Aa3", the City will seek credit
enhancement in the form of:

a. Contingent credit support or enhancement;

b. Collateral consistent with the policies contained herein;

c. Ratings downgrade triggers;

d. Guaranty of parent, if any.

In addition, qualified swap counterparties must have a demonstrated record

of successfully executing swap transactions as well as creating and
implementing innovative ideas in the swap market.

Counterparty Termination Exposure

In order to diversify the City's counterparty credit risk, and to limit the City’s
credit exposure to any one counterparty, limits will be established for each
counterparty based upon both the credit rating of the counterparty as well as
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the relative level of risk associated with each existing swap transaction. The
risk measure will be calculated based upon the mark-to-market sensitivity of
each transaction to an assumed shift in interest rates. Assuming a 25 basis
point movement in the swap rate, the maximum net exposure (termination
payment) per counterparty shall not exceed the following amounts based on
the lowest credit rating assigned by any of the three nationally recognized
rating agencies unless fully collateralized:

. . Maximum Net Sensitivity to a
Credit Rating 25 Basis Point Shift in Y|elz’i Curve'
Fully Collateralized $10,000,000
AAA $10,000,000
AA Category $ 8,000,000

The calculation of net interest rate sensitivity per counterparty will take into
consideration multiple transactions, some of which may offset market
interest rate risk thereby reducing overall exposure to the City. In addition,
additional exposure provisions are as follows:

a. The sum total notional amount per swap counterparty may not exceed 25
percent of City’s total revenue bond indebtedness. The appropriate
collateral amount will be determined on a case by case basis, and
approved by the Treasurer or designee in consultation with the City
Administrator or designee.

b. If the sensitivity limit is exceeded by a counterparty, City shall conduct a
review of the exposure sensitivity limit calculation of the counterparty.
The Treasurer or designee shall evaluate appropriate strategies in
consultation with the City Administrator or designee to mitigate this
exposure.
1
C. Term and Notional Amount
The City shall determine the appropriate term for an interest rate swap
agreement on a case-by-case basis. For purposes of calculating the net
notional amount, credit shall be given in situations where there are off-setting
fixed rate and variable rate swaps. In addition, for variable rate transactions,
credit may also be given for any assets that are used to hedge a transaction as
long as in the City’s judgment such assets are reasonably expected to remain in
place on a conterminous basis with the swap.

* The maximum net exposure limitations establish guidelines with respect to whether City should enter into an additional swap
agreement with an existing counterparty. For example, assume City executed a fifteen-year $400 million notional amount swap
with a "AAA" rated counterparty. If the yield curve moved 25 basis points, City could have a significant market exposure to.that
swap counterparty (i.e. in order to termminate the swap City would have to make a payment of up to $10 million dollars). The same
scenario would apply to a fully collateralized counterparty. )f such event cccurred the Treasurer or designee weould evaluate
whether it is prudent and advisable to enter into additional swap transactions with such counterparties in order to mitigate the
exposure to such counterparty. For "AA" rated counterparties, the maximum net exposure limitation would be reduced to $8
million given its lower credit rating.
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D Collateral Requirements
As part of any swap agreement, the City will seek to include terms imposing

collateral requirements based on credit ratings of the counterparty, requiring
collateralization or other forms of credit enhancements to secure any or all swap
payment obligations. The City will determine the collateral requirements, in
consultation with its counsel and its financial advisor, if applicable, and may
require the posting of securities, surety bonds, letters of credit or other credit
enhancement if the highest credit rating of the counterparty, parent, or
guarantor falls below a rating of “AA-" or “Aa3". Additional collateral for further
decreases in credit ratings of the counterparty shall be posted by the
counterparty in accordance with the provisions contained in the collateral
support agreement to the counterparty with the City.

Threshold collateral amounts shall be determined by the City on a case-by-case
basis. The City will determine the reasonable threshold limits for the initial
deposit and for increments of collateral posting thereafter. Collateral shall be
deposited with a third party trustee, or as mutually agreed upon between the
City and the counterparty. A list of acceptable securities that may be posted as
collateral and the valuation of such collateral will be determined and mutually
agreed upon during negotiation of the swap agreement with each swap
counterparty. The market value of the collateral shall be determined on a
monthly basis or more frequently if the City determines it is in its best interest
given the specific nature of the swap(s) and/or collateral security.

E. Security and Source of Repayment
The City will generally use the same security and source of repayment (pledged
revenues) for interest rate swaps as is used for the bonds that are hedged or
carried by the swap, if any, but shall consider the economic costs and benefits
of subordinating the City’s payments under the swap and/or termination

payment.

F. Prohibited Interest Rate Swap Features
The City will not use interest rate swaps that are:

1. speculative or create extraordinary leverage or risk,

2. lacking in adequate liquidity to terminate without incurring a significant
bid/ask spread,

3. providing insufficient price transparency to allow reasonable valuation, or
4. used as investments.

V. Evaluation and Management of Interest Rate Swap Risks’
Prior to the execution of any swap transaction, the City Administrator or designee,
the Treasurer or designee and Bond Counsel shall evaluate the proposed

transaction and recommend the findings to Council. Such a review shall include
the identification of the proposed benefit and potential risks inherent in the
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transaction. As part of this evaluation, the City shall compute the Maximum Net
- Termination Exposure to the proposed swap counterparty.

A. Evaluation Methodology
The City will review the following areas of potential risk for new and existing

interest rate swaps:

Type of Risk Description Evaluation Methodology

Basis Risk The risk where there is a mismatch | The City will review historical trading
between actual variable rate debt | differentials between the variable
service and variable rate indices | rate bonds and the variable rate
used to determine swap payment. | index,

Credit Risk The occurrence - of an event | The City will actively monitor the
modifying the credit quality or | ratings of its counterparties, insurers
credit rating of the City or its | and guarantors, if applicable.

counterparty.
Counterparty The failures of the counterparty to | The City will monitor exposure
Risk make required payments or | levels, ratings thresholds and

otherwise comply with the terms of | collateralization requirements.
the swap agreement.
Rollover Risk The risk that the City can not | The City will evaluate the expected
secure a cost-effective renewal of | availability of liquidity support for
a line or letter of credit. hedged (swapped) and unhedged
variable rate debt.

Tax EventRisk | The risk that the spread between | The City will review the tax events
taxable and tax-exempt rates will | proposed in swap agreements and
change as a result of changes in | evaluate the impact of potential
income tax laws or other | changes in tax law on LIBOR-based

conditions. swaps.
Termination The risk that a swap has a | The City will compute is termination
Risk negative value and the City will | exposure for all existing and

owe a ‘breakage" fee if the | proposed swaps at market value
confract has to be liquidated for | and under an expected worst-case
any reason. scenario. A contingency plan will be
periodically updated specifying how
much the City would finance a
termination payment and/or replace
the hedge.

B. Managing Interest Rate Swap Risks

1. Annual Reporting
The City will evaluate the rrsks assoctated with outstanding interest rate
swaps at least annually and provide a written report along with the updated
Swap Policy to Council. This evaluation will include the following
information:

a. A description of all outstanding interest rate swaps, including related
bond series, types of swaps, rates paid and received by the City, existing
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notional arﬁount, the mark-to-market value of each swap, and the
average life and remaining term of each swap agreement. :

b. The credit rating of each swap counterparty, parent, guarantor, and credit
enhancer insuring swap payments, if any.

c. Actual collateral posting.by swap counterparty, if any, per swap
agreement and in total by swap counterparty.

d. information concerning any material event invblving outstanding swap
agreements, including a default by a swap counterparty, counterparty
downgrade, or termination.

e. An updated contingency plan to replace, or fund a termination payment in
the event an outstanding swap is terminated.

f. The status of any liquidity support used in connection with interest rate
swaps, including the remaining term and current fee.

The Treasurer or designee shall update this Policy in accordance with its
Debt Policy at least annually and submit the update to Council for approval.

Contingency Plan for Mandatory Termination

The City shall compute the termination exposure of each of its swaps and its
total swap termination payment exposure at least annually and prepare a
contingency plan to either replace the swaps or fund the termination
payments, if any, in the event one or more outstanding swaps are
terminated. The City shall assess its ability to obtain replacement swaps
and identify revenue sources to fund potential termination payments.

C. Terminating Interest Rate Swaps

1.

Optional Termination ,

All swap transactions shall contain provisions granting the City the right to
optionally terminate the agreement at its market value at any time. The City,
in consultation with its counsel, may terminate a swap if it is determined that
it is financially advantageous, or will further other policy objectives, such as
management of exposure to swaps or variable rate debt.

