
DATE ISSUED: March 27, 2012 REPORT NO:  12-036
 
ATTENTION: Council President and City Council 

       

SUBJECT: 
 

Annual Update of the City of San Diego Debt Policy

REQUESTED ACTION: 
Adopt the annual update of the City of San Diego Debt Policy.

 
STAFF RECOMMENDATION: 
Approve the requested action.
 
SUMMARY: 
In accordance with Resolution R-303152 adopted in November 2007, the City Debt Policy is

reviewed annually and recommended changes are presented to the City Council.   As noted in the
attached copy of the City Debt Policy (Attachment 1), following are the recommended changes

since the last update in April  2011:
 

1. Updates to reflect the dissolution of the City of San Diego Redevelopment Agency

(“RDA”)  as of February 1, 2012 as a result of the passage of ABX1 26.  Key updates
include: 

a. Deletion of reference to the development the RDA Debt Policy in the

Overview, page 1

b. Added language on the legislation leading to the dissolution the RDA in

Section 3.6, Redevelopment Agency Obligations – Tax Allocation Bonds,
pages 8-9

c. Added language on the impact of the RDA dissolution on the Public Facilities

Financing Authority, a joint powers agreement between the City and the RDA

in Section 3.8, Marks Roos Bonds, page 9


 
2. Updates to reflect change to the State Revolving Fund Loan priority status in Section


3.15, pages 11-12
 

3. Revisions to Section 5.7, Debt Service Reserve Fund

 
Resolution R-306752 also specified that the annual review include an update on the

developments in the financial markets, City’s  projected  forward  calendar  of financings for the
coming year, and schedules showing all outstanding debt obligations and other long term

liabilities of the City and related entities. 
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Municipal Debt Market Update
 
Long-term municipal bond market volume in 2011 fell 32% from 2010 levels to $294.7 billion. 
This compares to record volume of $433.2 billion in 2010.  The drop in volume can be partly
attributed to the  discontinuation  of the  Build  America  Bond  (“BAB”)  Program.  Other factors
include concerns about the stability of municipal government finances which contributed to

billions of dollars being pulled from municipal bond mutual funds adding to the already

pessimistic view by investors of state and local governments’ ability to address short-term
budget concerns and longer-term structural budget deficits. 
 
Beginning November 2010 municipal bond funds experienced large outflows of funds.  This
trend saw a turn-around only by mid-2011.  A volatile summer for the global markets due to

concerns surrounding the European sovereign debt crisis and possible defaults on their

outstanding debt and Washington’s  inability  to  readily  address  the  national debt limit extension
contributed to the ultimate S&P’s  downgrade  of the  U.S.  Government  Bond  Rating  from  AAA  to

AA+.  This resulted in a flight to quality that sent Treasury and Municipal yields to record lows

by September 2011.  Due to tax-exempt municipals attractiveness compared to Treasury yields

municipal bond funds have seen positive net inflows in 24 of the last 26 weeks (totaling $20

billion in aggregate) since the September 2011 time period.

  
The declining interest rate trend has continued through early 2012.  The 20-year municipal
Market  Data  AAA  Index  (the  “MMD  Index”) fell from 3.39% on November 1, 2011 to 2.85% on

March 1, 2012 which is down 54 basis points or 16% from already historically low rates.  On the
long end of the yield curve, the average 30-year MMD index ended 2011 at approximately

3.55%; in comparison, as of March 1, 2012, the 30-year MMD index was 3.27% down an

additional 28 basis points or -8%.  The market has experienced significant volatility in 
mid March with the 20-year and 30-year MMD index each going up by approximately 15 basis

points in a week.  However, interest rates are expected to generally stay low through 2013 with

slight increase in 2014; however they are anticipated to still remain at low levels by historical

standards. 
 

