
City of Pittsburg 
Debt Management Policy 

As Amended March 6, 2017 
 

I.  INTRODUCTION 

The City of Pittsburg (“City”) has established this Debt Management Policy to 
provide clear and comprehensive guidelines for the issuance and financial 
management of the City’s debt portfolio.  This policy supports the City’s mission 
of providing responsive and high quality public services for its citizens and 
ensures that the City is financially self-sustaining and fiscally strong. The policy 
applies to debt issued by the City directly, as well as debt issued by the City on 
behalf of assessment districts or community facilities districts, or as a conduit 
issuer for third parties. Finally, this Debt Policy requires that the City Council 
specifically authorize each debt financing by resolution.  Certain terms used in 
this Debt Policy are defined in the Glossary of Terms provided at the end.   

II.  SCOPE 

The guidelines established by this policy will govern the issuance and 
management of all debt funded for long term capital financing needs and not for 
general operating functions.  The Finance Department recognizes that changes 
in the capital markets and other unforeseen circumstances may require action 
which may deviate from this Debt Management Policy.  In cases which require 
exceptions to this Debt Management Policy, approval from the City Council will 
be necessary for implementation. 

III. OBJECTIVES 

The purpose of this Debt Policy is to establish prudent debt issuance guidelines 
to ensure that the City meets the following objectives: 

• To provide financial support for the City’s strategic and capital plan 
objectives through the most safe and cost effective means of debt 
issuance 

• To ensure that the term of the debt shall not exceed the expected 
useful life of the capital improvement [not in this section] 

• To ensure that any debt instrument utilized be fully understood by Staff 
(See Section V for a description of typical types of debt) 

• To ensure that all debt obligations will be met in a timely & efficient 
manner (Section IX) 

• To mandate that the City comply with all debt covenants (Section IX) 
• To ensure that all required disclosure reports are filed on a timely basis 

(Section IX) 
• To maintain good communications with bond rating agencies & 

investors (Section VIII & IX) 
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• To preserve financial flexibility (Section VI & IX) 
 

IV. DELEGATION OF AUTHORITY 

Pursuant to the provisions of Sections 37209 and 40805.5 of the Government 
Code of the State of California, the Finance Director (Director of Finance) 
shall be the head of the finance department and shall be responsible for all of 
the financial affairs of the City.  This City Debt Management Policy grants the 
Director of Finance the authority to select the financing team, coordinate the 
administration and issuance of debt, communicate with the rating agencies, 
as well as to fulfill all the pre-issuance and post-issuance disclosure 
information. 

The Director of Finance or designee will use the Request for Proposal (RFP) 
process to select various Financing Team Members.  Below is a brief 
description of the main Financing Team, along with their functions, and the 
mandated frequency of soliciting RFP’s. 

The typical Financing Team consists of: 

1. Financial Advisor/Municipal Advisor – 
- Assists with capital planning and long term financial planning 
- Coordinates the financing and debt issuance process 
- Helps evaluate underwriter proposals and provides financial 

analysis and recommendations 
- Assists with the securing of other professional services and other 

members of the financing team 
- Monitors and evaluates market conditions for opportunities to issue 

debt at low interest rates and/or refund existing debt for savings or 
other reasons sought by the City (e.g., modify debt covenants) 

- Works with the City and Underwriter to develop investor outreach 
and market approach 

- Manages competitive bid process 
- Ensures negotiated prices  are “fair” and reasonable in the 

marketplace 

Requests for Proposals for Financial Advisors should be done on a periodic 
basis not to exceed ten (10) years but is subject to review after four years. 

2.  Bond Counsel – 
- Prepare an approving legal opinion  
- Provide expert and objective legal opinion and advice 
- Prepare and review documents necessary to authorize, issue, sell 

and deliver the bonds, as well as coordinate the authorization and 
execution of closing documents 

- Review legal issues relating to the structure of the bond issue 
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- Prepare election proceedings or pursue validation proceedings if 
necessary 

- Review or prepare those sections of the official statement that 
relate to the Bonds, financing documents, bond counsel opinion, 
and tax exemption 

- Assist the City in presenting information to bond rating 
organizations and credit enhancement providers relating to legal 
issues affecting the issuance of the Bonds 

- Review or prepare the Notice of Sale,  Bond Purchase Contract 
and continuing disclosure undertaking of the City 

- Post-issuance advice for bond covenant compliance 

Requests for Proposals for Bond Counsel should be done on a periodic basis 
not to exceed ten (10) years but is subject to review after four years. 

