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OFFICE OJT‘&E&» REDEVELOPMENT AGENCY

HAZNP THE CITY OF OAKLAND
JIHAY 28 P AGENDA REPORT

TO: Office of the City/Agency Administrator
ATTN:  Dan Lindheim

FROM: Finance & Management Agency

DATE: June9, 2009

RE: Resolutions Adopting the City Of Oakland and Oakland Redevelopment
Agency’s Debt Management Policy and Swap Policy for Fiscal Year 2009-2010

SUMMARY

Resolutions have been prepared for the City Council of the City of Oakland (the “Council} and
the Governing Board of the Redevelopment Agency of the City of Oakland (the “Agency”)
(collectively, the “City”) to adopt a Debt Management Policy (the “Debt Policy”) and Swap
Policy for Fiscal Year 2009-2010. The proposed 2009-2010 Debt Policy is in substantially the
same form as the previous year’s policy, with minor variations reflecting updated City debt
levels. The City’s debt burden ratio was 17.90% in FY 2008-2009 and anticipated to be 17.83%
in FY 2009-2010. With the adoption of California Senate Bill 1124, issuers of any proposed new
debt issue of state or local government must submit written notice of a proposed sale, no later
than 30 days prior to the sale of any debt issue. The proposed 2009-2010 Swap Policy is identical
~ to the previous year’s policy.

Approving the proposed 2009-2010 Debt Policy (attached as Exhibit A) will set forth the =
parameters for issuing debt and managing the debt portfolio and provide guidance for the City.

In addition, approving the proposed 2009-2010 Swap Policy (attached as Exhibit B) will set forth
parameters for issuing debt involving interest rate swap agreements and further assist in
managing the debt portfolio and provide guidance for the City.

For informational purpose, 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 financial market’s favorable outlook on such policies.
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BACKGROUND

The Debt Policy and Swap Policy are adopted annually by the City and sets prudent guidelines
for the City’s debt portfolio. On July 15, 2008, the Council and the Agency passed Resolution
No. 81462 C.M.S. and Resolution No. 2008-0064 C.M.S., respectively, which adopted the Debt
Policy and Swap Policy for Fiscal Year 2008-2009. 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,
equity 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), and the use of synthetic fixed or
floating rate debt. These decisions will be made within the context of already existing
obligations.

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

e 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.

e Refinancing Qutstanding 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.

¢ 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.
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o Market Relationships: The City will actively mmaée 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.

o 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.

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 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 (1.c., alter the pattern of debt service payments), or for asset/liability
matching purposes.

The Swap Policy is adopted annually to provide the appropriate internal framework to ensure
that consistent objectives, practices, controls and authorizations are maintained to minimize the
City’s risk related to its debt portfolio.

The City currently has one swap valued at ($16,429,065) as of June 30, 2008:

e On December 1, 1988, the City issued $209.84 million in Special Refunding Revenue Bonds,
1988 Series A (“1988 Bonds”). The 1988 Bonds had been issued with high interest rates
(coupons ranged from 6.50% to 7.60%) and were not “callable”, meaning that the 1988
Bonds could not be defeased until 1998. As a result, on January 9, 1997, the City entered
into a forward-starting synthetic fixed rate swap agreement (“1998 Swap”) with Goldman
Sachs (“Goldman”) in order to realize upfront savings on the 1988 Bonds. Under this
agreement, Goldman agreed to pay the City $15 million almost 1.5 years prior to the call
date of the 1988 Bonds, and in exchange, the City agreed to defease the 1988 Bonds with
new bonds in 1998 (when the 1988 Bonds were callable). In effect, in exchange for
receiving $15 million upfront in January 1997, the City was bound to enter into a synthetic
fixed rate swap on the issuance of Oakland Joint Powers Authority Lease Revenue Bonds,
1998 Series A-1 and A-2 (1998 Bonds”). Under this agreement, the City agreed to pay
Goldman a fixed interest rate of 5.6775%, and in exchange, receive a variable rate based on
the Bond Market Association (“BMA™) Index'. In April 2000, the City restructured the

' The BMA Index is an industry benchmark for floating-rate tax-exempt bonds.
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variable rate index from the BMA Index to 65% of the LIBOR?; the City received an upfront
payment of $5.58 million from Goldman for this restructuring.