Forward Calendar 
 
Refunding Opportunities
 
With the continued low interest rate environment, Debt Management staff is working on various

refunding transactions.  On February 14, 2012, and March 20, 2012, the City Council authorized

the financing ordinance and Preliminary Official Statement, respectively, for the refunding of the

Subordinated Water Revenue Bonds, Series 2002.   The Subordinated Water Revenue Bonds,
Refunding Series 2012A are expected to be priced during the first week of April and close by

early May 2012.  Additionally, as presented at the Budget and Finance Committee meeting on

February 29, 2012, staff is also working on the following refunding transactions - 2002 Fire and

Life Safety Bonds refunding, 1998 Convention Center Bonds refunding and the CFD No. 1

Special Tax Bonds refunding.
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New Money Bond/Note Offerings
 
As presented at the Budget and Finance Committee on November 16, 2011, Debt Management is

currently working on the 2012 Deferred Capital Improvement Projects Lease Revenue Bonds

(2012 Deferred CIP Bonds).  The 2012 Deferred CIP Bonds are expected to be issued in one or

more series in an amount of up to $75 million in net proceeds.  The financing ordinance and the
legal documents are expected to be presented for City Council approval in early April (docket of

April 9-10, 2012), with the bonds to be executed and funds available by mid June 2012.

 
The Fiscal Year 2012-13 Tax and Revenue Anticipation Notes are expected to be issued in June

2012 to meet the General Fund cash flow needs of Fiscal Year 2013. 
 
Current projections indicate that a bond issuance to address capital needs of the Water enterprise

is necessary in mid 2014.  No new money bond issuances are expected for Sewer System until

2016.

 
Outstanding City Debt, Long Term Liabilities of the City and Related Entities, and Pension

and Retiree Healthcare Costs

 
1. Outstanding City Debt Obligations
 

Attachment 2 is a summary of debt obligations that includes General Obligation Bonds,

General Fund Backed Lease-Revenue Obligations, and Wastewater and Water System

Obligations. 1

 
2. Long Term Liabilities of the City’s Related Entities
 

Attachment  3  is  a  table  of the  City’s  established  Special  Assessment  and  Community

Facilities (Mello-Roos) District bond issuances and outstanding balances.2  The bonds are
secured solely by the properties in each district and are repaid through revenues

generated by the annual levy of special assessments or special taxes on the benefiting

properties.  These bonds are not City obligations.


 
Attachment 4 is Note 5 from the FY 2011 Redevelopment  Agency  (“RDA”)  Annual

Financial Report and reflects the activities of the RDA as a separate legal entity from the

City.  Loans from the City are reflected as a long term liability under Governmental

Activities Long-Term Debt.  A statement on the reporting of the RDA obligations as of

January 31, 2012, will be prepared by the Comptroller.

 

3. Pension and Retiree Healthcare Costs

 

According to the June 30, 2011 Annual Actuarial Valuation of SDCERS (“2011
Valuations”), prepared by Cheiron, Inc. dated as of January 6, 2012, the funded ratio (the

actuarial value of assets available for benefits to total actuarial accrued liability) of the

City’s  portion  of the  SDCERS  fund  was  68.5% and the SDCERS fund had an unfunded


                                                
1 Source: City of San Diego Annual Budget Fiscal Year 2012 
2 Source: City of San Diego Debt Management Department 

























































































































































































































ATTACHMENT  2

 Principal

Outstanding as

of 6/30/2011

Projected 

FY 2012

Debt/Lease

Payment

Final Maturity  Primary Funding Source


1991 San Diego General Obligation Bonds (Public 
Safety Communications Project) [1]

 $        2,240,000  $       2,314,480 FY 2012 Property Tax

 $        2,240,000  $       2,314,480

2003 1993 Balboa Park/Mission Bay Park 
Improvements Program Refunding 
Certificates of Participation

 $        7,725,000  $          757,844 FY 2024 Transient Occupancy Tax &
Capital Outlay

