
RESOLUTION NO. 2009-249 

RESOLUTION TO ESTABUSH TAXPAYER PROTECTION ACT TO INSTITUTE 

FORMAL DEBT ANANCING MANAGEMENT POUCIES 


WHEREAS, estabfishing specifiC debt management policies will improve oversight of City 
financial resources; enhance ltle City's credit quality; and provide more standardization for ltle 
issuance of debt in protection of ta.xpayers; and 

WHEREAS, the City does not currenUy have codified debt issuance and management policies; 
and 

WHEREAS, debt management policies will help maintain ltle City's ability to incur present and 
future debt and refinance/refunding at minimal interest rates in amounts needed for infrastructure and 
econom1c development of ltle City without endangering the City's ability to finance essential City 
services and still maintain sound financial management practices; and 

WHEREAS, uncertain and volatile economic conditions warrant more stringent and structured 
debt management policies; and 

WHEREAS, debt management policies will help to ensure the prvdeot use of the City's 
bonding authority and borrowing capacity through an effective system of financial security and internal 
controls, yetalso allow tor exceptions under extraordinary conditions; 

NOW, THEREFORE, BE IT RESOLVED, BY THE COUNCIL OF THE CITY OF FRESNO, as 
follows: 

The City has a responsibility to taxpayers to account for public funds, manage City finances wisely, 
manage growth, and plan f()( the adequate fundilg of services desired by the public, induding ltle 
provision and maintenance of public facilities. The goal of this Resolu1100 is to establish and maintain 
effedive debt management of the City's financial resources. Formal policy statements and major 
objectives provide the foundation for achieving this goal. 

This Resolution will be consistent with, and controlled by the provisions of the City Charter and any 
enabling legislation and incorporates existing business practices and informal debt issuance and 
management policies. These policies will identify acceptable and unacceptable courses of action, 
establish parameters in which the City can operate and provide a standard for fiscal performance. 

This resolution will establish the attached City of Fresno Debt Management Policies, incorporated 
herein, as conditions for the use of debt and to aeate procedures and policies that will minimize ltle 
City's debt service and insurance costs, retain the highest aedit rat1ng, and maifltaln full and complete 
financial disclosure and reporting. Debt management policies improve the quality of decisions, provide 
justification for the structure of debt issuance, identifies policy goals, and derr100strates a commitment 
to long term financial plaming. Conforming to debt management policy also signals to rating agencies 
and the capital maritets that the City is well managed and should meet its obligations in a timely 
manner. 

This resolution shall take elfed upon the effective date and shall apply to financings issued after its 
effective date unless expressly otherwise provided in this resolution 
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City of Fresno 

Debt Management Policies 

As of December 2, 2009 

The following policies are enacted in an effort to standardized and rationalize the issuance and management of 
debt by the City of Fresno. A debt policy sets forth the parameters for issuing debt, providing guidance to 
decision makers regarding the amounts and types of appropriate debt, the timing and purposes for which debt 
may be issued, business practices associated the issuance of debt, and structural features that may be 
incorporated. 
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CITY OF FRESNO 

DEBT MANAGEMENT POLICIES 


An effective debt management policy provides guidelines for ll'le City to manage its debt program in 
line with its resources. This debt management poficy is intended to guide prudent use of resources to 
provide the needed services to taxpayers and to maintain sound management practices. 

POLICY 

These policies will govem primarily debt Issued by the City on behalf of its taxpayers. Some pollees 
relative to debt issued by the City on b6half ofotherparties is a/so covered. 

A Debt Management Policy sets forth certain debt management objedlves and establishes overall 
parameters and provides general direction in the planning tor issuing and adiTlll'liStering the City's 
debt The purpose is to also maintain ll'le City's ability to incur debt and other long-tenn obligations at 
favorable interest rates for capital improvements, facilities and equipment beneficial to the City and 
necessary of essential services. Reoognizing that cost-effective aocess to the capital mar1<ets 
depends on prudent management of the City's debt program, the City Council has adopted this Debt 
Management Policy by resolution. 

OBJECTlVES 

The purpose of this Debt Management Policy is to assist the City in the pursuit of the following equally 
important objectives: 

• MinimiZe debt service and issuance costs 
• Provide a scheduling component (plaming) 
• Maintain access to cost-effective borrowing; 
• Achieve the highest practical credit rating: 
• Full and timely repayment of debt; 
• Balance use of pay-as-you-go and debt f.nancing; 
• Maintain full and complete financial d isclosure and reporting: and 
• Ensure compliance with applicable State and Federal laws. 

CREDllWORTHlNESS OBJECTIVES 

The City seeks to maintain the highest possible credit ratings tor all categories of short and long-tenn 
debt instruments Without compromising the delivery of basic City services and achievement of City 
policy ObJectives. Ratings are a reflection of the general fiscal soundness of the City and the 
capabilities of its management. By maintaining the highest possible credit ratings, the City can issue 
its debt at a lower interest cost To improve creditworthiness, the City is committed to prudent financial 
management, capital plaming, and long tenn financial planning. 

The City recognizes that external economic, natural, or other events will affect the creditworthiness of 
its debt Each proposal for additional debt will be analyzed tor its impact upon the City's debt rating 
on outstanding debt. The major source of risk considered by the rating services is the stability and 



Credit ratings issued by the bond ra1i1g agencies are a major factor in determining the cost of 
borrowed finds in the municipal bond market The concept of debt capacity, or affordability, 
recognizes that the City of Fresno has a finite capacity to issue debt at a given credl1 level. It should 
also be recognized however that there are no predetermined debt leveVcredit rating formulas 
available from the rating agencies. Many factors are involved. Determination of a credit rating by a 
rating agency is based on the rating agency's assessment of the credit worthiness of an issuer with 
respect to a specific obligation. To arrive at a judgment regarding the issuer's credit wonniness, the 
rating agencies analyze the issuer in four broad, yet interrelated areas: Economic Base, Debt 
Burden. Administrative Management, and Fiscal Management. 

Economic Base - The overall ec:>nomic strength of the City is heavily weighted in the evaluation the 
of the City's creditwontliness by diversity of both economic base and tax base. The diversity of the 
City's industries reflects its ability to weather industty-specffic downturns as -,yell as general economic 
recession. In either scenario, stronger surviving industries cany the ailing industries through the 
period of downturn. The City relies on taxes on its residents and businesses for the majority of its 
revenues. The ability of the City to continue to receive those revenues is directly related to the ability 
of its taxpayers to pay their taxes. Property values, employment, unemployment, income levels. costs 
of ~ving and other factors impacting the -,yealth of the taxpayers Md provides an indication of the 
strength and diversity of the City's tax base. 

Debt &eden - The City's overall debt burden is considered in the credit analysis process. In addition 
to government regulated debt ceiling, the City's ability to maintain manageable debt levels and debt 
service coverage is evaluated. Other positive indicators are proper management of existing debt, 
proactive efforts in identifying and ex&OJting financially prudent reflnding opportunities, and closely 
matching capital financing structures to the funding needs of the project 

As part of the credit analysis process. the rating agendas look at several quantitative indicators which 
include Net Direct Debt both expressed as an amount per capita and as a percentage of assessed 
value. Also evaluated is leverage; long-term debt as a percentage of net capital assets. {See 
Definitions in Article I) 

Administrative Management - These factors indude the examination of the form of government and 
assessment of the City's ability to implement plans as well as to fulfill legal requirements. The focus Is 
on the capabilities of the management staff within the City, ~ich is seen as a vital ingredient In 
assessing its credit quality. Managerial and legislative willingness to make d"dfiQJit decistons, 
development of financial policies, and the reliability and continuity of regular-updated aocounting and 
financial information are key. 

Fiscal Management - Financial results have the most significant impact on the rating process. This 
review involves an examination of the results of operations, induding a review of actual fiscal 
perfomlanoe versus planned budgeted perfom\ance, with deviations from the plan to be explained 
The General Find financial statement is examined with emphasis on rurren1 financial position and 
funds balances. as well as three-to-five-year trends in plaming and budgeting prooedures. Pension 
liabilities as Yllell as other unfunded liabilities are also important In the analysis process. The City's 
Comprehensive Annual Financial Report {i.e. ,GAAP results and prior year results) is critical in 
providing meaningful, valuable and timely information to the rating agencies. 
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GOALS 

It shall be the goal of the City to achieve the highest practical credit ratings and to strive to elevate 
and maintain those ratings in order to suS!ain cost-effective acoess to capital markets through the use 
of prudent polides and to maintain moderate debt and debt service payments with effective planning 
and coordination with City departments and to meet significant capital demands through a 
combination of debt financing, pay-as-you-to and other alternative financing mechanisms such as 
public/privata partnerships. 

The City will annually calo..llate the Indebtedness that is directly supported by General Fund revenue 
and self supporting sources. Such debt will consist of that portion of the debt that is serviced from the 
City's governmental finds or other finds that receive revenues from oeneraJ City taxes. This General 
Fund supported Net Direct Debt will not exceed ten percent (10%) of appropnated General Fund self 
supporting expenditures in any given year. Similar calculations will be made for the Enterprise Funds 
with parameters established as appropriate for each. 

ARTICLE I 

DEANITlONS 


Arbitrage Admlnlstnrtion 
Establishing and maintaining, either directly or through contract. a system of record keeping and 
reporting to meet the arbitrage rebate complianca requirements of the federal tax code. This effort Will 
include tracking investment earnings on bond proceeds, calculating rebate payments in compliance 
with tax law and remitting any rebatable earnings to the federal government in a timely manner in 
order to preserve the tax-exempt status of the City's outstanding debt issues. 

