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City Comprehensive Financial Management Policy
Resolution #35005

Adopt a Comprehensive Financial Management Policy
WHEREAS, the city has been recognized for excellence in financial management; and
WHEREAS, these achievements are the result of dedicated work by Elected Officials, operating bureaus, central
support organizations, and others; and
WHEREAS, the City Council desires to enhance that management by documenting financial management policies; and
WHEREAS, the Council desires a mechanism to communicate financial policy to Citizens, City staff, and the financial
community; and,
WHEREAS, Bureaus have had an opportunity to review and comment on the proposed policy,
NOW THEREFORE BE IT RESOLVED by the City council of the City of Portland, Oregon that
1.

The comprehensive Financial Management Policy, attached hereto as Exhibit I, is hereby adopted.

2.

The Office of Finance and Administration is directed to review the policy on a regular basis, especially as a part
of the budget development process, and recommend modifications and adjustments as necessary to keep the
policy updated.

Adopted by the Council, June 17, 1992

Barbara Clark

Mayor J.E. Bud Clark
SCB:jb

Auditor of the City of Portland
By

June 11, 1992

Deputy

EXHIBIT I
RELATION TO OVERALL CITY GOALS AND OBJECTIVES
The City’s development of a mission statement and conforming goals and objectives are critical elements in the
successful development, maintenance and operation of a Comprehensive Financial Management Policy (CFMP).
Rather than driving the goals and objectives of the City, the finances are simply tools which are used to accomplish the
City’s mission.
The Comprehensive Financial Management Policy is a mechanism to ensure that the City is financially able to meet its
immediate and long term service objectives. These policies also enhance financial planning and internal financial
management of the City.
In addition, the City as an institution has multiple partners, including citizens, taxpayers, businesses, employees and
other governments. As a major institutional, economic and service force in the region, it is important that the City
strengthen its relationships with its partners by adopting clear and comprehensive financial policies.
PURPOSE
The City of Portland is accountable to its citizens for the use of public dollars. Municipal resources should be used
wisely to ensure adequate funding for the services, public facilities, and infrastructure necessary to meet the
community’s present and future needs. The CFMP is intended to serve as a blueprint to achieve the fiscal stability
required to achieve the City’s policy goals and objectives.
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OBJECTIVES
In order to achieve the above purpose, the Comprehensive Financial Management Policy has the following objectives
for the City’s fiscal performance.
1.

To guide Council and management policy decisions that have significant fiscal impact.

2.

To set forth operating principles that minimize the cost of government and reduce financial risk.

3.

To employ balanced and fair revenue policies that provide adequate funding for desired programs.

4.

To maintain appropriate financial capacity for present and future needs.

5.

To promote sound financial management by providing accurate and timelyinformation on financial condition.

6.

To protect and enhance the City’s credit rating and prevent default on any municipal debts.

7.

To ensure the legal use of financial resources through an effective system of internal controls.

8.

To promote cooperation and coordination with other governments and the private sector in financing and delivery
of services.

To achieve these objectives, the Comprehensive Financial Management Policy consists of twelve major sections:
I.

FINANCIAL PLANNING POLICIES

II.

BUDGET POLICIES

III.

ACCOUNTING, AUDITING AND FINANCIAL REPORTING POLICIES

IV.

REVENUE POLICIES

V.

OPERATING POLICIES

VI.

EMPLOYEE COMPENSATION AND SUPPORT POLICIES

VII.

CAPITAL PLANNING AND FINANCING POLICIES

VIII.

INTERGOVERNMENTAL REVENUES AND RELATIONS POLICIES

IX.

ACCOUNTING STRUCTURE POLICIES

X.

AFFILIATED AGENCIES

XI.

OTHER FINANCIAL POLICIES

XII.