3.  Underwriter – 
- Provide the City with market knowledge 
- Assist with credit analysis and preparation 
- Premarketing of the Bonds 
- Pricing and Sale of Bonds 
- Trading of the Bonds 

Underwriter services should be solicited through a Request for Proposal 
(RFP) for every bond issue, or by developing a pool of pre-qualified 
underwriters from which to select. 

4. Trustee/Fiscal Agent/Paying Agent/Escrow Agent – 
- Establishes and holds the funds and accounts relating to the bond 

issue 
- Maintains the list of names and addresses of all registered owners 

of the bonds and recordings of transfers and exchanges of the 
bonds 

- Acts as the authenticating agent 
- Acts as the paying agent 
- Protects the interests of the bondholders by monitoring compliance 

with covenants and acts on behalf of the bondholders in the event 
of default 

- If also serving as the escrow agent, holds the investments acquired 
with the refunding bond proceeds and uses those investments to 
pay debt service on the refunded bonds 

- If also serving as a dissemination agent acts on behalf of the issuer 
or other obligated person to disseminate annual reports and event 
notices to repositories under SEC Rule 15c2-12 (See Section IX) 

RFP’s for Trustee services should be done on a periodic basis if the 
recurring Trustee fees increase excessively (in excess of the prevailing Bay 
Area inflation rate). 
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V.  TYPES OF DEBT AND METHODS OF SALE 

There are a number of market factors that will affect the success of a bond 
offering, and each should be carefully considered before selecting a method of 
sale.  These factors include, but are not limited to, the following: 1) market 
perception of the credit quality of the source of repayment (e.g., City general fund, 
special taxes, enterprise fund revenues), 2) interest rate volatility, 3) size of the 
proposed issue, 4) complexity of the proposed issue, and 5) competition with other 
issuers for investor interest (bond supply). 

The Finance Director with the assistance of the City’s bond counsel, financial 
advisor and/or Underwriter, as appropriate, will examine and evaluate all available 
alternatives for new issues and make a recommendation to the Finance 
Committee. Factors that should be considered include: 1) Is the issuing option 
appropriate under existing laws? 2) Are there formal policies with respect to the 
method of sale? 3)  Does the nature of the proposed offering suggest that one 
method of marketing is more efficient than another?  and 4) Have the City’s past 
issuance practices yielded acceptable results?  Only after review and acceptance 
by the Finance Committee, will the proposed new bond issuance be presented to 
the City Council for review and consent. 

The following are the types of debt the City could issue: 

1. New Money Bonds 
New Money bonds are bonds issued to finance the cost of capital 
improvement projects or other large and extraordinary costs as approved 
by the City Council. 
 

2. Refunding Bonds 
Refunding bonds are bonds issued to refinance (refund) previously issued 
outstanding debt.  The City may issue refunding bonds to refinance the 
principal of and interest on outstanding bonds or other debt to achieve 
debt service savings, restructure scheduled debt service, convert from or 
to a variable or fixed interest rate, change or modify the source(s) of 
payment and security for the refunded debt, or modify convenants 
otherwise binding upon the City.  Refunding bonds may be issued either 
on a current or advance basis. 
 

3. Revenue Bonds 
Revenue Bonds are generally issued by enterprise funds that are 
financially self-sustaining without the use of taxes and other revenues in 
the City’s general fund, and therefore rely on the revenues collected by 
the enterprise fund to repay the debt. 
 

4. Fixed vs. Variable Rate Debt 
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Fixed interest rate debt is typically preferred to maintain a more 
predictable debt service burden.  Variable rate debt can be utilized on a 
limited basis when the potential advantages of capturing the lowest 
interest rates available in the current market outweigh forecasted risks. 
 

5. Variable Rate Debt Obligation (VRDO) 
Predetermine intervals are set where the rate can be reset to current 
market conditions.  VRDO’s with a long maturity can be priced as short-
term instruments making it potentially a less costly option in a normal 
upward sloping yield curve environment.   
 