Bond Antic ipation Note 
Bond Anticipation Notes can be used to provide interim financing in anticipation of a bond issuance. 

Budget 
A plan of financial operation containing an estimate of proposed expenditures for a given period 
(usually a fiscal year) and a proposed means of financing them. A budoet is also a plan that ouUines 
an organization's financial and operational goals. 

Capital Expenditures are expenditures creating Mure benefits A capital expenditure is incurred 
when monies are spent either to buy foced assets or to add to the value of an existing fixed asset with 
a useful fife that extends beyond the fiscal year. In accoonting, a capital expenditure is added to an 
asset account r cepnahzed"), thus increasing the asset's basis (the cost or value of an asset). For 
taxpaying entlties, capital expenditures are costs that cannot be deducted in the year in which they 
are paid or incurred, and must be capitalized. The general rule (even for municipalities) is that if the 
property acquired has a useful life longer than the taxable/fiscal year. the cost must be capltalized. 
The capital expenditure costs are then amortized or depreciated over the life of the asset 1n question. 

Capital Improvement Plan (Program), or CIP; The Capital Improvement Plan (CIP) forecasts the 
City's capital needs over generally a five-year period based on various City-adopted long-range plans, 
goals and policies. capital projects are generally large-scale endeavors in terms of cost, size and 
benefit to the community. The underlying strategy of the CIP is to plan for land acquisition, 
construction, and major maintenance of pubhc facilities necessary for the safe and efficient provision 
of services. A critical element of a balanced CIP is the provision of funds to preserve or enhance 
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The goals of the CIP are to: 

• 	 Provide a balanced program for capital improvements given anticipated funding revenues over 
a fivw-year planning period; 

• 	 Illustrate unmet capital needs based on antiCipated funding levels, and. 
• 	 Provide a plan for capital improvements which can be used in preparing the capital budget for 

the coming two fiscal years. 

Capitalized Interest 
A portJon of the proceeds of an issue that is set aside to pay interest on the securities for a specifiEld 
period of time. Interest is commonly capitalized for the construction period of a project financed with 
Lease Revenue or Enterprise Revenue Bonds, prior to the project producing revenue. and sometimes 
for a period thereafter, so that debt service expense does not begin until the project is expected to be 
operational and producing revenues. CapitafiZed interest is sometimes referred to as "funded 
interest". 

Capital Project 
A long term investment project req.Jiring relatively large sums to acquire, develop, improve, and/or 
ma1ntain a capital asset (such as land and buildings, including such municipal improvements as 
streets. sewers, fire stations, and parks) A capital Project is a project that helps maintain or improve 

a City asset, often called infrastructure. To be included in the Capital Budget. a project must meet 
Qm; of the following requirements (criteria)· 

• 	 It is a new construction, expansion, renovation, or replacement project for an existing facility or 
facilities. The project must have a total cost of at least $50,000 over the life of the project. 
Project costs can include the cost of land, engineering, architectural plaMing, and contract 
services needed to COfllllete the project; or 

• 	 It is a purchase of major equipment (assets) costing $50,000 or more with a useful life of at 
least 10 years, or 

• 	 It is a major maintenance or rehabilitation project for existing facilities with a cost of $50,000 or 
more and an economic life of at least 10 years. 

Certificates of Participation/Lease Revenue Bonds 
Certificates of Participation (COPs) and Lease Revenue Bonds (LRBs) are financing structures 
utillzmg lease obligations secured by an mstallment sale or by a lease-back arrangement between the 
City and another public entity, where the general operating revenues of the City are pledged to pay 
the lease payments, -M'Iich are, in tum, used to pay debt service on the bonds or Certificates of 
Participation. These obligations do not constitute indebtedness of the City as defined under the state 
constitutional debt limitation and, therefore, are not subject to voter approval but typically subject to 
annual appropriation 

Payments to be made under valid leases are payable only in the year in which use and occupancy of 
the leased property is available, and lease payments may not be accelerated. Lease financing 
requires the fair market rental value of the leased property to be equal to or greater than the required 
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Comprehensive Annual Financial Report (CAFR) 

A Comprehensive Annual Financial Report is a government financial statement which goes beyond 

the minimums estab6shed for public sector entities by the National Committee on Municipal 

Accounting (NCMA). The CAFR is presented reflecting fund accounting and enterprise authority 

accounting. The Serurities and Exchange Commission (SEC) Rule 15c2-12 requires a legal 

undertaking on the part of government debt issuers to provide certain annual financial information on 

an ongoing basis. While the SEC does not establish a standardized format for presenting this 

information, the Government Finance Officers Association (GFOA) has however formally recognized 

the CAFR as an appropriate document for meeting the dtsclosure requirements of SEC Rule 15c2-12. 


Conduit Debt 

Conduit debt is a bond or other debt obligation issued by the City to finance a project 

developed/owned by a non-govemmentalthtrd party. This arrangement is typtcaHy used for qualified 

nonprofit organizations and multi-family housing projects. 


Debt Derivative 

Hybrid financial instruments wtlose value is "derived" from or based upon the value of another 

underty1ng security 


Debt Service 

The principal and interest payments on obligations, including short and long term bonds. 


Enterprise Funds 

A fund established to aCCOll"lt tor operations that are financed and operated in a manner similar to 

private business enterprises, where the int.ent of the government body is that the cost of providing 

goods or services to the general public on a continuing basis be financed or recovered primarily 

through user charges. 


Expenditures 

The payment for the cost of goods delivered or services rendered during the fiscal year, whether paid 

or unpaid, including expenses, provision tor debt retirement not reported as a liability of the fund from 

whiCh retired, and capital outlays. 


FISCal Year 

A 12 month period to which the annual operating budget applies and the end of which a governmental 

unit determines its financial position and the results of its operations. The City has specified July 1 

through June 30 as •ts fiscal year. 


Generally A~pted Acex>untlng Principles (GAAP) 

Generally Accepted Accounting Principles is the term used to refer to the standard framework tor 

guidelines for financial acx:ounli'lg used in any given jurisdiction. The accounting profession has 

chosen to identify minimum standards governing the formatting and contents of general purpose 

external finanaal reports in both public and private sectors. GAAP are designed to provide all primary 

users of general purpose external financial reports with the basic information needed to assess an 

entity's finanoes. 
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General Fund 

Revenues of the City that are not otherwise restricted as to their use. including mon1es from local 

property and sales tax. and other revenue sources. The General Fund pays for City services such as 

police; fire; public worb; elected offices: City Manager; City Cieri<; City Attomey; parl<s and 

recreation, and community services. 


General Obligation Bonds 

A munidpal bond backed by the taxing power of the issuing JUrisdiction and paid out of a 

supplemental levy of ad valorem property taxes The california State Constitution requires that the 

issuance of a general obligation bond must be approved by a two thirds majority on the bond 

proposition. Uses of bond proceeds are limited to the acquisition and improvement of real property. 


Impact Fees 

Fees adopted by the City requiring new developments to pay its proportional share of costs 

associated with providing necessary public infrastructure. 


Infrastructure 

Facilities that support the daily life end growth of the City, Including roads. water and sewer lines, 

pubfiC buildings, parl<s and airport facilities. 


Judgment Obligation Bonds 

Judgment Obligation Bonds pay for legal settlements and are ufiCOnditional obligabons of the city 

payable from General Fund revenues. Funds will be appropriated from the General Fund in each 

fiscal year to pay principal and interest on the bonds. The city cannot levy a tax for payment or this 

debt service. 


Leverage 

Long-tenn debt (including current porbon) divided by capital assets, net of depreciation. 


Long Tenn Debt 

Loans and obligations with a maturity longer than 12 months usually accompanied by principal and 

interest payments. 


Net Direct Debt 

Tax-supported debt, net of self-supporting and revenue anticipation debt. Includes the City's non-self­

sustaining lease revenue debt. Excludes the City's general obligation and special assessment/tax 

bonds which are paid from voter-approved special assessments or taxes, Lease Revenue Bonds paid 

from non-General Fllld sources, and airport, paridng and other enterprise bonds, which are 

obligations of those enterprise funds. 

Pension Obligation Bonds 
Pension Obligation Bonds are financing Instruments used to pay some or all of the unfunded pension 
liability of a pension plan. The Federal Tax Code requires they be ISSued on a taxable basis. Because 
of the limited case law distinguishing such "obligations imposed by law" from consbtutionally limited 
"indebtedness,· these obligations are typically validated in the Superior Court prior to Issuance. 

Property Tax 
A general ad valorem tax levied on both real and personal property according to the property's 
assessed valuation and the tax rate. 
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Revenue 
Funds that the government receives as 1ncome. It 1ndudes such items as tax payments. fees from 
speofiC services, receipts from other governments, fines, forfeitures, grants, shared revenues and 
interest income. For the government, the increase in assets of governmental funds that do not 
increase liability or recovery of expenditure. 

Revenue Bonds 
Revenue Boods are bonds issued by governments and public agencaes that are secured by the 
revenue flow of the Issuing agency. Revenue Bonds typically refer to bonds secured by enterprise 
revenues, such as water, wastewater, or refuse collection utilities. Since the debt service is directly 
paid from and secured by special funds, such debt is not subject to the State Constitutional Debt 
Umil The City typically issues Revenue Bonds under its Charter powers. Revenue bonds are 
sometimes issued as CertifiCates of Participation secured by an installment sale or installment 
purchase agreement 

Short Term Debt 
Debt payable within 12 months and indudes not only the repayment of principal, but interest during 
the loan period. 

