SAN FRANCISCO PUBLIC UTILITIES COMMISSION
City and County of San Francisco

Debt Management Policies and Procedures
I. Scope and Application
The San Francisco Public Utilities Commission (SFPUC or Commission) has established these
Debt Management Policies and Procedures for debt financings associated with the Water,
Wastewater and Power Enterprises.1 These policies are intended to enable the SFPUC to
effectively manage its debt issuance and debt management practices. To the extent that any of
the policies contained herein conflict with the terms and conditions of the existing or
subsequently adopted SFPUC legal requirements or agreements, such legal requirements or
agreements will control. These policies and procedures will be reviewed regularly, and revised
or amended, as appropriate or desirable, with Commission approval.
These policies will be on file with the Commission, SFPUC’s Finance Department (Financial
Planning Group) and posted on the website of the SFPUC (www.sfwater.org) with copies
delivered to the Office of Public Finance (OPF), the City Treasurer, the City Controller, and
the Clerk of the Board of Supervisors (BOS).
II. SFPUC’s Debt Management Mission
SFPUC’s debt management mission is to serve, within the financial objectives and parameters
established by the Commission, the capital financing needs of the respective enterprises in a
cost effective, risk-appropriate and flexible manner, through the implementation of sound
financial decision-making and the use of prudent financing tools.
III. Debt Management Objectives
a. Finance capital projects of SFPUC’s enterprises in a timely and cost-effective manner.
b. Manage debt effectively within Commission objectives and parameters.
c. Achieve and maintain the highest practicable credit ratings to minimize total borrowing
costs of SFPUC debt.
d. Retain financial flexibility.
e. Maintain compliance with all relevant laws, reporting, and disclosure requirements
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The policies are the same for each enterprise, unless otherwise noted.

