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RE: Resolutions Adopting the City Of Oakland and Qakland Redevelopment
Agency’s Debt Management Policy and Swap Policy for Fiscal Year 2011-2012

SUMMARY

Resolutions have been prepared for the City Council ofithe City of Oakland (the “Council”) and
the Board of the Redevelopment Agency ofithe City ofiQakland (the “Agency”) (collectively, the
“City”) to adopt a Debt Management Policy (the “Debt Policy””) and Swap Policy for Fiscal Year
2011-2012. The proposed 2011-2012 Debt Policy is in substantially the same form as the
previous year’s policy, with minor variations reflecting City debt levels. The proposed 2011-
2012 Swap Policy is identical to the previous year’s policy.

Approving the proposed 2011-2012 Debt Policy (attached as Exhibit A) 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 proposed 2011-2012 Swap Policy (attached as Exhibit B)
will set forth 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.

FISCAL IMPACT

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

The Debt Policy and Swap Policy are adopted annually by the City and set prudent guidelines for
the City’s debt portfolio. On-June 22, 2010, the Council and the Agency passed Resolution No.
82865 C.M.S. and Resolution No. 2010-0074 C.M.S., respectively, which adopted the Debt
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Policy and Swap Policy for Fiscal Year 2010-2011. The following outlines the details of the two
exhibits and one attachment attached to this report:

Exhibit A — 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:

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

¢ 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 caretully
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 such as bond insurance or bank letter
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.

¢ Refmancing OQutstanding 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.

» Methods of Issuance: A preferred sale method for General Obligation bonds (negotiated or
competitive) 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
issuance.

» 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
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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 bond 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,

Exhibit B - 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 objecfives, pracfices, controls and authorizations are maintained to minimize the
City’s risk related to its debt portfolio,

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, debt burden ratio is
defined 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 2011-2012, the City’s debt burden ratio is approximately 20.78%.

It is difficult to arrive at an ideal debt burden ratio, as they are only a portion of the data that
rafing 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.
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KEY ISSUES AND IMPACTS

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 flexibility. The key issues
of each of the exhibits to this Agenda Report are as follows:

Exhibit A — Debt Policy

In the credit rafing process, the rafing 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
considerafion self-supporting debt, which is debt with identified sources of revenue.

Exhibit B — 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, selecfion of
acceptable providers, negofiation of favorable terms and conditions, and stipulating annual
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 currently has one swap valued at ($15,494,748) as of April 29, 2011 and is currently
working with the swap provider to terminate the agreement.

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.
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SUSTAINABLE OPPORTUNITIES

Economic: Tﬁere are no economic opportunities associated with this report.
Environmental: There are no environmental opportunities associated with this report.
Social Equity: There are no social equity opportunities associated with this report.
DISABILITY AND SENIOR CITIZEN ACCESS

There are no disability or senior cifizen access issues contained in this report.

RECOMMENDATION(S) AND RATIONALE

Staff recommends that the City Council and the Board of the Redevelopment Agency adopt the
proposed 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 of these policies will be maintained at the City Clerk’s Office and at the office of
the Finance and Management Agency, and be posted on the City’s official website,
www.oaklandnet.com.

ACTION REQUESTED OF THE CITY COUNCIL

Staff recommends that the City Council and the Board of the Redevelopment Agency approve
the accompanying resolufions adopting the Debt Policy and Swap Policy.

Respectfully submitted,
JNW
Finande Director/Trehsurer

Prepared by:
Katano Kasaine, Treasury Manager
Treasury Division

APPROVED AND FORWARDED TO T
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City’s Direct Debt Burden and Capacity

Direct Debt Qutstanding’

QOriginal Principal FY11-12
Par Amount Qutstanding Net Debt Service
\General Obligation Debt ]
2002A General Obligation Bonds, Series 2002A (Measure G) $ 38,000,000 32735000 $ 2,541,750.00
2003A  General Obligation Bonds, Series 2003A (Measure DD} 71,450,000 58,720,000 4,417,880
2005A General Obligation Bonds, Series 2005 A 122,170,000 87,735,000 11,121,750
2006 General Qbligation Bonds, Series 2006 (Measure G} 21,000,000 19,220,000 1,322,763
2009 General Obligation Bonds, Series 2009 (Measure DD) 64,545,000 63,010,000 4,612,181
Subtotal $ 317,165,000 261,420,000 $ 24,016,324
{Pension Obligation Bonds _
2001 Taxable Pension Obligation Bonds, Series 2001 $ 195,636,449 195,636,449 $ 38,375,000
Subtotal $ 195,636,449 195,636,449 $ 38,375,000
[Lease Revenue Bonds and Certificates of Participation
2001 Qakland JPFA Lease Revenue Refunding Bonds, Series 2001 3 134,890,000 50,705,000 $ 14,143,275
2002 Refunding Certificates of Participation (QOakland Museum}), 2002 Series A 16,295,000 3,895,000 4,089,750
2008 Qakland JPFA Lease Revenue Refunding Bonds (Admin Building}, 2008 Series B 113,450,000 100,935,000 8,057,675
2008 Qakland JPFA Special Refunding Revenue Bonds, 2008 Series A-1 & A-2? 127,960,000 91,160,000 200,164,186
Subtotal $ 392,595,000 246,695,000 $ 47,454,886
E)akland-Alameda County Colisieum Authority (50% City Obligation ONLY)
1996A-1 & A-2 Variable Rate Lease Revenue Bonds (Taxable), Qakland Coliseum Arena Project®” $ 70,000,000 52,000,000 $ 5,585,022
2000C-1, C-2, & D Variable Rate Lease Revenue Bonds, Qakland Coliseum Projecf’ 100,650,000 72,450,000 7,329,480
Subtotal $ 170,650,000 124,450,000 & 12,914,503