Special Assessment/Speclal Tax 
Funds generated through the formation of an assessment district or special tax and the levy of an 
additional charge reflecting the special benefit to Individual properties, typically used to provide public 
improvements such as street construction and flood control. 

Special Funds 
Special Revenue Funds may be used to aCCOlMlt for the proceeds of specific revenue sources (other 
than for major capital projects) that are legally restricted to expenditure for specified purposes. Legal 
restrictions are imposed by outside parties not by the governing body. 

State Constitutional Debt U mitation 
Constitutional debt limits wttich exist to •mpose constraints on the alllOISlt of debt that a local 
government can iriCUr. For the purpose of the City of Fresno those limits are as follows: 

CAUFORNIA CONSTITUTION 
ARTICLE 16 PUBUC FINANCE 

SEC. 18. (a) No county, city, lawn, township, board of education. or schooJ district, shall incur any 
indebtedness or liability in any manner or for any purpose exceeding in any year the income and 
rell8nue provided for such year, without the assent of two-thirds of the voters of the pubfte entity 
voting at an election to be held for that purpose, except that with respect to any such public entity 
which is authorized to Incur indebtedness for public school purposes, any proposition for the 
inct~rrence of indebtedness in the form of General Obligation Bonds for the purpose of repatring, 
reconstructing or replacing public school buildings det&rmined, in the mannerprescribed by law, to be 
structurally unsafe for school use, shell be adopted upon the approval ofa majority of the voters of the 
public entity voting on the proposition at such election; nor unless before or at the time of incurring 
such indebtedness provision shall be made for the collection of an annual tax suffiCient fo pay the 
interest on such indebtedness as it falls due, and to provide for a sinking fund for the payment of the 
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The Supreme Court has fcxm that certain kinds of transactions are •exceptions" to the debt limit , 
such as lease obligations and special fund obligations (Revenue Bonds) 

Tax Allocation Bonds 
Tax Allocation Bonds (TABs) are special obligations that are secured by the allocation of tax 
Increment revenues that are generated by increased property taxes from new construction 111 a 
designated redevelopment project area The revenue is deposited in a special fund to pay for pubfic 
improvements wiltlin the designated area. TASs are ~mited obligations and not a debt of the City. 

Tax and Revenue Anticipation Notes 
Tax and Revenue Anticipation Notes (TRANs) are short-term notes (line of credrt), payable out of 
revenues of the current fiscal year, proceeds of which allow a Municipality to cover the periods of cash 
shortfalls resulting from a m1smatch between liming of revenues and bming of expenditures. 

ARTICLE II 

DEBT MANAGEMENT 


Section 1. Introduction 

The purpose of the Debt Policy is to establish guidelines for the issuance and management of the 
City's debt This Debt Policy confirms the commitment of the Council, management , staff, advisors 
and other decision makers to adhere to sound financial management practices, Including full and 
timely repayment of all borrowings, achieving the lowest possible cost of capital within prudent risk 
parameters and encouraging the use of local and CaNtomia-based advisors and underwriters when 
appropriate and feasible. 

Priorities of the Debt Policy are as follows: 

1. Achieve the lowest cost of capital; 
2. Maintain a prudent level of financial risk; 
3. Preserve future financial flexibility; 
4. Maintain strong credit ratings and good investor relations; and 
5. Ensure that local, emerging and disadvantaged business enterprise investment banking 

and financial firms will be considered for, and utilized in, lead and senior manager roles 
when appropriate. 

Scope and Authority 

This Debt Policy shall govem, except as otherwise covered by the Investment Polley, the issuance 
and management of ali debt and lease financings funded from the capital markets, including the 
selection and management of related financial services and products, and investment of bond and 
lease proceeds, 'Nhile adherence to this Policy is required in app6cable circumstances, it IS 
recognized that changes in the capital markets, agency programs and other unforeseen 
circumstances may from time to time produce situations that are not covered by the Policy and will 
require modifications or exceptions to achieve poflcy goals. In these cases, management flexibility is 
appropriate, provided specific authorization from the City Manager and the Council is obtained. 
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Term of Debt: 
A) General Fund: Debt will be structured for the shortest penod possible, cons1stent with a 

fair allocation of costs to current and future benefiCiaries or users. The issuance of debt by 
the City should be of a duration that does not exceed the useful life of the improvement 
that it finances and where feasible, should be shorter than the projected economic life. The 
standard tenn of IOng-tenn borrowing is typically 15-30 years. 

a. 	 The C1ty shall keep the average maturity of General Fund Obligation Bonds at or 
below 30 years but with a goal of 20 years, unless special circumstances arise 
warranting the need to extend the debt schedule It shall be the policy of the City to 
not issue debt to fund General Fund operating deficits with the exception of Tax 
and Revenue Anticipation Notes (TRAN's). 

B) 	Enterprise: The term of Enterpnse debt will be structured such that the obligations do not 
exceed the expected useful life of the respective projects. The City shall keep the average 
maturity of Enterprise Revenue Bonds at or balaiN 30 years, unless special circumstances 
arise warranting the need to extend the debt schedule. 

Section 2. Debt Repayment 
In structuring a bond issuance, debt management will manage the amortization of debt, and to the 
extent possible, match its cash flow to the anticipated debt service payments. The City will seek to 
structure the debt portfolio with aggregate level principal and interest payments Upon the issuance of 
each new debt instrument, the portfolio will be evaluated as will the type of project being finanoed, and 
current economic conditions. The cost of capital, financial risk, future financial flexibility, credit ratings 
as well as available cash flow will all be evaluated to determine the best amortization of new debt as It 
relates to the existing portfolio. 

Back loading is an agreement in which heavter charges are levied or greater benefits accrue toward 
the end of its term. Back loading of debt service will be considered only when one or more of the 
following occur. 

1. 	 Natural disasters or extraordinary or unanticipated external factors make payments on the 
debt in early years prohibitive 

2. 	 The benefits derived from the debt issuance can dear1y be demonstrated to be greater in the 
future than in the present 

3. 	 Such structuring is beneficial to the City's aggregate overall debt payment schedule 
4 . 	 Such structuring will allow debt service to more closely match project revenues during the 

ear1y years of the project's operation. 

Section 3. Debt Structure 
The structure of City debt financing will conform to those practices geoorally accepted in the municipal 
mar1<et and the type of risks arising from such debt would not expose the City to a level of legal or 
financial risk that is above the level of such risks that the City would normally assume in other 
financing transactions for similar projects. 

Debt will be structured to achieve the lowest possible net cost to the City given maM<et conditions, the 
urgency of the capital project, net revenues expected from the project (if any), and the nature and type 
of the security provided. Generally, borrow1ngs by the City should be of a duration that does not 
exceed the economic life of the improvement that it finances and where feasible should be shorter 
than the projected economic life. IIAoreover to the extent possible, the City should design the 
repayment of its overall debt so as to recapture rapidly its credit capacity for future use. 
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The City may however choose to structure debt repayment so as to wrap around existing obligations 
or to achieve other fnancial plaming goals. Such alternative structures shall be subject to the 
approval of the Debt Management Advisory Committee (See Article XV) 

Policy Transition: The City In Fiscal Year 2010 is currently reducing the Net Direct Debt principal on 
issuances paid by the General Fund, excepting Pension Obligation Bonds, at a rate of 4.5785% 
measured from 2010 to 2019. Given the City's current debt paid by the General Fund, the City will not 
reach consistent compliance with thi s policy until 2015. The City will make every effort where possible 
to be in compliance with the target 50% ten year debt reduction. 

Seetlon 4. Debt Structure Practices 
Debt structure guidelines are as follows: 

A. 	Standard Tenns: The following terms shall be applied to the City's transactions as 
appropriate. Individual terms may change as dictated by the marketplace or the unique 
qualities of the transaction. 

1. All Bonds 

i. Term 10 to 30 years is standard, but up to 35 years may be 
acceptable, depending on cash flow assumptions, 
construction bmefine and remaining useful life of the 
asset being financed 

il. Maximum Y'19/d case by case, as recommended by Financial Advisor and 
as governed by State law. 

Iii. Maximum Premium case by case, as recommended by Financial Advisor. 

iv Maximum Discount Case by case, as recommended by Financial Advtsor. 

v. Payment Dates - Fixed After considering cash flow needs, the City Controller 
will determine the occurrence of all new debt service 
payments. 

VI. 	 Coupons fixed rate or variable 

vii. 	Gall Provisions shortest possible optional call consistent with optimal 
pricing. 

viii. StruciiJre of Debt prefer level debt service, but shall be determined on a 
case-by-<:ase basis, at the discretion of the City 
Controller and Financial Advisor. 

ix. Debt Servioe Reserve where appropriate, generally the lesser of 10% principal 
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amount, 125% average annual debt service, 100% 
maximum annual debt service, by cash deposit, by 

or surety bond for tax exempt debt. For taxable debt 
debt service, by cash deposit or surety bond for tax 
exempt debt. For taxable debt the amount will be 
detennined on a case-by-case basis, at the discretion of 
the City Controller and the Financial Advisor. 

x. Capitalized Interest sized through substantial completion plus a minimum 
of six months unless other assets are available to be 
pledged, unless otherwise limited under Federal Tax 
Law. Uquidatec:t damages of construction contract must 
include amount of daily debt service. Capitalized Interest 
should not exceed three years unless detennined at the 
discretion of the City Controller and the Financial Advisor. 

xi. Net Funang the project and capitaliz.ed interest funds may be 
funded if investments are secured upon 1ssuance of 
bonds. 

xii. 	Reimbursement Resolution 
Must be adopted by the City Council if the project 
Capital costs are advanced by the City prior to the 
expenditure and/or oornmitment of funds. and bond sale. 

xiii. Budgeting Debt Service budget shall be for gross debt service, with only interest 
earnings on bond funds from the pnor year considered. 