February 2010

1

IV. Types and Purposes of Debt
The SFPUC may issue debt to finance the acquisition and/or construction of capital
improvements, unless otherwise decreed by court order or adjudicated settlement. Debt
financings are not to be used to fund SFPUC operating costs.
a. SFPUC revenue bonds are secured by a pledge that the rates of the applicable enterprise
will generate net revenues sufficient to pay the principal of and interest on
indebtedness.
b. The SFPUC may issue the following types of taxable or tax-exempt debt:
i. Fixed rate bonds - long-term securities with serial and term maturities. Interest
rates are determined when the bonds are sold and are fixed to maturity.
ii. Variable rate bonds - long-term securities that bear interest at variable rates
adjusted at agreed upon intervals, such as daily, weekly or monthly. The holder
of the variable rate security may be allowed to “put” the security to the SFPUC
or to a liquidity provider retained by the SFPUC.
iii. Commercial paper - short-term (1-270 days) security with fixed interest rates.
Customarily, commercial paper is secured by a junior pledge of net revenues, a
letter of credit, or a liquidity facility. Commercial paper is designed to provide
flexible, low-cost financing for capital projects and will be ultimately refunded
with the issuance of long-term indebtedness.
iv. Refunding bonds - issued to realize debt service savings, or for other debt
restructuring purposes.
Absent significant non-economic factors, the
Commission’s policy is that refunding transactions should produce aggregate
net debt service savings of at least 3% of the par value of the refunded bonds,
calculated using the refunding issue’s true interest cost (TIC) as the discount
rate.
v. State Revolving Fund (SRF) Loan program –
1. Managed by the California Water Resources Control Board, SRF loans
provide alternative capital financing for certain facilities of the
Wastewater Enterprise. The lien status will be determined at the time
such loans are considered.
2. Managed by the California Department of Public Health, SRF loans
provide alternative capital financing for certain facilities of the Water
Enterprise. The lien status will be determined at the time such loans are
considered.
vi. Clean Renewable Energy bonds (CREBs) – no- or low-interest bonds
administered by the Federal government to finance renewable energy projects.
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CREBs are part of the 2009 American Reinvestment and Recovery Act (ARRA)
legislation designed to stimulate state and local government capital project
construction and improvements.
vii. Build America Bonds (BABs) – also part of the 2009 ARRA, this program
allows state and local governments to issue taxable bonds for capital projects
and to receive a new direct federal subsidy payment for a portion of their
borrowing costs.
viii. Capital Lease Financing – equipment or facility lease financing as allowed by
the Charter and Administration code.
V. Debt Financing Authorization
a. Charter
i. Section 8B.124 Revenue Bonds (Proposition E, approved by voters November
2002): Authorizes the SFPUC to issue revenue bonds or other forms of
indebtedness for the purpose of reconstructing, replacing, expanding, repairing
or improving water facilities or clean water facilities when authorized by
ordinance approved by a two-thirds vote of the BOS.
1. Bonds issued against Prop E require the certification of a Qualified
Independent Consultant that estimated net revenues of the applicable
enterprise will sufficiently meet debt service coverage and other
Indenture requirements, as well as certification from an Independent
Engineer that the projects to be financed by the bonds meet utility
standards.
ii. Section 9.107 Revenue Bonds (Proposition A, approved by voters November
2002): Authorizes the SFPUC, subject to BOS approval, to issue up to $1.628
billion in revenue bonds or other forms of indebtedness to finance the
acquisition and construction of improvements to the City’s water system.
iii. Section 9.107(8) Revenue Bonds (Proposition H, approved by voters November
2001): Authorizes the issuance of revenue bonds to finance or refinance the
acquisition, construction, installation, equipping, improvement or rehabilitation
of equipment or facilities for renewable energy and energy conservation.
iv. Section 9.109 Refunding Bonds: Authorizes the issuance of refunding bonds
that achieve aggregate net debt service savings on a present value basis without
voter approval. Refunding bonds must be approved by the BOS.
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b. Commercial Paper Authorization
i. Wastewater Enterprise $150 million program:
1. Voter authorized under Proposition E (Charter Sec. 8B.124, approved by
voters November 2002)
2. BOS authorized by SFPUC Resolution No. 06-0164 and Ordinance Nos.
266-06/270-06.
ii. Water Enterprise $500 million program
1. $250 million voter authorized under Proposition A (Sec. 9.107,
approved by voters November 2002)
2. $250 million voter authorized under Proposition E (Charter Sec. 8B.124,
approved by voters November 2002)
3. Authorization to issue up to $150 million (SFPUC Resolution No. 99084 and BOS Ordinance No. 451-99)
4. Authorization to increase water CP issuance from $150 million to $250
million (SFPUC Resolution No. 00-0234 and BOS Ordinance No. 95300)
5. Authorization to increase water CP issuance from $250 million to $500
million (SFPUC Resolution Nos. 08-0202/09-0175 and BOS Ordinance
No. 311-08)
c. San Francisco Administrative Code
i. Article V of Chapter 43 of Part I enacted by Ordinance No. 203-98 adopted on
June 8, 1998 by the BOS and amended in December 2006 establishes a
procedure for the SFPUC to issue commercial paper.
ii. Appendix 54 Revenue Bonds (Proposition B, approved by voters November
2001): Authorizes the issuing, subject to BOS approval, of up to $100 million in
revenue bonds or other forms of indebtedness to finance solar energy, energy
conservation, or renewable energy facilities and equipment.
VI. Debt Financing Approval Process
a. Voter Authorization and Ballot Procedure – SFPUC may, pursuant to Charter Section
9.107, seek voter approval for revenue bond issuance. Prior to placing any measure on
the ballot, the SFPUC must submit the item to the Capital Planning Committee (CPC)
for its review. Legislation requesting the submission of a proposal for the issuance of
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revenue bonds to the voters of the City must be submitted in the form of a resolution by
the SFPUC at a regularly scheduled BOS meeting in sufficient time prior to the due
date to the Department of Elections to account for a 30-day review period at the BOS
and BOS Finance Committee meetings.
b. Commission approval in the form of a resolution is required for all SFPUC debt
financings.
i. Capital Planning Committee (CPC) – Pursuant to the City’s Administrative
Code, Section 3.2, the CPC must review and submit a recommendation to the
BOS on all proposed new long-term financing transactions for capital
improvements.
c. Any financing-related item submitted to the BOS must first be reviewed and analyzed
by the Budget Analyst who prepares a report and recommendation for the BOS.
d. BOS approval in the form of a resolution or ordinance is required for SFPUC
financings, as follows:
i. If pursuant to voter-approved debt (e.g., Proposition A, Proposition B), a
resolution passed by a majority of the BOS is required.
ii. If pursuant to Charter Section 8B.124 (Proposition E), an ordinance passed by
two-thirds vote of the BOS is required and is subject to referendum
requirements of Charter Section 14.102. The ordinance does not become
effective until 30 days after its adoption.
e. Certification pursuant to administrative code section 8B.124, as follows:
i.

Certification by an independent engineer retained by the SFPUC that:
1. the projects to be funded by the bonds, including the prioritization, cost
estimates and scheduling, meet utility standards; and
2. that estimated net revenue after payment of operating and maintenance
expenses will be sufficient to meet debt service coverage and other
indenture or resolution requirements, including debt service on the
bonds to be issued, and estimated repair and replacement costs.