In general, "except in the event of the counterparty’s ratings being
downgraded below the ratings required by this Policy, the counterparty will
not have the right to assign or optionally terminate the agreement.

Mandatory Termination

In the event a swap is terminated as a result of a termination event, such as
a default or a decrease in credit rating of either the City or the counterparty,
the City will evaluate whether it is financially advantageous to obtain a
replacement swap, or, depending on market value, make or receive a
termination payment.
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It is the intent of the City not fo make a fermination payment to a
counterparty that does not meet its contractual obligations.

In the event the City makes a swap termination payment, the City shall
attempt to follow the process identified in its contingency plan for mandatory
termination. The City shall also evaluate the economic costs and benefits of
incorporating a provision into the swap agreement that will allow the City to
make termination payments over time.

3. Events of Default
The City will incorporate into any swap contract the right to terminate the

agreement upon an event of default by the counterparty. Such right may be
conditioned on the consent of any person providing credit enhancement or
liquidity to any transaction. Upon such termination, the counterparty will be
the “defaulting party” for the purposes of calculating the termination payment
owed. Events of default of a counterparty will include the following:

a. Failure to make payments when due

Material breach of representations and warranties,
lilegality

Failure to comply with downgrade provisions, and

Failure to comply with any other provisions of the agreement after a
specified notice period.

® a o T

VI. Selecting and Procuring Interest Rate Swaps

A. Financing Team
The City will retain the services of a nationally recognized municipal bond
counsel firm, and will consider the use of a qualified financial advisor. and/or

swap advisor for all interest rate swaps.

B. Underwriter Selection
In the event bonds are issued in connection with interest rate swaps and/or

hedging products, the City will price the bonds according to the guidelines set
forth in its approved Debt Policy.

C. Counterparty Selection
The City will determine, on a case-by-case basis, whether to select a

counterparty (or counterparties, if applicable) through a competitive bid process
or on a negotiated basis.

VIl. Disclosure and Financial Reporting

The City will take steps to ensure that there is full. and complete disclosure of all
interest rate swaps to rating agencies and in disclosure documents. Disclosure in
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marketing documents shall provide a clear summary of the special risks involved
with swaps and any potential exposure to interest rate volatility or unusually large
and rapid changes in market value. With respect to its financial statements, the
City will adhere to the reporting and disclosure guidelines for derivative products as
set forth by the Government Accounting Standards Board ("GASB").
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Glossary of Terms

Asset/Liability Matching - Matching the term and amount of assets and liabilities in
order to mitigate the impact of changes in interest rates.

Bid/Ask Spread - The difference between the bid price (at which a market maker is
willing to buy) and the ask price (at which a market maker is willing to sell).

Collateral — Assets pledged to secure an obligation. The assets are potentially subject
to seizure in the event of default. ‘

Downgrade - A negative change in credit ratings.
Hedge - A transaction that reduces the interest rate risk of an underlying securify.

‘interest Rate Swap - The exchange of a fixed interest rate and a floating interest rate
between counterparties.

Liquidity Support - An agreement by a bank to make payment on a variable rate
security to assure investors that the security can be sold. ’

LiBOR - London interbank Offer Rate. Often used as an index to compute the variable
rate on an interest rate swap.

Notional Amount - The amount used to determine the interest payments on a swap.
Termination Payment - A payment made by a counterparty that is required to
terminate the swap. The payment is commonly based on the market value of the swap,

- which is computed using the rate on the initial swap and the rate on a replacement
swap.
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RESOLUTION NO. C.M. S.

RESOLUTION ADOPTING THE CITY OF OAKLAND'S DEBT MANAGEMENT
POLICY AND SWAP POLICY FOR FISCAL YEAR 2012-2013 :

WHEREAS, an annual debt management policy which provides guidance to City
of Oakland (the “City”)-staff and the City Council of the City (the “Council”) by Identifying
parameters for Issuing debt and for ‘managing the City’s debt portfolio would be
beneficial to the City; and

WHEREAS, an annual swap policy which provides guidance to City staff and the
Council by identifying parameters for Issuing “swaps” and for managing the City's swap
agreements would-be beneficial to the City; and '

WHEREAS, the proposed debt management policy and swap policy are to be
effective for the 2012-2013 fiscal year and until subsequent policies are adopted; and

WHEREAS this proposed debt management policy and swap policy shall-apply
to the City both acting under its own auspices and acting as the successor agency to
the former Redevelopment Agency of the City of Oakland: and

WHEREAS, the proposed debt management policy and swap policy have been
considered at a public meeting of the Council; and now, therefore, be It

RESOLVED, that the Debt Management Policy of the City for fiscal year 2012-
2013, in substantially the form attached hereto as Exhibit A, is hereby approved and
adopted, with such changes, additions, amendments or modifications as are approved
by the City Administrator, in consultation with the City Attorney; and be it

FURTHER RESOLVED, that the Swap Policy of the City for fiscal year 2012-
2013, in substantially the form attached hereto as Exhibit B, Is hereby approved and
adopted, with such changes, ‘additions, amendments or modifications as are approved
by the City Administrator, in consultation with the City Attorney; and be It



FURTHER RESOLVED, that this Resolution shall take effect immediately upon
its passage. -

IN OAKLAND, COUNCIL, CALIFORNIA, , 2012

PASSED BY THE FOLLOWING VOTE:

AYES: - DE LA FUENTE, KERNIGHAN, NADEL, SCHAAF, BROOKS, BRUNNER, KAPLAN, AND
PRESIDENT REID

NOES -
ABSENT -
ABSTENTION -
ATTEST:

LATONDA SIMMONS
City Clerk and Clerk of the Council of the
City of Oakland, California

450477v2 2
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Exhibit A
‘Executive Summary

V.

VL.

Executive Summary of Debt Management Policy

Goals and Objectives. in implementing a formal debt management policy, the goal
of the City of Oakland (the “City™) is to maintain long-term financial flexibility while
ensuring that the City’s capital needs are adequately supported.

‘ Approach to Debt Management. The City’s approach to its financings is to ensure

continued market access at the lowest cost of borrowing, As such, the Debt Policy
denotes debt affordability for the City compared to capacity ratios which are established
by the rating agencies (Moody’s Investor Service, Standard & Poor’s Ratings Services,
and Fitch Ratings). Debt capacity ratios.are defined as annual debt service payments as a
percentage of General Fund and other revenues. Below are the debt capacity ratio
ranges:

= Low debt capacity ratio <5%
* Moderate debt capacity ratio 5% -15%
* High debt capacity ratio >15%

Standards for Use of Debt Financing. Debt financing will be utilized when public
policy, equity and economic efficiency favor debt over pay-as-you-go financing.

* Debt will be used to finance long-term capital projects, and the respective
maturities will not exceed the respective projects’ useful lives.

#  The City will seek to use the most economical financing alternative.

» The City will ensure good record-keeping and compliance with all debt covenants
and State and Federal laws.

Financing Criteria. Whether issuing long- or short-term debt, the City will determine
the most appropriate structure, the mode (fixed or variable), and the possible use of
synthetic fixed or floating rate debt. These decisions will be made within the context of
already existing obligations.

Terms and Conditions of Bonds. In the issuance of its bonds, the City shall
carefully consider and evaluate the term of the financing, use of capitalized interest, call
provisions, original issue discount and the use of deep discount bonds.

Credit Enhancement. The use of credit enhancement is to be considered on a case-
by-case basis and will be purchased only when debt service savings can clearly be
demonstrated.
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VIl

VIIL.

IX.

Refinancing Outstanding Debt. A minimum savings threshold of 3% or $500,00(‘A)" in
present value savings is utilized except when there are legal or restructuring reasons for

defeasance.

Methods of Issuance. The preferred sale method (negotiated or competitive) will be
determined for each issuance of bonds. General Obligation Bonds and Tax and Revenue
Anticipation Notes will be issued on a competitive basis, except on a case-by-case basis.
However, other methods such as private placement may be considered on a case-by-case
basis.

Market Relationships. The City will actively manage its relationships with the

various rating agencies and analysts through frequent and open communication. The City -
will also maintain compliance with S.E.C. Rule 15¢2-12 by the timely filing of its annual
financial statements and other financial and operating data for the benefit of its
bondholders.

Consultants. The City shall utilize the services of independent financial advisors and
bond counsel on all debt financing. The selection of financial consultant(s) shall be

based upon firm and staff qualifications, and experience with debt structures similar to
what is being proposed. However, depending on the type of financing, other service
providers may be necessary which may include underwriting, trustee, verification agent,

-escrow agent, arbitrage consultant and special tax consulting. Consultants will be

required to provide complete disclosure regarding any agreements with other financing
team members and outside parties. Selling groups may be considered for certain
transactions. All  parties are subject to post-evaluation of performance.