Attachment 1 — 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 2009-2010, the City’s debt burden ratio is approximately 17.83%

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

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

®

? Historically, the BMA Index has performed at 65% of LIBOR.

Item:
Finance & Management Committee
June 9, 2009



Dan Lindheim
FMA: Debt Policy & Swap Policy for Fiscal Year 2009-20010 Page 5

Exhibit B — Swap Policy

Interest rate swap agreements have become recognized and established financial tools by
municipal issuers throughout the nation. The use of these preducts has become such a regular
tool that the Government Finance Officers Association (“GFOA”) has adopted an official
position viewing swap policies governing the use and management of such swaps as a
“Recommended Practice”.

Since the scope of interest rate swaps is beyond that of the traditional fixed rate long-term bonds
covered by the adopted Debt Policy, it is important that Council adopt a policy that will provide
guidance in administering existing swaps and in selecting and implementing future interest rate
swaps related to City bond issues.

Adopting the 2009-2010 Swap Policy will set the framework to guide staff in setting forth the
process for entering into new interest rate swaps. The Swap Policy will govern the use and
management of interest rate swaps as they may be used in conjunction with the City’s debt
issues. The policy establishes guidelines to be used when considering the use of swaps.
Guidance is provided specifying appropriate uses, selection of acceptable providers, negotiation
of favorable terms and conditions, and stipulating annual 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.

Attachment 1 — 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 1s viewed positively by the rating agencies and may contribute to lowered
financing/interest costs.

SUSTAINABLE OPPORTUNITIES
Economic: There are no economic opportunities associated with this report.
Enviregnmental: There are no environmental opportunities associated with this report.

Social Equity: There are no social equity opportunities associated with this report.
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DISABILITY AND SENIOR CITIZEN ACCESS
There are no disability or senior citizen 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 resolutions adopting the Debt Policy and Swap Policy.

Respectfully submitted,
JO?CPN. Yew Ji:
Director, Finance & Manaj¢ment Agency

Prepared by:
Katano Kasaine, Treasury Manager
Treasury Division

APPROVED AND FORWARDED TO THE
FINANCE & MANAGEMENT COMMITTEE

e

—Office of the Clty/Agency Administrator
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City’s Direct Debt Burden and Capacity