ii. Certification by the San Francisco Planning Department that facilitates under
the jurisdiction of the Public Utilities Commission funded with such bonds will
comply with applicable requirements of the California Environmental Quality
Act.
f. Revenue Bond Oversight Committee review of anticipated bond sales at least 30 days
in advance of the issuance of the proposed financing transaction, including details with
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respect to amount, timing, and purpose of the issuance. (Sec. 5A.30-36, Proposition P,
approved by voters, November 2002)
VII. Debt Limitations
a. The Commission has adopted financial policies and/or is subject to legal agreements
and requirements that effectively limit the amount of debt that can be issued. These
include:
i. Debt service coverage requirement: for senior lien bonds, net revenues equal to
at least 125% of annual debt service.
ii. Fund Balance Reserve Policy: establishes minimum levels of fund balance
reserves from an operations perspective. (See separate policy document)
iii. Rate policy: predictable and financially prudent rate increase policy.
b. Additional Bonds Test—(Sec. 8B.124) SFPUC legal documents require an independent
certification that debt coverage of 1.25 will be maintained for 3 years after issuance of
additional bonds.
VIII. Method of Sale
a. General
i. Marketing – Bond sales shall be advertised, and the Preliminary Official
Statement be distributed, as broadly as possible and receive a rating from at
least one nationally recognized rating agency, with two ratings preferred. The
financial advisors and/or the underwriters, if applicable, for each transaction
shall undertake to market the bonds to prospective bidders and investors as
appropriate or relevant.
ii. Amendments – Terms of the bonds shall be subject to amendment as late as
practicable in the issuance process.
b. Competitive – New money and refunding fixed-rate revenue bonds should be issued by
competitive sale unless (i) there is significant deterioration in the SFPUC’s overall
credit rating or outlook, (ii) there are market issues specific to a transaction that are
outside of the SFPUC’s credit profile such as market volatility, threat of war or changes
in taxation or sector risks, or (iii) other factors which mitigate make the use of the
competitive sale process less attractive or likely to ensure a successful sale with the
lowest total borrowing costs. The SFPUC may take bids in person, by facsimile or by
electronic means, which is the preferred approach.
i. Cancellation – Bond sales shall be subject to cancellation at any time prior to
the time bids are to be received.
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ii. Award – The bonds shall be awarded to the bidder whose conforming bid
represents the lowest true interest cost (TIC) to the SFPUC. The SFPUC’s
financial advisor will confirm the calculation of the TIC before any bonds are
awarded. The SFPUC’s bond counsel will confirm that the bids conform to the
requirements of the Notice of Sale. The SFPUC may then restructure the bonds
in accordance with the Official Notice of Sale. The General Manager or his/her
designee shall award the sale of SFPUC bonds.
iii. Rejection - The SFPUC shall reserve the unfettered right to reject all bids or
waive bid irregularities.
c. Negotiated Sale – Bonds, including fixed rate bonds, variable rate demand notes,
auction rate securities, commercial paper, etc. may be issued by negotiated sale, at the
discretion of the General Manager, if deemed necessary for a successful offering. The
SFPUC may retain more than one dealer or remarketing agent for each issuance of
variable rate indebtedness. The SFPUC shall reserve the right to replace a dealer or
remarketing agent with notice at any time for any reason in its sole discretion.
IX. Debt Structuring Policies
a. Standard terms – The following terms will apply to the SFPUC’s transactions, as
appropriate. Individual terms may change as dictated by the marketplace and/or by the
unique characteristics of a given transaction.
i. Fixed Rate Revenue Bonds
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1. Term

Up to 40 years per issue

2. Maximum interest rate

Not to exceed 12%

3. Maximum premium or discount

Case by case as recommended by SFPUC’s
financial advisor(s)

4. Payment dates

Water: November 1 for annual principal
and semi-annual interest; May 1 for semiannual interest
Wastewater: October 1 for annual principal
and semi-annual interest; April 1 for semiannual interest
The first payment may be extended beyond
the first November or October after the
bond sale if it is advantageous
Power: December 15 for annual CREBs
payments
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5. Call provisions

Shortest possible optional call consistent
with optimal pricing; no more than 30 days
notice
Make Whole Call: Permitted if market
conditions required to ensure lowest total
borrowing costs

6. Structure of debt

Level debt service unless an alternative
structure is advantageous – principal
payments may be serial and/or term bonds

7. Reserve funds

The lesser of what is required pursuant to
indenture requirements or permitted by
current tax law; surety may also be used

8. Capitalized interest

Up to three years or such other amount as
may be legally permissible and
advantageous

9. Good faith deposit

1% of par amount which may be satisfied
by cash, surety or equivalent

10. Other, Federal, and State

Unique structures as appropriate such as
federal subsidies or stimulus funding, as in
the case of Build America Bonds

ii. Variable Rate Obligations – The SFPUC may elect to issue variable rate obligations,
including variable rate demand obligations, auction rate securities and commercial
paper.
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1. Purpose

Lower net borrowing costs; match assets
and liabilities; diversify debt portfolio

2. Portfolio allocation

No more than 25% of each enterprise’s
outstanding debt shall be variable rate

3. Term

Up to 40 years per issue, except commercial
paper which has a maximum maturity of
270 days

4. Maximum interest rate

12%

5. Monitoring

SFPUC will monitor all variable rate bonds
on a regular basis and shall determine, from
time to time, whether to change modes, alter
hedging strategies and/or replace a dealer or
remarketing agent
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6. Budgeting

SFPUC will recommend an annual budget
of debt service on any variable rate
obligations at 1.5 times the rolling 3-year
average of the Bond Market Association
index, or other appropriate index over a
similar time frame.