6. Special Assessment Bonds 
The Improvement Bond Act of 1915 (Streets and Highways Code Section 
8500 et seq.) allows the City to issue bonds to finance the “specific 
benefit” improvements on the real property within its jurisdiction provided 
by the City.  Installments are collected by posting to the secure property 
tax roll of the county. 
 

7. Mello-Roos Special Tax Bonds 
The Mello-Roos Community Facilities Act of 1982 (Government Code 
Section 53311 et seq.) allows the City to issue bonds payable from special 
taxes levied on real property within a community facilities district formed 
by the City.  Special taxes are collected by posting to the secure property 
tax roll of the county. 
 

8. General Obligation (GO) Bonds 
In California, GO Bonds require a supermajority (2/3) voter approval.  GO 
bonds are not repaid by the City’s general fund but rather by an ad 
valorem tax levied in an amount sufficient to meet debt service 
requirements. 
 

9. Certificate of Participation (COPs) 
COPs represent a share of an issuer’s stream of lease payments.  When 
the City finances a public facility through a lease-purchase transaction, 
the interest in the City’s lease payment stream can be assigned to a third 
party trustee that issues certificates of participation (COPs).  The City’s 
general fund is used to make the lease payments, and the lease 
payments are used to repay the investors of the COPs. 
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       Comparison of Common Financing Methods       
                      
                      
                      
          General Obligation (GO) Bonds                                 Revenue Bonds     
  *    Strong market acceptance     *    Debt is secured by revenues of system users     
  *    Significant structuring flexibility     *    Debt limits not applicable     
  *    Favorable interest rates     *    Higher interest costs than GO's     
  *    No debt service reserve fund requirement     *    Debt service reserve fund may be required     
  *    No trustee required     *    Trustee required 

 
    

  
*    Supermajority (2/3) voter approval 
required     *    Voter approval usually not required     

  *    No pledge of City’s general fund      
*    Debt Service Coverage covenants usually 
included     

        *    Limited revenues available to secure debt 
                       

                      
                      
  Assessment/Mello-Roos CFD Bonds      Certificates of Participation (COPs)     
  *    Voter approval required     *    Voter approval not required     
  *    Debt service reserve fund usually required     *    Debt limits not applicable     

  
*    Debt is secured by assessments or special 
taxes on property     *    Good market acceptance     

  *    Complexity greater than GO's     *    Complexity greater than GO's     

  
*    Market concerns about defaults, if 
property owned by single developer     *    Risk of citizen opposition     

  *    Limited revenues to secure debt     *    Limited revenues to secure debt     

  
*    Higher interest costs due to higher risk (but debt 
service not payable by City directly)   *    Less secure than GO Bond     

                      
                      
                      
                      

 

  Competitive  Sales of Bonds  

The terms and prices of the bonds will be negotiated by the City and one 
or more underwriters through a bidding process amongst approved, 
impartial underwriters and/or underwriting syndicates.   Both the City and 
the underwriter collaborate in the origination and pricing of the bond issue. 
The issue is awarded to the underwriter judged to have submitted the best 
bid that offers the lowest interest rate, taking into account underwriting 
spread, interest rates and any discounts or premiums. 

Negotiated Sale of Bonds 

A method of sale for bonds, notes, or other financing vehicles in which the 
City selects in advance, on the basis of proposals received or by other 
means, one of more underwriters to work with it in structuring, marketing 
and finally offering an issue to investors.  The negotiated sale method is 
often used when the issue is: a first time sale by a particular issuer (a new 
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credit), a complex security structure, such as a variable rate transaction, 
an unusually large issue, or in a highly volatile or congested market. 

Private Placement 

A private placement is a variation of a negotiated sale in which the City, 
usually with the help of a financial advisor will attempt to place the entire 
new issue directly with an investor.  The investor will negotiate the specific 
terms and conditions of the financing before agreeing to purchase the 
issue.  Private placements are generally undertaken because the 
transaction is complex or unique, requiring direct negotiations with the 
investor, or because the issue is small and a direct offering provides 
economies of scale.  Private placements are typically for debt maturing in 
20 years or less. 

Derivative Products 
 
Because of their complexity, unless otherwise approved by the City 
Council, Derivative Products such as Interest Rate Swaps, Inverse 
Floaters, and other hybrid securities are prohibited. 
 