B-iii
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Introd uction

So as to maintain the highest quality debt management program possible, the City of Oakland
(the “City”) has adopted the guidelines and policies set forth in this document, referred to
hereafter as the “Debt Management Policy.” The Debt Management Policy is intended to
guide decisions related to debt issued by the City. Debt issuance.should be evaluated on a
case-by-case basis as well as within the context of the City’s general debt management
program. The Debt Management Policy is not applicable to intra-City borrowing.

I. Goals and Objectives

The Debt Management Policy formally establishes parameters for issuing debt and managing
a debt portfolio, which encompasses the City’s specific capital improvement, needs, its
ability to repay financial obligations, and the existing legal, economic, financial and debt

~ market conditions. The policies outlined in the Debt Management Policy are not goals or a

_ list of rules to be applied toward the City’s debt issuance; rather, these policies should be
utilized as tools to ensure that adequate financial resources are available to support the City’s
long-term capital needs. Specifically, the policies outlined in this document are intended to
assist the City in the following:

Evaluating critical debt issuance options

Promoting sound financial management

Providing accurate and timely information on financial conditions

Maintaining appropriate capital assets for present and future needs

Protecting and enhancing the City's credit rating

A. Ensuring the legal use of City bonding authority through an effective system of financial
security and internal controls

B. Promoting cooperation and coordination with other public entities and the private sector
in the financing and delivery of services
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1. Approach to Debt Management

In managing its debt, the City’s greatest priorities are to:

achieve the lowest cost of capital,

ensure high credit quality,

ensure full and timely payment of debt,

maintain full compliance with financial disclosure and reporting,
assure access to credit markets, and ‘

preserve financial flexibility

A. Capital Plan Integration. A sound debt management program begins with a well-
devised capital plan. Therefore, a multi-year capital plan, which integrates pay-as-you-go
projects and the projects to be financed, is critical. The multi-year capital plan (the
“Capital Plan”) shall be for a minimum of a 5-year period and shall be updated at least -
once annually. In addition to capital project costs, the Capital Plan shall include the

- following elements:

1. Qualified capital projects
2. Description of all sources of funds

3. Availability of current revenues (non-debt sources) which are reflected in the City’s
multi-year forecast

4. Timing of capital projects
5. A financing plan or methodology and debt service requirements

B. Review of Capital Plan. It is anticipated that the Capital Plan will be modified from
time to time. Modifications to the Capital Plan shall be accompanied by a report from the
City’s Treasurer or designee and Budget Director that discusses the impact of the
proposed borrowing on the Capital Plan. The Capital Plan is reviewed .and presented to
the City Council at least once annua]]y

C. Qualified Capital Projects. Generally, the City will not issue bonds for capital
improvements with a cost less than $250,000. The City shall not construct or acquire a
public facility if it is unable to adequately provide for the subsequent annual operation
and maintenance costs of the facility throughout its life.
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D. Cash Financing of Capital Outlays. To demonstrate the City's commitment to a
continued capital program, ensure careful consideration of capital expenditure levels, and
enhance the City's overall credh worthiness, the City shall seek to fund at least between
two and five percent of the overall capital program from current resources, depending
upon the specific projects and annual budgetary constraints.

E. Authorization for Issuance. Debt issuance for capital projects shall not be
considered unless such issuance has been incorporated into the Capital Plan.

F. Affordability Targets. The ratios, standards, and limits identified below are primarily
intended to restrict the use of debt financing in order to factlitate long-term access to
capital while ensuring that financial leveraging decisions do not negatively impact the
City’s annual operations. '

1. Debt Capacity - The City’s approach to its financings is to ensure continued market
access at the lowest cost of borrowing. As such, ‘the Debt Policy denotes debt
affordability for the -City compared to capacity ratios which are established by the
rating agencies (Moody’s Investor Service, Standard & Poor’s Ratings Services, and
Fitch Ratings). Debt capacity ratios are defined as annual debt service payments as a
percentage of General Fund and other revenues. Below are the debt capacity ratio

ranges:
s Low debt capacity ratio <5%

¢ Moderate debt capacity ratio 5% - 15%
» High debt capacity ratio >15%

2. Self-supporting Debt - In some cases, the City will issue debt for which there is an

identified repayment source. For debt to be characterized as self-supporting, the

. repayment source must support the issue through its maturity. Bond issues where
interest has been capitalized are not considered to be self-supporting.

3. Overlapping Debt (including debt from all other jurisdictions, which tax City
taxpayers) will be taken into consideration in planning debt issuance. .

G. Credit Quality. All City debt management activities will be conducted to recetve the
highest credit ratings possible for each issue, consistent with the City’s financing
objectives, and to maintain the current credit ratings assigned to the City's debt by the
major credit rating agencies. '
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lll. Standards for Use of Debt Financing

The City’s -debt managément program will promote the use of debt only in those cases
where public policy, equity, and economic efficiency favor debt over cash (pay-as-you-go)
financing. Whenever possible, the debt shall be self-supporting.

A. Long-Term Capital Projects. Debt will be used primarily to finance long-term
capital projects — paying for the facilities or equipment over some or all of their useful
life and concurrent with the stream of benefits from these facilities. The City will
consider the debt capacity in determining the use of debt financing.

B. Special Circumstances for Non-Capital-Project Debt |ssuance. Debt may be
used in special circumstances for projects other than long-term capital projects such as
pension obligations, only after careful policy evaluation by the City.

C. Debt Financing Mechanisms. The City will evaluate the use of all financial
alternatives available, including, but not limited to: long-term debt, pay-as-you-go, joint
financing, reserve fund releases, lease-purchase, authority sponsored debt, special
districts, community facility districts, special assessments, Mello-Roos bonds, state and
federal aid, certificates of participation, tax increment, private placement, master lease
programs, and interfund borrowing. The City will utilize the most cost advantageous
financing alternative available while limiting the General Fund’s risk exposure.

D. Record-Keeping. All debt related records shall be maintained within the Treasury
Division. At a minimum, this repository will include all official statements, bid
documents, ordinances, indentures, trustee reports, leases, etc., for all City debt. To the
extent that official transcripts incorporate these documents, possession of a transcript will
suffice (transcripts may be in hard copy or stored on CD-ROM). The Treasury Division
will maintain all available documentation for outstanding debt and will develop a
standard procedure for archiving transcripts for any new debt.

E. Rebate Policy and System. The City will accurately account for all interest earnings
in debt-related funds. These records will be designed to ensure that the City is in
compliance with all debt covenants, and with State and Federal laws. The City will
maximize the interest earnings on ail funds within the investment parameters set forth in
each respective indénture. The City will calculate and report interest earnings that relate
to Internal Revenue Code rebate, yield limits, and arbitrage.

IV. Financing Criteria

A. Types of Debt. When the City determines that the use of debt is appropriate, the
following criteria will be utilized to evaluate the type of debt to be issued.
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1. Long-Term Debt. Long-term borrowing may be used to finance the acquisition or
improvement of land, facilities, or equipment. The City may issue long-term debt
(e.g., general obligation bonds, revenue bonds, conduit revenue bonds, tax increment
bonds, lease obligations, or variable rate bonds) when required capital improvements
cannot be financed from current revenues. The proceeds derived from long-term
borrowing will not be used to finance current operations or normal maintenance.
Long-term debt will be structured such that the obligations do not exceed the
expected useful life of the respective projects.

The City shall not use any debt, lease financing or other instruments of installment
repayments with terms longer than two years to finance its operating costs.
Exceptions to the policy may be made on a case-by-case basis by the Council.

2. Short-Term Debt. Short-term borrowing may be utilized for the temporary funding
of operational cash flow deficits or anticipated revenues (defined as an assured source
with the anticipated amount based on conservative estimates). The City will
determine and utilize the least costly method for short-term borrowing. The City may.
issue short-term debt when there is a defined repayment source or amortization of
principal, subject to the following policies:

a) Bond Anticipation Notes (BANs} may be issued instead of . capitalizing
interest to reduce the debt service during the construction period of a project or
facility. The BANSs shall mature not more than 3 years from the date of issuance.
BANs shall mature within 6 months after substantial completion of the financed
facility.

b) Tax and Revenue Anticipation Notes (TRANSs) shall be issued only to meet
projected cash flow needs consistent with a finding by bond counsel that the
sizing of the issue fully conforms to Federal IRS requirements and limitations.

¢) Lines of Credit shall be considered as an alternative to other short-term
borrowing options. The lines of credit shall be structured.-to limit concerns as to
the Internal Revenue Code.