7. Remarketing inventory
obligation

SFPUC may require that remarketing or
dealer agreements contain a provision
requiring that the dealer or agent, in the
event of a failed remarketing, inventory the
securities, at prevailing interest rates, for up
to 30 days.

8. Call/Conversion provision

On any date without penalty; no more than
10 days notice.

9. Liquidity

A liquidity facility or letter of credit will be
obtained for all variable rate obligations as
market conditions may require; Liquidity or
letter of credit providers will maintain the
highest short-term ratings and long-term
ratings of at least “AA”.

10. Mode

Variable rate obligations, with the exception
of commercial paper, may be issued as
“multi-modal”.

X. Derivatives Policy – See Appendix A
XI. Permitted Investments
All investments of bond proceeds shall be limited to the City’s Investment Policy approved
periodically by the County Treasurer Oversight Committee, unless otherwise required and
approved apart from any debt authorization for the Commission.
Investment of bond proceeds that are held by the Trustee must be limited to those permitted in
the financing documents or agreements.
Investment agreements which may be entered into from time to time. In general, uncollateralized
investment agreements shall be executed with counterparties rated at least “AA”. Collateral may
be required upon a downgrade below “AA”.
Repurchase agreements or forward delivery agreements shall be executed with counterparties
rated at least “AA” with downgrade provisions requiring assignment or collateral upon a rating
downgrade below the “A” level.
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Investment agreements shall have the following general limitations:

1. Purpose





Preserve principal
Maximize interest earnings thereby
reducing net borrowing costs
Match assets and liabilities

2. Counterparty

Minimum rating of AA from at least one
major credit rating agency

3. Mandatory termination

Limited to credit-related events and nonpayment.

4. Cure provisions

Timelines on SFPUC’s obligations to cure
must be adequate to accommodate City
process.

5. Priority of payment

Termination payments shall be subordinate
to related debt payments

6. Procurement

Award based on best bid as defined in bid
form

XII. Professional Assistance
a. Financial Advisors – SFPUC shall utilize the services of independent financial advisors
in connection with financing-related issues. The financial advisors shall be selected via
a competitive Request For Proposals (RFP) process or via Citywide approved pool, and
the services to be provided shall be documented by contract. Compensation shall be
capped.
b. City Attorney’s Office – SFPUC shall utilize the services of the City Attorney’s Office
when appropriate for legal support on financing-related matters to ensure all City and
Charter requirements are fully met.
c. Bond Counsel – SFPUC, with the City Attorney’s Office recommendation, shall select
bond counsel for each transaction. Bond counsel shall be responsible for developing the
legal documents required for each transaction.
d. Disclosure Counsel – SFPUC shall utilize the services of a disclosure counsel for each
transaction, with the City Attorney’s Office’s recommendation. Disclosure counsel
shall be responsible for assisting the SFPUC to prepare the Preliminary and Final
Official Statements.
e. Dealers, Auction Agents and Remarketing Agents – Such firms shall be selected on a
competitive RFP basis and performance will be monitored regularly. SFPUC shall
retain the right to replace any such firm with due notice at any time.
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f. Trustees – Trustee shall be selected on a competitive RFP basis and have a combined
capital and surplus of at least $50 million and be subject to supervision or examination
by relevant Federal or State regulatory bodies.
g. Letter of credit or liquidity providers – Selected via competitive RFP and subject to
negotiations of its terms.
h. Investment agreement counterparties – Selected from pool approved by the Office of
Public Finance, if one exists. If no pool exists, selected on the basis of a competitive bid
process, with bidders subject to approval by the City’s Human Rights Commission
(HRC).
i.

Other professional assistance may be secured as necessary or desirable.