VI.  DEBT CAPACITY 

Article XVI, Section 18 of the California Constitution (the “debt limit”) prohibits 
cities from entering into indebtedness or liability that in any year exceeds the 
income and revenue provided for such year unless the City first obtains two-
thirds voter approval for the obligation.  Determining what the City’s debt 
capacity is at any point in time is difficult.  It depends on a number of factors 
including market conditions, amount of undesignated fund balance in the 
General Fund, fluctuating cash balances, financial policies, management and 
staff experience, new or existing revenues available to support additional 
debt, and availability of financial consultants to assist in financial analysis.  
The City recognizes that maintenance and operating costs of projects 
financed with debt places constraints on the budgetary flexibility of the City 
and should be considered alongside debt capacity as a factor when 
evaluating any proposed financing.  In the development of this Debt Policy, 
the goal is to serve as a framework within which the City can evaluate each 
potential debt issuance.  This Debt Policy is not to be so restrictive that it 
interferes with the City’s legitimate efforts to prudently provide public services 
and facilities. 

VII.  PERFORMANCE STANDARDS 

The City of Pittsburg strives to maintain ‘investment grade’ standings in the 
municipal market. 
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Below is an Investment Grade Table of the three (3) major rating agencies: 

Moody's 
Investor's 

 
S&P 

 
Fitch Investors 

 Service, Inc 
 

Global Ratings 
 

Service, Inc Definition 

      Aaa 
 

AAA 
 

AAA Highest rating assigned. 

     
Very Strong Security 

      Aa 
 

AA 
 

AA Very strong security. Only 

     
slightly below best rating. 

      A 
 

A 
 

A Average security but more 

     
subject to adverse financial 

     
and economic developments 

Baa  BBB  BBB 
      Adequate capacity to secure 

     
debt.  Adverse developments 

     
may affect ability to meet 

     
debt service requirements. 

      Note:  Moody's uses the designation "1" to indicate greater strength within the "Baa", "A", and “Aa” 
categories. S&P and Fitch use “=” and “-“ to indicate relative strength or weakness in the “BBB”, “A”, and 
“AA” categories.  
 
 

VIII.  MARKET RELATIONSHIPS 
 
The Director of Finance will be responsible for maintaining relationships 
with investors, credit analysts, and rating agencies.   
 

IX. ON-GOING DEBT ADMINISTRATION 
 
Repayment of Debt and Compliance with Covenants 
The Director of Finance will work with the Finance department and other 
City staff to ensure that all debt obligations will be met in a timely and 
efficient manner, and that the City complies with all debt covenants. 
 
Refunding Opportunities 
The Director of Finance will regularly review the City’s outstanding 
obligations, particularly in declining interest rate environments.  When rates 
begin to approach levels at which refunding is cost-effective, the City shall 
select a financing team to begin preparations for a refunding issue. 
 
Continuing Disclosure 
The Finance staff will ensure that the City’s annual financial statements and 
associated reports are posted on the City’s web site.  The City will also 
contract with one or more dissemination agents (which may also serve as 
trustee/fiscal agent to the City) to comply with the Securities and Exchange 
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Commission Rule 15c2-12 by filing its annual financial statements and 
other financial and operating data for the benefit of its bondholders on the 
Electronic Municipal Market Access (EMMA) website of the Municipal 
Securities Rulemaking Board (MSRB). 
 
Arbitrage Rebate Compliance and Reporting 
The use and investment of bond proceeds must be monitored to ensure 
compliance with arbitrage restrictions.  Existing regulations require that 
issuers calculate rebate liabilities related to any bond issues, with rebates 
paid to the Federal Government every five years and as otherwise required 
by applicable provisions of the Internal Revenue Code and regulations.  
The Director of Finance shall contract with a specialist to ensure that 
proceeds and investments are tracked in a manner that facilitates accurate, 
complete calculations, and if necessary, timely rebate payments. 
 
Internal Controls With Respect to Bond Proceeds 
The Finance Director will maintain internal control procedures related to the 
management and disbursement of bond proceeds.  These will include, but 
not necessarily be limited to, ensuring bond proceeds are either (a) held by 
a third-party trustee or fiscal agent, which will disburse such proceeds to or 
upon the order of the Finance Director (or designee) in accordance with 
one or more written requisitions, or (b) held in an account of the City, to be 
deposited and accounted for in a separate fund or account, from which 
expenditures will be carefully documented by the City. 