\

d) Other Short-Term Debt, including commercial paper notes, may be used.

3. Lease-Purchase Debt. Lease-purchase debt, including certificates of
participation, shall be considered as an alternative to long-term vendor leases. Such
debt shall be subject to annual appropriation. In order to reduce the cost of lease
borrowing and to improve control over leases, the City may adopt a master lease
program. '
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4, Variable Rate Debt. To maintain a predictable debt service burden, the City may
give preference to debt that carries a fixed interest rate. Variable rate debt, which is
synthetically fixed, shall be considered fixed rate debt through the maturity of the
swap. The City, however, may consider variable rate debt in certain instances, such

as:

a)

b)

High Interest Rate Environment. Current interest rates are above historic
average trends.

Variable Revenue Stream. The revenue stream for repayment is variable, and
is anticipated to move in the same direction as market-generated variable interest
rates, or the dedication of revenues allows capacity for variability.

Adequate Safeguards Against Risk. Tinancing structure and budgetary
safeguards are in place to prevent adverse impacts from interest rate shifts; such
structures could include, but are not limited to, interest rate swaps, interest rate
caps and the matching of assets and liabilities.

As a Component to Synthetic Fixed Rate Debt. Variable rate bonds may
be used in conjunction with a financial strategy, which results in synthetic fixed
rate debt. Prior to using synthetic fixed rate debt, the City shall certify that the
interest rate cost is lower than traditional fixed rate debt.

Variable Rate Debt Capacity. Consistent with rating agency guidelines, the

-percentage of variable rate debt outstanding (not including debt which has been

converted to synthetic fixed rate debt) shall be hedged by cash flow liquidity.

Terms and Conditions of Bonds

¢

The City shall establish all terms and conditions relating to the issuance of bonds, and will
control, manage, and invest all'bond proceeds. Unless otherwise authorized by the City, the
following shall serve as bond requirements:

A. Term. All capital improvements financed through the issuance of debt will be financed
for a period not to exceed the useful life of the improvements, but in no event greater than
thirty years.

B. Capitalized Interest. Certain types of financings such as certificates of participation
and lease-secured financings will require the use of capitalized interest from the issuance

date until the City has beneficial use and occupancy of the financed project. Interest shall

not be funded (capitalized) beyond a period of three years, or a shorter period if further
restricted by statute. The City may require that-capitalized interest on the initial series of
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bonds be funded from the proceeds of the bonds. Interest earnings may, at the City's
discretion, be applied to extend the term of capitalized interest but in no event beyond the -

term statutorily authorized.

C. Debt Service Structure. Debt issuance shall be planned to achieve relatively rapid
repayment of debt while still matching debt service to the useful life of facilities. "The
City shall avoid the use of bullet or balloon maturities except in those instances where
these maturities serve to levelize existing debt service. '

D. Call Provisions. In general, the City’s securities will include a call feature, which is
no later than 10 years from the date of delivery of the bonds. The City will avoid the sale
of non-callable bonds absent careful evaluation by the City of the value of the call option.

E. Original Issue Discount. An original issue discount will be permitted only if the City
determines that such discount results in a lower true interest cost on the bonds and that
the use of an original issue discount will not adversely affect the project identified by the
bond documents.

F. Deep Discount Bonds. Deep discount bonds may provide a lower cost of borrowing
in certain markets. The City will carefnlly consider their value and effect on any future
refinancings.as a result of the lower-than-market coupon.

G. Derivative Structures. When appropriate, the City will consider the use of derivative
structures as a hedge against future interest rate risk and as.a means for increasing
financial flexibility. The City will avoid the use of derivative structures for speculative
purposes. The City will consider the use of derivative structures when it is able to gdin a
comparative borrowing advantage of 10 or more basis peints, and is able to reasonably
quantify and understand potential risks. '

The City shall not use derivative structures for the sole purpose of generating .operating or
capital proceeds, without a determination that such structure will accrue interest rate and

" borrowing costs benefits for the City. For more information on “swaps”, please refer to
the City’s Swap Policy.

H. Multiple Series. In instances where multiple series of bonds are to be issued, the City
shall make a final determination as to which facilities are of the highest priority and those
facilities which will be financed first, pursuant to funding availability and the proposed
timing of facilities development, and which will generally be subject to the earliest or
most senior lien. '

VL Credit Enhancements
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The City will consider the use of credit enhancement on a case-by-case basis, evaluating the
economic benefit versus cost for each case. Only when a clearly demonstrable savings can
be shown shall enhancement be considered. The City will consider each of the following
enhancements as alternatives by evaluating the cost and benefit of such enhancement.

A. Bond Insurance. The City shall have the authority to purchase bond insurance when
such purchase is deemed prudent and advantageous. The predominant determination
shall be based on such insurance being less costly than the present value of the difference
in the interest on insured bonds versus uninsured bonds.

1. Provider Selection. The Treasurer or designee will solicit quotes for bond
insurance from interested providers, or in the case of a competitive sale submit an
application for pre-qualification on insurance. In a negotiated sale, the City
Administrator or designee or the Treasurer or designee shall have the authority to
select a provider whose bid is most cost effective and whose terms and conditions
governing the guarantee are satisfactory to the City. The winning bidder in a
competitive sale will determine whether it chooses to purchase bond insurance for the
issue. '

B. Debt Service Reserves. When required, a reserve fund equal to the least of ten
percent (10%) of the original principal.amount of the bonds, one hundred percent (100%)
of the maximum annual debt service, and one hundred and twenty five percent (125%) of
average annual debt service, or, if permitted, 10 percént (10%) of par value of bonds
outstanding (the "Reserve Requirement") shall be funded from the proceeds of each -
series of bonds, subject.to federal tax regulations and in accordance with the requirements -
of credit enhancement providers and/or rating agencies. '

The City may purchase reserve equivalents (i.c., the use of a reserve fund surety) when’
such purchase is deemed prudent and advantageous. Such equivalents shall be evaluated
in comparison to cash funding of reserves on a net present value basis.

C. Letters of Credit. The City may enter into a letter-of-credit (“LOC”) agreement when
such an agreement is deemed prudent and advantageous. The City Administrator or
designee or the Treasurer or designee shall prepare (or cause to be prepared) and
distribute to qualified financial institutions as described in paragraph 2 below,.a request
for-qualifications which includes terms and conditions that are acceptable to the City.
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1. Provider Selection. Only those financial institutions with long-term ratings
greater than or equal to that of the City, and short-term ratings of VMIG 1/A-1 F1, by
Moody’s Investors Service, Standard & Poor’s Ratings Services and Fitch Ratings,.
respectively, may be solicited. :

2. Selection Criteria. The selection of LOC providers will be based on responses to a
City-issued request for qualifications; criteria will include, but not be limited to, the

following:

a) Ratings at least equal to or better than the City’s

b) Evidence of ratings (including “Outlook’)

c) Trading value relative to other financial institutions

d) Terms and conditions acceptable to the City; the City may provide a term sheet
along with the request for qualifications to which the financial institution may

make modifications
e) Representative list of clients for whom the bank has provided liquidity facilities

f) Fees, specifically, cost of LOC, draws, financial institution counsel and other
administrative charges

Vil. Refinancing Outstanding Debt

The Treasurer or designee shall have the responsibility to analyze outstanding bond issues for
refunding opportunities that may be presented by underwriting and/or financial advisory
firms. In most cases, the goal of refunding or restructuring the debt portfolio is to reduce the
City’s amnual debt service obligations. The Treasurer or designee will consider the following
issues when analyzing possible refunding opportunities.

A. Debt Service Savings. The City establishes a minimum savings threshold goal .of
three percent (3%) of the refunded bond principal amount or at least $500,000 in present
value savings (including foregone interest earnings) unless there are legal or restructuring
reasons for defeasance. Refunding which produce a net savings of less than three percent
(3%) will be considered on a case-by-case basis. The present value savings will be net of
all costs related to the refinancing. The decision to take savings on an upfront or deferred
basis must be explicitly approved by the City Administrator or designee, or the Treasurer
or designee. :
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B. Restructuring. The City will refund debt when in its best interest to do so.
Refundings will include restructuring to meet unanticipated revenue expectations,
terrinate swaps, achieve cost savings, mitigate irregular debt service payments, release
reserve funds, or remove unduly restrictive bond covenants.

C. Term of Refunding Issues. The City may refund bonds within the term -of the
originally issued debt. However, the City may consider maturity extension, when
necessary to achieve a desired outcome, provided that such extension is legally
permissible. The City may also consider shortening the term of the originally issued debt
to realize greater savings. The remaining usefill life of the financed facility and the
concept of inter-generational equity should guide this decision.”