XIII. Ongoing Debt Administration
a. Continuing Disclosure – In connection with financings, the SFPUC will provide timely
information to the marketplace, as required by law.
i. Ongoing disclosure requirements established per continuing disclosure
certificates and other financing documents and agreements shall be promptly
met. See Appendix B for further disclosure requirements and reporting.
ii. Annual Disclosure Report – SFPUC covenants to provide its annual disclosure
report no later than 270 days following the end of the fiscal year. However,
SFPUC shall use its best efforts to issue the Annual Disclosure Report as soon
as practical following the issuance of the City’s annual Comprehensive Annual
Financial Report (CAFR). The SFPUC will use its best efforts to issue the
Annual Disclosure Report electronically, to post it on its web site
(www.sfwater.org) and the Electronic Municipal Market Access (EMMA) web
site of the Municipal Securities Rulemaking Board (MSRB), at the Main
Library and on file with the Commission, the Office of Public Finance, the City
Treasurer, the City Controller, and the Clerk of the Board of Supervisors. The
report shall include CUSIPs, trustee and issuer contacts, and all other
information as required pursuant to continuing disclosure certificates.
iii. Material Event – The SFPUC will issue a material event notice in accordance
with the provisions of SEC Rule 15c2-12. Prior to the issuance of any material
event notice, the SFPUC will convene a meeting of the Commission, the Office
of Public Finance, the City Treasurer, the City Controller, the City Attorney and
outside professionals as appropriate, to discuss the materiality of the event and
the process for equal, timely and appropriate disclosure to the public and
investment community.
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iv. Official Statements – Official statements shall contain a summary of the
continuing disclosure obligations, which may exceed obligations enumerated in
SEC Rule 15c2-12.
b. Arbitrage Rebate Compliance – The SFPUC shall calculate arbitrage annually in each
year that the related construction fund (or equivalent) has had an outstanding balance.
Thereafter, the SFPUC shall calculate arbitrage on the fifth anniversary of the bond
issuance in accordance with IRS recommended practices. Any arbitrage liabilities will
be reflected in the SFPUC financial statements.
c. Credit Ratings – SFPUC’s policy is to secure underlying ratings on all newly issued
obligations from at least one nationally recognized rating agency, though two is
preferred.
i. Annual Meetings – The SFPUC will meet (or formally communicate) with
credit rating agencies then rating any outstanding obligations at least annually
unless such meeting is deemed unnecessary by the rating agencies.
ii. Reporting – The SFPUC will promptly make available to rating agency the
following documents:
1. Annual Audited Financial Statements
2. Adopted budgets (Annual or Bi-annual)
3. Other relevant documents
iii. Citywide Ratings Notification – Any changes in ratings will be promptly
noticed to the Commission, the Mayor, the Office of Public Finance, the
Mayor’s Budget Director and Press Secretary, the City Controller, City
Treasurer, President of the Board of Supervisors, Chair of the Finance
Committee of the Board of Supervisors, as relevant.
d. Public Utilities Revenue Bond Oversight Committee (RBOC) - Pursuant to the City’s
Administrative Code Chapter 5A (Proposition P, passed by voters in November 2002),
the RBOC provides oversight to ensure that the proceeds from revenue bonds
authorized by the BOS and/or the voters after November 2002 are expended in
accordance with the authorizing bond resolution and applicable law.
The RBOC reports at least annually to the Mayor, the BOS and the Commission
regarding the SFPUC’s expenditure of revenue bond proceeds. Such reports are filed
with the Commission, the Clerk of the BOS and the Main Library.
If, after conducting all appropriate reviews and independent audit of actual
expenditures of revenue bond proceeds, the RBOC, after consultation with the City
Attorney, determines that proceeds are being or have been expended for purposes not
authorized by the authorizing bond resolution or otherwise amount to an illegal
expenditure of such proceeds, the RBOC may, by majority vote of all its members,
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prohibit the further issuance or sale of authorized revenue bonds which have yet to be
issued or sold. Any such determination by the RBOC may be appealed to the BOS
within 30 days of the RBOC’s decision. The BOS may overturn the decision of the
RBOC by resolution approved by two-thirds vote of all its members. The SFPUC will
provide notice to the RBOC at least 30 days in advance of the issuance of a proposed
financing transaction, including details with respect to the amount, timing and purpose
of the issuance.
To the extent permitted by law, one-twentieth of one percent of revenue bond proceeds
may fund the costs of the RBOC, except that costs associated with clerical, technical
and administrative assistance in furtherance of its purposes and any compensation due
the members are to be paid by the BOS. These amounts are subject to the applicable
IRS rules associated with issuance of tax-exempt debt and generally must be spent
within three years of issuance.
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Appendix A