2. 	 Variable Rate Bonds: The City may elect to 1ssue any bonds as variable rate bonds, 
wtuctt are broadly defined to mean daily, weekly, monthly, semi-amual or auction rate. 

i. 	 Purpose reduction of net borrowing cost; match of assets and 
liabifities. 

Max Portfolio Allocation 	 no more than 20% of the City's OCJ1standing deb1 
portfolio by fund type shall be in un-hedged short-tenn 
paper consistent with policies for underlying debt types. 

iii. 	 Tenn consistent with policies for undel1y1ng debt types. 

iv. Maximum Yield case by case basis, as recommended by Financial 
Advisor. 

v. 	 Monitoring The City Controller shall monitor all variable rate 
bonds on a monthly basis and Shall detennine, from 
time to time, whether to Change modes and/or 
replace a broker/dealer or remarketing agent. 
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vi. Budgeting the City Controller will recommend that annual 
debt service on any variable rate bonds be budgeted 
at 1.5 limes the rolling 3 year average of the Securities 
Industry and Financial Markets Association (SIFMA). or 
another relevant index Association index. or another 
relevant lime frame. or as otherwise required by the 
respective bond covenant. 

viii. Liquidity a hquidity facility shall be obtained, either externally 
or Internally, for all short-term indebtedness containing 
a put feature. 

lx. Mode 	 all bonds issued as variable rate bonds shall be issued as 
•multi-modal• bonds, unless the Crty Controller in 
conversation with the Financial Advisor determines 
otherwise on a case by case basis. 

x. 	 Budgeting Debt Service budget shall be 3-year BMA rolling average times 1.5 
as well as ongoing fees associated with floating rate 
bonds. 

Section 5. Debt Level and Capacity 
A comprehensive and routine analysis of debt capacity provides assurance that the amount of debt 
required by a municipality is affordable and cost effective. By analyzing debt capacity and establishing 
appropriate limits on debt issuance based on this analysis, municipalities are better able to keep debt 
at affordable levels. Establishing the City's debt capacity limits should, in large part, be based on its 
Capttal Improvement Plan (CIP) and the impact or planned debt issuances on the long term 
affordability or all outstanding debt. Each project incorporated in the five year plan will be compared 
and evaluated on a cost-benefit basis to detennine those projects that best meet the City's pohcy 
objectives as defiled in the City's five year Capital Improvement Plan. 

The Fresno City Charter Sedion 1213 imposes a 20% limit on general obligation bonding (GO Bonds, 
of which the City currently has none) where the bonding cannot exceed 20% ot the assessed value of 
all real and personal property within the City Per the 2008 CAFR report, the current balance on 
Pension and Judgment Bonds is $187 million. There is no bonding level limit for other types of bonds 
or any bonding limitatiOn on the City's General Fund. 

On Lease Revenue Bonds/Certificate or Participation and similar financing special attention shall be 
gtven to the methodology in determining a secure, tong tenn revenue stream to repay the debt and 
minimize General Fund subsidization of the debt. A conservative strategy will be employed for all 
bond financing that evaluates City debt level and capacity using the following aiteria: 

1. Measurement or tax and revenue base 
2. Population trends including change in population and demographic trends. 
3. Utilization trends for services underlying revenues. 
4. The volatility and collection risk of the revenue source identJfted for repayment or the debl 
5. Evaluation or historical trends relating to the City's financial performance. 
6. Debt service obligations including existing and potential debt service requirements. 
7. Measure ofdebt burden on the community or the debt per capita. 
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8. Marl(et factors affecting interest costs. 
9. Marl(et factors affecting future impact fees. 
10. Comparative analysis using peer cities to evaluate impact fees revenue stream 
u_ Evaluation of stability of federal and state income streams. 
12. Evaluation of ability to fund ongoing operations and maintenance costs. 

Section 6. Debt Mea~rement Ratios 
The affordability of the Incurrence of debt will be determined by calculating various debt ratios that 
would result after issuance of the debt and analyzing the trends over time. Below are current debt 
ratios for the City: 

Key Debt Ratios Description/Trend 

City of 
Fresno 
FY 2010 

Debt Ratios 

Net Debt to Assessed Property Value % 
{Favorable Trend=Lower than 3%) 0.05% 
% of Principal Net Direct Debt Retired in Ten Years 

Gf a..l<ecl (2009 - 2010) 

{Favorable Trend= Greater than 35%} GF Pllld ( 2009 - 201 0) 

·11 .4313% 

4.5785% 

Net Direct Debt Service as % of General Fund Appropriations 

(Favorable Trend = Less than 10%) 6.33'!1. 

The City will have quantitative goals relative to direct debt Direct debt will be measured by the 
following: 

1) Net Debt to Assessed Value shall not exceed 3%; 
2) Percentage of Principle on Net Direct Debt Retired 1n Ten Years shall average 35% 

and 40% within 15 years; and 
3) Net Direct Debt as a percentage of General Fund Appropriations shall be less than 10% 

Policy Transition: The City of Fresno will make every effort to comply with the goal of reducing the 
principal portion its average Net Direct Debt retired. Given the City's current debt paid by the General 
Fund, the City will reach consistent compliance with this policy goal by 2015 

Section 7. Genen~t Fund Net Debt Service Umit 
The City W111 monitor and limit the net debt service being paid from the General Fund The net debt 
service is defined as the total annual aggregate lease revenue obligations minus any revenues 
generated by the debt financed projects to pay this debt service The ratio of Lease Revenue Bond 
obligations and Certificates of Participation debt service as a percentage of annual revenue or 
expenditures. Is referred to as "lease burden". In recent years, near1y all of the major capital projects 
In the City lndUding the baseball stadium, the Exhibit Hall, the Convention Center, City Hall, fire 
stations, police substations, No Neighborhood Left Beh1nd, ~ and tl'le police training center were 
fmnced USifl9 lease Revenue Bonds Enterprise Revenue Bonds supported by dedicated revenue 
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sources and other General Fund obligations including the pension system, retiree health care costs 
and judgment obligatlon debt is excluded from the lease burden ratio analysis. 

Other government entities with underlying or overlapping direct debt burden including sd'lool distncts, 
Fresno County, speaal districts, and the City Redevelopment Agency issuing tax increment Revenue 
Allocation Bonds will add to the City's overall debt burden. The City's proportionate share of other 
government entities that either overlap or underlie Is referred to as its overlapping debt. In its 
disclosure documents, the City shall include a statement of overlapping debt each year. 

It shall be the policy of the City to conduct an affordability analysis as determined by 1he lease burden 
ratio when any new General Fund supported debt is issued. Credit rating agency guidelines usually 
lllCOt'Tlmeod a lease burden ratio between 8% to 12%. II shall be the policy of the City to maintain a 
lease burden ratio not to exceed 10%. The total overall Net Debt Service in the General Fund 
excluding enterprise Revenue Bonds shall not exceed 10% of General Fund appropriations. 

Policy Transition: The current City lease burden rabo is in compliance. 

Section 8. Enterprise Debt Umits 
The City shall conduct atfordability analysis for proposed Enterprise Revenue Bonds 1ssuances. The 
affordability analysis shall compare projected annual gross revenues less operating and maintenance 
costs to estimated annual debt service The ab~ity to afford new debt for enterprise operations will be 
evaluated as an integral part IX the City's rate review and setting process. It shall be the policy of the 
City to maintain a coverage ratio of 110% using historical and/or projeded net revenues to cover 
amual debt service. Ratios higher than 110% will only be maintained if required by bond covenants of 
debt issuance. It shall be the policy of the City to reqUire a rate increase to cover both operational 
and maintenance costs and debt service costs, and create debt service reserve funds to maintain the 
required coverage ratios. 

Policy Transition: The City is currently in compliance with the above stated policy goals. 

Section 9. Variable Rate Debt 
The City may elect to issue securities that pay a rate of interest that varies according to a pre­
determined formula or results from a periodic rema!l(eting of the secunbes, consistent with state and 
federal law and covenants of pre-existing bonds, and depending on ma!l(et conditions. The City will 
have no more than 20% of its outstanding debt in variable rate form. 

Policy Transition: The City currenUy has no variable rate debt and is in compliance with the above 
Slated policy. 

Risk mitigation factors used to determine the appropriate amount of vanable debt will include 1) the 
historic average of cash balances over the course of several prior fiscal years; 2) projected cash flow 
balances on known demands on a given fund and on City fund balance policies; and 3) the difference 
in the performance or duration of the City's investment vehicles compared to the variable rate debt 
instrument to be used by the City. 

ARTICLE Ill 
ASSETUFE 

The City will consider the use of debt for the acquisition, development, replacement, maintenance, or 
expansion of an asset only if it has a useful life of at feast five years. For short term financing , the 
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physical asset must have a mimmum useful life of five years and for long term financing the physical 
asset must have a minimum useful life of ten years. Debt will not be issued for periods exceeding the 
useful life or average useful lives of the project or proJects to be financed. This section shall not apply 
to approved Master Lease Purchase program assets. 