APPENDICES

I. FINANCIAL PLANNING POLICIES
INTRODUCTION: A long range plan that estimates revenue and expenditure behavior of the City and regional and
national economies is necessary to support the Council and community in decisions that they make about City services.
This planning must recognize the effects of economic cycles on the demand for services and the City’s revenues.
City financial planning should ensure the delivery of needed services (many of which become more critical during
economic downturns) by increasing reserves during periods of a strong economy in order to support continued City
services during economic downturns.
The City is a major force in a complex regional economic system. The City must understand how it affects and is
affected by that system in order to maximize its positive contributions. The City must have the capacity to understand
and anticipate changes in both regional and national economic systems in order to engage in strategic financial and
management planning.
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GENERAL FUND:
1.

The City will prepare annually a five year financial plan for General Fund operations based on current service
levels and current funding sources. If appropriate, needed additional resources to continue current service levels
or identified service adjustments will be made.

2.

The City will constantly test both its planning methodology and use of planning tools in order to provide
information that is timely, accurate and widely disseminated to users throughout the City.

3.

General Fund Bureaus will forecast and monitor their own revenues and expenditures. OF&A will assist bureaus
in developing appropriate systems for such monitoring. OF&A will retain overall fiscal oversight responsibility
for the General Fund.

4.

The Office of Finance and Administration will publish regular General fund status reports on revenues and
expenditures during the course of each budget year.

ENTERPRISE FUNDS: Just as a forecasting effort is made for the City’s General Fund, similar efforts will be made
for Enterprise and major Special Revenue activities. Examples of such operations are Water, Environmental Services,
and Transportation. The purpose of these forecasts will be to allow the Council and Citizens to evaluate the impact of
the financial needs of these programs on both the local and metropolitan regional economies; and to coordinate funding
needs with those of the General Fund.
1.

Enterprise/ Special Revenue activities will prepare annually, a five year financial forecast for operations and
capital needs based on current service levels and current revenue sources.

2.

The forecasts should rely on the same basic economic assumptions as the General Fund forecast. These forecasts
will also identify other assumptions used in their preparation and the risks associated with them.

3.

The forecasts must identify how they will impact rate structures.

4.

The forecasts will discuss how standards for debt service coverage and operating reserves are established.

5.

Enterprise and major Special Revenue activities will coordinate periodic status reports on expenditures and
revenues within a fiscal year with the Office of Finance & Administration.

ALL FUNDS: The financial planning and subsequent budgeting for all funds will be based on the following principles:
1.

Revenue estimates should be prepared on a conservative basis to minimize the possibility that economic
fluctuations could imperil ongoing service programs during the upcoming budget year.

2.

Expenditure estimates should anticipate contingencies that are reasonably predictable.

II. BUDGET POLICIES
INTRODUCTION: The Bureau of Financial Planning under the Office of Finance and Administration is responsible
for coordinating the overall preparation and administration of the City’s annual budget. This function is fulfilled in
compliance with applicable State of Oregon Statutes governing local government budgeting practices.
1.

BUDGET PREPARATION: Each year the Mayor will provide direction to the Office of Finance and
Administration on the process for the development of the annual budget. The Office of Finance and
Administration translates this direction into guidelines and rules for the preparation and review of bureau budget
request. The budget request format will be designed to identify major financial and service issues. It will include
detailed budget and performance information for all City organizations, including the Portland Development
Commission. This information will be compiled from Bureau submittal by the Office of Finance and
Administration for inclusion in the budget document. The City will prepare and present its budget consistent with
the criteria developed by GFOA for distinguished budget presentations.
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Unless otherwise directed by the Mayor, the annual budget process will consist of the following phases:
Issuance of budget preparation guidelines and schedules. The budget process will provide for the full
participation of the City’s budget advisory committees and ensure opportunities for public testimony and
participation.
Presentation to Council of five-year financial forecasts for the General and other major City funds.
Presentation of bureau budget requests in a manner consistent with budget directives.
The issuance of OFA reviews, summarizing each budget request and as necessary identifying related issues
for Council consideration.
Development of a proposed budget as required by ORS for presentation to the Council, sitting as the budget
committee.
Council budget hearings for the purpose of receiving public testimony and reaching final decisions
necessary to balance the City’s budget.
Submission of the Council approved budget to the Multnomah County Tax Supervising and Conservation
Commission for review.
Adoption of the budget in accordance with Council directives, and Local Budget Law, and certification
from the Tax Supervising and Conservation Commission.
2.