San Francisco Public Utilities Commission
Derivatives Policy
I. Derivatives (including swaps, swaptions, caps, floors and collars) – Purpose and Objectives
a. To achieve significant savings as compared to a product available in the bond market.
b. To prudently hedge risk in the context of a particular financing or the overall
asset/liability management of the SFPUC’s balance sheets for its respective enterprises.
c. To ensure flexibility in meeting overall financing objectives.
d. To generate increased net investment return.
II. Derivative Approval Process
a. Commission approval - The Commission, prior to SFPUC entering into a derivative
product, shall approve the transaction. If a proposed derivative product meets the
objectives of the SFPUC as described herein, SFPUC shall provide to the Commission
for their review and approval, an analysis and evaluation of the proposal including all
risk factors indicated below.
i. Risk/benefit analysis – Identification and evaluation of proposed benefit and
potential risks and any mitigations thereto. Such potential risks shall include:
1. Counterparty Credit Risk – Risk of credit-worthiness of the
counterparty. Mitigation is to include provisions in the documents that
protect SFPUC from exposure to adverse changes in counterparty’s
credit standing.
2. Market or interest rate risk – Risk of exposure to fluctuations in interest
rates.
3. Tax law risk – Risk of rate adjustments, extraordinary payments,
termination or other adverse consequences in the event of a future
change in federal income tax policy.
4. Termination risk – Risk of termination by the counterparty in an adverse
market (other than at the option of the SFPUC). Mitigation is the
maintenance of sufficient liquidity to cover this exposure.
5. “Put” risk – Risk of a future financing that is dependent upon third party
participation. Mitigation is to obtain commitment that can be or have
been secured for such participation.
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6. Legal authority risk – Risk of removal of any party’s legal authority to
participate in the transaction.
7. Ratings Risk – Risk that the transaction could impact the SFPUC’s
current credit ratings or its desired future ratings and that the transaction
could conflict with rating agency recommended practices today or in the
future.
8. Basis Risk – Risk that the payments that SFPUC would make or receive
would not match the payments that it seeks to hedge because of changes
in relationships between floating rates.
9. Tax-exemption of SFPUC Debt Risk – Risk that the transaction is not in
compliance with all federal tax law requirements with respect to the
SFPUC’s outstanding tax-exempt bonds.
10. Volatility Risk – The change of the mark-to-market value of a
transaction resulting from a change in implied volatility.
11. Accounting Risk – Risk that the transaction is not compatible with
internal accounting procedures and reporting practices. Related risk is
the impact on SFPUC’s rate covenant calculation or compliance.
12. Administrative Risk – Risk of counterparty’s or SFPUC’s failure to
administer and monitor transactions consistent with the policies herein.
13. Subsequent Business Conditions – Risk of dependence on the
continuation or realization of specific industry or business conditions.
ii. Savings Analysis – Independent analysis of potential savings from proposed
transaction.
iii. Rate Exposure – Fixed versus variable rate and swap exposure on a project and
for a counterparty before and after proposed transaction.
iv. Market Net Termination Exposure – Termination exposure on a per transaction
and per counterparty basis for all existing and proposed transactions.
v. Notional Value – Total notional value of derivative products before and after
proposed transaction.
b. Board of Supervisors Approval – When required, Board of Supervisors approval may
be required.
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III. Inappropriate Use of Derivative Products – SFPUC shall never enter into a derivative
transaction for the following purposes or if certain conditions exist.
a. For speculative purposes, including potential trading gains.
b. To achieve extraordinary leverage.
c. If liquidity is insufficient to protect against early termination.
d. Insufficient price “transparency” wherein SFPUC is unable to reasonably value the
instrument.
IV. Methods of Soliciting and Procuring Derivatives – Regardless of the method of procurement,
the SFPUC shall obtain an independent finding that the terms and conditions of any derivative
product entered into reflect a fair market value as of the date of its execution.
a. Competitive – SFPUC would pre-qualify prospective bidders and reserve the right to
select one or more bidders for the transaction in addition to the winning bidder if
deemed in SFPUC’s best interest.
b. Negotiated – SFPUC may determine that negotiating a transaction is in its best interest
if:
i. Due to size or complexity of the transaction, a negotiated process would result
in the most favorable pricing or terms in which case an independent financial
advisor would be assigned to assist in the process.
ii. Doing so will advance SFPUC’s interests by encouraging and rewarding
innovation and/or the substantial commitment of time and resources by a
counterparty.
V. Counterparty Requirements
a. Minimum rating – At least one Aa3 or AA- from two rating agencies.
b. Minimum capitalization – $250 million or credit enhancement in one of the following
forms:
i. Contingent credit support or enhancement.
ii. Collateral held by a 3rd party trustee and marked to market monthly.
iii. Ratings downgrade triggers.
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c. Demonstrated record –
i. Successful track record and reputation for executing and performing derivative
transactions.
ii. Creating and implementing innovative ideas in the derivative market.
VI. Standard Terms for Swaps and Derivatives
a. Term – Consistent with the purpose for which the derivative product is used while
taking into account the call dates for the related debt or obligation. In no event shall the
term extend beyond the existing debt (or other obligation being hedged).
b. Events of default – An event of default by the counterparty shall lead to SFPUC having
the option to terminate the agreement with the termination payment being calculated on
the side of the bid-offered spread most beneficial to SFPUC. Events of default of a
counterparty include:
i. Failure to make payment when due.
ii. Material breach of representations and warranties.
iii. Failure to comply with downgrade provisions.
iv. Failure to comply with any other provision of the agreement after a specified
notice period.
c. Termination provisions
i. Optional – All derivative transactions shall contain provisions granting the
SFPUC the right to optionally terminate an agreement at any time over the term
of the agreement.
ii. Mandatory – A termination payment to or from the SFPUC may be required in
the event of termination of an agreement ONLY in the case of credit-related and
non-payment events. Prior to entering into an agreement or making any such
termination payment, as appropriate, SFPUC shall evaluate whether it would be
financially advantageous for the SFPUC to enter into a replacement transaction
as a means of offsetting any such termination payment or obtaining insurance to
guarantee performance of the counterparty. Any termination payment due from
the SFPUC shall be made from available SFPUC monies.
iii. Available liquidity - SFPUC shall consider the extent of the SFPUC’s exposure
to termination payment liability in connection with each transaction, and the
availability of sufficient liquidity to make any such payments that may become
due.
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iv. Cure provisions - Timelines on SFPUC’s obligations to cure must provide for
adequate time to affect the cure.
v. Payment - Payments may be structured on a monthly, quarterly, semi-annual or
annual basis.
vi. Security – The agreement shall identify the security attributable to the
derivative.
vii. Collateral 1. Required - The SFPUC shall require collateral or other credit
enhancement to be posted by each counterparty if the credit rating of the
counterparty or its guarantor falls below the “AA” category by two of
the three nationally recognized rating agencies (Moody’s, Standard &
Poor’s and Fitch).
2. Value –
a. The amount of collateral posted shall be equal to the positive
termination value of the agreement to the SFPUC.
b. SFPUC will determine reasonable threshold limits for the initial
deposit and for increments of collateral posted thereafter.
3. Features of Collateral –
a. Cash, U.S. Treasury securities and U.S. Agency securities. The
market value of the collateral shall be determined on at least a
monthly basis.
b. Deposited with a custodian, acting as agent for the SFPUC, or as
mutually agreed upon between the SFPUC and the counterparty.
c. The SFPUC shall determine on a case-by-case basis whether
other forms of collateral are more beneficial to the SFPUC.
VII. Monitoring and Reporting - SFPUC shall report to the Commission at least annually and as
requested
a.