ARTICLE IV 

METHODS OF FINANCING 


The City shall consider several methods of financing capital projects as determined in the Capital 
Improvement Plan. This policy will set forth guidelines for these decisions by indentifying parameters 
within each funding source that are considered appropriate. These parameters are defined below. 

Section 1. Cash Funding 
It shall be the policy of the City to encourage funding capital projects with cash, on a •pay as you go· 
basis, to the extent possible and practical. As part of a ·pay as you go• strategy, the City will first look 
for grant funding for capital projects. Cash funding Is recommended to 1) finance purchases of assets 
whose lives are shorter than five years; 2) when market conditions are unstable or present difficulties 
in adlieving acceptable interest rates; and 3) existing debt levels might have an adverse 1mpact on 
the City's credit rating. 

Section 2. Capitalized Interest. 
Certificates of Participation (COP) and other lease-secured financings may require the use of 
capitalized interest from the issuance date until the City has beneficial use and occupancy of the 
financed project It shall be the policy of the City that interest shall not be funded (capitalized) beyond 
a period of three and one half years, or a sh0!1er 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. 

Section 3. Short Tenn Anancing 

A) Tax and Revenue Anticipation Notes (TRANs) 
Tax Revenue Anticipation Notes are short-term notes (line of credit) , the proceeds of which allow 
the City to cover the periods of cash shortfalls resuHing from a mismatch between timing of 
revenues and timing of expenditures. The City annually issues TRANs each July to meet General 
Fund cash flow needs, in anticipation of the receipt of tax revenues later In the fiscal year. 

The cash flow needs are determined by projections prepared by the City Controller, working with 
the City Budget Director. The timing of the note sale, the notes' due date. and the timing and 
structuring of repayment will be components of the cash flow and cash management analysis 
performed by the Department or F111ance. As tax payments and other revenues are received, they 
are used in part to repay the TRANs. Charter Section 1210 reads, "Money may be borrowed in 
anticipation of the receipts from taxes wring any fiscal year, by the issue of notes, Cert.ifiCIItes of 
Indebtedness or Revenue Bonds; but the aggregate amount of such loans at any time outstanding 
shall not exceed twenty five percent (25%) of the receipts from taxes for the fiscal year in which 
they are issued: 

B) Commercial Paper 
The City may choose to issue tax-exempt or taxable commercial paper as a source of interim 
borrowingllinancing for projects contained in the City approved CIP only after the City Controller 

Page 15 of 28 



....... 

Qf '~r· 

~"-si
if:_%.""t;· • 
+i:.jt' ; 

.... "'£/..~ 
~ 

determines that such financing represents the least cost interim financing option for the City: ,,. 
Commercial paper will not be issued for City capital programs unless it is of sufficient economic 
size as determined by the City Controller and subject to constitutional and local law limitations on 
multi-year debt 

C) Bond Anticipation Notes 

Bond Anticipation Notes (BAN's) are used as interim frnancing Instruments. They can be used 

instead of Capitalized Interest to reduce the debt service during construction period of a project or 

facility, and are subject to constiMional and local law limitations on multi-year debt 


D) Unes of Credit 

The City can consider Lines of Credit (LOC) as an alternative to other short term borrowing 

options. The City Controller shall determine when it is financially prudent for the City to enter Into 

agreements w1t11 commercial banks or other financial institutions for the purposes of acquiring a 

Line or Letter of Credit 


Section 4. Long Tenn Debt Financing 
Long-term borrowing shall be confined to capital investments or similar projects with an extended life 
when it is not practical to be financed from current revenues. The City shall not use long-term debt to 
finance current operations. Long-term general obligation debt shall be utilized when necessary to 
acquire land or capital assets based upon a review of the ability of the City to meet future debt serw:e 
requirements. The project to be financed should also be integrated Wtltt the City's long-term finandal 
plan and Capital Investment Program (CIP) wltl1 an assessment of the need and priority of ttte capital 
improvement project. Listed below are long term financing options: 

A) Geneo~l Obligation Bonds 

Voter approved General Obligation Boods (GO) provide the lowest cost of and provide a new and 

dedicated revenue source in the form or addi~onal ad valorem taxes to pay debt service. 

California State Constitution, Article 16 - Public Finance, Section 18. requires tttat ttte issuance of 

a GO bond must be approved by a two-tttirds majority of those voting on ttte bond proposition. 

Uses or bond proceeds are limited to the acquisition and improvement or real property. 


B) Lease Revenue Bonds 

Lease Revenue Boods (LRB's) are be used to finance capital projects that either 1) have and 

identified budgetary system for repayment; 2) generate project revenue but rely on a broader 

pledge of General Fund revenues to reduce borrowing costs; and 3) finance the purchase of real 

property and the acquisition and Installation of equipment for the City's general government 

purposes. LRB's are secured by a lease back arrangement between ttte City and another public 

entity The general operating revenues of the City and/or a designated special fund are used to 

pay the lease payments, which are, in tum. used to pay debt service on ttte LRB's. LRB's do not 

constitute indebtedness under ttte state constitution and are not subject to voter approval. 

C) Revenue Bonds 

Revenue Bonds finance water, wastewater utilities, ptblic golf courses. airports or public facilities 

They are payable by ttte revenues generated by the enterprise. This type of debt is considered 

self-liquidati'lg. The City's utility Revenue Boods are payable solely from the City's Department of 

Public Utilities enterprise funds and are not secured by any pledge or ad valorem taxes or General 

Fund revenues of ttte City. Bond covenants provide that revenues generated by these enterprise 

funds must be suffiCient to maintain required debt coverage levels, or the rates of the enterprise 

have to be raised to maintain the coverages and operations of the facility. 
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D) Certificates of Participation 
Because Certificates of Participation (COP's) are not created by statute, but rather are used to 
secuntlze an underlying contract, they can be adapted to a number of financing situations. They 
are commonly used for both lease revenue and enterprise revenue financings where no v.oor1<able 
statutory framework Is available. Because of the authority provided for financing by the City 
Charter, the City has made minimum use of Certificates of Participation. To the extent they are 
considered in the future, the relevant policy requirements for lease or enterprise Revenue Bonds 
will preva1l. COP's do not constitute Indebtedness under the state constitution are not subject to 
voter approval. 

E) Capital Lease Debt 
A lease purchase obligation placed with a lender without the issuance of securities may be used to 
finance certain vehicle and equipment purchases when the aggregate cost of equipment to be 
purchased exceeds $50,000. In rere instances, acquisitions below $50,000 may be deemed to be 
clearly cost effective and in the City's best interest. At the discretion of the City Controller, these 
transactions will be evaluated on a case-by-case basis. 

Efforts will be made to fund capital equipment with pay-as-you-go financing where feasible, and 
only the highest priority equipment purchases will be funded with lease obligations All equipment 
with a useful life of less than five (5) years shall be funded on a pay-as-you-go basis except for 
fiscal emergencies as determined by the Mayor and affirmed by a majority vote of the City 
Council. Adequate funds for the repayment of principal and interest must be included in the 
requesting department's approved budget. The term of short term financing shall be limited to the 
useful life period of the vehicle or equipment but In no case shall exceed 10 years. This section 
shaQ not apply to approved Master Lease Purchase program assets. 

F) Debt Dertvatives 
Debt derivatives are hybrid financial instruments associated wtth variable debt The City will 
consider the usa of derivative products on a case by case basis and consistent with state and 
federal stallltes and fflancial prudence. Derivative products may be used by the City to reduce 
risk exposures or reduce interest costs, but may not be used for speculative purposes. 

The only type of derivative instrument used by the City will be structured (step up) notes, and 
floored floater notes, which guarantee coupon payments. These are minimal risk instruments. It 
shall be the policy of the City to carefully evaluate debt derivative instruments using conservative 
criteria and limit the use of debt derivative financial instruments. 

G) Conduit Debt 
Conduit financi'lg are securities issued by a government agency to finance a project of a non­
governmental third party, such as a non-profit organization or other private entity. Tile City may 
sponsor conduit flnandngs for those activities (e.g. economic development, housing, etc) that 
may have a general public purpose and are consistent with the City's overall service and policy 
objectives. Unless a compel6ng public policy rationale exists. sud'l conduit financing will not in any 
way pledge the City's aedil While the City issues the condurt Revenue Bonds on behalf of 
qualified noOiJ()vemmental organizations, repayment of the debt is secured solely by the non­
governmental organization and no appropriation will be made in the event of a default. No City 
funds shall be pledged to support the conduit debt and no appropriation will be made in the event 
of a default of conduit debt 
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The City's preference is to assist non-profit organizations in securing conduit financing through 

agencies such as California Statewide Community Development Authority. California 

Communities and other agencies can assist 501 (c)(3) non-profit organizations by providing access 

to low-cost, tax-exempt bonds ("Bonds") to finance or refinance the acquisition, construction, 

installation, expansion or rehabilitation of land, buildings, and equipment A 501(c)(3) non-profit 

organization can finance projects at a lower interest rate than conventional financtng because the 

interest paid to bondholders is exempt from federal (and in some instances state) income taxes. 

The role of the City in these instances is to hold a "TEFRA" hearing This acronym stands for the 

Tax Equity and Fiscal Responsibility Act of 1982. This Act requires the local legislative body of 

the local agency in which the project is located to notice and conduct a public hearing. 