D. Escrow Structuring. The City shall utilize the least costly securities available in
structuring refunding escrows. The City will examine the viability of an economic versus
legal defeasance on a net present value basis. A certificate will be required from a third
party agent who is not a broker-dealer, stating that the securities were procured through
an arms-length, competitive bid process (in the case of open market securities), that such
securities were more cost effective than State and Local -Government Obligations
(SLGS), and that the price paid for the securities was reasonable within Federal
guidelines, Under no circumstances shall an underwriter, agent or financial advisor sell
escrow securities to the City from its own account.

E. Arbitrage. Arbitrage regulations apply to all of the City’s tax-exempt financings. The
City shall take all necessary steps to optimize escrows and to avoid negative arbitrage in
its refundings. Any resulting positive arbitrage will be rebated as necessary according to
Federal guidelines. '

Methods of Issuance

The City will determine, on a case-by-case basis, whether to sell its bonds competitively or
through negotiation. General Obligation Bonds and Tax and Revenue Anticipation Notes will
be issued on a competitive basis unless otherwise determined on a case-by-case basis that a
negotiated sale is the most advantageous. '

A Competitive Sale. In a competitive sale, the City’s bonds shall be awarded to the
bidder providing the lowest bid as long as the bid adheres to the requirements set forth in
the published official notice of sale.

B. Negotiated Sale. In a negotiated sale, the terms and price are negotiated by the City
and the selected underwriter(s). The City recognizes that some securities are best sold
through negotiation. In its consideration of a negotiated sale, the City shall .assess the
following circumstances:

-
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1. Bonds issued as variable rate demand obligations
2. A complex structure which may require a strong pre-marketing effort
3. Size of the issue which may limit the number of potential bidders

4, Market volatility is such that the City would be better served by flexibility in timing
its sale in changing interest rate environments

C. Private Placement. From time to time the City may elect to privately place its debt.
Such placement shall only be considered if this method is demonstrated to result in a cost
savings to the City relative to other methods of debt issuance.

D. Conduit Debt issuance. The City may issue conduit revenue bonds that are not a
debt or obligation of the City itself, but are obligations of a private borrower.
Notwithstanding other credit requirements of the City, such conduit revenue bonds may
be issued and sold with or without a credit rating, provided that for any bond with a rating
lower than “A”, the following conditions shall be met:

1. Bonds shall be issued only in denominations of not less than two-hundred and ﬁfty
thousand dollars

2. Bonds shall be eligible for purchase only by “qualified institutional buyers” as
defined in Rule 144A of the Securities Act of 1933

3. Bonds shall be sold only to buyers who execute a standard form investor letter
containing, among other things, representations of the buyer as sophlstlcatlon as an
investor and its famlllarlty with the transaction

E. Issuance Method Analysis. The City shall evaluate each method of issuance on a net-
present value basis. o

F. Feasibility Analysis. Issuance of self-supporting revenue bonds will be accompanied
by a finding that demonstrates the projected revenue stream's ablllty to meet future debt
service payments.

G. Report of Final Sale. Existing law requires the issuer of any new debt issue of state
or local government to submit a report of final sale, within 45 days after the signing of
the bond purchase contract or acceptance of a bid in a competitive offering, to the
California Debt and Advisory Commission, as specified. This bill would also require the
issuer of any proposed new debt issue of state or local government to give written notice
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of a proposed sale, no later than 30 days prior to the sale of any debt issue at private or
public sale, to the commission, as specified.

IX. Market Relationships

A

Rating Agencies and Investors. The City Administrator or designee and the
Treasurer or designee shall be responsible for maintaining the City’s relationships with
Moody’s Investors Service, Standard & Poor’s Ratings Services and Fitch Ratings. The
City may, from time to time, choose to deal with only one or two of these agencies as
circumstances dictate. In addition to general communication, the City Administrator or
designee, the Treasurer or designee and the Budget Director shall: (1) meet with credit
analysts at least once each fiscal year, and (2) prior to each competitive or negotiated
sale, offer conference calls with agency analysts in connection with the planned sale.

Continuing Disclosure. The City shafl remain in compliance with Rule 15¢2-12 by
filing its annual financial statements and other financial and operating data for the benefit
of its bondholders within nine (9) months of the close of the fiscal year. The inability to
make timely filings must be disclosed and would be a negative reflection on the City.
While also relying on timely audit and preparation of the City’s annual report, the
Treasurer or designee will ensure the City’s timely filing with each Nationally
Recognized Municipal Securities Information Repository.

‘Rebate Reporting. The use of bond proceeds and their investments must be monitored

to ensure compliance with arbitrage restrictions. Existing regulations require that issuers
calculate annual rebates, if any, related to each bond issue, with rebate, if due, paid every
five years. Therefore, the Treasurer or designee shall ensure that proceeds and
investments are tracked in a manner that facilitates accurate calculation, calculations are
completed, and rebates, if any, are made in a timely manner.

Other Jurisdictions. From time to time, the City will issue bonds on behalf of other
public or private entities (“conduit” issues). While the City will make every effort to
facilitate the desires of these entities, the Treasurer or designee will ensure that the
highest quality financings are done and that the City is insulated from all risks. The City .
shall require that all conduit financings.achieve a rating at least equal to the City’s ratings
or that credit enhancement is obtained.
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X. Fees. The City will charge an administrative fee equal to direct costs plus indirect costs

Xl.

as calculated by the City’s OMB A87 model to reimburse its administrative costs incurred
in debt issuance on behalf of other governmental entities.

Consultants. The City shall select its primary consultant(s) by competitive process
through a Request for Proposals (RFP), however, if there are unforeseen events that
necessitate immediate action including but not limited to redemption, defeasance, or
restructuring to prevent the City from experiencing further losses, the City Administrator or
designee or the Treasurer or designee can select a consultant without using the RFP
process.

A. Selection of Financing Team Members. Final approval of financing team
members will be provided by the City Council.

1. Selection of Underwriter: For any issue of debt, financing or debt instrument, the
City shall select the underwriter through a request for proposal process, when
appropriate. The request for proposal will be distributed to qualified candidates to
determine the level of experience as well as fees in the proposed type of financing.

Senior Manager Selection. The Treasurer or designee shall recommend to the City
Administrator or designee the selection of a senior manager for a proposed negotiated
sale. Solicited or unsolicited RFP’s or Request of Qualifications (RFQ) will be used
to determine the selection and appointment of the senior managers and co-managers
on the debt issuances. The criteria for selection as reflected in the RFP or RFQ shall
include but not be limited to the following:

e The firm’s ability and experience in managing complex transactions

o Prior knowledge and experience with the City

-« The firm’s willingness to risk capital and-demonstration of such risk

e The firm’s ability to sell bonds

e Quality and experiehce of personnel assigned to the City’s engagement

e Financing plan presented

.Co-Manager Selection. Co-managers will be selected on the same basis as the
senior manager. In addition to their qualifications, co-managers appointed to-specific
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transactions will be a function of transaction size and the necessity to ensure
maximum distribution of the City’s bonds.

Selling Groups, The City may establish selling groups in certain transactions. To
the extent that selling groups are used, the City Administrator or designee and/or the
Treasurer or designee at his or her discretion, may make appointments to selling
groups from within the- pool of underwriters or from outside the pool, as the
transaction dictates.

Underwriter’s Discount.

"o All fees and allocation of the management fee will be determined prior to the sale
date; a cap on management fee, expenses and underwriter’s counsel will be
established and communicated to all parties by the Treasurer or designee. The
senior manager shall submit an itemized list.of expenses charged to members of
the underwriting group. Any additional expenses must be substantiated.

Evaluation. The City and/or FA will evaluate each bond sale after its completion to
assess the following: costs of issuance including underwriters’ compensation, pricing
of the bonds in terms of the overall interest cost and on a maturity-by-maturity basis,
and the distribution of bonds and sales credits. '

Syndicate Policies. For each negotiated transaction, syndicate policies will be
prepared that will describe the designation policies governing the upconiing sale. The
Treasurer or designee or Financial Advisor shall ensure receipt of each member’s
acknowledgement of the syndicate policies for the upcoming sale prior to the sale
date. : ‘

Designation Policies. To encourage the pre-marketing efforts of each member of the
underwriting team, orders for the City’s bonds will be net designated, unless
otherwise expressly stated. The City shall require the senior manager to:
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—

-+ Equitably allocate bonds to other managers and the selling group
» Comply with MSRB regﬁlations governing the priority of orders and allocations

» Within 10 working days after the sale date, submit to the Treasurer or-designee a
detail of orders, allocations and other relevant information pertaining to the City’s
sale

Selection of Underwriter’s Counsel. In any negotiated sale of City debt in which legal
counsel is required to represent the underwrlter the appointment ,will be made by the
lead underwriter.