Agreements –
i. A summary of each swap agreement, including but not limited to: the type of
swap; the rates and dollar amounts paid by the SFPUC and received by the
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SFPUC; the rate and amounts that were required to be paid and received; and
current market value.
ii. Highlights of all material changes to the agreements or new agreements since
the last report.
iii. Sensitivity analysis with net impact to the SFPUC of a 25 basis point movement
(up or down) in the appropriate swap index or curve.
iv. Actual collateral posting by each counterparty, if any, under each agreement and
in total by that counterparty.
v. Information concerning any default by a counterparty under a swap agreement
with the SFPUC, and the results of the default, including but not limited to the
financial impact to the SFPUC, if any.
vi. A summary of any agreements that were terminated.
vii. A summary of key terms of outstanding agreements, including notional
amounts, interest rates, maturity and method of procurement.
viii. Values of early termination, shortening or lengthening the term to certain
benchmarks, sale or purchase of options.
ix. Discussion of other risks associated with each transaction.
b. Counterparties –
i. Full name, description and credit ratings of each counterparty and credit
enhancer insuring payments, if any.
ii. For each counterparty, the SFPUC shall provide the total notional amount
position, the average life of each agreement, the available capacity to enter into
a transaction, and the remaining term of each agreement.
iii. Listing of any credit enhancement, liquidity facility or reserves and accounting
of all costs and expenses associated with the credit enhancement, liquidity
facility or reserves.
iv. Aggregate marked to market value for each counterparty and relative exposure
compared to other counterparties.
v. Calculation of SFPUC’s net termination exposure for each counterparty.
c. Future transactions - A summary of any planned transactions and the projected impact
of such transactions on the SFPUC.
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VIII. Payments
a. Budgeting - Termination payment risk shall be determined annually and offset by a
hedge or reserve to a predetermined limit.
b. Priority of payment –
i. Swap payments - no greater than parity with obligation being hedged
ii. Termination payments – If economically feasible, subordinate to related debt
payments
c. Swap counterparty termination exposure limit –
i. AAA Counterparties: $40 million maximum collateralized net termination
exposure; $40 million maximum uncollateralized net termination exposure; $40
million maximum total net termination exposure
ii. AA Counterparties: $40 million maximum collateralized net termination
exposure; $10 million maximum uncollateralized net termination exposure; $40
million maximum total net termination exposure
iii. Disclosure and documentation –
1. Disclosure - Derivatives will be disclosed in the related Official
Statement, if relevant, and in the SFPUC’s annual financial statements in
accordance with generally accepted accounting principles and in the
Annual Disclosure Report.
2. Documentation – Each transaction must utilize International Swaps and
Derivative Association approved documents.
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Appendix B
Summary of Disclosure Requirements as of December 2009
ISSUE