 
X.  DEBT MANAGEMENT POLICY REVIEW 

  
The Director of Finance shall review this Debt Management Policy at a 
minimum of every five (5) years and recommend any changes to the City 
Manager and City Council. 
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City of Pittsburg Municipal Debt Management Policy Glossary of Terms 

Advance Refunding:  For purposes of certain tax and securities laws and 
regulations, a refunding in which the refunded issue remains outstanding for a 
period of more than 90-days after the issuance of the refunding issue.  The 
proceeds of the refunding issue are generally invested in Treasury securities 
or federal agency securities (although other instruments are sometimes 
used), with principal and interest from these investments being used (with 
limited exceptions) to pay principal and interest on the refunded issue.  Bonds 
are “escrowed to maturity” when the proceeds of the refunding issue are 
deposited in a escrow account for investment in an amount sufficient to pay 
the principal of and interest on the issue being refunded on the original 
interest payment and maturity dates, although in some cases an issuer may 
expressly reserve its right (pursuant to certain procedures delineated by the 
Securities and Exchange Commission) to consider “pre-refunded” when the 
refunding issue’s proceeds are escrowed only until a call date or dates on the 
refunded issue, with the refunded issue redeemed at that time. 

Amortization:  The gradual reduction in principal and interest of an 
outstanding debt according to a specific repayment schedule, which details 
specific dates and repayment amounts on those dates. 

Arbitrage:  In the municipal market, arbitrage refers to the difference 
between the tax-exempt interest rate paid by the borrower and the interest 
rate at which the proceeds of the issue are invested.  The Internal Revenue 
Code contains specific regulations concerning the amount that can be earned 
from the investment of tax-exempt proceeds. 

Call Provisions:  Mandatory or optional provisions that allow or require an 
issuer to prepay or refinance a bond prior to its stated maturity date.  These 
provisions identify which bonds may be called, when they may be called, and 
what premium, if any, must be paid upon redemption prior to the stated 
maturity date of the bond. 

Capitalized Interest: Specific interest payments of a bond issue which are 
funded in advance, or capitalized, through proceeds of the same bond issue.  
These proceeds are set aside in a specially designated fund in order to pay 
these designated interest payments. 

Current Refunding:  A refunding transaction where the municipal securities 
being refunded will all mature or be redeemed within 90-days or less from the 
date of issuance of the refunding issue. 

Debt Affordability: The principal amount of debt that an issuer can afford 
within the constraints of net revenues and debt coverage requirements. 
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Debt Service Coverage:  The ratio of the net revenue stream pledged 
against a debt to the debt service payments to the debt.  Debt service 
coverage ratios are most often used by rating agencies to determine 
repayment sufficiency with respect to bonds secured by a specific revenue 
stream. 

Debt Service Reserve Fund:  Traditional bond issues are structured with a 
debt service reserve fund, which assures the timely availability of sufficient 
funds for the repayment of debt service in the event that an issuer cannot 
make the required debt service payment(s).  Typically, the required size of the 
reserve fund is determined by the lesser of:  100% of maximum annual debt 
service; 125% of average annual debt service; or 10% of the aggregate issue 
price.  Reserve funds are usually fully funded out of bond proceeds and are 
set-aside in a separate fund, as long as the debt service fund is fully funded, 
and can only be used to offset debt service payments. 

Defeasance:  Termination of rights and interests of the bondholders and their 
lien on the pledged revenues or other security in accordance with the terms of 
the bond contract for an issue of bonds.  Defeasance usually occurs in 
connection with the refunding of an outstanding issue after provision has 
been made for future payment of all obligations under the outstanding bonds 
through funds provided by the issuance of a new series of bonds. 

Derivative Product:  A product, such as an option or futures contract, whose 
value is derived from the performance of an underlying security.  A commonly 
used derivative is an interest rate swap.  See Section IV for additional details. 

Discount Rate:  The interest rate used for adjusting for the time value of 
money for net present value calculations, option pricing models, and other 
market models.  The term “discount rate” can also refer to the rate that the 
Federal Reserve Bank charges its members for overnight deposits. 

Good Faith Deposit:  A sum of money or, alternatively, a surety bond 
provided to an issuer of a new issue of municipal securities by an underwriter 
or underwriting syndicate as an assurance of performance on its offer to 
purchase the issue.  Good faith deposits are sometimes required in 
connection with competitive sales. 

