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Report to City Council 

 

 

TO: Mayor and City Council 
 

FROM: Marshall Eyerman, Chief Financial Officer 
 
AGENDA DATE: February 7, 2017 

 
TITLE: APPROVE AND ADOPT THE REVISED DEBT 

MANAGEMENT POLICY 
 
 
RECOMMENDED ACTION 

 

Recommendation: 
 

1. Approve and Adopt the revised Debt Management Policy 
 

SUMMARY 
 

This report recommends the approval and adoption of the revised Debt Management 
policy. This policy was originally written and approved in 2006 with the last revision 
occurring in January 2014. Based on multiple actions by the Securities & Exchange 
Commission (SEC) and the California Debt and Investment Advisory Commission, the 
City’s Debt Management policy is being revised to reflect current actions taken by the 
City, in compliance with the SEC’s increased expectations applied to municipal issuers 
and their responsibility for continuing disclosure. The Debt Policy has been revised to 
include Section VIII Continuing Disclosure. This revision also includes the addition of 
paragraph G to Section V-Debt Standards and Structure which discusses the issuance 
of Tax-Exempt Bonds vs Taxable Bonds. 

 
This report was presented to the Finance Subcommittee on Feb. 2, 2017 for their 
review and comment. The Subcommittee has recommended the policy to be presented 
to the City Council for review and approval. 

 
DISCUSSION 

 

The Debt Management Policy was originally developed in 2006 and last revised in 
2014. Debt management policies are considered a “best practice” by many professional 
municipal finance organizations including the Government Finance Officers Association, 
the  California  Society of  Municipal  Finance  Officers  and  the  Association  of  Public 



Page 2  

Treasurers of the United States and Canada. In recent years additional requirements 
have been placed on the issuers of municipal securities based on the input from 
oversight agencies such as the Securities & Exchange Commission (SEC), the 
Municipal Securities Rulemaking Board (MSRB), the California Debt and Investment 
Advisory Commission, rating agencies and investors. The current revision addresses 
confirm the City’s continued compliance with the SEC’s expectations related to 
continuing disclosure requirements between the City and the investor community. 

 
The revisions to address these new requirements resulted in the addition of a complete 
new section to the policy which is Section VIII Continuing Disclosure along with the 
addition of paragraph G to Section V Debt Standards and Structure to discuss the 
issuance of Tax-Exempt bonds vs. Taxable Bonds. These revisions have been added at 
the recommendation of the City’s bond financing team which is made up of our Bond 
Counsel, our Bond Underwriter and our Financial Advisor. 

 
ALTERNATIVES 

 
 

1. Approve Debt Management Policy as amended. This alternative is recommended so 

that the City’s policies and practices conform to the current debt management standards as 
established by municipal market oversight agencies. 

 

2. Not approve Debt Management Policy. This alternative is not recommended since by not 

adding these provisions to the current policy it will be out of conformance with current standards 
established by municipal market oversight agencies. 

 
FISCAL IMPACT 

 

No current fiscal impact. The failure to adopt these new Continuing Disclosure 
statements could result in a downgrade of the City’s credit rating during future reviews 
and increase future borrowing costs. 

 
 

NOTIFICATION 
 

Public Notice 
 

PREPARATION OF STAFF REPORT 
 

Prepared By: Department Head Approval: 
Brooke McKinney Marshall Eyerman 
Treasury Operations Division Manager Chief Financial Officer 

 

CITY COUNCIL GOALS 
 

Public Facilities and Capital Projects. Ensure that needed public facilities, roadway 
improvements, and other infrastructure improvements are constructed and maintained. 
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CITY COUNCIL STRATEGIC PRIORITIES 
 

1. Economic Development 
2. Public Safety 
3. Library 
4. Infrastructure 
5. Beautification, Community Engagement, and Quality of Life 
6. Youth Programs 

 
 

ATTACHMENTS 
 

1. Debt Management Policy rev (red letter version) 

 
APPROVALS 
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Purpose: The following debt policies were developed in an effort to standardize and rationalize the 

issuance and management of debt by the City of Moreno Valley and its component units. The 

policies apply to all direct debt issued by the City of Moreno Valley, including leases, debt 

guaranteed by the City, and revenue bonds issued by the City. The policies also apply, along 

with certain other previously adopted policies, to so-called no-commitment debt and to conduit 

debt of the City. 

 

I. Introduction 
 

A. The City’s budget practices generally have been that operating revenues fully cover 

operating expenses, including debt service; established reserves meet minimum  policy 

levels; “one-time” revenues are used to fund nonrecurring expenditures; and the 

prioritization of capital projects eligible for debt financing is accomplished through a “needs 

assessment” undertaken in the formulation and development of the City’s Capital 

Improvement Budget. 
 

B. The policies are divided into discrete sections relating to: the purposes and uses of debt by 

the City; the City’s creditworthiness objectives; the standards and structure to be used in 

City debt issues; debt administration and process; criteria for selection of the debt consulting 

team; and, appendices which summarize the City’s current debt portfolio and which provide 

the reader with a glossary of common terms used in the municipal debt sector. 
 

C. Debt will only be undertaken when the City believes that the project revenues or specific 

resources will be available and sufficient to service the debt over its life. City debt will not 

be issued for periods exceeding the useful life or average useful lives of the project or 

projects to be financed. The policies establish criteria for internal, inter-fund borrowing. 

 

D. Before issuing lease revenue debt or financing leases, the City will determine that the 

proposed facility is both necessary and desirable, and that no other financing method is 

practical to finance it. The City shall only use lease revenue debt or financing leases if the 

tests set forth in the policies are met. 

 

E. The City seeks to maintain the highest possible credit ratings for all categories of short- and 

long-term direct debt that can be achieved without compromising delivery of basic City 

services and achievement of adopted City policy objectives. 

 

F. The City will seek to structure debt with level principal and interest costs over the life of the 

debt. 

 

G. As a matter of policy, no City department, agency, or sub-unit shall incur long-term debt in 

excess of $100,000 without the approval of the City Council. All requests to incur debt in 

excess of $100,000 will be presented by memorandum to the Chief Financial Officer/City 

Treasurer. 

 

H. The City may sponsor conduit financings for those activities (i.e., economic development, 

housing, health facilities, etc.) that have a general public purpose and are consistent with the 

City’s General Plan and with the City's overall service and policy objectives, as determined 

by the City Council.  It shall be the City’s policy to approve for conduit financing only those 
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projects that demonstrate a “significant public benefit.” The City will require a deposit of its 

anticipated fees and expenses for any entity seeking financing through the City as a conduit. 

 

I. The policies establish a Debt Management Team, comprised “ex officio” of the City 

Manager, the Chief Financial Officer/City Treasurer, and the City Attorney, or their 

respective designee(s). The Debt Management Team is authorized to provide advice to the 

City Council, the City Manager, the Chief Financial Officer/City Treasurer, and the various 

Departments of the City in all matters pertaining to the creation of debt. All direct or 

indirect debt of the City will be presented to the City Council’s Finance committee for 

deliberation and recommendation prior to submittal to the full City Council. For all debt 

sales, the City will require that the action taken by the City Council to incur the debt will be 

taken as a regular business item, and at a regular or special City Council meeting, consistent 

with state law. 

 

J. The City may engage an underwriter for a negotiated sale of debt through a competitive 

process administered by the City's Financial & Management Services Department based on 

the prior recommendation of the City’s Debt Management Team. 

 

K. All debt issued by the City will include a written opinion by bond counsel affirming that the 

City is authorized to issue the debt, stating that the City has met all statutory requirements 

necessary for issuance, and determining the federal income tax status of such debt. Bond 

counsel will be selected by the City Attorney based on the prior recommendation of the 

City’s Debt Management Team. 

 

L. While engagement of a financial advisor on each City debt issue is not required, it is 

strongly encouraged by the policies. The City may engage an external financial advisor 

through a competitive process administered by the City's Financial & Management Services 

Department based on the prior recommendation of the City’s Debt Management Team. 

 

M. Any unsolicited financing proposal to a City department, agency, or employee involving 

pledge or other extension of the City's credit through sale of securities, execution of loans or 

leases, marketing guarantees, or otherwise involving directly or indirectly the lending or 

pledging of the City's credit, shall be referred to the Financial & Management Services 

Department for review by the City’s Debt Management Team prior to submittal to the City 

Council for approval. 

 

N. “No commitment” debt is defined differently from conduit debt by the Governmental 

Accounting Standards Board (“GASB”). The City’s no commitment debt is described in the 

exhibits to these Policies and in the notes to the City’s financial statements. It consists 

generally of so-called “land secured debt” such as Mello-Roos or assessment district debt 

that indirectly benefits the City but for which the City has no financial commitment. Thus, 

this is “off balance sheet” debt which is afforded the same treatment as “conduit debt,” but 

which bears different risks in the event of non-compliance with the borrowing agreements. 

 

O. Conduit debt is debt issued by a government for the express purpose of providing capital 

financing for a third party that is not part of the issuing government’s financial reporting 

entity. These obligations may bear the name of the City but are not legal obligations of the 

City. 
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P. Regular, updated debt policies can be an important tool to insure the use of the City's 

resources to meet its commitments to provide needed services to the citizens of Moreno 

Valley and to maintain sound financial management practices. These Policies are therefore 

guidelines for general use, and allow for exceptions in extraordinary conditions. The 

Policies will have served their intended purpose if they stimulate an open debate about the 

City’s existing and/or proposed debt position, and they lead to informed decision making by 

the City Council. 

 

II. Purposes and Uses of Debt 
 

A. Capital Financing – In General 
 

1. The City normally will rely first on internally generated funds and/or grants and 

contributions from other governments to finance its capital needs. Debt will be 

issued for a capital project only in the case of emergency or when it is an 

appropriate means to achieve an equitable allocation of costs between current and 

future beneficiaries as determined by the City Council. Debt shall not, in general, 

be used for projects solely because insufficient funds are budgeted at the time of 

acquisition or construction. Debt will only be undertaken when the City believes 

that the project revenues or specific resources will be available and sufficient to 

service the debt over its life. Debt financing will not be considered appropriate for 

any recurring purpose such as operating or maintenance costs. 

 

2. Capital improvements should be financed primarily through user fees, service 

charges, assessments, special taxes or developer exactions so long as the benefits 

the City will derive from such improvements can be attributed to the users of the 

improvements. Moreover, the City will specifically consider the costs associated 

with any borrowing in order to determine that the above funding sources are 

adequate to service the proposed debt. Accordingly, the Policies assume that 

development fees will be set at a level that is sufficient at all times to insure that 

new development pays its fair share of the cost of constructing new facilities in the 

community. 