Total DirectiDebtyita e -~ io R (e L R S e e e S A076,046, 449 TSR EE R 08120 11449 IS IR 51207760,712;

Total/Avallable,Revenues fon EYRLI:

City Existing Direct Debf as a % of FY 11-12 Total Available Revenues

' As of July 1, 2011, Excludes TRAN & non-bonded capital lease cbligations.

2 Self-supporting debt.

* Debt service based on rate of 6.00%.

* Debi sevice based an rate of 3.75% on tax-exempt bonds (Serjes C-1 & C-2) and 6.00% on taxable bonds (Series D).
® Total available revenues represents projected FY 11-12 General Fund revenues plus any offsetting reVenues.

City of Oakland'
= Debt Capacity Analysis for Fiscal Year 2011-2012




Principal Amortization of All Direct Debt
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Debt Capacity Analysis | | (Allamounts in thousands)

' Fiscal Year|| General Fund Offsetting Available eeeeeeee- DEBT SERVICE w--eeeeev " Debt Add'l Annual

-
.__Ending || Revenues’  Revenues’ ___ Revenues { GOBonds ___ POB __ Lease&COP _ | Burden®  Debt Capacity’.

2012 585,250 5,585 590,835 24,016 38,375 47,455 12,915 122,761 | 20.78% (34,135)
2013 602,807 5,581 608,388 24,048 39,555 43,408 12,907 119,918 |  19.71% (28,660}
2014 620,891 5,577 626,469 24,004 40,765 43,450 12,908 121,217 | 19.35% (27,247)
2015 639,518 . 5612 645,130 24,150 42,010 38,065 12,931 117,156 | 18.16% {20,386}
2016 658,704 5,591 664,294 23,108 43,285 24,135 12,843 103,371 15.56% (3,727}
2017 © 678,465 5,593 684,058 23,194 44,590 24,157 12,857 104,798 |  15.32% (2,189)
2018 698,819 5,590 704,409 23,213 45,925 9,058 12,817 91013 | 12.92% 14 649
2019 719,783 5,573 725,356 23,261 47,295 9,060 12,748 92,364 |  1273% 16,439
2020 741,377 5,547 746,924 22,084 48,700 9,061 12,761 92606 |  12.40% 19,432
2021 763,618 5,594 768,213 22,136 50,140 9,057 12,776 94,109 | 12.23% 21,273
2022 786,527 5,627 792,154 22,160 51,620 9,061 12,821 95661| 12.08% 23,162
2023 810,123 5,639 815,762 13,384 53,130 9,058 12,826 88399 | 10.84% 33,965
2024 834,426 ° 5,583 840,010 13,374 - 9,057 12,701 35,132 4.18% 90,869
2025 859,459 5,604 865,063 13,391 - 9,057 12,736 35,185 4.07% 94,575
2026 885,243 5,652 890,895 12,913 - 9,057 5,652 27,622 3.10% 106,012
2027 911,800 - 911,800 12,911 - 9,061 - 21,972 2.41% 114,798
2028 939,154 - 939,154 12,915 - - - 12,915 1.38% 127,958
2029 967,329 - 967,329 12,916 . - . - 12,916 1.34% 132,184
2030 996,349 : - 996,349 12,919 - - - 12,919 1.30% 136,533
2031 1,026,239 - 1,026,239 12,921 - - - 12021 1.26% 141,015
2032 1,057,026 - 1,057,026 12,926 - - - 12,926 1.22% 145,628
2033 1,088,737 - 1,088,737 10,349 T - - 10,349 095% 152,962
2034 1,121,399 - 1,121,399 5927 - - - 5,927 0.53% 162,283
2035 1,155,041 - 1,155,041 5,932 - - - 5,932 0.51% 167,324
2036 1,189,692 - 1,189,692 5,935 - - - 5,935 0.50% 172,519
2037 1,225,383 - 1,225,383 4,612 - - - 4612 0.38% 179,196
2038 1,262,144 - 1,262,144 4,612 - - - 4612 0.37% 184,710
2039 1,300,009 1,300,009 4,611 4611 0.35% 190,390