Applications for a TEFRA hearing are made to the Controller acting as the City's Debt 

Administrator, who will schedule the matter for Council's consideration. The Controller will 

prepare a staff report on the policy considerations associated with the project or i1s financing. The 

Council holds this hearing and calls for any public testimony regarding the proposed project 

financing. When the bonds are issued by a non-City agency it will be understood by any mar1<et 

participant that the City has no obligation or liability associated with the project or the financing. 

The applicant however is able to obtain favorable debt financing and the City has no exposure or 

risk. 


H) Judgment Obligation Bonds 
Judgment Obligation Bonds will be considered for unusual non-recurring court judgments. The 
bond maturity will be limited to 10 years to demonstrate the Willingness of the City to repay such 
obligations in a reasonable time frame. Principal amortization will be appropriate for the particular 
transaction. At the discretion of the City Controller, bond maturity can be extended beyond 10 
years based on excessive awards exceeding $1 0 million. 

I) Pension Obligation Bonds 
The City may elect to fund accrued pension liabikties through the 1ssuance of Pension Obligation 
Bonds (POB's) rather than funding such obligations on a pay-as-you go basis. POB's are issued 
as taxable instruments over a 15-30 year term by matching the term with the amortization period of 
the outstanding unfunded actuarial accrued liability. POB's will undergo an active validation 
process prior to the sale of the bonds and are not subject to voter approval. The authority to issue 
POB's without a vote is found in a judiciary created exception to the California State Constitution, 
Article XVI, Section 18. POB's are a general obligation o4 the City. It shall be the policy of the City 
to limit the term of POB's to not exceed 30 years. 

POB's allow the City the opportunity to borrow at a rate that 1s lower than the assumed actuarial 

rate used to project the unfunded actuarially accrued liability (UAAL). The assumed actuarial rate 

is used to project the investment rate to be earned on the proceeds of the POB and the Investment 

rate payable on the UAAL POB's will be considered by the City when the issuance is dearly cost 

effective and in the City's best interest. 


J) Mello-Roos and Assessment Bonds 
The Mello-Roos Act of 1982 allows any county, city, special distnct, school district or joint powers 
authority to establish a Mello-Roos Community Facilities District (CFD) which allows for financing 
of public improvements and services. These CFD special taxes must be approved by a two thirds 
vote of registered voters within the district (unless there are fewer than 12 registered voters, in 
which case the vote is by landowners), and are secured by a special tax on the real property within 
the district. These types of obligations, although repaid through additional special taxes levied on a 
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The City also may issue assessmeot bonds through a special benefit assessment district These 
bonds, based on assessmeots levied proportionate to special benefit conferred, are subject to a 
majority notice/protest hearing requirements. The bonds may be ISSued to finance facilities or 
provide services with this district 

It shall be the policy of the City to not use the General Fund to financially support assessment or 
Mellc>-Roos obligations. (See also separate Metlc>-Roos Community Development Facility Policy). 

K) Tax Allocation Bonds 
Using tax increment funds as a pledge for repayment, the Redevelopment Agency may issue Tax 
Allocation Bonds. Careful consideration must be taken by the Redevelopment Agency when 
issuing these bonds, to eosure that the revenue source is not already pledged to some other 
encumbrance. such as HUD loans. 

Under California State Law, the City of Fresno Redevelopment Ageocy has the authority to issue 
Tax Allocation Bonds as a means IX financing redevelopment projects. It shall be the policy of the 
City to not use the General Fund to fVlancially support redevelopment obligations. 

L) Capita.! Appreciation Bonds 
Capital Appreciation Bonds (CAB's) are deep discount bond.s that pay investors the face value of 
the bond upon maturing. CAB's are primary used is to better match a project's cash flow to the 
bond's debt SE!!Vice. However the City has not used this form of debt financing in the past as 
capital appreaation or to improve the marketability of the bonds, which allow the Issuer to defer 
payment of interest until redemption, would sell at yields higher than those for current interest 
bonds 'Nith simijar maturities. The City's use of Capital Appreoation Bonds may be a market 
driven decision as determined by the City Controller and Fnancial Advisor. 

M) US HUO Section 108 Loans 
HUD Section 108 loans are administered by the City's Housing Department These loans will be 
structured to be sound loans to assist in economic development projects. In addition, Section 108 
loans 'Hill also be strudured to provide sufficient guarantees so that if the loan is in default, the 
General Fund would be the payment d last resort. The Section 108 loan program requires that 
future Community Development Block Grant (CDBG) funding, and if requested, additional 
specified collateral be used as first security for payment 

N) lnterfund Borrowing 
The City may borrow internally from other funds with temporarily surplus cash to meet short-term 
needs in lieu d issuA1g debt Such purposes oould include short-term cash flow imbalances due 
to grant terms (i.e., the need to incur costs prior to reimbursemeot) and interim finWicing pending 
the issuance of bonds. The City funds from which the money is borrowed shall be repaid with 
interest, accruing monthly based upon the average earnings rated the City's investment pool. To 
the extent any interfund borrowing is undertaken as a form of bond antJcipation financing, the City 
wiDadopt a resolution of its intention to repay such funds out or tax-exempt bond proceeds, so as 
to meet the requirements of federal tax law for such borrowings. 

Any borrowing between two City funds( or the Redevelopment Agency (RDA)), with the except d 
the temporary advances described above (which excludes the RDA), and which exoeed more than 
24 months, will require a wntten and signed loan agreement between the funds including a 
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repayment schedule with interest paid at the current investment pool rate and with a maximu •• " ,•• 
repayment term of five years. lnterfund loans will be evaluated on a case by case basis. The 
purpose of Inter Fund borrowing is to finance high pnority needs and reduce costs of interest, debt 
issuance, and/or administration. 

ARTICLEV 
FUNDING SOURCE MATRJX 

The matrix below illustrates a reference source for funding debt policies: 

Capital 

TRAN's Lease Revenue 

PARAMETERS Cash Loions BAN's Bond Bond--­ -=tx~chlng cash sho.!!f3'1s between rev~ues & expllfls_e!_
1­

.f!9ect lite os less !han 5 years _ x_ 
PrOject hfe " greater 1han 10 yN<S X -­
Recom-nended tempor.>ry funding before bond sale X 

1
Recommended vanable race funding mechanism - 1­ j_Voter Approved General Obligation Bond 

FltlallCing public l1tililles prOJecls__ I X 

1 
The amount bonOWing IS less 111an S5 million 

The amoun1 bOITOWI!!!IIS 9':tllller than $10 million r X I X 

Short Long 
Tenn Term 

Loan Loan 

X 

X 

X 

X 

X 

X 

: 
X 

I 

X I 
ARTICLE VI 


SERVICE PROVIDER SELECTION AND COMPENSATION 


All financial advisors, bond counsel, d isclosure counsel, trustees and underwriters will be selected 
through a Request tor Proposal (RFP) or a Request for Qualifications (RFQ) process based on the 
clrcumstances. The RFP/RFQ process will be conducted by the Department of Finance and City 
Attorney's Office, as appropriate. The City's contracting policies will apply to all contracts with finance 
professionals, as permitted by state and federal law Once the financial advisor is selected, the 
financial advisor wiU ass1st the City in the selection of other service providers, including underwriters, 
trustees, escrow agents, etedit enhancers, verification agents, title insurance companies, and financial 
printer. 

Section 1. City Financial Professionals Team 

A) 	Anancial Advisors: The City shall utilize the services of independent financial advisor(s) on 
debt financing wtlen deemed prudent by the City Controller. Services and compensation caps 
shall be defined by contract. The primary responsibilities of the Financial Advisor are to advise 
and assist on bond document negotiations, transaction structuring induding advising on cell 
provision options and timing of issuance, running debt serviCe cash flow numbers, obtaining 
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ratings on the proposed issuance, and generally acting as an Independent financial consultant 
and economic market expert. 

B) 	Underwriters: In the case of a compebtive sale, the City will award the bonds to the 
underNriting finn whose bid results 1n the lowest True Interest Cost. In the case of a 
negotiated sale, the Fmance Director, once every five years or as needed, and/or modified will 
determine the best method of selection, taking Into consideration all factors Involved in eac/1 
particular sale, using an RFP process to develop a pool of qualified underwriters. 

C) 	Bond Counsel: The City Attorney's office will take the lead in selecting bond counsel, and the 
Finance Department will take the lead in selecting disclosure counsel if needed, through an 
RFP process. Underwriter's Counsel is generally selected by the lead underwriter, with the 
consent of the City Controller, on a case-by-case basis. Generally, Underwriter's Counsel 
takes the lead in preparation of the Official Statements and certain dosing documents related 
to the bond sale. Bond Counsel responsibilities will include preparing the necessary 
authorizing resolutions, ordinances, agreements and other legal documents necessary to 
execute the financing. All debt issued by the City will include a customary approving legal 
opinion of Bond Counsel. 

D) 	Broker-Dealers and Remart<eting Agents: For variable rate bonds, the City Controller shall 
select broker-dealers or remarketing agents for eadl transaction through the RFP process. 
The City shall monitor performance on a monthly basis. The City may replace a remarketing 
agent or broker-dealer with notice at any time, consistent with the financing documents. 

E) 	Trusre-: Trustees will be selected for eadl transaction or program by RFP, unless use of the 
current trustee is deemed in the City's best interest by the City Controller. The Trustee (or 
applicable holding compMy} shall have a combned capital Md surplus of at least S50 million 
and be subject to supervision or examination by federal and state authorities. 