 

3. The City will evaluate the use of debt in-lieu of “pay-as-you-go” financing on the 

basis of the following criteria: 

 

a. Factors favoring “Pay-as-You-Go” financing 

i. Current fund balances or project revenues are sufficient to fund the 

project 

ii. Existing or proposed debt levels would have a deleterious effect on 

the City’s credit position or rating 

iii. Credit  market  conditions  are  unstable  or  present  extraordinary 

difficulty in marketing the proposed debt 
 

b. Factors favoring use of debt 
i. Revenues are deemed to be stable and reliable enough to support 

the proposed debt at investment grade rating levels 
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ii. The nature of the financed project will support investment grade 

ratings 

iii. Credit market conditions present favorable interest rates and 

demand for financings such as the City’s 

iv. The project being financed is mandated by the state or federal 

government and resources are insufficient or unavailable 

v. The project being financed is immediately required to meet or 

relieve capacity needs and current resources are insufficient or 

unavailable 

vi. The estimated useful life of the asset to be financed is greater than 

5 years 

 

B. Asset Life: The City will consider long-term financing for the acquisition, maintenance, 

replacement, or expansion of physical assets (including land) only if they have a useful life 

of at least five years. City debt will not be issued for periods exceeding the useful life or 

average useful lives of the project or projects to be financed. 
 

C. General Obligation Debt 

 

1. General obligation bonds provide the lowest borrowing costs for major public 

assets. The use of a general obligation pledge usually eliminates the need for a 

bond reserve and due to its high credit quality and the ability to levy a tax to repay 

it, produces borrowing terms and costs unavailable through other methods. 

Moreover, since the source of repayment of a general obligation bond is from 

proceeds of specific taxes, the City’s operating funds and its operating position are 

not impacted by the issuance of general obligation bonds. Though the use of the 

term “general obligation bond” implies that the City’s “full faith and credit” would 

be pledged to the repayment of the bond, the bond is actually repaid from an ad 

valorem tax on real property. Accordingly, the general obligation bond is more 

properly described as an “unlimited tax” bond. 

 

2. Because of the absence of a limitation on the rate and amount of the tax that might 

be levied to pay a general obligation bond, state law and prudent finance practice 

require the submission of such a proposed debt to the electorate. Article XIII of the 

California Constitution requires that general obligation bonds be submitted to the 

voters for approval and that the issuance of such bonds be approved by a two-thirds 

vote. 

 

3. Ad valorem property taxes affect various classes of taxpayers differently. Since the 

enactment of Proposition 13 in 1978, the increases in assessed value of  real 

property have been limited for established property owners. This has the effect of 

disproportionately burdening newer property owners, who may have less wealth or 

taxpaying capacity than older, more established property owners. Moreover, 

business property owners, whose property turns over less frequently than 

residential property often benefit as a result of this phenomenon. 

 

4. Cities in California may issue general obligation bonds only for the purpose of 

acquiring, improving or constructing real property.   Accordingly, it shall be the 
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City’s policy to issue general obligation bonds only for such purposes and then 

only when the acquisition, improvement, or construction of the proposed real 

property will provide benefits to the community, in significant amounts, to both 

users and non-users of the facility. 

 

D. Use of Lease Debt, Certificates of Participation or Financing Leases: Before issuing lease 

revenue debt or financing leases, the City will determine that the proposed facility is both 

necessary and desirable, and that no other financing method is practical to finance it. The 

City may use lease revenue debt or financing leases for those projects which are not 

sufficiently popular to obtain a two-thirds vote for the issuance of general obligation bonds 

or which must be financed at a time, or in a manner which do not permit the use of general 

obligation bonds. The City shall only use lease revenue debt or financing leases: if the 

project to be financed will generate positive net revenues after debt service; or if the project 

will significantly reduce City operating costs; or if an equal or greater amount of non-City 

matching funds will be lost if City’s lease revenue or financing lease funds are not applied in 

a timely manner; or if the project to be financed is less than $1,000,000; or if the project to 

be financed provides essential City services or would so advance core City policy objectives 

that its value overrides the value of obtaining voter approval. 
 

III. “No Commitment” and Conduit Debt 
 

A. City as Issuer of “No-Commitment Debt” or Conduit Debt 
 

1. The City may sponsor conduit financings for those activities (i.e., economic 

development, housing, health facilities, etc.) that have a general public purpose and 

are consistent with the City's overall service and policy objectives as determined by 

the City Council and with the City’s General Plan. All conduit financings shall 

insulate the City completely from any credit risk or exposure and must first be 

approved by the Chief Financial Officer/City Treasurer and the City Manager 

before being submitted to City Council for authorization and implementation. 

 

2. Each applicant for a conduit financing by the City will be required to provide an 

indemnity to the City, or its constituent agencies, for all costs, expenses, attorney 

fees, settlement or judgment costs arising out of the financing or any of the 

documentation relating to the financing. 

 

B. Significant Public Benefit Test for Conduit Debt 
 

1. It shall be the City’s policy to approve for conduit financing only those projects 

that demonstrate a “significant public benefit.” In general, “significant public 

benefit” means that the proposed project will enhance the economic, social or 

cultural quality of life for the residents of the City; or, that the proposed project 

will stimulate employment within the City; and, that such enhancement or 

employment gain can be measured in a manner which permits the City to evaluate 

the risks and rewards of acting as the conduit issuer. Significant public benefit will 

be based on the City’s evaluation of the availability of public access to the widest 

possible number of residents of the City, depending on the context. 
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2. Acceleration or addition of public infrastructure in excess of that required by law or 

the City’s land use polices could also produce significant public benefit. Such 

benefits arise either from the installation or completion of public infrastructure 

assets prior to the time they might otherwise be installed or from the additional 

assets which might be realized as a result of being able to finance the project more 

efficiently. 

 

3. Finally, the finding of significant public benefit can arise from the installation or 

acquisition of a community asset which produces additional employment 

opportunities or which produces environmental benefits either as a direct or 

secondary result of its completion. In circumstances where the financed 

improvements generate regional benefits, the finding of significant public benefit 

will be easier than in those where the financed facilities serve only a small number 

of residents.  The process for approval of a conduit financing will generally require 

a two-step process. First, the Chief Financial Officer/City Treasurer and the City 

Manager will seek City Council direction and will establish the ground rules for 

evaluating the request. Requests for conduit financing which do  not  originate 

within the Financial & Management Services Department shall be forwarded to the 

Chief Financial Officer/City Treasurer or City Manager for transmittal to the City’s 

Debt Management Team, which is described in Paragraph VI-A-2. Upon an 

evaluation by the Chief Financial Officer/City Treasurer and the City Manager, the 

matter will be referred back to the City Council for approval of the financing 

documents. 

 

4. The City will require a financial pro forma and business plan for any project to be 

financed with the proceeds of a conduit issue. The City will impose a fee for acting 

as a conduit issuer of securities as shown in Appendix B hereto. The City will 

require an initial deposit of $20,000 for any entity seeking financing through the 

City as a conduit, which will be held by the City, and which the City may require 

additional deposits to, from time to time. The City’s fees and costs will be charged 

against the initial or subsequent deposits, and any excess remaining at the time of 

issuance of the debt, or the abandonment of the project, whichever is applicable, 

will be refunded to the applicant. 

 

C. Credit Quality of Conduit Debt 
 

1. The City will consider conduit financing only for those applicants which are credit- 

enhanced or guaranteed so as to attain a rating of at least “A” from any one of the 

three major credit rating agencies. The City may consider a waiver of this 

requirement in special circumstances and upon the written recommendation of the 

City’s Chief Financial Officer/City Treasurer. In cases where the City elects to 

waive this requirement, it specifically reserves the right to require the sponsor of 

such a conduit financing to use a private placement of the securities and to impose 

a “sophisticated investor” requirement acceptable to the City. In this context the 

concept of a “sophisticated investor” will be the standard imposed by federal 

securities law for private placements of corporate securities. In addition, the City 

will seek to limit the resale of the securities in one of the following ways: (1) the 

investor must agree to hold the securities to their respective maturity dates; or, (2) 
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the investor must agree to secure a rating on the bonds of at least “A” before 

reselling them; or, (3) the investor must agree to resell the securities only (a) to 

another sophisticated investor who will also agree to sign a sophisticated investor 

letter, and (b) obtain the City’s approval for such a resale. Selection of  an 

individual criterion depends on the facts and circumstances of the particular sale, 

but restrictions 1 and 3 above are most suitable where the credit characteristics of 

the individual issue are expected to remain static. Issues that are expected to 

improve over time in credit characteristics are more appropriate for the application 

of rule number 2. 

 

IV. Creditworthiness Objectives 
 

A. Credit Ratings 

 

1. The City of Moreno Valley seeks to maintain the highest possible credit ratings for 

all categories of short- and long-term direct debt that can be achieved without 

compromising delivery of basic City services and achievement of adopted City 

policy objectives. The City recognizes that there is a direct correlation between the 

credit rating it achieves and the cost of borrowing. Therefore, as a general rule, the 

City will seek to acquire and maintain an investment grade rating on all of its direct 

debt. 

 

2. The City recognizes that external economic, natural, or other events may from time 

to time affect the creditworthiness of its debt. Nevertheless, the City is committed 

to ensuring that actions within its control are prudent and consistent with these 

Policies. 

 

B. Financial Disclosure, Initial and Continuing 

 

1. 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 clear, 

comprehensible, and accurate financial information. The City is committed to 

meeting secondary disclosure requirements as set forth in Securities and Exchange 

Commission Rule 15c2-12, and its amendments, on a timely and comprehensive 

basis. (See Section VIII– Continuing Disclosure for additional discussion.) 

 

2. Official statements accompanying debt issues, Comprehensive Annual Financial 

Reports, and continuous disclosure statements will meet (at a minimum), the 

standards articulated by the Municipal Standards Rulemaking Board (MSRB), the 

Government Accounting Standards Board (GASB), the National Federation of 

Municipal Analysts, the Securities and Exchange Commission  (SEC),  and 

Generally Accepted Accounting Principles (GAAP). The Financial & Management 

Services Department is designated as the responsible party for ongoing disclosure 

to established national information repositories and for maintaining compliance 

with disclosure standards promulgated by state and national regulatory bodies and 

for compliance with continuing disclosure requirements required by contractual 

arrangements necessary to comply with Rule 15c2-12. 
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C. Capital Planning: To enhance creditworthiness and prudent financial management, the City 

of Moreno Valley is committed to systematic  capital  planning,  intergovernmental 

cooperation and coordination, and long-term financial planning. Evidence of this 

commitment to systematic capital planning will be demonstrated through adoption of an 

annual review of the City’s capital improvement budget and its ten-year capital 

improvement plan budget. 

 

D. Debt Limits: The City will keep outstanding debt within the limits prescribed by State 

statute and at levels consistent with its creditworthiness objectives. In the case of debt 

serviced from the City’s General Fund, the City will observe a guideline of 7% of the 

amounts budgeted for expenditures and transfers out as the “ideal” level for General Fund 

resources committed to the repayment of debt. 