_ TOTAL (S 2512531 S —— 8394913 _ 2520020['S _ 428012['S  5453%0YS__ 311,257[[S 1851955 1469358

! General Fund ("GF") revenue for tiseal year ending 2012 based on proposed budget revenue prejection for same period; remaining years based on 3% GF growth rate assumption.
2 Offsetting revenues for Oakland Coliseumn Arena Project, 1996 Series A-1 and A-2.
? Debt Burden calculated by "Total Debt Service" divided by "Available Revenues”, ¥

* Add'l Annuat Debt Capacity shows additional annual debt service the City is projected to be able to absorb at raling agency recommended debt fevels; calcutated by taking 15% of "Available Revenues” less "Total Debt Service”.

City of Oakland
* Debt Capacity Analysis for Fiscal Year 2011-2012




Total Debt Service and Additional Debt Capacity
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e OAKLAND CITY COUNCIL
RESOLUTION NO. C.M.S.

RESOLUTION ADOPTING THE CITY OF OAKLAND'S DEBT MANAGEMENT
POLICY AND SWAP POLICY FOR FISCAL YEAR 2011-2012

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 2011-2012 fiscal year and until subsequent policies are adopted; 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 2011-
2012 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 2011-
2012, 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, , 2011

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



Exhibit A

City of Oakland
&
Oakland Redevelopment Agency

Debt Policy

for
Fiscal Year 2011-2012

n\\\

|

\\\‘

Prepared by
Treasury Division, Finance and Management Agency

Adopted by the City Council and Oakland Redevelopment Agency
On June 21, 2011



City of Oakland
Fiscal Year 2011-2012

Exhibit A
Executlve Summary

.

.

V.

VI.

Executive Summary of Debt Management Policy

Goals and Objectives. In implementing a formal debt management policy, the goal
of the City of Oakland and the Oakland Redevelopment Agency (collectively, 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 ratioc - >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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: Exhibit A
Executive Summary

VI

VIil.

IX.

Refinancing Outstanding Debt A minimum savings threshold of 3% or $500,000 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.

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 selection of financial consultant(s) shall be based upon firm and staff
qualifications, and experience with debt structures similar to what is being proposed.
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 Exhibit A
Fiscal Year 2011-2012 N B2y Debt Pollcy

Introduction

So as to maintain the highest quality debt management program possible, the City of Oakland
and the Oakland Redevelopment Agency (the “City™) has adopted the guidelines and policies
set forth in this document, referred to hereafier 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 appllcable 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 privéte sector
in the financing and delivery of services

Page 1
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Fiscal Year 2011-2012

Debt Policy

li. 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

assure access to credit markets, and
preserve financial flexibility

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

Review of Capital Plan. It is anticipated that the Capital Plan will be modified from
time to time. Modifications to the Capital Pian shall be accompanied by a report from the
City’s Finance Director 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. :

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 0perat10n
and maintenance costs of the facility throughout its life.

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

Page 2
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Fiscal Year 2011-2012

two and tive 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 identitied 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 amrmual operations.

1. Debt Capacity - The City’s approach to its tinancings 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%

s 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 receive 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.

lll. Standards for Use of Debt Financing
The City’s debt management program will promote the use of debt only in those cases

where public policy, equity, and economic efticiency favor debt over cash (pay-as-you-go)
financing. Whenever possible, the debt shall be self-supporting,
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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 evaluafion by the City.

C. Debt Financing Mechanisms. The City will evaluate the use of all financial
altematives 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.

V. 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.

L Long-Term Debt. 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
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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 instaliment
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.
BANSs shall mature within 6 months after substanfial 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 alternafive 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. : '

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

b) 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.

c) 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 liabiiities.

d) 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.

e) 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 condifions 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
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
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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 speculative
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 tinanced 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.

Credit Enhancements

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
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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 Finance Director or his‘her 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
Director or the Treasury Manager 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. '

S. 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 ammual debt service, and one hundred and twenty five percent (125%) of
average ammual 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 rafing 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 (“LOG”) agreement when
such an agreement is deemed prudent and advantageous. The Finance Director or the
Treasury Manager 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.

I. 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™)
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c) Trading value relafive to other financial institufions

d) Terms and conditions aéceptable 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) Represemafive list of clients for whom the bank has provided liquidity facilifies

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

Refinancing Outstanding Debt

The Treasury Manager shall have the responsibility to analyze outstanding bond issues for
refunding opportunities that may be presented by underwriting and/or financial advisory
firms. The Treasury Manager 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 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. 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 the Finance Director.