Selection of Financial Advisor: The City shall conduct a requeSt for qualifications from_
potential candidates every three years to establish a pool of qualified financial
advisors for.each of the following areas:

The City Administrator or designee and/or the Treasurer or designee will make
recommendations for financial advisors and the City shall utilize the services of
qualified applicants in the pool on a rotational basis, as applicable, for any issue of
debt, financing or debt instrument. The recommended pool has to be approved by
finance committee.

1
Selection of the ‘City’s financial advisor(s) and financial advisor pool shall be based

on, but not limited to, the following criteria:

» Experience in providing consulting services to complex issuers

e Knowledge and experience in structuring and analyzing comp'lex issues
. Experience and reputation of assigned personnel

» Fees and expenses

B. Financial Adv1sory Services. Financial advisory services provided to the City shall
include, but shall not be limited to the following:
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1. Evaluation of risks and opportunities associated with debt issuance

2. Monitoring marketing opportunities

3. Evaluation of proposals submitted to the City by investment banking firms

S

4. Structuring and pricing

5. Preparation of request for proposals for other financial services (trustee and paying
agent services, printing, credit facilities, remarketing agent services, etc.)

6. Advice, assistance and preparation for presentations with rating agencies and
investors

7. Assist in the preparation and review of legal and financing documents in coordination
with the financing team in connection with the financing

C. Bond Counsel. City debt will include a written-opinion by legal counsel affirming that

~ the City is authorized to issue the proposed debt, that the City has met all constitution and
statutory requirements necessary for issuance, and a determination of the proposed debt’s
federal income tax status. The approving opinion and other documents relating to the
issuance of debt will be prepared by counsel with extensive experience in public finance
and tax issues. The City will then make recommendations to the City Attorney’s Office
where they will review the recommendations and fees before forwarding the
recommendations and fees to council. Compensation will be ‘based on a fixed fee
schedule and will vary based on the complexity of the transaction.

D. Disclosure by Financing Team Members. All financing team members will be
required to provide full and complete disclosure, relative to agreements with other
financing team members and outside parties. The extent of disclosure may. vary
depending on the nature of the transaction. However, in general terms, no agreements
shall be permitted which could compromise the firm’s ability to provide independent
advice which is solety in the City’s best interests or which could reasonably be perceived
as a conflict of interest.

E. Conflicts of Interest. The City. also expects that its financial advisor will provide the
City with objective advice and analysis, maintain the conﬁdent:ahty of ‘City financial
plans, and be free from any conflicts of interest.
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Glossary

Arbitrage. The difference between the interest paid on the tax-exempt securities and the
interest earned by investing the security proceeds in higher-yielding taxable securities. IRS
regulations govern arbitrage on the proceeds from issuance of municipal securities.

Balloon Maturity. A later maturity within an issue of bonds which contains a
disproportionately large percentage of the principal amount of the original issue.

Bond Anticipation Notes (BANS). Notes issued by the government unit, usually for
capital projects, which are paid from the proceeds of the issuance‘of long term bonds.

Bullet Matunty A maturity for which there are no sinking fund payments prior to the
‘stated maturlty date. -

Call Pr ovisions. The terms of the bond contract giving the issuer the right to redeem all or
a portion of .an outstanding issue of bonds prior to their stated dates of maturlty at a specific
price, usually at or-above par. .

Capitalized Interest. A portion of the proceeds of an issue which is set aside to pay
 interest on the securities for a specific period of time. Interest is commonly capitalized for the
construction period ofithe project.

Certificates ofi Participation (COP). A bond from an issue, which is secured by
lease payments made by the party leasing the facilities, financed by the issue. Typically
certificates of participation ("COPs") are used to finance construction of facilities (i.e., schools or
office buildings) used by a state or municipality, which leases the facilities from a financing
-authority. Often the leasing municipality is legally obligated to appropriate moneys from its
general tax revenues to make lease payments.

Commercial Paper. Very short-term, unsecured promissory notes issued in either
registered or bearer form, and usually backed by a line of credit with a bank.

Competitive Sale. A sale of securities by an issuer in which underwriters or syndicates of
underwriters submit sealed bids to purchase’ the securities in contrast to a negotlated sale.

Continuing Disclosure, The principle that accurate and completé information material
to the transaction which potential investors would ‘be likely to consider material in making
investment decisions with respect to the securities be made available on an ongoing basis.
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Credit Enhancement. Credit support purchased by the issuer-to raise the credit rating of
the issue. The most common credit enhancements consist of bond insurance, direct or standby
letters of credit, and lines of credit.

Debt Service Reserve Fund. The fund in which moneys are placed which may be
used to pay debt service if pledged revenues are insufficient to satisfy the debt service
requlrements

Deep Discount Bonds. Bonds which are priced for sale at a substantial discount from
their face or par value. :

Derivatives. A financial product whose value is derived from some underiying asset value.

Designation Policjes. Outline of how an investor’s order is filled when a maturity is
oversubscribed when there is an underwriting syndicate. The senior managing underwriter and
issuer decide how the bonds will be allocated among the syndicate. There are three primary
classifications of orders, which form the designation policy.

The highest priority 1s given to Group Net orders; the next priority is given to Net Designated
orders and Member orders are given the lowest priority.

Escrow. A fund established to hold moneys pledged and to be used to pay debt service on an
outstanding issue.

Expenses. Compensates senior managers for out-of-pocket expenses including;
underwriters’ counsel, DTC charges, travel, syndicate expenses, dealer fees, overtime expenses,
communication expenses, computer time and postage.

Lease-Purchase. A financing lease which may be sold publicly to finance capital
equipment, real property acquisition or construction. The lease may be resold as certificates of

participation or lease revenue bonds.

Letters of Credit, A bank credit fac111ty wherein the bank agrees to lend a specified
amount of funds for a limited term.

Management Fee. The fixed percentage of the gross spread which is paid to the managing
" underwriter for the structuring phase of a transaction.

Members. Underwriters in a syndicate other than the senior underwriter.
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Moody’s Median. Key financial, debt, economic and tax base statistics with median values
for each statistic presented. Moody’s uses audits for both rated and unrated cities to ensure that
the medians presented are representative of all cities.

Negotiated Sale. A method of sale in which the issuer chooses one underwriter to
negotiate terms pursuant to which such underwriter will purchase and market the bonds.

Original issue Discount. The amount by which the original par.amount of an issue
exceeds its public offering price at the time it is originally offered to an investor.

Overlapping Debt. That portion of the debt of other governmental units for which
residents of a particular municipality are responsible.

Pay-As-Ybu-Go. An issuer elects to finance a project with existing cash flow as opposed -
to issuing debt obligations.

Present Value. The current value of a future cash flow.

Private Placement. The original placement of an issue with one or more investors as
opposed to being publicly offered or sold. :

Rebate. A requirement imposed by Tax Reform Act of 1986 whereby the issuer of the bonds
must pay the IRS an amount equal to its profit earned from investment of bond proceeds at.a
yield above the bond yield calculated pursuant to the IRS code to gether with ail income earned
on the accumulated profit pending payment.

Selling Groups. The group of securities dealers that participate in an offering not as

underwriters but as sellers who receive securities, less the selling concession, from the managing
underwriter for distribution at the public offering price.

Special Assessments. Fees imposed against properties, which have received a special
benefit by the construction of public improvements such as water, sewer and irrigation.

Syndicate Policies. The contractual obligations placed on the underwriting group
relating to distribution, price limitations and market transactions.

Tax Increment. A portion of property tax revenue received by a redevelopment agency,
which is attributable to the increase in assessed valuation since adoption of the project area plan.

Underwriter. A dealer that purchases new issues of municipal securities from the Issuer and
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resells them to investors.

Underwriter’s Discount. The difference between the price at which bonds are bought
by the Underwriter from the Issuer and the price at which they are reoffered to investors.

Variable Rate Debt. An interest rate on a security, which changes at intervals according
to an index or a formula or other standard of measurement, as stated in the bond contract.
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Introduction

The purpose of the Swap Policy (the “Policy”) of the City of Oakland (the "City”) is
to establish guidelines for the use and management of interest rate swaps. This
Policy will provide the appropriate internal framework to ensure that consistent
objectives, practices, controls and authorizations are maintained throughout the
City in terms of debt related risks and the management of hedging thereof ‘

The City is authorized under California Government Code Section 5922 to enter
into interest rate swaps to reduce the amount and duration of rate, spread, or
similar risk when used in combination with the issuance of bonds.