 

V. Debt Standards and Structure 
 

A. Term of Debt: Debt will be structured for the shortest period consistent with a fair allocation 

of costs to current and future beneficiaries or users. The implication of this policy will 

generally require that debt be issued only for a time period that is consistent with the life 

span of the project for which the debt was issued. 

 

B. Debt Structure 

 

1. Debt will be structured to achieve the lowest possible net cost to the City given 

market conditions, the urgency of the capital project, and the nature and type of 

security provided. Moreover, to the extent possible, the City will design the 

repayment of its overall debt so as to recapture rapidly its credit capacity for future 

use. The City shall strive to repay at least 20 percent of the principal amount of its 

general fund supported debt within five years and at least 40 percent within ten 

years as these measures are used by the major national credit rating agencies to 

determine the creditworthiness of the City. In applying the 20% and 40% tests, the 

debt repayment amounts are non-cumulative, that is, the goal is to have all of the 

City’s general fund debt structured so as to achieve a reduction in principal of 20% 

at the five year mark and 40% at the ten year mark. Individual issues will be 

structured so that the new debt is retired using a level debt service (sometimes 

called “mortgage amortization”) retirement schedule. 

 

2. Individual issues may be structured using either serial bonds or term bonds. In the 

case of issues structured with term bonds, the City will use a sinking fund to retire 

the term bonds. A sinking fund is the mechanism whereby money is accumulated 

on a regular basis in a separate account for the purpose of redeeming the term 

bonds when due. The sinking fund monies are typically applied to redeem bonds 

on an annual basis in amounts that would result in approximately level debt service 

requirements. 

 

3. The City will not issue debt that commences principal payment beyond the fiscal 

year in which the financed asset is completed or is substantially available to the 

City.  Capitalized interest may be used in the debt structure, but only to the extent 
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necessary to accommodate the deferral of principal to the point of substantial 

availability to the City. 

 

C. Amortization 

 

1. The City will seek to structure debt with level principal and interest costs-over the 

life of the debt. So-called "back-loading" of debt service will be considered only 

when natural disasters or extraordinary or unanticipated external factors make the 

short-term cost of the debt prohibitive, when the benefits derived from the debt 

issuance can clearly be demonstrated to be greater in the future than in the present, 

when such structuring is beneficial to the City's overall amortization schedule, or 

when such structuring will allow debt service to more closely match project 

revenues during the early years of the project's operation. 

 

2. In the case of an issue structured with term bonds and a sinking fund, the City’s 

policy will be to retire the term bonds in substantially level fashion over each year 

of the life of the sinking fund unless the factors described above apply. 

 

D. Variable Rate Debt: The City may choose to issue securities that pay a rate of interest that 

varies according to pre-determined formula or results from a periodic remarketing of the 

securities, consistent with state law and covenants of pre-existing bonds, and depending on 

market conditions. The City may elect to control its interest rate exposure on variable rate 

debt through the use of financial products designed to offset such risks, but only upon the 

expressed approval of the Chief Financial Officer/City Treasurer. 

 

E. Subordinate Debt: The City shall issue subordinate lien debt only if it is financially 

beneficial to the City and is consistent with the City’s creditworthiness objectives as set 

forth in Paragraph IV-A, “Credit Ratings.” Generally, subordinated debt is that debt which 

has a lien position on an asset or revenue stream that is junior in position to another debt 

issues. Examples could include leases that are junior in payment obligation to senior leases. 

 

F. Non-Traditional Financial Products: The City will consider the use of non-traditional 

financial products on a case by case basis and consistent with state law and financial 

prudence. Examples of such non-traditional products include: interest rate swaps, interest 

rate caps and collars, “synthetic” refunding transactions and float contracts. Use of non- 

traditional financial products will only be undertaken upon written recommendation of the 

Chief Financial Officer/City Treasurer and concurrence by the City Council. 

 

G. Tax-Exempt vs. Taxable Bonds: The City generally seeks to issue debt at the lowest total 

cost. Generally this objective is achieved through the issuance of tax-exempt debt which 

can be offered at lower interest rates since investors get the additional benefit of the tax 

break. The Internal Revenue has established guidelines which must be met for municipal 

bond issuances to qualify for the tax-exempt status. (For a more detailed discussion of this 

issue please see IRS Publication 4079 – Tax-Exempt Government Bonds). One of the 

relationships that can interfere with the City’ s ability to issue under the tax -exempt status is 

the area of Management and Service Contracts. When entering into these types of contracts 

it is recommended that the City involve bond counsel to ensure that the language does not 
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impact the ability of the City to issue tax-exempt debt related to the impacted facilities or 

improvements. 
 

H. Refunding 

 

1. Periodic reviews of all outstanding debt will be undertaken to determine refunding 

opportunities. Refunding will be considered (within federal tax law constraints) if 

and when there is a net economic benefit of the refunding or the refunding is 

essential in order to modernize covenants essential to the City’s financial or 

operating position. 

 

2. In general, advance refundings for economic savings will be undertaken when net 

present value savings of at least five percent (5%) of the refunded debt can be 

achieved. Current refundings that produce net present value savings of less than 

five percent will be considered on a case-by-case basis, provided that the present 

value savings are at least three percent (3%) of the refunded debt. Refundings with 

savings of less than three percent (3%), or with negative savings, will not be 

considered unless there is a compelling public policy objective. The measurement 

of the 3% or 5% savings may, but is not required, to consider benefits to the City 

from sources other than the proposed bond transaction, if deemed appropriate by 

the City’s Debt Management Team. 

 

I. Short-Term Borrowings: Use of short-term borrowing, such as bond anticipation notes 

(BANs), tax and revenue anticipation notes (TRANs), tax-exempt commercial paper and 

other similar short-term borrowing vehicles will be undertaken only if the transaction costs 

plus interest of the debt are less than the cost of internal financing, or available cash is 

insufficient to meet working capital requirements. The City will not employ the use of such 

borrowings solely for the purpose of earning arbitrage profits. 

 

J. Credit Enhancements: Credit enhancement (letters of credit, bond insurance, etc.) will be 

used to the extent that net debt service on the bonds is reduced by more than the costs of the 

enhancement, measured in present value terms. In order to calculate the economic 

effectiveness of a credit enhancement, the City will compare the present worth of the debt 

service required on the proposed transaction on both an enhanced and unenhanced basis to 

determine the economic benefits of the enhancement offered. Credit enhancement which 

does not produce economic benefits, in present value terms, will be considered only if 

acceptance of the enhancement directly furthers other City goals and objectives. 

 

VI. Debt Administration and Process 
 

A. All Debt to be Reviewed by City’s Debt Management Team 

 

1. No City Department, agency, or sub-unit shall incur long term debt of more than 

$100,000 without the approval of the City Council. Indebtedness is generally any 

obligation of the City to pay money in the future with a stated maturity of longer 

than nine months. All requests to incur long term debt of more than $100,000 and 

with a stated maturity of longer than nine months will be presented by memo from 

the requesting Department, through the Chief Financial Officer/City Treasurer, to 
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the City’s Debt Management Team. The memo shall specify the purpose of the 

borrowing, any options for financing the project without borrowing, and specific 

sources of payment of debt service. This policy is not intended to be an 

impediment to the purchase of goods or services, or the contracting for such goods 

or services by the City in the normal course of business. 

 

2. The Debt Management Team will be comprised “ex officio” of the City Manager, 

the Chief Financial Officer/City Treasurer and the City Attorney, or their respective 

designee(s). The City Manager may appoint additional members to the Debt 

Management Team on an ad hoc basis as individual circumstances warrant. The 

Debt Management Team is authorized to provide advice to the City Council, the 

City Manager, the Chief Financial Officer/City Treasurer, and the various 

Departments of the City in all matters pertaining to the creation of debt. The Chief 

Financial Officer/City Treasurer has responsibility for the oversight and periodic 

review of these Policies, and will recommend amendments from time to time to the 

City Council. All direct and indirect debt of the City and its component units will 

be presented to the City Council’s Finance Committee for deliberation and 

recommendation prior to submittal to the full City Council. 

 

B. Investment of Bond Proceeds 

 

1. All general fund supported and revenue bond proceeds shall be invested as part of 

the City's consolidated pool, using appropriate trust fund accounting procedures, 

unless otherwise specified by law or the controlling bond documents and approved 

in advance by the Chief Financial Officer/City Treasurer. Investments will be 

consistent with those authorized by existing state law and by the City's investment 

policy 

 

2. It will also be the City’s policy to select investment advisors, if appropriate to the 

facts and circumstances of an individual borrowing or borrowing program, on a 

basis similar to that which it uses to engage investment advisors for its investment 

portfolio. The City will execute the investment directives for  bond  proceeds 

through the applicable trustee for such proceeds. 

 

C. Costs and Fees 

 

1. All costs and fees related to issuance of bonds will be paid out of bond proceeds. 

In the case of conduit financings, the City may require prepayment for certain costs 

and fees from the project applicant(s). Under certain extraordinary circumstances, 

the City may authorize the expenditure of City funds for the engagement of outside 

counsel or consultants for the purpose of assisting the City with the feasibility 

analysis of the contemplated debt. It is intended that any expenditure for such 

purposes would be in anticipation of, or reliance upon, reimbursement by a project 

applicant for such expenses. 

 

2. Should the proposed debt issue be abandoned prior to its completion, the City will 

retain any deposits or prepayments in amounts necessary to insure that its costs, 

both direct and indirect, are fully recovered. 
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D. Method of Sale 

 

1. In general, City debt will be issued through a competitive bidding process. Bids 

will be awarded on a true interest cost basis (TIC), providing other bidding 

requirements are satisfied. In such instances where the City in a  competitive 

bidding deems the bids received unsatisfactory, it may, at the election of the Chief 

Financial Officer/City Treasurer, enter into negotiation for sale of the securities. 

 

2. Negotiated sales of debt will be considered in circumstances when the complexity 

of the issue requires specialized expertise, when a change of underwriter may result 

in losses (for example, changing the remarketing agent in mid-program for variable 

rate debt), when the negotiated sale would result in substantial savings in time or 

money, or when market conditions or City credit are unusually volatile or 

uncertain. Only the Chief Financial Officer/City Treasurer shall make such a 

determination. 

 

E. Council Action to be Regular Business Item, Not Consent Calendar: For all debt sales, the 

City will require that the action taken by the City Council to incur the debt will be taken as a 

regular business item, and at a regular or special City Council meeting, consistent with state 

law. Generally, it shall be the City’s policy to submit the proposed debt issuance to the City 

Council in a study session wherever possible prior to submittal to the full City Council as an 

action item. 