Hedging:  A strategy designed to reduce investment risk.  A hedge can help 
reduce the risk and volatility of a portfolio.  A common hedging strategy 
includes matching the amount of short-term assets with the amount of short-
term variable rate debt outstanding. 

Letter of Credit:  Two types of letter of credit are used in bond and other 
debt financings:  standby letter of credit and direct pay letter of credit.  They 
provide credit enhancement for debt issues by shifting the risk of repayment 
from the issuer to the bank issuing the letter of credit.  Letters of credit are 
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usually required for the issuance of variable rate debt.  Letters of credit also 
are used to provide liquidity. 

A Standby Letter of Credit is an agreement issued by a commercial bank that 
commits the bank to pay a third party contingent upon the failure of bank’s 
customer to perform under the terms of a contract or agreement with the 
beneficiary.  Used as a substitute for a performance bond or payment 
guarantee, standby letters of credit are used mainly in the U.S where banks 
are legally barred from issuing certain types of guarantees.  For bond or debt 
holders it serves as a secondary source of payment, in case the issuer fails to 
meet its payment obligations. 

A Direct Pay Letter of Credit is an agreement issued by a commercial bank 
that commits the bank to pay third parties upon a request presented by the 
beneficiaries to the bank issuing the direct pay letter of credit. 

Line of Credit:  An arrangement in which a bank or other financial institution 
extends a specified amount of unsecured credit to a specific borrower for a 
specified time period. 

Maturity Date:  The date upon which a specified amount of debt principal or 
bonds matures, or becomes due and payable by the issuer of the debt. 

Negotiated Sale:  A method of sale of bonds, notes or other financing 
vehicles in which the issuer selects in advance, on the basis of proposals 
received or by other means, one or more underwriters to work with it in 
structuring, marketing and finally offering an issue to investors.  See Section 
V for additional details. 

Net Revenue:  Gross revenues less operating and maintenance expenses. 

Official Statement:  A comprehensive statement issued by the governmental 
entity prior to the sale of bonds, notes, or other financing vehicles that 
contains all the salient facts concerning the issuer, the issuer’s financial 
condition, the security pledged for the securities being offered, the projected 
use of the proceeds of the sale, and other facts deemed necessary to enable 
the investor to judge the quality of the securities being offered.  This is also 
known the Disclosure Statement. 

Private Placement:  A private placement is a variation of a negotiated sale in 
which an issuer, usually with the help of a financial advisor or placement 
agent, will attempt to place the entire issue directly with an investor.  The 
investor will negotiate the specific terms and conditions of the financing 
before agreeing to the purchase of the issue. 

Redemption:  Depending on an issue’s call provisions, an issuer may on 
certain dates and at certain premiums, redeem or call specific outstanding 
maturities.  When a bond or certificate is redeemed, the issuer is required to 
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pay the maturities’ par amount, the accrued interest to the call date, plus any 
premium required by the issue’s call provisions. 

Senior Lien Debt:  Debt whose terms require it to be repaid with a priority 
claim on pledged revenues. 

Subordinate Lien Debt:  Debt whose terms require it to be repaid with 
pledged revenues net of the amount necessary to make debt service 
payments on senior lien debt. 

Surety Bond:  An alternative to a fully funded debt service reserve fund.  A 
surety bond can be purchased from a bond insurance provider to fulfill the 
role of debt service reserve fund and can be drawn upon in the event an 
issuer cannot make a regularly scheduled debt service payment.  A surety 
bond must be purchased and is subject to credit approval by a bond 
insurance provider.  The provider charges an upfront fee for the surety bond. 

Weighted Average Maturity:  With respect to an issue of bonds, the 
weighted period of time required to repay half of the issue through scheduled 
principal payments.  The weighted average maturity is also referred to as the 
“weighted average life” or “average life” reflects how rapidly the principal of an 
issue is expected to be paid. Under one commonly used calculation method, 
average life is equal to the total bond years divided by the total number of 
bonds. 

Yield:  The net rate of return, as a percentage, received by an investor on an 
investment.  Yield calculations on a fixed income investment, such as a bond 
issue, take purchase price and coupon into account when calculating yield to 
maturity. 

 

 

 

 