1998 Convention Center Expansion Authority  $    156,785,000  $     13,700,688 FY 2028 Transient Occupancy Tax &
Port Authority Contribution

2002B Fire and Life Safety Facilities Project  $      21,150,000  $       1,629,325 FY 2032 Safety Sales Tax
2003 1993 City/MTDB Authority Refunding - Old 

Town Trolley Extension
 $      10,745,000  $       1,153,574 FY 2023 Transient Occupancy Tax

2007A Ballpark Refunding Bonds  $    142,115,000  $     11,322,000 FY 2032 Redevelopment Agency
(Centre City Development
Corporation)

2010A Master Refunding Bonds [2]   $    167,610,000  $     13,052,725 FY 2040 General Fund, Stadium, 
Transient Occupancy Tax, &
Capital Outlay

2011 Qualified Energy Conservation Bonds (Broad 
Spectrum Street Lighting Project) [3]  

 $      13,141,596  $       1,526,066 FY 2026 Street Light Energy and
Maintenance Cost Savings

 $    519,271,596  $     43,142,222
 $    521,511,596  $     45,456,702

2009A Sewer Revenue Bonds  $    439,890,000  $     36,274,881 FY 2039 Net Wastewater System
Revenues

2009B Sewer Revenue Refunding Bonds  $    562,885,000  $     57,706,488 FY 2025 Net Wastewater System
Revenues

2010A Sewer Revenue Refunding Bonds  $    161,930,000  $       8,501,325 FY 2029 Net Wastewater System
Revenues

 $ 1,164,705,000  $   102,482,694

2002 Subordinated Water Revenue Bonds  $    243,520,000  $     27,296,456 FY 2033 Net Water System Revenues

2009A Water Revenue Bonds, Refunding Series 
2009A

 $    155,045,000  $       8,679,025 FY 2039 Net Water System Revenues

2009B Water Revenue Bonds  $    322,815,000  $     21,734,969 FY 2040 Net Water System Revenues

2010A Water Revenue Bonds  $    123,075,000  $       6,310,475 FY 2029 Net Water System Revenues

 $    844,455,000  $     64,020,925

2010 McGuigan Settlement Modification  $      32,762,082  $       8,993,762 FY 2015 General Fund and Misc.
Special Funds

2. The 2010A Master Refunding Bonds refunded the outstanding 2009A Deferred CIP Bonds, the 1996B Balboa Park/Mission Bay Park Refunding COPs and the

    1996A Qualcomm Stadium Bonds.

3. Lease payments for the Qualified Energy Conservation Bonds are partially offset by direct cash subsidy payments from the federal government annually over

    the life of the bonds.  The 2012 subsidy is $473,410 resulting in a net lease payment of $1,052,656 after accounting for the subsidy.

4. In addition to bonds, the Water and Wastewater Systems have outstanding State Revolving Fund (SRF) loan obligations.  Currently, the Water System has two

    SRF loans; the outstanding loan balance as of June 30, 2011 is approximately $28.6 million.  In addition, there are two new Water System SRF loans pending

    which total approximately $38 million.  The Wastewater System has 11 SRF loans; the outstanding loan balance as of June 30, 2011 is approximately $69.8 million.

SOURCE:  CITY OF SAN DIEGO FISCAL YEAR 2012 ADOPTED BUDGET


CITY OF SAN DIEGO


1. The 1991 G.O. Bonds will be paid off on July 15, 2011.

General Fund Backed Lease-Revenue Obligations


SUMMARY OF DEBT OBLIGATIONS


General Obligation Bonds


Subtotal General Fund Backed Lease-Revenue Obligations 
Total General Fund Obligations 

Lease Revenue Bonds


Subtotal General Obligation Bonds 

Certificates of Participation

McGuigan Settlement

Total Water System Obligations 

Total Wastewater System Obligations 
Water System Obligations

Wastewater System Obligations


Public Utilities - Wastewater and Water System Obligations [4]