 

VII. Underwriters, Consultants and Counsel 
 

A. Underwriters 

 

1. For all competitive and negotiated sales, underwriters will be required to 

demonstrate sufficient capitalization and experience related to the debt. The City 

may engage an underwriter for a negotiated sale of debt through a competitive 

process administered by the City's Financial & Management Services Department 

based on the prior recommendation of the City’s Debt Management Team. The 

utilization of the underwriter for a particular bond sale will be at the discretion of 

the Financial & Management Services Department and pursuant to a written 

underwriting agreement. 

 

2. The selection process for underwriters will require that the selected underwriter 

have comprehensive municipal debt experience, experience with diverse financial 

structuring requirements and strong distribution capabilities for municipal 

securities. Upon completion of the underwriter’s engagement, the City has the 

option of making a new arrangement with any existing underwriter. 

 

B. Payment of Underwriter’s Counsel Fees: City payments for underwriter’s counsel in 

negotiated sales will be authorized by the Financial & Management Services Department on 

a case by case basis depending on the nature and complexity of the transaction and the needs 

expressed by the underwriters. 
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C. Bond Counsel: The City will retain external bond counsel for all debt issues and such 

retainer will be evidenced by a contract with the selected firm(s). All debt issued by the City 

will include a written opinion by bond counsel affirming that the City is authorized to issue 

the debt, stating that the City has met all statutory requirements necessary for issuance, and 

determining the federal income tax status of such debt. Bond counsel will be selected by the 

City Attorney based on the prior recommendation of the City’s Debt Management Team. 

The selection process will require comprehensive municipal debt experience and clearly 

demonstrated skill and capabilities in the municipal bond sector and with the type of 

financing proposed. Upon expiration of a specific contract, the City has  the  option  of 

signing a new contract with its existing bond counsel. 

 

D. Disclosure Counsel: In certain instances, the City may choose to engage the services of a 

disclosure counsel for the purposes of assisting in the various aspects of the preparation of 

an official statement, private placement memorandum or other form of offering, disclosure 

or continuing disclosure document to be disseminated in connection with the sale of the 

City’s debt or conduit debt. In performing these services, the disclosure counsel is clearly 

representing the City, as the issuer of the debt, and not the underwriter as well, as is the case 

where underwriter’s counsel prepares such documents. Because disclosure counsel is 

engaged by the City, the cost of disclosure counsel’s services is typically paid from the 

proceeds of the debt issue, and may be structured as either hourly charges or fixed fees, 

depending on the circumstances. 

 

E. Financial Advisor 

 

1. The utilization of the financial advisor for particular bond sales will be at the 

discretion of the Financial & Management Services Department on a case by case 

basis and pursuant to a written financial advisory service contract. While 

engagement of a financial advisor on each City debt issue is not required, it is 

strongly encouraged. In particular, the services of a financial advisor will be used 

on all competitive sales of City debt as well as those negotiated issues that present 

unique structuring, marketing or credit circumstances. 

 

2. The City may engage an external financial advisor through a competitive process 

administered by the City's Financial & Management Services Department based on 

the prior recommendation of the City’s Debt Management Team. The selection 

process for financial advisors will require that the selected financial advisor have 

comprehensive municipal debt experience, experience with diverse financial 

structuring requirements and strong pricing capabilities for determining the fairness 

of the prices received by the City for its debt issues. Upon completion of the 

financial advisor’s engagement, the City has the option of making a new 

arrangement with any existing financial advisor. 

 

3. For each engagement the financial advisor will provide services to the Chief 

Financial Officer/City Treasurer and such other departments of the City as may be 

designated by the Chief Financial Officer/City Treasurer pursuant to an agreed 

upon scope of services to be negotiated with the Chief Financial Officer/City 

Treasurer. 
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F. Fiscal Agents, Paying Agents and Trustees: The Financial & Management Services 

Department will utilize a fiscal agent, paying agent or trustee on all City indebtedness, as 

may be required by the type of debt instrument being used. Fees for such services on 

outstanding bonds will be paid from the resources of the department or program supporting 

the debt service on the instrument, unless specified otherwise by the Chief Financial 

Officer/City Treasurer. The City’s Financial & Management Services Department will 

administer the review and journalizing of transactions from monthly statements furnished by 

the fiscal agent, paying agent or trustee, as the case may be. 

 

G. Compensation for Services: Compensation for bond counsel, underwriter's counsel, financial 

advisors, and other financial service providers will be consistent with industry standards. 

 

H. Selection Process: The Chief Financial Officer/City Treasurer shall make all final 

determinations of selection for underwriters, and financial advisors based on the 

recommendation of the City’s Debt Management Team. The determination will be made 

following an independent review of competitive bids or responses to requests for proposals 

(RFPs) or requests for statements of qualifications (RFQs). The City’s Debt Management 

Team will review the proposals or statements of  qualifications.  The  City’s  financial 

advisors at the direction of the Chief Financial Officer/City Treasurer may also review 

underwriter proposals. 

 

I. Other Service Providers: The Chief Financial Officer/City Treasurer shall have the authority 

to periodically select other service providers (e.g., escrow agents, verification agents, 

trustees, arbitrage consultants, assessment engineers, special tax consultants, investment 

advisors etc.) as necessary to meet legal requirements and minimize net City debt costs. The 

Chief Financial Officer/City Treasurer may select firm(s) to provide such financial services 

related to debt without a RFP or RFQ, consistent with City requirements. A firm so selected 

must receive Chief Financial Officer/City Treasurer approval before undertaking any 

transaction or providing any service. 

 

VIII. Continuing Disclosure 

A. Background 
 

Pursuant to SEC Rule 15c2-12 (the “Rule”), issuers of obligations are required under most 

circumstances to provide financial and operating information on an annual basis with the 

Municipal Securities Rulemaking Board (MSRB) using the Electronic Municipal Market 

Access system (EMMA). The City of Moreno Valley, California (the “City”), the Moreno 

Valley Public Financing Authority, the Successor Agency to the Moreno Valley 

Redevelopment  Agency  and  certain  community facility  districts  and  assessment  districts 

( c o l l e c t i v e l y , t h e “Moreno Valley Issuers”) have issued or may issue obligations 

which are covered by the Rule (the “Obligations”) and must comply with any required 

filings in a timely manner. These Policies and Procedures are intended to assure that all 

filings required under the Rule are made timely and completely and meet all requirements 

of the Rule. The M o r e n o V a l l e y I s s u e r s have covenanted or will covenant to comply 

with the Rule through the execution and delivery of continuing disclosure agreements or 

certificates (each, a “Continuing Disclosure Undertaking”) applicable to each issue of 

Obligations. 
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The Rule requires that an underwriter, prior to purchasing or selling an issue of 

obligations in connection with a covered offering, determine that  the  issuer,  and  any 

other “Obligated Person” (as defined in the Rule) for whom financial or operating data is 

presented in the official statement, has undertaken in writing to provide the following 

information to the MSRB using EMMA and to the appropriate state information depository 

(“SID”), if any: 
 

1. By a specified date, annual financial and operating information for each Obligated 

Person for whom financial information or operating data is presented in the official 

statement (an “Annual Information Filing”). 
 

2. By a specified date, if available, audited annual financial statements  for  each 

Obligated Person (“Audited Financial Statements”) and, if not available by the date required, 

unaudited financial statements with Audited Financial Statements. 
 

3. In a timely manner within 10 business days of occurrence, notice of the occurrence 

of one or more of the listed events described in the Rule (a “Rule 15c2-12 Event Notice”). 

See paragraph VIII-G for the listing of events. 
 

4. Not less than 30 days before the submission date, the Responsible Party shall prepare a 

draft submission of required financial and operating information,  highlighting  any 

information still unavailable. 
 

5. In a timely manner, notice of a  failure  of  any  Obligated  Person  required  to  make 

the Annual Information Filing and/or file the Audited Financial Statements on or before the 

date(s) specified in the Continuing Disclosure Undertaking (“Notice of Failure”). 
 

Note: There is no SID currently in the State of California. If the State of California should establish a 

SID, the Moreno Valley Issuers may also be required to file all required information with the SID 

depending on the contractual requirements of their previous Continuing Disclosure Undertakings 

 

B. Responsible Party; Maintenance of List and Files 

 

The Responsible Party for the Moreno Valley Issuers shall be the Chief Financial 

Officer/City Treasurer for the City and any alternate or assistant as the Chief Financial 

Officer/City Treasurer shall appoint. The Responsible  Party  shall  maintain  a current list 

for each fiscal year identifying each issue of Obligations of any Moreno Valley Issuer 

outstanding during such fiscal year setting forth the name, original principal amount, date of 

issuance and CUSIP numbers for each such issue, the dates by which the Annual 

Information Filings and the Audited Financial Statements are  required  to  be  submitted 

to the MSRB using EMMA and the current contact information for the dissemination 

agent (if any) with respect to such Continuing Disclosure Undertaking, such list to be 

accompanied by copies of the related Continuing Disclosure Undertakings. 
 

C. Annual Information Filing Requirements 
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The Responsible Party shall  be knowledgeable and  familiar  with  the  provisions  of 

each Continuing Disclosure Undertaking as to the type, format and content of the financial 

and operating information to be included in each Annual Information Filing to be made 

thereunder and the timing requirements for the filing thereof.  The submission dates for 

the  Continuing Disclosure Undertakings v a r y a n d i n s o m e c a s e s r e q u i r e t h e f i l i n g 

o f a n n u a l r e p o r t s a s e a r l y as the last day of December in each year following (or, in 

some cases, within 180 days following) the close of the Moreno Valley Issuers’ fiscal year 

which is currently June 30. 
 

D. Audited Financial Statements 
 

Audited Annual Financial Statements of the Moreno Valley Issuers are also required to be 

filed no later than the submission dates established under each Continuing Disclosure 

Undertaking. The Responsible Party shall be knowledgeable and familiar with the specific 

timing requirements for the filing of Audited Financial Statements and, if not available by 

the date(s) required, the provisions regarding the filing of unaudited financial statements 

under the terms of each Continuing Disclosure Undertaking. 
 

E. Notices of Failures to File 
 

The Responsible Party shall be knowledgeable and familiar with the specific requirements 

for the filing of a Notice of Failure to make Annual Information Filings and/or to file 

Audited Financial Statements by the date(s) required under the terms of each Continuing 

Disclosure Undertaking. 
 

F. Preparation 
 

Approximately 90 days before the submission date for required filings established under 

each Continuing Disclosure Undertaking, the Responsible Party shall initiate the process of 

preparing the financial and operating information required to be submitted thereunder. The 

Responsible Party shall assemble the information available at that time and determine the 

scope of additional information to be required and also contact the auditors to establish a 

schedule for completion and submission for the Audited Financial Statements. 
 

1. Not less than 30 days before the submission date, the Responsible Party shall 

prepare a draft submission of required financial and operating information, 

highlighting any information still unavailable. 
 