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, mifigate irregular debt service payments, release
reserve funds, or remove unduly restrictive bond covenants.

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 issied debt
to realize greater savings. The remaining useful life of the financed facility and the
concept of inter-generational equity should guide this decision.

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
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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. 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. Ina competitive sale; the City_’sAbonds shall be awarded to the
bidder providing the lowest true interest cost as long as the bid adheres to the
requirements set forth in the official notice of sale.

B. Negotiated Sale., 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:

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:
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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. Exisfing 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
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.

Market Relationships

A. Rating Agencies and Investors. The City Administrator, Assistant City
Administrator, the Finance Director, and the Treasury Manager 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
communicafion, the City Administrator, Assistant City Administrator, the Finance
Director and the Treasury Manager 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 cormection with the planned sale.

B. 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 months of the close of the fiscal year. The inability to
make fimely filings must be disclosed and would be a nepative reflection on the City.
While also relying on fimely audit and preparafion of the City’s annual report, the
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Treasury Manager will ensure the City’s timely filing with each Nationally Recognized
Municipal Securities Information Repository.

C. 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 Treasury Manager 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.

D. 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 Finance Director and the Treasury Manager 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.

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

Consultants. The City shall select its primary consultant(s) by compefifive 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
Director of Finance 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 Finance Director and/or the Treasury Manager shall
recommend to the City Administrator 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 RF(} shall include but not be hmited to the following:
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» The tirm’s ability and experience in managing complex transactions

e 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

* Quality and experience of persormel assigned to the City’s engagement
* Financing plan presented

Co-Manager Selection. Co-managers will be selected on the same basis as the
senior manager. In addition to their qualitications, co-managers appointed to specific
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 Finance Director and/or the Treasury
Manager 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.

» The Finance Director and/or the Treasury Manager will evaluate the proposed
underwriter’s discount against comparable issues in the market. If there are
multiple underwriters in the transaction, the Director and/or the Treasury Manager
will determine the allocation of fees with respect to the management fee. The
determination will be based upon participation in the structuring phase of the
transaction.

» 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 Treasury Manager. 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.
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Syndicate Policies. For each negotiated transaction, syndicate policies will be
prepared that will describe the designation policies governing the upcoming sale. The
Treasury Manager 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:

e Equitably allocate bonds to other managers and the selling group
* Comply with MSRB regulations governing the priority of orders and allocations

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

Selection of Underwriter’s Counsel. In any negofiated 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 Admimistrator and/or the Finance Director 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.
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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

» Knowledge and e;-.tperience in structuring and analyzing complex issues
» Experience and reputation of assigned personnel

» Feesand expenses

B. Financial Advisory Services. Financial advisory services provided to the City shall
include, but shall not be limited to the following;:

1. Evaluation ofrisks and opportunities associated with debt issuance

2. Monitoring marketing opportunities

3. Evaluation of proposals submitted to the City by investment banking tirms
4. Structuring and pricing

5. Preparation of request for proposals for other tinancial 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

C. Bond Counsel. City debt will include a written opinion by legal counsel aftirming 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 Oftice
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 tinancing 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
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shall be permitted which could c‘ompromise the firm’s ability to provide independent
advice which is 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 eammed by investing the security proceeds in higher-yielding taxable securities. IRS
regulations govern arbitrage on the proceeds from issuance of municipal securities.

Bajloon 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 of 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 approprlate 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 tine 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 designafion policy.

The highest priority is given to Group Net orders; the next priority is glven 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 offunds for a limited term.

Management Fee. The fixed percentage of the gross spread whlch 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 statisfics 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-You-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 together with all income earned
on the accumulated protit 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. TFees 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.

Page 19
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Underwriter. A dealer that purchases new issues of municipal securities from the Issuer and
resells them to investors.

Underwriter’s Discount. The difference between the price at which bonds are bought
by the Underwriter from the [ssuer 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, in conjunction with the Finance Director, are the designated
administrators of this Policy. The Finance Director and/or the Treasury Manager
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 Finance Director, in consultation with the
City Administrator, 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
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implemented in combination with new or outstanding bonds, the swap product
will enhance the relationship between risk and return, or ach|eve 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 hsks. 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 hsks,
calculation of termination exposure, and development of a contingency plan for
mandatory termination. As outlined in this Policy, the total "net notional amount”
of ail swaps related to a bond issue should not exceed the amount of
outstanding bonds.

. Interest Rate Swap Considerations

When considehng 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 fluctuqtion.

-

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 Dehvatives 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 Callforma
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 matehaliy adverse effect on City’'s ability to perform its
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obligations under the swap. Debt should typically only include obligations
within the same lien as the swap obligation.