BUDGET MONITORING: The Office of Finance and Administration will maintain a system for monitoring the
City’s budget during the fiscal year. This system will provide the Council with quarterly information on
expenditures and performance at both the bureau and fund level. Included will be provisions for amending the
budget during the year in order to address unanticipated needs, emergencies, or compliance with State of Oregon
budgetary statutes. Budget adjustments requiring Council approval will occur through a process coordinated by
the Bureau of Financial Planning.

3.

REVIEW OF COUNCIL ACTIONS: The Office of Finance and Administration will review ordinances and
significant administrative decisions submitted for Council actions. The objective of these reviews will be to
ensure compliance with the budget and to identify for the Council financial and service issues. The Bureau of
Financial Planning will distribute procedures and guidelines for the submission of fiscal impact statements on
proposed ordinances.

III. ACCOUNTING, AUDITING AND FINANCIAL REPORTING POLICIES
INTRODUCTION: The City must maintain a system of financial monitoring, control and reporting for all operations,
funds and agencies in order to provide effective means of ensuring that overall City goals and objectives will be met
and to assure the City’s partners and investors that the City is well managed and fiscally sound.
1.

The City will maintain its accounting records and report on its financial condition and results of operations in
accordance with state and federal law and regulations. And Generally Accepted Accounting Principles (GAAP).
And standards established by the Governmental Accounting Standard Board (GASB). Budgetary reporting will
be in accordance with the State Local Budget Law.

2.

An independent firm of certified public accountants will annually perform a financial and compliance audit of the
City’s financial statements. Their opinions will be contained in the City’s Comprehensive Annual Financial
Report (CAFR), and the Report on Compliance with the Single Audit Act of 1984.

3.

As an additional independent confirmation of the quality of the City’s financial reporting, the City will annually
seek to obtain the Government Finance Officers Association Certificate of Achievement for Excellence in
Financial Reporting. The CAFR will be presented in a way designed to communicate with citizens about the
financial affairs of the City.
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4.

The City’s elected Auditor will supervise and conduct a full range of performance and financial audits of City
programs. In addition, the City’s elected Auditor will prepare an annual report on service efforts and
accomplishments.

IV. REVENUE POLICY
INTRODUCTION: The City must consider its General Fund discretionary revenues as defined in operating policies on
page 7 as a group rather than in isolation. Both individual revenues and the total package must be viewed in the context
of broader City goals. The City must be sensitive to the balance between the need for services and the City’s ability to
raise fees, charges and taxes to support City services. As much as is possible and feasible, City services that provide
private benefits should be paid by fees and charges in order to provide maximum flexibility in use of general City taxes
to meet the cost of services of broader public benefit.
1.

Charges for services that benefit specific users should recover full costs, including all direct costs and bureau
overhead, loss of interest, depreciation on capital plant and equipment, and general fund overhead. Bureaus that
impose fees or services charges should prepare and periodically update cost-of-service studies for such service.
When consistent with legal requirements, other City interest such as remaining competitive within the region or
meeting other City objectives, may dictate a subsidy of a portion of the costs of such services. However, all
services will be presumed to be 100% cost reimbursable unless the Council makes a specific exception in the
ordinance adopting the charge. In some cases, with Council approval, it will be appropriate to meet this test on a
program-wide basis in order to achieve administrative efficiencies and service equity. Current charges not
meeting this standard will be reviewed within two years of the adoption of this policy.

2.

The City should strive to diversify its revenues in order to maintain needed services during periods of declining
economic activity. A base of property taxes and other stable revenues provide a reliable base of revenues during
periods of economic downturn. Elastic revenues will allow the building of reserves during periods of strong
economic performance. If the proportion of elastic City revenues increases, adjustments to reserve policies may
be necessary as greater “swings” in resources may occur from year to year.

3.

The City’s overall revenue structure should be designed to recapture for the City some of the financial benefits
resulting from City economic and community development investments.