2. On or before the submission date established under each Continuing Disclosure 

Undertaking, the Responsible Party shall make the Annual Information Filing 

together with the Audited Financial Statements. If the Audited Financial 

Statements are not then available, unaudited financial information shall be filed 

with the MSRB using EMMA and the Audited Financial Statements shall be filed 

within 10 business days of their receipt and acceptance. 
 

3. The  Responsible  Party  shall  set  calendar  reminders  in  the  City  Finance 

Department’s recordkeeping systems. 
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G. Listed Events 
 

The Rule also requires filing of a Rule 15c2-12 Event Notice upon the occurrence of certain 

listed events described in the Continuing Disclosure Undertakings. The Responsible Party 

shall provide a Rule 15c2-12 Event Notice to the MSRB using  EMMA  within  10 

business days of occurrence of any such listed event. The list is as follows: (The listed 

events most likely to occur relate to bond redemptions or defeasances of  outstanding 

issues and rating changes.) 
 

1. Principal and interest payment delinquencies 

2. Non-payment related defaults 
3. Unscheduled draws on debt service reserves reflecting financial difficulties 

4. Unscheduled draws on credit enhancements reflecting financial difficulties 

5. Adverse tax opinions, IRS notices or material events affecting the tax status of the 

security 

6. Modifications of rights of security holders (if material) 

7. Bond calls (if material) 
8. Defeasances 

9. Release, substitution or sale of property securing repayment of the securities (if 

material) 

10. Rating changes 
11. Tender offers 
12. Bankruptcy, insolvency, receivership or similar event of the obligated person 

13. Merger, consolidation, or acquisition of the obligated person (if material) 

14. Appointment of a successor or additional trustee, or the change of name of a 

trustee (if material) 

15. Other voluntary disclosure as listed in the Rule 
 

H. Familiarity with EMMA Submission Process 
 

1. The Responsible Party shall register with EMMA and review the on-line process 

of filing with EMMA located at www.emma.msrb.org in order to submit the 
required information. The MSRB market Information Department can also be 
contacted at (703) 797-6668. A tutorial is available at the website and a practice 
submission is available as well. 

 

2. The Responsible Party also shall enroll the Moreno Valley Issuers in EMMA’s 

reminder system to ensure timely performance of their responsibilities and 

obligations. 
 

I. California Debt and Investment Advisory Commission (CDIAC) 
 

1. With the passage of Senate Bill 1029 (Hertzberg) which became effective January 

1, 2017, the Responsible Party will prepare and submit an annual report by January 

31 of each year for the previously completed fiscal year. The report will be 

submitted by the method approved by CDIAC. 

http://www.emma.msrb.org/
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2. This annual report prepared annually for CDIAC will include the following data 

elements ( these requirements can be found in section 8855(k) of the California 

Government Code): 

a. Debt authorized during the reporting period, which shall include the 

following: 

i. Debt authorized at the beginning of the period 

ii. Debt authorized and issued during the reporting period 
iii. Debt authorized but not issued at the end of the reporting 

period 

iv. Debt authority that has lapsed during the reporting period 

b. Debt outstanding during the reporting period which will include: 

i. Principal balance at the beginning of the reporting period 
ii. Principal paid during the reporting period 

iii. Principal outstanding at the end of the reporting period 
c. The use of proceeds of issued debt during the reporting period which shall 

include: 

i. Debt proce3eds available at the beginning of the reporting 

period. 

ii. Proceeds spent during the reporting period and the purpose for 

which it was spent. 

iii. Debt proceeds remaining at the end of the period. 
 

J. Training Efforts 
 

To ensure adequate resources to comply with the Rule, the Responsible Party shall develop 

a training process aimed at providing additional assistance in preparing required 

information.  The training process shall be conducted at least annually and shall encompass 

a review of the EMMA submission process and an understanding of the timing 

requirements necessary for full compliance. 
 

K. Coordination Effort 
 

The Responsible Party shall  coordinate  the  preparation  and  submission  of  the 

required information with the Financial Advisor. Special Tax Consultant and corporate 

trustees and paying agents to ensure full compliance with the requirements of the Rule and 

the Continuing Disclosure Undertakings. 
 

L. Records Retention 
 

The Responsible Party shall maintain records with respect to the filings with the MSRB 

using EMMA, including, but not limited to, EMMA posting receipts showing the dates 

and nature or contents of all filings for each issue of Obligations of any Moreno Valley 

Issuer outstanding during each fiscal year. 
 

M. Investor Communication 
 

While the City shall post its annual financial report as well as other financial reports on the 
City’ s website, this information is intended for the citizens of the City of Moreno Valley. 
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Information with the intention of reaching the investing public, including bondholders, rating 

analysts, investment advisors, or any other member of the investment community will be 
filed on the EMMA system. Information similar to that posted on EMMA will be included 
on the City’ s website under the Investor Relations tab. 

 

IX. Other Policies 
 

A. Arbitrage Compliance: The Financial & Management Services Department shall maintain a 

system of record keeping and reporting to meet the arbitrage rebate compliance requirements 

of the Federal Tax Code. 

 

B. Unsolicited Financing Proposals: Any unsolicited financing proposal to a City department, 

agency, or employee involving pledge or other extension of the City's credit through sale of 

securities, execution of loans or leases, marketing guarantees, or otherwise involving 

directly or indirectly the lending or pledging of the City's credit, shall be referred to the 

Financial & Management Services Department for review by the City’s Debt Management 

Team prior to submittal to the City Council for approval. 

 

C. Internal Borrowings 

 

1. Provided that sufficient resources are available, liquidity will not be impaired, and 

a defined source of repayment is available, the City will generally favor internal 

borrowings over external borrowings for short-term liquidity purposes. The 

Financial & Management Services Department may undertake inter-fund 

borrowings and such borrowings will be evidenced by a written memorandum or 

agreement specifying the tenor and terms of the borrowing, including repayment 

terms, interest rates and calculations and procedures for amendment and must have 

the approval of the City Council, except for fiscal year end accounting entries that 

create temporary loans for financial statement presentation purposes. Any internal 

borrowing must be first coordinated with the responsible managing department. 

For example, the internal borrowings affecting the City’s successor agency or 

Community Development Block Grant funds should be coordinated with the 

Community and Economic Development Department. All such inter-fund 

borrowings will be reflected in the City’s accounting records as “due to” and “due 

from” items respecting the funds and accounts borrowed from and loaned to, 

respectively. 

 

2. Inter-fund borrowing will typically bear interest at the rate being borne by the 

Local Agency Investment Fund (“LAIF”) administered by the California State 

Treasurer’s Office, unless specifically recommended otherwise by the Chief 

Financial Officer/City Treasurer. 

 

D. Post Issuance Tax Compliance 

 

1. The purpose of these Post-Issuance Tax Compliance Procedures is to establish 

policies and procedures in connection with tax-exempt bonds or obligations 

(whether in the form of bonds, certificates of participation, installment sale 

contracts, leases or other financing structures) and other tax-advantaged bonds or 
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obligations, if any (e.g. “build America bonds” or direct pay subsidy bonds) 

(collectively, the “Bonds”) issued for the benefit of the City of Moreno Valley (the 

“City”) so as to ensure that the City complies with all applicable post-issuance 

requirements of federal income tax law needed to preserve the tax-exempt or 

special tax status of the Bonds. 

 

2. General 

 

a. Ultimate responsibility for all matters relating to City financings and re- 

financings rests with the City’s Chief Financial Officer/City Treasurer (the 

“Responsible Officer”) or such other person or persons as the Responsible 

Officer shall designate. 

 

3. Tax Compliance Requirements 

 

a. External Advisors / Documentation 

 

i. The Responsible Officer and other appropriate City personnel shall 

consult with bond counsel and other legal counsel and advisors, as 

needed, throughout the Bond issuance process to identify 

requirements and to establish procedures necessary or appropriate 

so that the Bonds will continue to qualify for the appropriate tax 

status.  Those requirements and procedures shall be documented in 

a City resolution(s), Tax Certificate(s) and/or other documents 

finalized at or before issuance of the Bonds. Those requirements 

and procedures shall include future compliance with applicable 

arbitrage rebate and yield restriction requirements and all other 

applicable post-issuance requirements of federal tax  law 

throughout (and in some cases beyond) the term of the Bonds. 

 

ii. The Responsible Officer and other appropriate City personnel also 

shall consult with bond counsel and other legal counsel and 

advisors, as needed, following issuance of the Bonds to ensure that 

all applicable post-issuance requirements, in fact, are  met. This 

shall include, without limitation, consultation in connection with 

future contracts with respect to the use or management of Bond- 

financed assets. 

 

iii. Whenever necessary or appropriate, the City shall engage expert 

advisors (such as a “Rebate Service Provider”) to assist in the 

calculation of arbitrage rebate which may be payable in respect of 

the investment of Bond proceeds. 

 

b. Role of the City 

 

i. Unless otherwise provided by City resolutions, unexpended Bond 

proceeds shall be held by the City, and the investment of Bond 

proceeds  shall  be  managed  by  the  Responsible  Officer.    The 
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Responsible Officer shall maintain records and shall prepare 

regular, periodic statements to the City regarding the investments 

and transactions involving Bond proceeds. 

 

ii. If a City resolution provides for Bond proceeds to be administered 

by a trustee, the trustee shall provide regular, periodic (monthly) 

statements regarding the investments and transactions involving 

Bond proceeds. 

 

c. Arbitrage Rebate and Yield 

 

i. Unless a Tax Certificate documents that bond counsel has advised 

that arbitrage rebate will not be applicable to an issue of Bonds: 

 

a.) the City shall engage the services of a Rebate Service 

Provider, and the City or the Bond trustee shall deliver 

periodic statements concerning the investment of Bond 

proceeds to the Rebate Service Provider on a prompt basis; 

 

b.) upon request, the Responsible Officer and  other 

appropriate City personnel shall provide to the Rebate 

Service Provider additional documents and information 

reasonably requested by the Rebate Service Provider; 

 

c.) the Responsible Officer and other appropriate City 

personnel shall monitor efforts of the Rebate Service 

Provider and assure payment of required rebate amounts, if 

any, no later than 60 days after each 5-year anniversary of 

the issue date of the Bonds, and no later than 60 days after 

the last Bond of each issue is redeemed; and 

 

d.) during the construction period of each capital project 

financed in whole or in part by Bonds, the Responsible 

Officer and other appropriate City personnel shall monitor 

the investment and expenditure of Bond proceeds and shall 

consult with the Rebate Service Provider to determine 

compliance with any applicable exceptions from the 

arbitrage rebate requirements during each 6-month 

spending period up to 6 months, 18 months or 24 months, 

as applicable, following the issue date of the Bonds. 