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 prncipal and interest are
guaranteed by the full faith and credit of the United States government. At
the discretion of the Finance Director and/or the Treasury Manager, 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.
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2. Counterparty Termination Exposure

In order to diversify 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
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 Sensitjvity to a
Credit Rating 25 Basis Point Shift in Yield Curve’
Fully Collateralized ' $10,000,000
YV $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 hsk thereby reducing overall exposure to City. In addition,
additiona! exposure provisions are as follows:

a. The sum tota! 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 Finance Director and/or the Treasury Manager in
consultation with the City Administrator.

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 Finance Director and/or the Treasury Manager sha!ll evaluate
appropriate strategies in consultation with the City Administrator to
mitigate this exposure.

C. Term and Notiona! Amount
The City shall determine the appropriate term for an interest rate swap
agreement on a case-by-case basis. In connection with the issuance or
carrying of bonds, the term of the swap agreement between the City and a
gualified swap provider shall not extend beyond the fina! maturity date of the
related bonds. The total “net notional amount” of all swaps related to a bond

* The maximum net exposure limitations establish gujdelines with respect to whether City should enter into an additional swap
agreement with an exjsting 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 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. ¥ such event occurred, the Finance Director and/or the Treasury
Manager 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.
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issue should not exceed the amount of outstanding bonds. 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 vahable
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 co-terminus basis with the swap.

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 significanf
bid/ask spread,

3. providing insufficient price transparency to allow reasonable valuation, or
4. used as investments.
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V. Evaluation and Management of Interest Rate Swap Risks

Prior to the execution of any swap transaction, the City Administrator, the Finance
Director, the Treasury Manager 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

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:

nype of Risk

Description

Evaluation Methodology

Basis Risk

The risk where there is a mismatch
between actual vaniable rate debt
service and variable rate indices
used to determine swap payment,

The City will review historical trading
differentials between the variable
rate bonds and the variable rate
index.

Credit Risk

The occurrence of an event
meodifying the credit quality or
credit rating of the City or its
counterparty.

The City will actively monitor the
ratings of its counterparties, insurers
and guarantors, if applicable.

Counterparty
Risk

The failures of the counterparty to
make reqguired payments or
otherwise comply with the terms of
the swap agreement.

The City will monitor exposure
levels, ratings thresholds and
collateralization requirements.

Rollover Risk

The risk that the City can not
secure a cost-effective renewal of
a line or letter of credit.

The City will evaluate the expected
availability of liquidity support for
hedged {swapped) and unhedged
vahable rate debt.

Tax Event Risk

The risk that the spread between
taxable and tax-exempt rates will
change as a result of changes in

The City will review the tax events
proposed in swap agreements and
evaluate the impact of potential

owe a ‘“breakage" fee is the
contract has to be liguidated for
ahy reason.

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

proposed swaps at market value
and under an expected worst-case
scenario. A contingency plan will be
periodically updated specifying how
much the City would finance a
termination payment and/or replace
the hedge.

B-6




City of Oakland Exhibit B
Fiscal Year 2011-2012 ‘ ' } Swap FPolicy

B. Managing interest Rate Swap Risks

1. Annual Reporting

The City will evaluate the risks 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
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 counterparty, 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.

e. An updated contingency plan to replace or fund a termlnatlon 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 Finance Director and/or the Treasury Manager 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.

B-7
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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.

2. 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 advantagecus to obtain a
replacement swap, or, depending on market value, make or receive a
termination payment.

It is the intent of the City not o make a termination paymenf fo 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, thé 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 and/or
swap advisor for all interest rate swaps.

B-8



City of Oakland "Exhibit B
Fiscal Year 2011-2012 Swap Policy

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 disciosure of all
interest rate swaps to rating agencies and in disclosure documents. Disclosure in
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”).

B-9
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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 phce (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.

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

.Liqdidity Support - An agreement by a bank to make payment on a vahable 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.



[INCLUDING EXHIBIT A AND EXHIBIT B]
- ’ ORM AND LEGALITY.

: APPROVED ASTOF
INTRODUCED BY: COUNCIL MEMBER ' /ngfiw Lt ﬂa@,@

AGENCY ATTORNEY

o d

orel BV 8 penevEl OPMENT AGENCY
' OF THE CITY OF OAKLAND

RESOLUTION NO. C. M. S.