Direct Debt Qutstanding’
Original Principal FY (09-10
Par Amount Qutstanding Net Debt Service
General Qbligation Debt
2002A  General Obligation Bonds, Series 2002A (Measure G) 38,000,000 34,415,000 2,541,750
2003A  General Obligation Bonds, Series 2003A (Measure DD) 71,450,000 61,820,000 4,417 568
2005A General Obligation Bonds, Series 2005 A 122,170,000 100,245,000 11,082,250
2006 General Obligation Bonds, Series 2006 (Measure G) 21,000,000 20,035,000 1,319,363
Subtotal 252,620,000 216,515,000 19,340,931
uPensmn Obligation Bonds ) - :
1997A Taxable Pension Obligation Bonds, Series 1997A2 420,494 659 52,818,395 39,181,314
2001 Taxable Pension Obligation Bonds, Series 2001 185,636,449 195,636,449 -
Subtotal 616,131,108 248,454,844 39,181,314
[Lease Revenue Bonds an_d Certlfcates of Parthlpatlon _j A 7 o At o _'_ . -r_ k__ ___l o o ) ) 1
1985 Civic Improvement Corporation Variable Rate Demand COP, 1985° 52,300,000 24,500,000 3,750,930
2001 OQakland JPFA Lease Revenue Refunding Bonds, Series 2001 134,890,000 72,110,000 13,918,031
2002 Refunding Certificates of Participation {Oakland Museum), 2002 Series A 16,295,000 10,375,000 3675125
2008 Qakland JPFA Lease Revenue Refunding Bonds (Admin Building), 2008 Series B 113,450,000 109,705,000 9,057,353
2008 Oakland JPFA Special Refunding Revenue Bonds, 2008 Series A-1 & A-2° 127,860,000 115,170,000 16,939,041
Subtotal 444,895,000 331,860,000 47,341,381
‘Oakland-Alameda County Colls;leum Authdl:lti (_50% City Obllgatlon ONLY) S a o : ) S L ’ ) i - ) ) ,
199B8A-1 & A-2 Variable Rate Lease Revenue Bonds (Taxable), Oakland Coliseurm Arena Project“ 70,000,000 55,750,000 § 5,588,942
2000C-1, C-2, & D Variable Rate Lease Revenue Bonds, Oakland Coliseum Pr01e0t5 100,650,000 75,400,000 7,335,869
Subtotal 170,650,000 131,150,000 $ 12,924,811
[Total Direct Debt 1,484,296,108 927,979,844 § 118,788,436

[Totat Available Revenues for FY 09-10°

$ 689,049,000 |

City Existing Direct Debt as a % of FY 08-09 Total Available Revenues

! As of July 1, 2009, Exdudes TRAN & non-bonded capital lease obtigations.

2 Self-supporting debt.

3 Debt service assumes tax-exempt variable rate of 3.75%.

* Debt service based on rate of 3.75% on tax-exempt bonds (Series C-1 & C-2) and 6.00% on taxable bonds (Series D).

3 Total available revenues represents projected FY 09-10 General Fund revenues plus any offsetting revenues according to the 2009-2011 propased budget.
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Principal Amortization of All Direct Debt
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De bt C a pa C I ty An a Iys l S (All amounts in thousands)
Fiscal Year|[ General Fund ~ ~ Offsetting Available ' RVICE - ST ' Debt  Add'lAnnual |
Ending Revenues’ Revenues’ Revenues GO Bonds Burden’  Debt Capacity’

2010 679,794 689,049 118,068 (14,710
2011 700,188 7,639 707,826 19,365 40,305 47,201 12,925 119,797 | 16.9% (13,623)
2012 721,193 5,585 726,778 19,404 38,375 50,825 12,915 121,519 | 16.7% (12,502)
2013 742,829 5,581 748 410 19,439 39,555 47,044 12,907 118,945 |  15.9% (6,683)
2014 765,114 5,577 770,691 19,483 40,765 47,250 12,908 120,407 |  15.6% (4,803)
2015 788,067 5612 793,679 19,542 42,010 42,127 12,931 116,609 |  14.7% 2,442
2016 811,709 5,591 817,300 18,497 43,285 28,356 12,843 102,981 12.6% 19,614
2017 836,061 5,593 841,653 18,581 44,590 24,157 12,857 100,185 [  11.9% 26,063
2018 861,142 5,590 866,732 18,601 45,925 9,058 12,817 86,401 10.0% 43,609
2019 886,977 5,573 892,549 18,653 47,295 9,060 12,748 87,756 9.8% 46,126
2020 913,586 5,547 919,133 17,473 48,700 9,081 12,761 87,995 9.6% 49,875
2021 940,994 5,594 946,588 13,524 50,140 9,057 12,776 85,496 9.0% 56,402
2022 969,223 5,627 974,851 21,550 51,620 9,061 12,821 95,052 9.8% 51,176
2023 998,300 5,639 1,003,939 8,772 53,130 9,058 12,826 83,787 8.3% 66,804
2024 1,028,249 5,583 1,033,832 8,765 - 9,057 12,701 30,523 3.0% 124,552
2025 1,059,006 5,604 1,064,701 8,780 . 9,057 12,736 30,573 2.9% 129,132
2026 1,090,869 5,652 1,096,522 8,300 . 9,057 5,652 23,010 2.1% 141,468
2027 1,123,595 - 1,123,595 8,300 - 9,061 - 17,361 1.5% 151,178
2028 1,157,303 - 1,157,303 8,306 - - - 8,306 0.7% 165,289
2029 1,192,022 - 1,192,022 8,302 - - . 8,302 0.7% 170,501
2030 1,227,783 - 1,227,783 8,308 - - . 8,308 0.7% 175,859
2031 1,264,617 . 1,264,617 8,312 - - . 8,312 0.7% 181,380
2032 1,302,555 - 1,302,555 8,314 - - - 8,314 0.6% 187,069
2033 1,341,632 - 1,341,632 5,739 - - - 5,739 0.4% 195,506
2034 1,381,881 - 1,381,881 1,324 - - - 1,324 0.1% 205,959
2035 1,423,337 - 1,423,337 1,321 - - - 1,321 0.1% 212,179
2036 1,466,037 - 1,466,037 1,322 - - - 1,322 0.1% 218,584
2037 1,510,018 - 1,510,018 - . - - - 0.0% 226,503