 

e.) The City shall retain copies of all arbitrage reports and 

trustee statements as described below under “Record 

Keeping Requirements”. 

 

d. Use of Bond Proceeds 
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i. The  Responsible  Officer  and  other  appropriate  City  personnel 

shall: 

a.) monitor the use of Bond proceeds and the use of Bond- 

financed assets (e.g., facilities, furnishings or equipment) 

throughout the term of the Bonds (and in some cases 

beyond the term of the Bonds) to ensure compliance with 

covenants and restrictions set forth in applicable City 

resolutions and Tax Certificates; 

 

b.) maintain records identifying the assets or portion of assets 

that are financed or refinanced with proceeds of each issue 

of Bonds; 

 

c.) consult with Bond Counsel and other professional expert 

advisers in the review of any contracts or arrangements 

involving use of Bond-financed facilities to ensure 

compliance with all covenants and restrictions set forth in 

applicable City resolutions and Tax Certificates; 

 

d.) maintain records for any contracts or  arrangements 

involving the use of Bond-financed facilities as might be 

necessary or appropriate to document compliance with all 

covenants and restrictions set forth in applicable City 

resolutions and Tax Certificates; and 

 

e.) meet at least annually with personnel responsible for 

Bond-financed assets to identify and discuss any existing 

or planned use of Bond-financed assets and to ensure that 

those uses are consistent with all covenants and restrictions 

set forth in applicable City resolutions and Tax 

Certificates. 

f.) All relevant records and contracts shall be maintained as 

described below. 

 

1. Record Keeping Requirements 

 

a. Unless otherwise specified in applicable 

City resolutions or Tax Certificates, the 

City shall maintain the following 

documents for the term of each issue of 

Bonds (including refunding Bonds, if any) 

plus at least three years: 

b. a copy of the Bond closing transcript(s) 

and other relevant documentation 

delivered to the City at or in connection 

with closing of the issue of Bonds; 

c. a copy of all material documents relating 

to    capital    expenditures    financed    or 
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refinanced by Bond proceeds, including 

(without limitation) construction contracts, 

purchase orders, invoices, trustee 

requisitions and payment records, as well 

as documents relating to costs reimbursed 

with Bond proceeds and records 

identifying the assets or portion of assets 

that are financed or refinanced with Bond 

proceeds; 

d. a copy of all contracts and arrangements 

involving private business use of Bond- 

financed assets; and 

e. copies of all records of investments, 

investment agreements, arbitrage reports 

and underlying documents, including 

trustee statements. 

 

e. Identification and Correction of Violations: In the event that the use of 

bond proceeds or bond-financed assets, or the payments derived from such 

assets, are different than those expected at the time bonds are issued, the 

City should contact Bond Counsel in a timely manner to ensure that there 

is no adverse effect on the tax status of the bonds. Under existing Treasury 

Regulations, various “self-help” remedies are available to the City in the 

event of certain violations of the limits of use of bond proceeds, the 

investment of bond proceeds, and the use of the bond-financed assets. For 

example, a change in the use of the bond-financed assets after the issuance 

of the bonds that results in excessive private business use may be corrected 

through a 'remedial action' that is described in the Treasury Regulation 

Section 1.141-12. Such remedial actions include a defeasance of  the 

portion of the bonds affected by the excessive private business use or using 

the disposition proceeds from the sale of the bond-financed assets for 

another qualified purpose. In the event that the self-help remedial actions 

in Treasury Regulation Section 1.141-12 are not available to the City, 

violations occurring through City action (or inaction) that potentially 

adversely affect the status of the bonds may be corrected through the 

Voluntary Closing Agreement Program as further described in IRS Notice 

2008-31 and in Sections 7.2.3 of the Internal Revenue Manual. 
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APPENDIX  A:   GLOSSARY  
 

 

 

AD VALOREM TAX 
A tax calculated "according to the value" of property. Such a tax is based on the assessed valuation of real 
property and, in certain cases, on a valuation of tangible personal property. In most jurisdictions, the tax is a 
lien on the property enforceable by seizure and sale of the property. General restrictions, such as overall 
restrictions on rates, or the percent of charge allowed, sometimes apply. As a result, ad valorem taxes often 
function as the balancing element in local budgets. 

 

ADVANCE REFUNDING 
A procedure whereby outstanding bonds are refinanced by the proceeds of a new bond issue more than 90 
days prior to the date on which outstanding bonds become due or are callable. Generally, either the entire 
outstanding issue is refunded (full refunding) or only the callable bonds are refunded (partial refunding). 
Typically an advance refunding is performed to take advantage of interest rates that are significantly lower 
than those associated with the original bond issue. At time, however, an advance refunding is performed to 
remove restrictive language or debt service reserve requirements required by the original issue. (See also 
“CURRENT REFUNDING”) 

 
AMORTIZATION 
The planned reduction of a debt obligation according to a stated maturity or redemption schedule. 

 

ARBITRAGE 
The gain that may be obtained by borrowing funds at a lower (often tax- exempt) rate and investing the 
proceeds at higher (often taxable) rates. The ability to earn arbitrage by issuing tax-exempt securities has been 
severely curtailed by the Tax Reform Act of 1986, as amended. 

 
ASSESSED VALUATION 
The appraised worth of property as set by a taxing authority through assessments for purposes of ad valorem 
taxation. The method of establishing assessed valuation varies from state to state, with the method generally 
specified by state law. For example, in certain jurisdictions the assessed evaluation is equal to the full or 
market value of the property; in other jurisdictions the assessed valuation is equal to a percentage of the full 
market value. 

 
ASSESSMENT BONDS 
Bonds issued to develop facilities and basic infrastructure for the benefit of specific properties within the 
assessment district which directly benefit from the facilities. The key consideration here is the “direct and 
special benefit” to be received by the property subject to the assessment. Voter approval is not required. 
Instead, a majority vote of the property owners with a majority of assessments is needed to authorize the 
issue. The issuer's recourse for nonpayment is foreclosure. This type of bond is normally not rated. The 
bonds may be issued under the provisions of the various assessment bond acts of the State, whichever is 
most appropriate. (See also “Special Tax Bond” for a description of bonds issued pursuant to the Mello- 
Roos Act.) 

 

BALLOON MATURITY 
A maturity within a serial issue of securities which contains a disproportionately large percentage of the 
principal amount of the original issue. A balloon maturity is generally distinguished from a term bond by the 
fact that a term bond generally has the benefit of a sinking fund to smooth out the amount of principal paid 
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from any single year's operations. A balloon maturity increases the likelihood that the jurisdiction will need to 
refinance the securities for an extended period of time upon their initial maturity. 

 
BASIS POINT 
One one-hundredth of one percent (0.0001). 

 

BEARER BOND 
A security that does not identify its owner on its face or by registration. The security is presumed to be owned 
by the person possessing it. The Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA) curtailed the 
issuance of tax-exempt bearer bonds. 

 

BOND 
A security that represents an obligation to pay a specified amount of money on a specific date in the future, 
typically with periodic interest payments. 

 
BOND ANTICIPATION NOTES 
Notes issued to provide temporary financing, to be repaid from the proceeds of a subsequent long-term 
financing. 

 
BOND COUNSEL 
An attorney (or firm of attorneys) retained by the issuer to give a legal opinion concerning the validity of the 
securities. The bond counsel's opinion usually addresses the subject of tax exemption. Bond counsel may 
prepare, or review and advise the issuer regarding authorizing resolutions or ordinances, trust indentures, 
official statements, validation proceedings and litigation. 

 

BOND INSURANCE 
Bond insurance is a type of credit enhancement whereby a monoline insurance company indemnifies an 
investor against default by the issuer. In the event of a failure by the issuer to pay principal and interest in full 
and on time, investors may call upon the insurance company to do so. Once assigned, the municipal bond 
insurance policy generally is irrevocable. The insurance company receives an up-front fee, or premium, when 
the policy is issued. 

 
BOOK-ENTRY-ONLY 
Bonds that are issued in fully registered form but without certificates of ownership. The ownership interest of 
each actual purchaser is recorded on computer. 

 

CALL OPTION 
The right to redeem a bond prior to its stated maturity, either on a given date or continuously. The call option 
is also referred to as the optional redemption provision. Often a "call premium" is added to the call option as 
compensation to the holders of the earliest bonds called. Generally, the earliest callable bonds called carry a 
102% premium, the next earliest, a 101 % premium, and the balance of the bonds are called at par value. 

 

CAPITAL APPRECIATION BOND 
A bond without current interest coupons that is sold at a substantial discount from par. Investors are 
provided with a return based upon the accretion of value in the bond through maturity. (see zero coupon 
bond) 
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CAPITAL LEASE 
The acquisition of a capital asset over time rather than merely paying a rental fee for temporary use. A 
lease-purchase agreement, in which provision is made for transfer of ownership of the property for a nominal 
price at the scheduled termination of the lease, is referred to as a capital lease. 

 

CERTIFICATES OF PARTICIPATION 
A lease agreement with another party (a lessor, such as a joint powers authority) to lease an asset over a 
defined period of time at a prearranged annual payment. Voter approval is generally not required. Lease 
payments are made primarily from general fund revenues. Current law requires the lessee to make lease 
payments only if the City has beneficial use of the facility to be leased. The legislative  body  has  to 
appropriate annual debt service payments. For the security of the bondholders, a reserve fund is normally 
established and held by a trustee until all bonds are paid. Interest during project construction must be 
capitalized. An "asset transfer" structure, whereby an existing facility is used as security to finance 
construction or acquisition of another project, may be used for flexibility. Sometimes this structure is styled 
as a “lease revenue bond,” which is functionally the same as Certificates of Participation. 

 
COMMERCIAL PAPER (TAX-EXEMPT) 
By convention, short-term, unsecured promissory notes issued in either registered or bearer form with a 
stated maturity of 270 days or less. 

 

COMPETITIVE SALE 
Sales of securities in which the securities are awarded to the bidder who offers to purchase the issue at the 
best price or lowest cost. 

 

CONDUIT FINANCING 
The issuance of securities by a governmental entity to finance a project that will primarily benefit a third 
party, typically a private corporation. The security for this type of financing is usually the credit of the private 
entity, rather than the governmental unit. Usually such securities do not constitute general obligations of the 
issuer since the private entity is liable for generating the pledged revenues for repayment. Industrial 
development bonds are a common type of conduit financing. 

 

CONTINUING DISCLOSURE 
The requirement by the Securities and Exchange Commission for most issuers of municipal debt to provide 
current financial information to the informational repositories for access by the general marketplace. 
Generally, SEC Rule 15c2-12 requires issuers of municipal securities and certain other “obligated persons” to 
make contractual promises to provide continuing information to the marketplace during the life of securities 
issues. Under the rule, an underwriter is not permitted to purchase or sell municipal securities in connection 
with a primary offering of $1.0 million or more unless it has entered into such a contractual arrangement with 
the issuer of the securities for the benefit of the holders of the securities. 