RESOLUTION ADOPTING THE OAKLAND REDEVELOPMENT AGENCY’S DEBT
MANAGEMENT POLICY AND SWAP POLICY FOR FISCAL YEAR 2011-2012

WHEREAS, an annual debt management policy which provides guidance to the
Oakland Redevelopment Agency (the “Agency”) staff and the Agency by identifying
parameters for issuing debt and for managing the Agency's debt portfolio would be
beneficial to the Agency; and

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

WHEREAS, the proposed debt management policy and swap policy are to be
effective for the 2011-2012 fiscal year and until subsequent policies are adopted; and

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

RESOLVED, that the Debt Management Policy of the Agency for fiscal year
2011-2012, 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 Agency Administrator, in consultation with the Agency Attorney; and be
it

FURTHER RESOLVED, that the Swap Policy of the Agency for fiscal year 2011-
2012, 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 Agency Administrator, in consultation with the Agency Attorney; and be it



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

IN AGENCY, OAKLAND, CALIFORNIA, , 2011

PASSED BY THE FOLLOWING VOTE:

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

NOES -
ABSENT -
ABSTENTION —

 ATTEST:

LATONDA SIMMONS
Secretary of the Redevelopment Agency of the
City of Oakland, California

450477v2 2
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Executive Summary of Debt Management Policy

Goals and Objectives. In implementing a formal debt management policy, the goal
of the City of Oakland and the Qakland Redevelopment Agency (collectively, 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 {inancings 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.

v 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.

Refinancing Qutstanding Debt. A minimum savings threshold of 3% or $500,000 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.

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 selection of financial consultant(s) shall be based upon firm and staff
qualifications, and experience with debt structures similar to what is being proposed.
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.
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Introduction

So as to maintain the highest quality debt management program possible, the City of Oakland
and the Oakland Redevelopment Agency (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.

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 ofi 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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Il. Approach to Debt Management

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

A.

achieve the lowest cost of capital
ensure high credit quality

assure access to credit markets, and
preserve financial flexibility

Capital Plan Integration. A sound debt management program begins with a weil-
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 sourées) 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

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 Finance Director 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.

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.

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
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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 facilitate 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 Rafings Services, and
Fitch Ratings). Debt capacity ratios are defined as anhual debt service payments as a
percentage of General Fund and other revenues. Below are the debt capacity ratio

ranges:

e Low debt capacity ratio <5%

e Moderate debt capacity ratio 5% - 15%
e 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 jurisdicfions, which tax City
taxpayers) will be taken into consideration in planning debt issuance.

. G. Credit Quality. All City debt management acfivities will be conducted to receive 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 debl by the
major credit rating agencies,

Hl. Standards for Use of Debt Financing

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.
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V.

. 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.

. 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.

. 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 alternafive available while limifing the General Fund’s risk exposure.

. 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.

. 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.

Financing Criteria

A. Types of Debt. When the City determines that the use of debt is appropriate, the

following criteria will be ufilized to evaluate the type of debt to be issued.

1. Long-Term Debt. The City may issue long-term debt (e.g., general obligafion
bonds, revenue bonds, conduit revenue bonds, tax increment bonds, lease obligations,
or variable rate bonds) when required capital improvements carmot 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
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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 operafing costs.
Excepfions 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.
BANSs 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 limitafions.

¢) Lines of Credit shall be considered as an alternafive 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 aimual appropriation. In order to reduce the cost of lease
borrowing and to improve control over leases, the City may adopt a master lease
program.

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

b) 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 dedicafion 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, inierest rate
caps and the matching of assets and liabilities.

d) 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.

e) 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 unfil 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
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 sfill matching debt service to the useful life of facilities. The
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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 derivafive 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 generafing 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 facilifies development, and which will generally be subject to the earliest or
most senior lien, |

Credit Enhancements

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 cleariy demonstrable savings can
be shown shall enhancement be considered. The City will consider each of the following

enhancements as alternatives by evaluafing the cost and benefit of such enhancement.

A. Bond Insurance. The City shall have the authority to purchase bond insurance when
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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.

. Provider Selection. The Finance Director or his’her designee will solicit quotes
for bond insurance from interested providers, or in the case of a competitive sale
submit an application for pre-qualitication on insurance. In.a negotiated sale, the
Director or the Treasury Manager 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 armual debt service, and one hundred and twenty tive 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 Finance Director or the
Treasury Manager shall prepare (or cause to be prepared) and distribute to qualitied
tinancial institutions as described in paragraph 2 below, a request for qualitications which
includes terms and conditions that are acceptable to the City.

. 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 qualitications; 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™)
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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 qualitications to which the tinancial institution may
make modifications

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

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

Refinancing Outstanding Debt

The Treasury Manager shall have the responsibility to analyze outstanding bond issues for
refunding opportunities that may be presented by underwriting and/or financial advisory
tirms. The Treasury Manager 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 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. The present value savings will be net of all costs related to the
retinancing. The decision to take savings on an upfront or deferred basis must be
explicitly approved by the City Administrator or the Finance Director.

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.

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 tinanced facility and the
concept of inter-generational equity should guide this decision.

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
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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 underwrlter agent or tinancial adVlSOr sell
escrow securities to the City from its own account.

E. Arbitrage. 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 true interest cost as long as the bid adheres to the
requirements set forth in the official notice of sale.

B. Negotiated Sale. 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:

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

2. Bonds shall be eligible for purchase only by “qualified institufional 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. Exisfing 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 compefifive 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
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.