F) 	Rebate Consultant: Selected by RFP or approved competitive process for all bonds for a set 
term with 1-year extensions. 

G) 	Auction Agents. Selected for eac/1 relevant issue by RFP or approved competitive process 
1ssued by the Finance Department or its agent and subject to negotiation of terms. 

H) 	Uquidity Providers: Selected for eadl relevant issue by RFP or approved competitive 
process issued by the Finance Department or its agent and subject to negotiation of terms. 

I} 	 Investment Agreement Counterparties: Selected by bid in compliance with Federal Tax Law 
Requirements in accordance with relevant fmancing documents and the City's Investment 
Policy. 

1. 	 In general, uncollateralized Investment A9reements shall be executed with 
counterparties rated at least AAA with collateral reQUired upon downgrade below AAA 

2. 	 Repurcha.se Agreements or Forward Delivery Agreements shall be executed with 
counterparties rated at least AA (by at least one of the major rating agencies) with 
downgrade provisions requiring assignment or collateral should the rating fall below A­
or A3 by Standard and Poor's or Moody's Investor Services respectively. 

J) 	Financial Printer: Selected for each issue by RFQ or approved competitive procees. This 
vendor wiUbe responsible for printing all financial documents. 
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Section 2.Compensation for Services 
Compensation for bond counsel, underwriter's counsel, fanancial advisors, and other financial 
services will be as low as possible, given desired qualification levels. and consistent with industry 
standards. lhe costs of service providers w111 be included in the cost of issuance and paid from 
bood proceeds. The ongoing trustee fee for a bood issuance will be budgeted under 
administration costs and appropriated in respective bond payment accounts or may be included in 
cost of Issuance. 

ARTICLE VII 

DEBT ADMINISTRATION AND DISCLOSURE 


Section 1. Ongoing Debt Administration and Disclosure 
It is the goal of the Department of Finance and the City to provide disclosure and transparency. 

A) Comprehensive Annual Debt Report: The City will provide its Comprehensive Annual 
Debt Report using its best efforts to issue the Comprehensive Annual Debt Report 
(CADR) as soon as practical following the issuance of the City's Annual 
Comprehensive Annual Financial Report (CAFR). lhe City will also use its best efforts 
to issue notices of material events elecb o.1ically by means of Electronic Municipal 
Mar1<et Access (EMMA) site maintailed by the Municipal Securities Rulemaking Board 
(MSRB) and to post the link to the EMMA site on the City's web site. The 
Comprehensive Annual Debt Report will also be on the City's website and filed with the 
City Clerk. (See also Article XVI -Annual Oebt Report) 

B) Material Event: lhe City will issue a material event notice in accordance with the 
provisions of SEC Rule 15c2-12 and will provide a link on the City of Fresno Website to 
these reports. 

C) Voluntary Disclosure: The City will covenant to provide annual disclosure for all short-
term indebtedness with a stated maturity greater than three years. The Budget Director 
shall submit 3, 6, 9 and 12 month budget status reports to the Mayor and City Council 
within one month following the dose of the quarter or annual financial statements. 
Proposed Budget and Adopted Budget including associated Annual Appropriation 
Resolutions, and Comprehensive Annual Financial Report (CAFR) will be submitted to 
the Nationally Recognized Municipal Securities lnfomlation Repository (NRMSIR) as 
soon as practical. The City wiD also take additional efforts to make information 
available to investors and the public through its web site and the City Cler1<'s Office 

D) Of'fteial Statements: The Official Statement shall contain a summary of the continuing 
disclosure obligations, which may exceed obligations enumerated in Rule 15 (c) 2-12 
Section 2 Arbitrage Compliance. The City Controller shall maintain a system of record 
keeping and reporting to meet the arbitrage rebate con1pllance requirements of federal 
tax code. The City shall calculate arbitnige annually each year that the related project 
funds (or equivalent) haves had an outstanding balance. Thereafter. the City shall 
calculate arbitrage oo the fifth anniversary of the bond Issuance in accordance with IRS 
recommended practices. unless bond documents require otherwise or the previous 
calculation resulted in a positive liability. The City Controller may elect to engage an 
arbitrage consul1ant to prepare calculations required by the Internal Revenue Service. 
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Section 2. Insurance Certification: The City (through its Risk Manager) shall provide annual 
insurance certification to the Trustee and Bond Insurer on Lease Revenue and COP financings as 
long as the bonds are outstanding. 

ARTICLE VIII 

METHOO OF SALE 


Section 1. Competitive and Negotiated Sale 

The two pnmary methods of issuing debt obligations are 1) a competitive sale or 2) a negotiated sale. 


A. Competitive Sale: When circumstances permit, a ~e sale, underwriters submit 
sealed bids and the underwriter or underwnting syndicate with the lowest True Interest Cost (TIC) 
is awarded the sale. The bidder's role is limited to the review of the offering circular released by 
the City, making credit assessment based on the facts presented in the offering circular. and 
offering Its bid per the bidding parameters established by the City. 

B . 	Negotiated Sale: In a negotiated sale, the underwriter or underwriting syndicate Is selected 
through a Request for Proposal (RFP) process The interest rate and the underwriter's fee are 
negotiated prior to the sale, based on marllet conditions. The undefWriter will acbvely assist 
the City in structuring the financing and marketing the bonds including providing assistance in 
preparing the bond offering circular. 

Section 2. Public Offerings, Private Placement and Other Types of Placement 

A. Public offerings: Public offerings can be executed through either a competitive sale or a 
negotiated sale. It shall be the policy of the City to issue debt through a competitive sale whenever 
feasible Using a competitive sale win usually produce results in the lowest cost of bO!TOwing to a 
high rated 1ssuer like the City. 

In a public offering, the notice inviting bids will be carefully constructed so as to ensure the best 
possible bid for the City. relative to existing market conditions and other salient factors. 
Parameters to be examined 11dude: 

1. 	 Umrts between the lowest and hipst coupons; 
2 . 	 Coupon requirements relative to the yield curve; 
3. 	 Method of underwriter compensation-discount or premium coupons; 
4 . 	 Use of true interest rete (TIC) versus net interest rete (NIC): 
5. 	 Use of bond insurance/other credit enhancements: 
6 . 	 Oeep discount bonds; 
7. 	 Variable rate bonds, and 
8 . 	 Call and Redemption provisions. 

The decision on whether to use a competitive sale or a negotiated sale shall be based on the 
following criteria: Market Familiarity; Credit Strength; Policy Goals; Type of Debt Instrument; 
Issue size; and Market Conditions. 

B) 	Private Placement: From time to time the City may eled to privately place its 
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C) Other Types or Placement: Certain types of financing do not lend themselves to a 
competitive process Including variable rate debt, commercial paper, and specialized financing 
like Mello-Roos and are used on a private offering basis. With this type of financing, the City 
will provide a competitive process to choose the appropriate underwriter and financing team to 
ensure the most qualified firms are engaged 

ARTICLE IX 

BOND RATING, COMMUNICATIONS AND SELECTION 


Section 1 . Bond Rating and Communications 
The pohcy of the City is to secure underlying ratings on all newly issued obligations from at least one 
national rati'lgs agency The Finance Department shall communicate with each rating agency that 
rates City debt issues periodically. The City Controller will prepare a Comprehensive Annual Debt 
Report to the Mayor and City Council assessing the City's strengths and weaknesses as perceived by 
credit analysts. Any changes in ratmg will be promptly noticed to the Mayor and the City Council. The 
Department of Finance shall deliver to each of the rating agencies the following documents: 1) Annual 
CAFR and 2) Proposed or Adopted Annual Budget, depending on the time of the year and vanous 
other relevant documents and/or communication needed by them to secure a credrt rating. The 
Department of Finance shall also report Certificates of Substantial Completion on projects financed 
with long term obligations to rating agencies and bond insurers, as needed or if requested .. 

Section 2. Bond Selection 
The F11\81'\Ce Department shall evaluate the appropriate bond selection of Serial vs. Term Bonds 
which may be dictated by marf<et conditions. Serial Bonds are bonds maturing annually or serially in 
specified amounts. Term bonds are those where all bonds, or a portion of the issue equal to that 
which would mature over a period of two or more years in a bond issuance. mature at a single time 
Term bonds can be structured so that a portion of term maturity is mandated to be called or retired 
each year (called "sinking funds') to mirror a serial bond structure. The funds pa1d nto the sinking fund 
each year may be used at that time to retire a portion of the term bonds ahead of their scheduled 
redemption. Sinking funds are preferred by investors since these funds provide the security of 
knowing that the issuer appropriately budgets and accounts for the expected future payments. The 
sinking fund also ensures that the payment of funds at maturity does not overtax the issuer's 
resources at the time. 

Capital Appreciation Bonds (CAB's) are deep discounted bonds that pay investors face value of the 
bond upon maturing. For each instance, the City will select serial bonds or term bonds, or both. On 
occasions where circumstanoes warrant CAB's, CAB's will be used. The decision to use term, serial, 
or CAB bonds is usually driven by marf<et conditions. 

ARTICLE X 

REFUNDING/REFINANCING POUCIES 


The City will monitor and periodically review and evaluate all outstanding debt to determine If 
refunding/refinancing opportunities exist Refunding/refinancing is undertaken to take advantage of 
lower interest rates to achieve cost savings. Savings will be analyzed on a present value bas1s by 
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Refunding/refinancing Will be considered if and when there is a net economic benefit of the 
transaction or the transaction is essential in ordef to update covenants to improve operations and 
management. Other benefits of refunding include restructuring debt to free up reserves or release 
from onerous trust covenant conditions. 