Scope and Authority

This Policy shall govern the City’s use and management of all interest rate swaps.
While adherence to this Policy is required in applicable circumstances, the City
maintains the right to modify this Policy and make -exceptions to certain guidelines
at any time to the extent that it achieves one or more of the City's overall financial
and/or policy goals.

In conjunction with the City’s Debt Policy, this Policy shall be reviewed and updated
at least annually and presented to the City Council (the “Council”) for approval.
The City. Administrator or designee, in conjunction with the Treasurer or designee,
are the designated administrators of this Policy. The Treasurer or designee shall
have the day-to-day responsibility and authority for structuring, implementing, and
managing interest rate swaps.

Council shall approve ariy transaction involving an interest rate swap. The City shall
be authorized to enter into Interest rate swap or derivative '‘hedging transactions
only with qualified counterparties. The Treasurer or designee, in consultation with
the City Administrator or designee, shall ‘have the authority to select the
counterparties, so long as the criteria set forth in this Policy are met.

ill. Conditions for the Use of Interest Rate Swaps

A. General Usage
The City will use interest rate swaps or derivative -hedging products (collectively
referred to as “swap products”) to produce debt service savings, limit or hedge
overall interest rate exposure, enhance investment returns within prudent risk
guidelines, achieve market flexibility not available in the traditional market,
optimize capital structure (i.e., alter the pattern of debt service payments), or for
asset/liability matching purposes.

in connection with the use of any swap products, Council shall make a finding
that the authorized swap ‘product will be used in a beneficial manner that when
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implemented.in combination with new or outstanding bonds, .the swap product
will enhance the relationship between risk and return, or achieve other policy
objectives of the City.

Any agreement implementing the use of swap product will only be entered into
after the careful assessment of all inherent risks. Swap products will not be
used for speculative purposes.

. Maximum Notional Amount

The City will limit the total notional amount of any interest rate swaps based on

" criteria set forth in this Policy regarding the proper management of risks,

calculation of termination exposure, and development of a contingency plan for
mandatory termination.

. Interest Rate Swap Considerations

When considering the relative advantage of an interest rate swap versus
traditional fixed rate or variable rate bonds, the City, among other things, will -
consider the impact of all associated up-front costs, ongoing support costs, and
potentlal impact of market fluctuation.

IV. Interest Rate Swap Features

A.

Interest Rate Swap Agreement

To the -extent possible, :any interest rate swap agreements entered into by the ,
City will contain the terms and -conditions ‘as set forth In the International Swap
and Derivatives Association, Inc. (“ISDA”) Master Agreement, including the
Schedule to the Master Agreement, the Credit Support Annex, and any other:
related- document. The swap agreement between the City and each
counterparty shall include payment, term, security, collateral, default, remedy,

termination, and other terms, conditions, provisions and safeguards as the City,

in consultation with its legal counsel, deems necessary or desirable.

Subject to the provisions contained herein, the terms of any City swap
agreement shall use the following guidelines:

1. Downgrade provisions triggering termination shall in no event be worse than
those affecting the counterparty.

2. Governing law for swaps will be New York, but should reflect California,
authorization provisions.

3. The specified indebtedness related to credit events in any swap agreement
should be ‘narrowly defined and refer only to indebtedness of the -City that
could have a materially adverse effect on City’s ability to perform .its
obligations under the swap. ‘Debt should typically only mclude obligations
within the same lien as the swap obligation.
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4. Collateral thresholds stipulating when collateral will be required to be posted

by the swap provider are designated in the policy and are based on credit
ratings of the swap provider. Collateral requirements setting .out the amount
and types of collateral will be established for each swap based upon the
credit ratings of the swap provider and any guarantor.

- Eligible collateral should generally be limited to U.S. Treasury securities and

obligations of Federal Agencies where the principal and interest are
guaranteed by the full faith and credit of the United States government. At
the discretion of the Treasurer or designee, other high-quality obligations of

Federal agencies, not secured by the full faith and credit of the U.S.

government, may be used as collateral.

City shall have the right to optionally terminate a swap agreement at
“market,” at any time over the term of the agreement.

Termination value should be set by a “market quotation” methodology,
unless the City deems an alternate methodology appropriate.

B. . Interest Rate Swap Counterparties

1.

Credit Criteria '
The City will make its best efforts to work with qualified swap counterpartles

that have a general credit rating of:

a. at least “Aa3” or “AA-" by at least two of the three nationally recognized
rating agencies, which are Moody's, S&P and Fitch, and not rated lower
than “A2" or “A” by any of these rating agencies, or

b. have a “AAA” subsidiary that Is appropriately rated by at least one of the
three nationally recognized rating agencies.

For lower rated counterparties, .where two of the three ratings from the
nationally recognized firms is below "AA-* or “Aa3", the City will seek credit
enhancement in the form of:

a. Contingent credit 'support or enhancement;

p. Collateral consistent with the policies contained herein;
c. Ratings downgrade triggers;

d. Guaranty of parent, if any.

In addition, qualified swap counterparties must have a demonstrated record
of successfully executing swap transactions as well as creating and
implementing innovative ideas in the swap market. '

Counterparty Termination Exposure -

In order to diversify the City’s counterparty credit risk, and to limit the City's
credit exposure to any one counterparty, limits will be established for each
counterparty based upon both the credit rating-of the counterparty as well as

B-3
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the relative level of risk associated with each existing swap transaction. The
risk measure will be calculated based upon the mark-to-market sensitivity of
each transaction to an assumed ‘shift in interest rates. Assuming a 25 basis
point movement In the swap rate, the maximum net exposure (termination
‘payment) per counterparty shall not exceed the following amounts based on
the lowest credit rating assigned by any of the three natlonally recognized
ratlng agencies unless fully collateralized: ‘

- . Maximum Net Senslthty to a
Credit Rating 25 Basis Point Shift in Yield Curve
Fully Collateralized $10,000,000 =
BAAA , ~_$10,000,000
AA Category ; - '$ 8,000,000

The calculation of net interest rate sensitivity per counterparty will take into
consideration. ‘multiple tfransactions, some of which may offset market
interest rate risk thereby reducing overall exposure to the City. In addition,
additional exposure provisions are as follows: IR

a. The sum total notional amount per swap counter,party may not exceed 25
percent of City's total revenue bond indebtedness. The appropriate
collateral amount will .be determined on a case by case basis, and
approved by the Treasurer or designee in consultation with the City
Administrator or designee.

b. If the sensitivity limit Is exceeded by a counterparty, City shall conduct a
review of the exposure sensitivity limit calculation of the counterparty
The Treasurer or -designee shall evaluate appropriate strategies in
consultation with the City Administrator or designee to mitigate this
exposure, :

C Term and Notional Amount -

- The City shall detennine the appropriate term for an_interest rate swap.
agreement on a case-by-case "basis. For purposes of calculating the net
notional amount, credit shall be given in situations where there are off-setting
fixed rate and variable rate -swaps. in addition, for variable rate transactions,
credit may also be given for any assets that are used to hedge a transaction as
long as in the City's judgment such assets are reasonably-expected to remain in
place on a conterminous basis with:the swap.

* The maximum net exposure limitations establish guidelines with respect to whether City should enter into an additional swap
agreement with an existing counterparty. For example, assume City-executed a fifteen-year $400 million notional amount swap
with a "AAA” rated counterparty. 1f the yield curve moved 25 basis points, City could have a significant market exposure to that
swap counterparty-(i.e. in order to terminate the swap City would have to make a payment of up to $10 million dollars). The same
scenario would apply:to a fully collateralized counterparty. If-such event occourred the Treasurer or demgnee would evaluate
whether it is ‘prudent and advisable to enter into additional swap transactions with such counterparties in order to mitigate the
-exposure to such counterparty. For "AA" rated counterparties, the maximum net exposure limitation would-be reduced to $8
million given its lower credit rating.

B-4
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D. Collateral Requirements

As part of any swap agreement, the City will seek to include terms imposing
collateral requirements based on credit ratings of the counterparty, requiring
collateralization or other forms of credit enhancements to secure any or ali swap
payment obligations. The City will determine the collateral requirements in
consultation with its counsel and its financial advisor, if applicable, and may
require the posting of securities, surety bonds, letters of credit or other credit
enhancement if the highest credit rating of the counterparty, parent, or.
guarantor falls befow a rating of “AA-" or “Aa3". Additional collateral for further
decreases ‘in credit ratings of the counterparty shall be posted by the
-counterparty in accordance with the provisions contained in the coliateral
support agreement to the counterparty with the City.