4

Market Relationships

A. Rating Agencies and Investors. The City Administrator, Assistant City
Administrator, the Finance Director, and the Treasury Manager 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, Assistant City Administrator, the Finance
Director and the Treasury Manager 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.

B. Continuing Disclosure. The City shall remain in compliance with Rule 15¢2-12 by
filing its annual financial statements and other financial and operafing data for the benefit
of its bondholders within nine 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 preparafion of the City’s annual report, the
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Treasury Manager will ensure the -City’s timely tiling with each Nationally Recognized
Municipal Securities Information Repository.

C. 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 Treasury Manager 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.

D. 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 Finance Director and the Treasury Manager will
ensure that the highest quality tinancings 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.

Fees. The City will charge an administrative fee equal to direct costs plus indirect costs
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
Director of Finance can select a consultant without using the RFP process.

A. Selection of Financing Team Members. Final approval of tinancing 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 tinancing.

Senior Manager Selection. The Finance Director and/or the Treasury Manager shall
recommend to the City Administrator 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:
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e The firm’s ability and experience in managing complex transactions

e Prior knowled ge and experience with the City

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

e The tirm’s ability to sell bonds

e Quality and experience of personnel assigned to the City’s engagement
¢ Financing plan presented

Co-Manager Selection, Co-managers will be selected on the same basis as the
senior manager. In addition to their qualitications, co-managers appointed to specific
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 Finance Director and/or the Treasury
Manager 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.

¢ The Finance Director and/or the Treasury Manager will evaluate the proposed
underwriter’s discount against comparable issues in the market. If there are
multiple underwriters in the transaction, the Director and/or the Treasury Manager
will determine the allocation of fees with respect to the management fee. The
determination will be based upon participation in the structuring phase of the

_ transaction.

-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 Treasury Manager. 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.
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Syndicate Policies. For each negotiated transaction, syndicate policies will be
prepared that will describe the designation policies governing the upcoming sale. The
Treasury Manager 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
underwrifing team, orders for the City’s bonds will be net designated, unless
otherwise expressly stated. The City shall require the senior manager to:

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 Finance Director or
Treasury Manager 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 and/or the Finance Director 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.
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Selection of the City’s financial advisor(s) and ﬁnanmal advisor pool shall be based
on, but not limited to, the following criteria:

» Experience in providing consulting services to complex issuers

» Knowledge and experience in structuring and analyzing complex issues
» 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;

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 tirms
4. Structuring and pricing

S. 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

C. Bond Counsel. City debt will include a written opinion by legal counsel aftirming 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 tixed fee
schedule and will vary based on the complexity of the transaction.

D. Disclosure by Financing Team Members. All tinancing 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
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shall be permitted which could compromise the firm’s ability to provide independent
advice which is 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 of 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
oftice 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 credh 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 rafing 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.

Mahagement 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.

AN

‘Page 18



Exhibit A
Debt Policy

City of Oakland
Fiscal Year 2011-2012

Moody’s Median. Key tinancial, 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-You-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 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.
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Underwriter. A dealer that purchases new issues of municipal securities from the Issuer and
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 Debtf. 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.

-Page 20



Exhibit B

City of Oakland
& |
Oakland Redevelopment Agency

Swap Policy
for |
Fiscal Year 2011-2012

A

Vg "
,\\\’-ﬂﬁs*

Prepared by
Treasury Division, Finance and Management Agency

Adopted by the City Council and Cakland Redevelopment Agency
On June 21, 2011



City of Oakland ~ Exhibit B
Fiscal Year 2011-2012 Swap Policy

Table of Contents

Page
. INTRODUCTION. ...t irveiiimircerirrres e rrten s s st s s re e mne s sa b anan s an s srermnnss srrrnnsnsnans —
II. SCOPE AND AUTHORITY coeeeiicierimrrerrreries et roime s ereems snecsttbaes e srnnassarsrensssanssesennans 1
111, CONDITIONS FOR THE USE OF INTEREST RATE SWAPS .........c.ccccrnieennenns 1
AL GENETAI USATE ..ottt e e b et bbb e 1
B. Maximum Notional AMOUNE ...t e e setate e s eeiase st e reses e 2
C. interest Rate Swap ConsSiderationS . ..ot eresnes s 2
IV. INTEREST RATE SWAP FEATURES......cccoi it rinimmmcninnien e s ee e i nestnn e e vaeas 2
A. Interest Rate SWap AGIrEBIMENL ... ...t ececereecee st sneses st cansassses st 2
B. Interest Rate Swap COUNEIPATIES ... s e st re s s e s e se st a b ns s snnees 3
C. Term and NOHONAI AMOUNE...........ooiie et ettt e e s bt eeauein et st ennasr s 4
D. Collateral REQUIEIMENES ......ccoieecieceieriinre e rrene et e sreeses et ste s saveere st senreesearesbesasanesesbeseennen 5
E. Security and Source of REPAYMENT ...ttt st st 5
F. Prohibited Interest Rate Swap FEatUMES.......ccoc it es st bttt b enes 5
V. EVALUATION AND MANAGEMENT OF INTEREST RATE SWAP RISKS........... 6
A, Evaluation Methodology ..ot e 6
B. Managing Interest Rate SWap RISKS ... st 7
C. Terminating INterest RAte SWAPS ...t cnnas s s e st ses s rererenas 7
VI. SELECTING AND PROCURING INTEREST RATE SWAPS........coorceeereeee, 8
AL FINANCING TBAML. it et e es e bbb et b 8
B. Underwriter SeIection ... s e e 9
C. Counterparty SEIECHON ... i et b et e e sttt stbena s annere 9
VII. DISCLOSURE AND FINANCIAL REPORTING ........ccovciiriiniiicicrineereren e e 9