A present value analySIS will be prepared to identify the economic effect of any proposed 
refunding/refinancing. To proceed with a refunding/refinancing, either of two methodologies may be 
used to analyze the targeted savings. The first is that a minimum of 90% of the maximum call option 
value should generally be achieved. The City Manager will have the final discretion to recommend 
individual refunding candidates above or below the target to optimize the City's financial objective. 
Alternatively, the second method that may be used is the more traditional methodology of measuring 
the net present value savings as a percentage of the refunded par amount with a minimum average 
savings on an advance refulding for economic savings when a net present value savings are at least 
five percent (5%) of the refunded debt and three percent (3%) on a current refunding can be 
achieved. Exceptions will be made only upon the approval of the City Controller. 

Policy Transition: Applies to all current debt and any refunding considerations. 

The City will use the following analytical tools when reviewing potential refunding candidates: net 
present value savings as a percent of refunded par; graduated net present value savings as a percent 
of refunded par, opportunity cost indexing, and refunding efficiency. Refunding with negative savings 
will not be considered unless there is a compelling public policy objective. 

ARTICLE XI 

INVESTMENT OF BOND PROCEEDS 


All bond proceeds shall be Invested consistent with the City's Investment Policy and the financing 
documents. Investment of proceeds and records thereof will be structured to comply with the arbitrage 
rebate compliance requirements of the federal tax code. 

ARTICLE XII 

CALL OPTIONS AND REDEMPTION PROVISIONS 


Call options or optional redemption provisions enable a municipal issuer to partially or totally repay a 
bond issue before its stated ma1urity. Redemption provtsioos are the conditions under which bonds 
can be called or redeemed. Bonds can be called at the option of the 1ssueror must be called if certa1n 
special conditions occur (mandatory or extraordinary redemptions). The special redemption provisions 
are outlined in the Official Statement. In the current marl<et, most 30 year tax exempt municipal bonds 
are structured with a 10 year call at no premium. 

The City can exercise a call option to achieve interest saving.s in the future through refunding of 
bonds. Mar1<et professionals measure the cost of the option by the yield spread (yield differential, 
referred to as the option-adjustl!d-y18ld) between callable bonds and non-callable bonds. It is not 
uncommon for a city to pay a higher rate of Interest as compensation to the buyer for the risk of 
having the borld called In the future. The cost of call options will vary depending upon marl<el 
conditions and an assessment of the following issues. 1) the call premium; 2) the coupon structure of 
the original offering (i.e. sold with premium or discount; 3) level of rates relative to historical trends; 4) 
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It shall be City policy for call provisions for bonds to be made as short as possible consistent with the 
lowest nterest cost to the City. When possible. all bonds should be callable only at par 

ARTICLE XIII 

CREDIT ENHANCEMENTS 


The City shall use credit enhancement (letters of credit, bood insurance, surety bonds, etc.) when 
such credit enhancement proves cost-effective. The Crty Controller will recommend the use of credit 
enhancement if it reduces the overall cost of the proposed financing The City will consider the use of 
credit enhancement on a case by case basis, evaluating the economic benefit versus the cost of each 
case. This analysis will be undertaken to determine anticipated cost-effectiveness to both the first 
optional call date and to maturity. Only when a clearly demonstrable savings can be shown shall 
credit enhancement be considered. The city will consider the following enhancements as alternatives 
by evaluating the cost and benefrt of each enhancement 

Section 1. Letter of Credit: May be obtained from a major bank for a fee to enhance the credit rating. 
This letter is an unconditional pledge of the bank's credit to guarantee principal and Interest payments 
on the City's debt in the event insufficient funds are available to meet a debt service obligation. 

Section 2. Bond Insurance: The City shall have the option to purchase bond insurance if such a 
purchase provides a financial gain for the City. The primary factor in this evaluation will be if the 
insurance is less costly than the present value of the difference in the Interest rate on insured bonds 
versus uninsured bonds. 

ARTICLE XIV 

DEBT MANAGEMENT ADVISORY COMMITTEE 


An advisory committee composed of the City Controller, the City Budget Director, the City Manager a 
City Council member appointed by the Council President and a private citizen appointed by the 
Mayor, shall form the committee. The committee shall meet annually or as needed (such as once per 
quarter when debt issuance during the fiscal year is frequent) to rev1ew and evaluate City debt related 
issues. The City Attorney's office shall advise the debt management adviSOry committee and use 
outside counsel as needed. The Committee may also dloose, at its discretion, to have the City's 
Financial Advisor or other professionals attend meetings as they deem necessary. This committee 
will be subject to Brown Act compliance induding posted agendas. It will also be subject to conflict 
disclosure requirements and CAO approval of goveming documents. 

ARTICLE XV 

ANNUAL DEBT REPORT 


The City Controller shall prepare a Comprehensive Annual Debt Report on City debt financing and 
present lt to the City Council immediately following the completion of the Comprehensive Annual 
Financial Report or as soon as feasible and preferably prior to the Mayor submit!Jng h1slher proposed 

Page 26 of28 



• • • • • • • • • • • • • • 

budget This report will describe any known bond issues planned for the coming fiscal year and will 
describe bonds issued during the past fiscal year and up to and Including the date of the report. The 
report shall also provide historical and projected Information on debt, 1nduding debt capacity and debt 
service analysis. The report will cover all forms of City debt financing, including General Fund debt, 
enterprise fund debt and debt guarantees. 

ARTICLE XVI 

SUPER MAJORITY VOTE 


Subject to the provisions of the City Charter, from and after the effective date of the enabling 
resolution, all debt financing decisions not contained In the adoption of the Annual Budget by the City 
Council, and where consistent with applicable governing documents. its financing aulhority(ies), for 
total par shall be by a super majority vote of five votes to pass the debt issuance approval. 

ARTICLE XVll 

TRANSPARENCY 


The City is committed to full and complete financial disclosure, and to cooperating fully with rating 
agencies. institutional and individual investors. City Departments and agencies, other levels of 
government, and the general public to share dear, comprehensible, and accurate financial 
information. All relevant financial 1nformallon and reports related to bond issuance shall, cons1stent 
with applicable law, will be available for public viewing at the City's website via a link to the Electronic 
Municipal Market Access (EMMA) site maintained by the MSRB. 

ARTICLE XVIII 

REVIEW OF DEBT MANAGEMENT POUCY 


One year from the passage of this resolution and for the following two years. the City Council shall 
meet at regularly scheduled public session to evaluate the provisions of this resolution. The City 
Council will determine if any modifications are necessary based on the actual experience in the 
previous year. 

ARTICLE XIX 

EFFECTIVE DATE 


This resolution shall take effect upon its final adoption. 

CLERK'S CERTIFICATION 

STATE OF CALIFORNIA l 
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COUNlY OF FRESNO ) ss. 

CITY OF FRESNO ) 

I, REBECCA E. KUSCH, Ciry Clerk of the Ctty of Fresno, cenify that tbc forcgomg resolution was 
adopted by the Counctl of tbc Cit) of Fresno. at a regular meeting bcld on the 3rd day of 
Dece<OOer 2009 

AYES Borgeas, Brand, Dages, Perea, Westerlund , Xiong, Sterling 

NOES None 

ABSENT None 

ABSTAJN None 

Mayor Approval --------------~N/A 2009 


Mayor Approval/No Return: _____ Dec~e~rrt>e~=..r...:l:.::4!....__, 200!1
....!::

M~~rVdo: N/~A 2009-------------------~ ~------~

Council Ovcmdc Vote: _ ___________.;.N:!../:.:.A________~ 2009 

REBECCA E. KLJSCH, City Clerk 

BY: 

Depot) 

APPROVED AS TO FORM· 

CITY A 1TORNEY'S OFFICE 


BY.___________________________ 
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December 4, 2009 NO RETURN 

TO. MAYOR ASHLEY SWEARENGIN 

FROM: REBECCA E. KUSCH. CMC 
City Clerk 

SUBJECT: TRANSMITTAL OF COUNCIL ACTION FOR APPROVAL OR VETO 

At the Council meeting of 12/03/09, Council adopted the attached Resolution No. 2009-249 
entitled Establishing Taxpayer Protec tion Act to institute formal debt financing mgtmnt 
policies. Item No. 2:30P.M. A-1, by the following vote: 

Ayes Borgeas, Brand, Dages, Perea. Westerlund, Xiong, Sterling 
Noes None 
Absent None 
Abstain None 

Please indicate either your formal approval or veto by completing the following sections and 
executing and dating your action. Please file the completed memo with the Clerk's office on 
or before December 14, 2009. In computing the ten day period required by Charter, the first 
day has been excluded and the tenth day has been included unless the 101

h day is a 
Saturday, Sunday, or holiday, in which case it has also been excluded. Failure to file this· 
memo with the Clerk's office within the required time limit shall constitu te approval of the 
ordinance, resolution or action. and it shall take effect without the Mayor's signed approval. 

Thank you. 

APPROVED: 

VETOED for the following reasons: (Written objections are required by Charter; attach 
additional sheets if necessary.) 

Ashley Swearengin, Mayor 

COUNCIL OVERRIDE ACTION: 
Ayes 
Noes 
Absent 
Abstain 

Date:--------­

Date:-------- ­
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