Threshold coliateral amounts shail be determined by the City on a case-by-case
basis: The City will determine the reasonable threshold limits for the initial -
deposit and for increments of collateral posting thereafter. Collateral shall be
_deposited with a third party trustee, or as mutually agreed upon between the
City and the counterparty. A list of acceptabie securities that may be-posted as
collateral and the valuation of such collateral will be determined and mutually

- agreed upon during negotiation of the swap agreement with each swap
counterparty. The market value of the collateral shall be determined on a
monthly basis or more frequently if the City determines it is in its best interest
given the specific nature of the swap(s) and/or collateral security.

E. Security and Source of Repayment
The City will generally use the same security and source of repayment (pledged
revenues) for interest rate swaps as is used for the bonds that are hedged or
carried by the swap, if any, but shall consider the economic costs and benefits
of subordinating the City’'s payments under the swap .and/or termination
‘payment. . :

F. Prohibited interest Rate Swap Features
The City will not use interest rate swaps that are:
1. speculative or create extraordinary leverage or risk,

2. lacking in adequate liquidity to terminate without incurring a significant
bid/ask spread,

3. providing insufficient price transparency to allow reasonable valuation, or -
4. used as investments.
V. Evaluation and Management of interest Rate Swap Risks
Prior to the execution of any swap transaction, the City Administrator or designee,
the Treasurer or designee .and Bond Counsel shall evaluate the proposed

transaction and recommend the findings to Council. Such a review shall inciude
the identification of the proposed benefit and potential risks .inherent in the
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transaction. As part of this evaluation, the City shall compute the Maximum Net
Termination Exposure to the proposed swap counterparty.

A. Evaluation Methodology
The City will review the following areas of potential risk for new and existing

interest rate swaps:

Type of Risk Description Evaluation Methodology
Basis Risk The risk where there is a mismatch | The City will review historical trading
between actual variable rate debt | differentials between the variable
service and variable rate indices | rate bonds and ‘the variahle rate
‘ used to determine swap payment. index.

Credit Risk The occurrence of an event| The City will actively monitor the
modifying the credit quality or | ratings of its counterparties, insurers
credit rating of the City or its | and guarantors, if applicable.

counterparty.
Counterparty The failures of the counterparty to | The City will monitor exposure
Risk make required payments or | levels, ratings thresholds and

otherwise comply with the terms of | collateralization requirements.
| the swap.agreement. - '
Rollover Risk /| The risk that the City can not | The City will evaluate the expected
secure a cost-effective renewal of | availability of liquidity support for
a’'line or letter of credit. hedged (swapped) and unhedged
variable rate debt.

Tax Event Risk | The risk that the spread between | The City will review the tax events
taxable and tax-exempt rates will | proposed in swap-.agreements and
change .as a result of changes in | evaluate the impact of potential
income t{ax laws or other | changes in tax law on LIBOR based

conditions, swaps.
Termination The risk that a swap has a | The City will compute is termination
Risk negative value and ‘the City will | exposure for all existing and

owe a ‘“breakage” fee if the | proposed swaps at market value
contract has to be liquidated for | -and under an expected worst-case
‘any reason. scenario. A contingency plan will be
periodically updated specifying how
much the City would finance a
termination payment and/or replace
the hedge.

B. Managing Interest'Rate Swap Risks

1. Annual Reporting
The City will evaluate the r|sks associated with outstanding interest rate
swaps at least annually and provide a written report along with the updated
Swap Policy to Council. This evaluation will include the following
information: '

a. A description of all outstanding interest rate swaps, including related
‘bond series, types of swaps, rates paid .and received by the City, existing
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notional amount, the mark-to-market value of each swap, and the
average life and remaining term of each swap agreement.

b. The credit rating of each swap counterparty, parent, guarantor, and credit

enhancer-insuring swap payments, if any.

c. Actual collateral posting by swap counterparfy, if any, per swap
agreement and in total by swap counterparty.

d. information concerning any material event involving outstanding swap
agreements, including a default by a swap counterparty, counterparty
downgrade, or termination. :

€. An updated contingency plan to replace, or fund a termination payment in
the event an outstanding swap is terminated.

f. The status of any liquidity support used in connection with lnterest rate
swaps, including the remaining term and current fee.

The Treasurer or designee shall update this Policy in accordance with its
Debt Policy at least annually and submit the update to Council for approval.

Contingency Plan for Mandatory Termination

The City shall compute the termination exposure of each of its swaps and its
total swap termination payment -exposure at least annually and prepare a
contingency plan to either replace the swaps or -fund the termination.
payments, if any, in the event one or more outstanding swaps are
terminated. The City shall assess its ability to obtain replacement swaps
and identify revenue sources to fund potential termination payments.

C. Terminating interest Rate-Swaps

1,

Optional Termination

All swap transactions shall contain provisions granting the City the right to
optionally terminate the agreement at its market value at any time. The City,
in consultation with its counsel, may terminate a swap if it is determined that

it is financially advantageous, or will further other policy objectives, such as
- management of exposure to swaps or variable rate debt.

in general, except in the event of the counterparty’'s ratings being
downgraded below the ratings required by this Policy, the counterparty will
not have the right to assign or optionally terminate the agreement.

Mandatory Termination ,

in the event a swap is terminated as a result of a termination event, such as
a default or a decrease in credit rating of either the City or the counterparty,
the City will evaluate whether it is financially advantageous to obtain a
replacement swap, or, depending on market value, ‘make or recelve a
termination payment.
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it is the intent of the City not to make a termination payment fo a
counterparty that does not meet its contractua/ obligations.

In the event the City makes a swap termination payment, the City shall -
attempt to follow the process identified in its contingency plan for.mandatory
termination. The City shall also evaluate the economic costs and benefits of
incorporating a provision into the swap agreement that will allow the City to

~ make termination payments over time.

3. Events of Default
The City will incorporate into any swap contract the right to termlnate the

agreement upon an event of default by the counterparty. Such right may be
conditioned on the consent of any person providing credit enhancement or
liquidity to any transaction. Upon such termination, the counterparty will be
the “defaulting party” for the purposes of calculating the termination payment
owed. Events of default of a-counterparty will include the following:

a. Failure to make payments when due

b. Material breach of representations and warranties
c. lllegality

d. Failure to comply with downgrade provisions, and
e

. Failure to comply with any other provisions of the agreement after a
specified notice period.

VI. Selecting and Procuring Interest Rate Swaps

A. Financing Team ‘
The City will retain the services of a nationally recognized -municipal bond
counsel firm, and will consider the use of a qualified financial advisor andlor
swap adwsor for all interest rate swaps.

B. Underwriter Selection
in the event bonds are issued in connection with interest rate swaps and/for
" hedging products, the City will price the bonds according to the guidelines set
forth in its approved Debt Policy.

- C. Counterparty Selection
The City will determine, on a. case-by-case basis, whether to select a
counterparty (or counterparties, if applicable) through a competitive bid process
or on a negotiated basis.

VII. Disclosure and Financial Reporting

The City will take steps to ensure that there is full and complete disclosure of all
interest rate swaps to rating agencies and in disclosure documents. Disclosure in

i
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marketing. documents shall provide a clear summary of the special risks involved
with swaps and any potential exposure to interest rate volatility or unusually large
and rapid changes in market value. With respect to its financial statements, the
City will adhere to the reporting and disclosure guidelines for derivative products as
set forth by the Government Accounting Standards Board (“GASB").
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Glossary of Terms

Asset/Liability Matching - Matching the term and amount of assets and liabilities in
order to mitigate the impact of changes in interest rates.

Bid/Ask Spread - The difference between the bid price (at-which a market maker is
willing to buy) and the ask price (at which a market maker is willing to sell).

Collateral — Assets pledged to secure an obligation. The assets are potentially subject
to seizure in the event of default. '

Downgrade - A negative change in credit ratings.
‘Hedge - A transaction that reduces the interest rate risk of an underlying security.

Interest Rate Swap - The exchange of a fixed interest rate and a floating interest rate
- between counterparties.

Liquidity Support - An agreement by a bank to make payment on a variable rate
security to assure investors that the security can be'sold.

LIBOR - l.ondon interbank Offer Rate. Often used as an index to compute the variable
rate on an interest rate swap.

Notional Amount - The amount used to determine the Interest payments on a swap.

Termination Payment - A payment made by a counterparty that is required to
terminate the swap. The payment Is commonly based on the market value of the swap,
which is computed using the rate on the initial swap and the rate on areplacement
swap. - -

~
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