SOURCE
DOCUMENT

DISCLOSURE
OBLIGATION

RECIPIENT

DUE

•All Water
Bonds
•All Wastewater
Bonds
•All Water Bonds
•All Wastewater
Bonds

Indenture
•Section 6.07
•Section 6.08

•Audited Financials
•No Default Certificate
•Annual Budget

Trustee
Bondholder

• Water November 30
• Wastewater
January 30

Continuing
Disclosure
Certificates

EMMA, SFPUC
Financial
Management, CCSF
Senior Managers

March 31

•All Water Bonds
•All Wastewater
Bonds
•Water CP
•All Water Bonds
•All Wastewater
Bonds
•Water CP
•Water 2009A
•Water 2009B

Moody’s Credit
Report

Annual Disclosure Report
Include for Water:
•audited financials
•outstanding debt
•water sales
•rate increases
•historical financials/coverage
Include for Wastewater:
•audited financials
•outstanding debt
•sewer rates
•sewer accounts by type
•historical financials/coverage
Annual financial and statistical
information for Water and
Wastewater

Moody’s Rating
Analyst

Annually

S&P Rating Services

Annually

EMMA, SFPUC
Financial
Management, CCSF
Senior Managers

March 31

•Water
•Water
•Water
•Water

Indenture
Section 5.03
Financial Guaranty
Agreement(s)
Section 2.06 (a)-(c)

Annual audits and budgets and
quarterly progress reports on
projects for Water and
Wastewater
Annual Disclosure Report:
•Audited financials
•Water sales
•WSIP budget and spending
summary
•Status of WSIP projects
•Rate increases
•Obligations payable from
revenues
•Historical financials/coverage
WSIP Quarterly Report

Trustee

September 30

•Quarterly financials (if
available)
•Audited financials
•Compliance Certificate3
Audited Financials

Syncora Guarantee,
fka XL Capital
(Surety)

•w/in 90 days
•w/in 180 days

2006A
2006B
2006B
2006C

•Water 2002A
•Water 2002B
•Wastewater 2003
•Water 2002A
•Water 2002B

Standard & Poor’s
Credit Report

Continuing
Disclosure
Certificates

Indenture Section
15.10 and 16.10
Indenture Section
2.10
Financial Guaranty
Agreement(s)
Section 2.06(a)-(d)

•Quarterly financials (if
available)
•Audited financials
•Compliance Certificate3
•Audited financials
•A&B Expenditure Report

National Public
Finance Guarantee
Corporation, fka MBIA
(Insurance)
National Public
Finance Guarantee
Corporation, fka MBIA
(Surety)
•Assured Guaranty
Municipal Corp, fka
FSA
•Trustee
SWRCB

•Water 2001 Bonds

Indenture
•Section 17.10
•Section 17.13

State Water
Resources Control
Board 2002 Bond
Water Commercial
Paper

Per agreement
between Bill Berry
and SWRCB
Letter of Credit
Agreement Section
5.02

Historical financials for
Wastewater
•Audited Financials
•No Default Certificate
•Annual Budget

Bank of America

Water Commercial
Paper

Dealer Agreement
Section 8

Dealers

Wastewater
Commercial Paper

Letter of Credit
Agreement
Section 5.02

•Annual Disclosure Report for
Water
•Water Bond Final OS
•Audited Financials
•No Default Certificate
•Annual Budget

Wastewater
Commercial Paper

Dealer Agreement
Section 8

•Annual Disclosure Report for
Wastewater
•Wastewater Bond Final OS

Dealers
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BNP Paribas

•Annually
Annually

•w/in 90 days
•w/in 180 days
•Annually
•Annually
•November 1

December 31

•December 31
•December 31
•45 days from
adoption
•March 31
•w/in 30 days
•December 31
•December 31
•45 days from
adoption
•March 31
•w/in 30 days

Last Updated:

March 2004

General Manager Approval:
Commission Adoption:

February 2010

For information, contact the SFPUC Chief Financial Officer at (415) 554-3155.
Financial and other SFPUC information are available on the SFPUC web site: www.sfwater.org.
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PUBLIC UTILITIES COMMISSION
City and County of San Francisco
RESOLUTION NO.

10-0028

WHEREAS, The Commission is a governmental entity which issues debt; and
WHEREAS, It is recommended practice that a governmental entity which issues debt
establishes written debt management policies and procedures to reflect the entity's mission and
objectives in connection with debt management; and
WHEREAS, It is further recommended that the debt management policies and procedures
include a description ofthe types and purposes of debt, the legal authorization and approval
process, the limitations on issuance, ongoing administration and related matters; and
WHEREAS, It is further recommended that the established debt management policies
and procedures be reviewed periodically and updated as appropriate; now, therefore, be it
RESOLVED, That the Commission hereby adopts the Debt Management Policies and
Procedures ofthe San Francisco Public Utilities Commission on file with the Commission
Secretary.

J hereby certify that the foregoing resolution was adopted by the Public Utilities
Commission at its meeting of
February 11, 2010

mmissic
Secretary, PublicVVilities Commission