4.

The City will observe the following priorities in utilizing existing and obtaining additional resources:

5.

a.

The City will use as efficiently as possible the resources that it already collects.

b.

The City will collect as efficiently as possible the resources to which it is already entitled.

c.

The City will seek new resources, consistent with the policies in this document and other City goals.

The City will strive to keep a total revenue mix that encourages growth and keeps Portland competitive in the
metropolitan area.
a.

As part of the annual Financial Forecast or budget process, the revenue mix will be analyzed with an
evaluation of the impact on the competitiveness of Portland within the metropolitan area, including Clark
County. This comparison of costs for services will be sued as baseline data for Council budget discussions.

b.

The evaluation should include all local taxation and fees including those of overlapping jurisdictions.
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V. OPERATING POLICIES
INTRODUCTION: The City should accommodate both one-time and on-going expenditures to current revenues,
establish and adequately fund reserves, regularly monitor and report on budget performance, evaluate the fiscal impact
of new proposals, operate as efficiently as possible, and constantly review City services for appropriateness and
effectiveness. For purposes of this document, the City’s General Fund “discretionary revenues” are defined as the
property taxes within the tax base as may be compressed, 5 percentage points of lodging taxes, business license fees,
utility license fees, interest income, state shared revenues, and beginning cash balances.
1.

On-going revenues should be equal to or exceed on-going expenditures. Each City fund budget must identify ongoing resources that at least match expected on-going annual requirements. One-time cash transfers and nonrecurring ending balances will be applied to reserves or to fund one-time expenditures; they will not be used to
fund on-going programs. Each year OF&A will provide Council with the amount of ending balance that is
estimated to be non-recurring for the General Fund.

2.

Unless otherwise stated explicitly by the Council, the City will not earmark discretionary revenues for specific
purposes in the General Fund. This will preserve the ability of the Council to determine the best use of available
revenues to meet changing service requirements.

3.

The City will maintain a system of financial monitoring and control. The major components of this system
include:
a.

Financial Accounting System and periodic Status Reports: Each Accounting Period the Office of Finance
and Administration will publish a General Fund financial status report on the revenues and expenditures to
date and estimated year end balance.

b.

Quarterly budget review: Each quarter the Office of Finance and Administration will review all City
financial operations, report to Council on financial results, and recommend financial management actions
necessary to meet the adopted budget’s financial planning goals.

4.

The City will seek to optimize the efficiency and effectiveness of its services to reduce costs and improve service
quality.

5.

City operations will be run on an enterprise basis if doing so will increase efficiency of service delivery or
recover the cost of providing the service by a user fee or charge.

6.

The City will attempt to maintain cash reserves in order to reduce borrowing needed for General Fund operating
purposes.

7.

The City will not increase accruals and non-cash enhancements to revenues as a means to influence fund balances
at year end.

8.

All city agencies will maintain accurate inventories of physical assets, their condition, lifespan and cost. The
Office of Finance and Administration will coordinate the master inventory of assets for the city.

9.

The Treasury Division in the Office of Finance and Administration will develop, maintain and constantly seek to
improve cash management systems which ensure the accurate and timely accounting, investment, and security to
all cash assets. All cash received by City agencies will be deposited to Treasury accounts within twenty-four
hours of receipt.

10.

The City shall endeavor to reduce needless competition with other public and private providers and to ensure the
most cost-effective and efficient provision of services.

11.

General Fund overhead costs will be allocated according to consistent methodology developed in consultation
between the Office of Finance and Administration and other fund managing bureaus.

12.

The City will strive to ensure that the City service priorities keep pace with the dynamic needs of the community
by incorporating a service needs review as part of the budget process.
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VI. EMPLOYEE COMPENSATION AND SUPPORT
INTRODUCTION: Personal services costs comprise a significant percentage of the City’s Operating Funds budget.
The City of Portland is fortunate to have employees who are dedicated to the City and to public service. These
employees are vital to the City’s ability to meet its services demands. The City expects its workers to be highly
productive. In return, the City must fairly compensate, train and equip its employees in order to attract and keep high
quality, productive employees. Subject to collective bargaining law, as appropriate, it is the City’s “Total Compensation
Policy” that
1.