QA . 9,184 3 UL, o4 Ay 9,285 .0 > b1% ! b24.870 3 424 4 ! U4Y D 9

! General Fund {"GF") revenue for fiscal year ending 2005 based on proposed budget revenue projection for same period; remaining years based on 3% GF growth rate assumptlion.

2 Offsetting revenues tor 1985 Civic Ceater Variable Rate COP and Oakland Coliseum Arena Project, 1996 Series A-1 and A-2.

? Debt Burden calculated by *Total Debt Service divided by "Available Revenues®,

* Add'l Annual Debt Capacily shows additional annual debi service the City is projected 1o be able to absorb at rating agency recommended deb! levels; calculated by taking 15% of "Available Revenues” less "Total Debt Service”.

City of Oakland
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Total Debt Service and Additional Debt Capacity
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RESOLUTION NO. C. M. S.

RESOLUTION ADOPTING THE CITY OF OAKLAND’S DEBT MANAGEMENT
POLICY AND SWAP POLICY FOR FISCAL YEAR 2009-2010

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 portfolic 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 2008-2010 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; now, therefore be it

RESOLVED: That the Debt Management Policy of the City for fiscal year 2009-
2010, 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 2009-
2010, 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

570322



FURTHER RESOLVED: That this Resolution shall take effect immediately upon
its passage.

IN AGENCY, OAKLAND, CALIFORNIA, , 2008

PASSED BY THE FOLLOWING VOTE:

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

NOES -
ABSENT —
ABSTENTION -
ATTEST:

LATONDA SIMMONS
Secretary of the Redevelopment Agency of the
City of Oakiand, Califarnia
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RESOLUTION NO. C.M.S.

RESOLUTION ADOPTING THE OAKLAND REDEVELOPMENT AGENCY'S DEBT
MANAGEMENT POLICY AND SWAP POLICY FOR FISCAL YEAR 2009-2010

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 2009-2010 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; now, therefore be it

RESOLVED: That the Debt Management Policy of the Agency for fiscal year
2009-2010, 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 2009-
2010, 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, , 2009

PASSED BY THE FOLLOWING VOTE:

AYES: - BROQKS, DE LA FUENTE, KAPL AN, KERNIGHAN, NADEL, QUAN, REID, AND
CHAIRPERSON BRUNNER

NOES -
ABSENT —~
ABSTENTION -
ATTEST:

LATONDA SIMMONS
Secretary of the Redevelopment Agency of the
City of Oakland, California
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Prepared by
Treasury Division, Finance and Management Agency

Adopted by the City Council and Oakland Redevelopment Agency
On