 
In conduit issues, the obligation to maintain continuing disclosure efforts should be imposed on the project 
sponsors. 

 

COUPON RATE 
The interest rate on specific maturities of a bond issue. While the term "coupon' derives from the days when 
virtually all municipal bonds were in bearer form with coupons attached, the term is still frequently used to 
refer to the interest rate on different maturities of bonds in registered form. 
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CURRENT REFUNDING 
A procedure whereby outstanding bonds are refinanced by the proceeds of a new bond issue within 90 days 
of the date on which outstanding bonds become due or are callable. Generally, either the entire outstanding 
issue is refunded (full refunding) or only the callable bonds are refunded (partial refunding). Typically a 
current refunding is performed to take advantage of interest rates that are significantly lower than those 
associated with the original bond issue. At times, however, a current refunding is performed to remove 
restrictive language or debt service reserve requirements required by the original issue. (See also 
“ADVANCE REFUNDING”) 

 
CUSIP NUMBER 
The term CUSIP is an acronym for the Committee on Uniform Securities Identification Procedures. An 
identification number is assigned to each maturity of an issue, and is usually printed on the face of each 
individual certificate of the issue. The CUSIP numbers are intended to help facilitate the identification and 
clearance of municipal securities. As the municipal market has evolved, and new derivative products are 
devised, the importance of the CUSIP system for identification purposes has increased. 

 

DEBT BURDEN 
The ratio of outstanding tax-supported debt to the market value of property within a jurisdiction. The overall 
debt burden includes a jurisdiction's proportionate share of overlapping debt as well as the municipality's 
direct net debt. 

 

DEBT LIMITATION 
The maximum amount of debt that is legally permitted by a jurisdiction's charter, constitution, or statutory 
requirements. 

 

DEBT SERVICE 
The amount necessary to pay principal and interest requirements on outstanding bonds for a given year or 
series of years. 

 

DEBT SERVICE RESERVE FUND 
The fund into which moneys are placed which may be used to pay debt service if pledged revenues are 
insufficient to satisfy the debt service requirements. The debt service reserve fund may be entirely funded 
with bond proceeds, or it may only be partly funded at the time of the issuance and allowed to reach its full 
funding requirement over time, due to the accumulation of pledged revenues. If the debt service reserve fund 
is used in whole or part to pay debt service, the issuer usually is required to replenish the funds from the first 
available funds or revenues. A typical reserve requirement might be the maximum aggregate annual debt 
service for any year remaining until the bonds reach maturity. The size of the reserve fund, and the manner in 
which it is invested, may be subject to arbitrage regulations. 

 

DEFAULT 
The failure to pay principal or interest in full or on time. An actual default should be distinguished from 
technical default. The latter refers to a failure by an issuer to abide by certain covenants but does not 
necessarily result in a failure to pay principal or interest when due. 

 

DEFEASANCE 
Providing for payment of principal of premium, if any, and interest on debt through the first call date or 
scheduled principal maturity in accordance with the terms and requirements of the instrument pursuant to 
which the debt was issued. A legal defeasance usually involves establishing an irrevocable escrow funded with 
only cash and US. government obligations. 
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DEPOSITORY TRUST COMPANY (DTC) 
A limited purpose trust company organized under the New York Banking Law. DTC facilitates the settlement 
of transactions in municipal securities. 

 

DERIVATIVES 
Financial products whose value is derived from the value of an underlying asset, reference rate, or index. 
Typically these agreements are contracts between a lender/investor and a borrower and include interest rate 
swaps, caps, floors, collars, and forward purchase agreements. 

 

DISCOUNT 
The difference between a bond's par value and the price for which it is sold when the latter is less than par. 

 

DOUBLE-BARRELED BOND 
A bond secured by a defined source of revenue (other than general property taxes) and the full faith and 
credit of an issuer. 

 

ENTERPRISE ACTIVITY 
A revenue-generating project or business. The project often provides funds necessary to pay debt service on 
securities issued to finance the facility. The debts of such projects are self-liquidating when the projects earn 
sufficient monies to cover all debt service and other requirements imposed under the bond contract. 
Common examples include water and sewer treatment facilities and utility facilities. 

 

FINANCIAL ADVISOR 
A consultant who advises an issuer on matters pertinent to a debt issue, such as structure, sizing, timing, 
marketing, pricing, terms, and bond ratings. 

 
FITCH INVESTORS SERVICE 
A financial services company, founded in 1913, which provides investors with an independent assessment of 
the credit worthiness of debt obligations. 

 

FINAL OFFICIAL STATEMENT (FOS) 
A document published by the issuer that generally discloses material information on a new issue of municipal 
securities including the purposes of the issue, how the securities will be repaid, and the financial, economic 
and social characteristics of the issuing government. Investors may use this information to evaluate the credit 
quality of the securities. (See also Official Statement) 

 

FLOW OF FUNDS 
The order in which pledged revenues must be disbursed, as set forth in the trust indenture or bond 
resolution. In most instances, the pledged revenues are deposited into a general collection account or revenue 
fund as they are received and subsequently transferred into the other accounts established by the bond 
resolution or trust indenture. The other accounts provide for payment of the costs of debt service, debt 
service reserve deposits, operation and maintenance costs, renewal and replacement, and other requirements. 

 
GENERAL OBLIGATION BONDS 
Bonds backed by the full faith and credit of the City. The taxing power is an unlimited ad valorem tax, usually 
on real estate and personal property. A special rate is incorporated in the property tax bill annually to pay for 
debt service. A two-thirds voter approval is required for authorization. Because it is secured by an unlimited 
tax levy, this structure has strong marketability and lower interest costs. 
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GENERAL OBLIGATION DEBT 
Debt that is secured by a pledge of the ad valorem taxing power of the issuer. Also known as a full faith and 
credit obligation. 

 

INDENTURE 
A contract between the issuer and a trustee stipulating the characteristics of the financial instrument, the 
issuer's obligation to pay debt service, and the remedies available to the trustee in the event of a default. 

 
INVESTMENT GRADE 
The broad designation given bonds which have a high probability of being paid, and minor, if any, speculative 
features. Bonds rated “BBB” or higher by Standard & Poor’s Corporation, “Baa” or higher by Moody’s 
Investor’s Service, and “BBB” or higher by Fitch IBCA Rating Service are deemed by those agencies to be 
“investment grade.” 

 

ISSUANCE COSTS 
The costs incurred by the bond issuer during the planning and sale of securities. These costs include but are 
not limited to financial advisory and bond counsel fees, printing and advertising costs, rating agency fees, and 
other expenses incurred in the marketing of an issue. 

 

ISSUER COUNSEL 
An attorney engaged by the issuer to represent its best interest in a debt transaction. Often this role is 
performed by bond counsel, however, at times separate counsel is engaged that does not have responsibility 
to issue the bond opinion as well as represent the issuer’s best interests. 

 
JUNIOR LIEN BONDS 
Bonds that have a subordinate claim against pledged revenues. 

 

LEASE 
An obligation wherein a lessee agrees to make payments to a lessor in exchange for the use of certain 
property. The term may refer to a capital lease or to an operating lease. 

 
LEASE REVENUE BONDS 
Bonds that are secured by an obligation of one party to make annual lease payments to another. 

 
LESSEE 
The party to a lease agreement that obtains use of a facility or piece of equipment on exchange for rental 
payments. 

 

LESSOR 
The owner of the property being leased. 

 
LETTER OF CREDIT 
Bank credit facility whereby a bank will honor the payment of an issuer's debt, in the event that an issuer is 
unable to do so, thereby providing an additional source of security for bondholders for a predetermined 
period of time. A letter of credit often is referred to as an L/C or an LOC. Letter of Credit can be issued on a 
"stand-by" or "direct pay" basis. 
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LINE OF CREDIT 
Bank credit facility wherein the bank agrees to lend up to a maximum amount of funds at some date in the 
future in return for a commitment fee. 

MANAGER 
The member (or members) of an underwriting syndicate -charged with the primary responsibility for 
conducting the affairs of the syndicate. The managers take the largest underwriting commitment. 

 
UNDERWRITER 
The underwriter serving as head of the syndicate. The lead Manager generally handles negotiations in a 
negotiated underwriting of a new issue of municipal securities or directs the process by which a bid is 
determined for a competitive underwriting. The lead Manager also is charged with allocating securities among 
the members of the syndicate in accordance with the terms of the syndicate agreement or agreement among 
underwriters. 

 

UNDERWRITING GROUP 
Any member of the management group. 

 
MASTER LEASE AGREEMENTS 
A lease agreement with a provider to lease equipment or facilities whose useful life is too short, or whose cost 
is too small to finance with conventional long-term debt. Various pieces and types of real and personal 
property from different vendors over a period of time can be acquired under one master lease agreement. 
Interest can be fixed or tied to an index. Financing costs are normally minimal, but the interest cost may be 
higher than with other instruments. 

 
MARKS-ROOS BONDS 
Bonds issued by a joint powers authority to buy other bond issues. By pooling bond issues, marketability can 
be improved and administration costs are reduced. Often used in the case of a negotiated sale of successor 
agency debt in order to avoid the competitive sale requirements for such debt. 

 

MOODY'S INVESTORS SERVICE, INC. 
A financial service company, a subsidiary of Dun & Bradstreet Corp. has provided ratings for municipal 
securities and other financial information to investors since 1918. 

 
MUNICIPAL SECURITIES RULEMAKING BOARD (MSRB) 
A self-regulating organization established on September 5, 1975 upon the appointment of a 15-member 
Board by the Securities and Exchange Agreement. The MSRB, comprised of representatives from investment 
banking firms, dealer bank representatives, and public representatives, is entrusted with the responsibility of 
writing rules of conduct for the municipal securities market. New board members are selected by the MSRB 
pursuant to the method set forth in Board rules. 

 

NEGOTIATED SALE 
A sale of securities in which the terms of sale are determined through negotiation between the issuer and the 
purchaser, typically an underwriter, without competitive bidding 

 

NET INTEREST COST (NIC) 
The average interest cost of a bond issue calculated on the basis of simple interest. This calculation involves a 
fraction in which the numerator is the gross amount of interest to be paid over the bonds' life (adjusted for 
the amount of discount or premium granted at the time of sale), and the denominator is the average life of 
the bond issue multiplied by the issue's par value. 
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NOTE 
A written promise to pay a certain amount of money on a specific date, with interest. By convention, the 
maturity of a note is one year or less, making it short-term debt. However, financial instruments with a longer 
stated maturity sometimes are called Notes. For example, a bond anticipation note can have maturities of two 
years or longer. 