Direct and indirect compensation (wages, premiums, health benefits, vacations, holidays, and other leaves,
pensions, etc.) are to be considered collectively in determining appropriate levels of compensation for employees.

2.

Wage and benefits packages are considered “externally competitive” if they approximate the average of the total
compensation offered in applicable labor markets for similar work.

3.

Other factors such as compression between classes and the ease or difficulty of recruitment of qualified
employees may also be considered in establishing wages and benefits.

4.

Annual adjustment to the compensation plan may be based upon a formula that considers the consumer price
index and that is consistent with the cost of living formulas found in collective bargaining agreements.

VII. CAPITAL PLANNING AND FINANCING POLICIES
INTRODUCTION: The City must preserve its current physical assets and plan in an orderly manner for future capital
investments, including the operating costs associated with new capital improvements or major equipment budgeted as
part of the CIP process.
The City must make the capital investment needed to support and enhance the delivery of basic services. This
commitment is important because the demands for basic services (police officers on the street and fire fighters in the
stations) often receive priority over infrastructure improvements (streets and fire stations and apparatus).
1.

The City will maintain a strong bond rating that is consistent with other City goals.

2.

Each bureau with major capital assets will develop and maintain five year capital plans. The actual bureau
planning horizon for capital programs should relate to the useful life of capital assets, the term of financing, and
industry standards for the particular type of asset. Since adopted citywide plans contain capital expenditure needs,
bureaus will include projects from such plans in their capital plans. Capital plans will display proposed projects in
a map format that can be included in the annual CIP.

3.

The City will prepare, adopt and update annually a City five year Capital Improvement Plan that includes and
prioritizes bureau needs for capital replacement and additions. The plan will include estimated projects costs and
identify funding sources.

4.

The City will prepare an annual Capital Budget which will include current year capital expenditures based on the
first year of the current Capital Improvement Plan.

5.

As part of the annual Capital Budget, the City will identify and include full costs of future maintenance needs and
operating costs of new capital improvements and equipment prior to funding as part of the annual Capital Budget.

6.

In general, all assets will be maintained at a level that protects capital investment and minimizes future
maintenance and replacement costs. The City will maintain accurate information on the condition, lifespan and
estimated replacement cost of its major physical assets to assist in long term planning.

7.

The budget will provide sufficient funding for adequate operations, maintenance and scheduled replacement and
enhancements of capital plant and equipment. Whenever bureaus identify that there is a significant discrepancy
between the need to maintain / modernize City infrastructure or facilities and the funds available for such
improvements, the fund manager will prepare and present to Council a strategy for meeting such needs.
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8.

In general, maintenance and operations of capital facilities should be given priority over acquisition of new
facilities, unless a cost/benefit analysis indicates to the contrary. In addition, State or federal mandates or new
service demands may require acquisition of new facilities even when maintenance needs are not fully met.

9.

A high priority should be placed on maintenance where deferring maintenance will result in greater costs to
restore or replace neglected facilities.

10.

The City may finance the improvement of transportation, water, wastewater, and other public improvements
through creation of Local Improvements Districts (LIDs). Unless otherwise directed by Council, LID
assessments will include all costs associated with the project, including but not limited to financing, and
administrative costs. The City will take actions to ensure that financial risk to the City is minimized.

VIII. INTERGOVERNMENTAL REVENUES AND RELATIONS
INTRODUCTION: Many service costs of the City are influenced by other governments, either because of service
overlap or service mandates imposed by State and Federal governments. The City must take advantage of opportunities
to enhance service delivery through intergovernmental cooperation, shared revenues and grants while aggressively
opposing mandates that distort local service priorities.
1.

The City will avoid using grants to meet on-going service delivery needs. In the City’s financial planning, grants
will be treated in the same manner as all temporary and uncertain resources and should not fund on-going, basic
service needs.

2.