VIIl. GLOSSARY OF TERMS......ccccoiiiiiiiininnnn e eereetereerereearene e e aaaen 10



City of Oakland ' Exhibit B
Fiscal Year 2011-2012 Swap Policy

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
Poiicy 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, in conjunction with the Finance Director, are the designated
administrators of this Policy. The Finance Director and/or the Treasury Manager
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 Finance Director, in consultation with the
City Administrator, 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
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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 irhplementing 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. As outlined in this Policy, the total “net notional amount”
of all swaps related to a bond issue should not exceed the amount of
outstanding bonds. '

. 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. Goveming 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
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obligations under-the swap. Debt should typically only include obligations
within the same lien as the swap obligation.

Collateral thresholds stipulating when collateral will be required to be posted
by the swap provider are designated in the poiicy 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 Finance Director and/or the Treasury Manager, 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.
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2. Counterparty Termination Exposure

In order to diversify 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
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 jn Yielgl Curve’
Fully Collateralized $10,000,000
AAA 310,000,000
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 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 Finance Director and/or the Treasury Manager in
consultation with the City Administrator.

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 Finance Director and/or the Treasury Manager shall evaluate
appropriate strategies in consultation with the City Administrator to
mitigate this exposure.

C. Term and Notional Amount

"~ The City shall determine the appropriate term for an interest rate swap
agreement on a case-by-case basis. In connection with the issuance or
carrying of bonds, the term of the swap agreement between the City and a
qualified swap provider shall not extend beyond the final maturity date of the
related bonds. The total “net notional amount” of all swaps related to a bond

* 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 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 occurred, the Finance Director and/or the Treasury
Manager 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.
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- issue should not exceed the amount of outstanding bonds. 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 co-terminus basis with the swap.

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 squrce 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.
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V. Evaluation and Management of Interest Rate Swap Risks

Prior to the execution of any swap transaction, the City Administrator, the Finance
Director, the Treasury Manager 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
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 @ mismatch
between actual variable rate debt
service and variable rate indices
used to determine swap payment.

The City will review historical trading
differentials between the variable
rate bonds and the variable rate
index.

Credit Risk

The occurrence of an event
modifying the credit quality or
credit rating of the City or its
counterparty.

The City will actively monitor the
ratings of its counterparties, insurers
and guarantors, if applicable.

Counterparty
Risk

The failures of the counterparty to
make-  required payments or
otherwise comply with the terms of
the swap agreement.

The City will monitor exposure
levels, ratings thresholds and
collateralization requirements.

Rollover Risk

The risk that the City can not
secure a cost-effective renewal of
a line or letter of credit.

The City will evaluate the expected
availability of liquidity support for
hedged (swapped) and unhedged
variable rate debt.

Tax Event Risk

The risk that the spread between
taxable and tax-exempt rates will
change as a result of changes in
income tax laws or other
conditions.

The City will review the tax events
proposed in swap agreements and
evaluate the impact of potential
changes in tax law on LIBOR-based
swaps.

Termination
Risk

The risk that a swap has a
negative value and the City will
owe a ‘“breakage” fee is the
contract has to be liquidated for
any reason.

The City will compute is termination
exposure for all existing and
proposed swaps at market value
and under an expected worst-case
scenario. A contingency plan will be
pericdically updated specifying how
much the City would finance a
termination payment and/or replace
the hedge.
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B. Managing Interest Rate Swap Risks

1.

Annual Reporting

The City will evaluate the risks 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
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 counterparty, 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. :

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 Finance Director and/or the Treasury Manager 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.
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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.

2. 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.

it is the intent of the City not to make a termination payment fo 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 confract 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
lllegality

Failure to comply with downgrade provisions, and

® a0 o

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 and/or
swap advisor for all interest rate swaps. '
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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
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 - 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.