 

OFFICIAL STATEMENT (OS) 
A document published by the issuer that generally discloses material information on a new issue of municipal 
securities including the purposes of the issue, how the securities will be repaid, and the financial, economic 
and social characteristics of the issuing government. Investors may use this information to evaluate the credit 
quality of the securities. (See also Final Official Statement) 

 
OPERATING LEASE 
A lease that enables the lessee to acquire the use of an asset only, not its ownership as in a capital lease. The 
lease term typically runs for only a portion of the asset's useful life. 

 
ORIGINAL ISSUE DISCOUNT BONDS 
Bonds which are sold at a substantial discount from their par value at the time of the original sale. 

 
OVERLAPPING DEBT 
The legal jurisdictions of local governments often overlap one another. In some cases, one unit of 
government is located entirely within the boundaries of another. Overlapping debt represents the 
proportionate share of debt that must be borne by one unit of government because another government with 
overlapping or underlying taxing authority issued its own bonds. 

 

PAR VALUE 
The face value or principal amount of a security. 

 

PAYING AGENT 
An agent of the issuer with responsibility for timely payment of principal and interest to bond holders. 

 

PRELIMINARY OFFICIAL STATEMENT (POS) 
The POS is a preliminary version of the official statement that is used by an issuer or underwriters to describe 
the proposed issue of municipal securities prior to the determination of the interest rate(s) and offering 
price(s). The preliminary official statement, also called a "red herring,” often is examined upon by potential 
purchasers prior to making an investment decision. 

 
PREMIUM 
The excess of the price at which a bond is sold over its face value. 

 
PRESENT VALUE 
The value of a future amount or stream of revenues or expenditures in current dollars. 

 
PRIVATE ACTIVITY BONDS 
A bond where the use of bond proceeds is used for private purposes. If deemed a private activity bond, the 
interest is not tax exempt unless the use of the proceeds meets certain requirements of the Internal Revenue 
Code. 
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PUT OPTION 
The right to demand repayment of principal prior to a bond's maturity. In the case of short-term variable rate 
debt, this right often is referred to as a variable-rate demand option. 

 

REFUNDING 
A procedure whereby an issuer refinances an outstanding bond issue by issuing new bonds. 

 

REGISTERED BOND 
A security on which the ownership is recorded by the issuer or its agent. 

 
RESERVE FUND 
A fund established by the indenture of a bond issue into which money is deposited for payment of debt 
service in case of a shortfall in current revenues. 

 

REVENUE BONDS 
Bonds secured by revenues generated by the facility that is financed or by dedicated user fees. Voter approval 
may or may not be required. Planning is more complex because costs and revenues affect each other. Credit 
enhancement (e.g., insurance, or letter of credit) may be needed because of the limited source of debt service 
payment. 

 

SECONDARY MARKET 
The market in which bonds are sold after their initial sale in the new issue market. 

 

SENIOR LIEN BONDS 
Bonds having a prior, or first claim on pledged revenues. 

 

SERIAL BONDS 
A bond issue in which the principal is repaid in periodic installments over the issue's life. 

 

SOPHISTICATED INVESTOR 
A purchaser of bonds, who is considered knowledgeable about the pricing and risk factors associated with the 
repayment of bonds. This type of investor usually purchases bonds in large dollar amounts, typically 

$100,000 or more. 
 

SPECIAL ASSESSMENTS 
A charge imposed against property or parcel of land that receives a special benefit by virtue of some public 
improvement that is not, or cannot be enjoyed by the public at large. Special assessment debt issues are those 
that finance such improvements and are repaid by the assessments charged to the benefiting property owners. 

 

STANDARD & POOR'S CORPORATION (S&P) 
A financial service company, a subsidiary of McGraw-Hill -Company. S&P provides ratings for municipal 
securities and other financial information to investors. 

 
TAX ALLOCATION BONDS 
Bonds secured by property tax increment (property taxes generated on assessed value in excess of the frozen 
property tax base) in a redevelopment project area. These bonds are issued to promote economic 
development.  Voter approval is not required. 
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TAX INCREMENT 
Property tax revenues derived from the incremental assessed value increases from the redevelopment project 
area’s frozen tax base. 

 

TERM BONDS 
A bond issue in which the entire principal matures on one date. Term bonds also refer to a particularly large 
maturity of a bond issue that is created by aggregating a series of maturities. In the latter instance, provision is 
made for mandatory structuring fund installments in advance of the term bond's maturity to reduce the 
burden of a particular large debt service payment in any one fiscal year. 

 

TRUE INTEREST COST (TIC) 
An expression of the average interest cost in present value terms. The true interest cost is a more accurate 
measurement of the bond issue's effective interest cost and should be used to ascertain the best bid in a 
competitive sale. 

 

UNDERWRITER'S COUNSEL 
An attorney engaged by the underwriter(s) to represent its interests in a debt transaction. Generally 
underwriter's counsel prepares the bond purchase agreement between the issuer and the underwriter and, 
when more than one underwriter is involved, the agreement among underwriters. 

 

VARIABLE RATE BOND 
A bond on which the interest rate is reset periodically, usually no less often than semi-annually. The interest 
rate is reset either by means of an auction or through an index. 

 
VENDOR LEASES 
A vendor of equipment acts as the lessor and investor, and holds the lease for its full term or may assign the 
lease. The motivating factor to the vendor is usually to encourage future sales of its product. 

 

YIELD CURVE 
A graph that plots the market yields on securities with different maturities, at a given point in time. The 
vertical axis represents the yields, while the horizontal axis depicts the time to maturity. The term structure of 
interest rates, as reflected by the yield curve, will vary according to market conditions, resulting in a wide 
variety of yield curve configurations. 

 
YIELD-TO-MATURITY 
The rate of return that an investor will receive if the bond remains outstanding and the investor holds the 
bond to maturity. The investor must take into account the price paid for the bonds, the dates of purchase and 
maturity, and the coupon rate on the bonds. The "yield to maturity" assumes that interest payments will be 
re-invested at the same coupon rate borne by the bond. 

 
ZERO COUPON 
A bond which does not pay interest periodically. Investors receive interest  on  the  scheduled  principal 
maturity date of the obligation. 
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APPENDIX  B: FORM  OF FINANCING  ASSISTANCE  APPLICATI ON FOR COND UIT  DEBT 
 

 

 
 
 
 

I. PROPOSED OWNER OF THE PROJECT 
 

A. Official Company Name:   
 

DBAs (if applicable): 
 

Official Mailing Address: 
 
 
 

Telephone:  Fax: 
 

Company Headquarters and address of primary operating location in 

California: 

 
 
 
 
 

B. Form of Ownership: Corporation 
 

Partnership:_ Sole Proprietorship 
 

Other (describe) 
 

Is the proposed owner a subsidiary or affiliated directly or indirectly with any other organization?    
If so, indicate relationship and name of related organization: 

 
 

If corporation, indicate state of incorporation: and date qualified to do 
business in California (if incorporated elsewhere):_    

 

Other Business Affiliations 
 

 
 

 

 
 

 

 

Vice President    
(Finance) 

 
  

C. Officers Names & Home Address 

President    
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List name and home address of equity owners of 10% or more. If publicly held, indicate stock 
exchange traded on. If partnership, list General and Limited Partners and interest owned by each. If 
trust, list beneficiaries. 

Name Home Address 
% of Equity 
Interest Owned 

Name, business address, and phone number of officer to whom all notices and communications 
concerning the project should be sent: 

Principal Bank(s) of Account with name and phone number of contact person: 

Name: Contact:   

Address: 

 

Secretary    
 

Directors    
 

 
  

 

 
  

 
 
 

D. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

E. 
 
 
 
 
 
 
 

F. 
 
 
 
 
 
 
 
 

Telephone:   
 
 

Name:_  Contact:   
 

Address:   
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Telephone:   

 

G. Counsel to Applicant: 
 

Name:   
 

Address:   
 
 
 
 

 

H. 
 
 
 
 
 
 
 
 
 
 

I. 
 
 
 
 
 
 
 
 
 
 

J. 
 
 
 
 
 
 
 
 
 

 

 
 

Have any of these projects ever been in default? Yes No 
 

If yes, please provide particulars: 

Telephone:  Fax: 
 
Bond Counsel on proposed project: 

Name: 

Address: 

Telephone: Fax: 

Investment Banker for proposed project: 

Name: 

Address: 

Telephone: Fax:   

Company History 
 

List past tax-exempt financing transactions: 
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K. Is the firm or any of its principals currently or in the past 10 years been engaged in any litigation 
involving financing of the type and nature of that being proposed to the City. Yes No. 

 
 

If yes, please provide the names of the principals and details of the litigation.  Use additional pages if 
necessary. 

 
 
 
 
 
 
 
 
 
 
 
 
 

II. PROPOSED PROJECT 
 

A. Give brief narrative explanation why project is being undertaken. 
 

B. Narrative Description, including renderings if available of proposed project. 
 

C. Proposed facilities to be constructed with bond proceeds (describe). 
 

D. Does applicant now own the site of the proposed facility? If not, has applicant entered 
into an option or commitment or other agreement to purchase it? 

 

E. Estimated useful life of buildings, equipment, or off-site improvements. 
 

F. Does the proposed project involve, in whole or in part, any of  the  following: residential  real 
property; sports facilities;; commercial property; health care facilities; manufacturing facilities; 
entertainment facilities; or industrial land development activities?   Yes    No     If yes, please 
explain. 
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G. Estimated date on which facilities will: 
 

Start construction:   
 

III. COST OF THE PROJECT 

Complete construction:   

 

State the costs reasonably necessary to the acquisition or construction of the proposed project together with 
any machinery and equipment necessary or convenient in connection therewith, and including any utilities, 
access roads or apportionment facilities; 

 
 
 
 
 
 
 
 
 
 
 

 
(please specify) 

 

F. Contingency (if appropriate) $ 
 
 

TOTAL $ 
 
 

IV. SIGNIFICANT PUBLIC BENEFITS 
 

Please furnish a description of the significant public benefits that will arise from the issuance of bonds in the 
maximum amount proposed in the application. 

 

A. Employment creation/displacement – will the completion of the project contribute to job creation? 
Explain. 

 
B. Energy, mineral or natural or cultivated resource conservation – will the completion of the project 

lead to increased utilization of resources: 
 

1. Estimate of increased utilization of resources. 
 

2. Estimate of increases in cost to the public due to increased utilization. 
 

C. Does construction of the project, or completion of the project, have any adverse environmental 
impacts, including additional waste disposal? 

 

1. Estimate of the environmental impacts. 
 

2. Include copies of any required Environmental Impact Reports. 

A. 
 

B. 

Land and Facilities 
 

Architectural and Engineering 

$ 
 

$ 

C. Construction Costs: $ 

D. Interest during construction: $ 

E. Financing, legal, miscellaneous 
(from to ) 

 
$ 

 