All grant applications will be reviewed by the Grants Division of OF&A to ensure compliance with State, Federal
and City regulations. This review must occur before a grant application submittal, or acceptance in cases of no
application.

3.

The City will budget expenditures for grant-funded programs only after grant award or letter of commitment, and
only for the amount of grant award. Entitlement programs will be budgeted based on expected revenues. City
overhead or indirect costs for grant-funded programs will be included in all grant proposals, where permitted.

4.

The City will aggressively oppose State or Federal actions that mandate expenditures which the Council
considers unnecessary. The City will pursue intergovernmental funding to support the incremental cost of those
mandates.

5.

The City will work with other governments to identify the jurisdiction most capable and appropriate to provide
specific public services. When the City cannot simply transfer responsibility for service deliver, it will consider
intergovernmental agreements and contract for service delivery.

IX. ACCOUNTING STRUCTURE POLICIES
INTRODUCTION: The City is a complex financial and service organization. Its financial operations are organized into
three types of funds (Governmental, Proprietary, and Fiduciary). All funds and City operations must work to achieve
the City’s mission and goals.
1.

The City manages all funds to meet the objectives of a single comprehensive long range financial plan.

2.

Funds

3.

a.

The City will minimize the number of funds. The funds will be categorized by standard GAAP functional
classifications but may also be referred to by City of Portland fund types.

b.

Appendix A of this policy lists current Funds and their standard GAAP functional classification as well as
their City fund type.

Purpose Statement for Funds
a.

Each fund in the City will have a Statement of Purpose which includes the following items:
Purpose(s) of the fund
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Source(s) of revenues to the fund
A method of establishing annual contributions to the fund, if any.
The Bureau responsible for managing the fund.
Size and use of contingency, if any. Contingency levels will be based on the uncertainties associated with
the purposes of the fund
Size, purpose and alternative means of meeting required reserves, if any. Required reserve levels will be
based on long term operating needs of the fund and prudent management requirements.
b.

The Internal Service funds will include additional information in the Statement of Purpose, as follows, if
appropriate:
For purchase of capital items, a method for periodically testing the cost-effectiveness of pre-funding capital
replacement vs. leasing or lease purchasing. Each fund statement will indicate what level of purchases are
suitable for either direct cash payment or financing.
Clear equipment replacement policies and identifiable equipment reserves, where appropriate.
A method of clearly accounting for equipment reserves from and purchases for each bureau.
A policy and procedure for protecting capital reserves from being used for operating purposes.
A method for periodically testing the cost-effectiveness of internal provision of services vs. contacting out
or direct purchase of all or part of the services provided by the fund. For insurance type funds this will mean
a method for periodically testing the cost-effectiveness of self-insurance vs. purchase of all or part of the
City’s insurance needs; and internal or contracted claims and loss control services.

c.

Funds that receive a General Fund subsidy in addition to fees and charges or dedicated revenues will
include a rationale for General Fund subsidy and a means for determining the annual level of that subsidy or
conditions under which the subsidy should be eliminated.

d.

Enterprise Funds will include:
Required level of debt service coverage for the fund.
Relationship between operating and construction funds.

e.

Existing funds will be so described by fund managers, and adopted by Council resolution, within one year
of the adoption of this policy.

4.

The Office of Finance and Administration will do annual review of all funds to determine if each is still serving a
useful purpose and is needed.

5.

New funds must be created by resolution of Council containing the above required descriptions. A review and
report by OF&A will be required precedent to Council action.

X. AFFILIATED AGENCIES
INTRODUCTION: City Charter, Council action, inter-governmental agreements and state and federal laws have
created a number of agencies which are affiliated with the City and which can have an adverse effect on the City if not
managed to the same financial standards as direct City agencies. It is necessary to spell out standards on financial
operations for these organizations in order to protect the City’s fiscal status.
1.

Affiliated Agencies will be accountable for financial compliance and reporting standards as established in this
document.

2.

The Criteria for defining Affiliated Agencies will include any of the following:
a.

Created by City Charter or Council action

b.

Leadership appointed by the City Council
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c.

A majority of funds are received from the City

XI. OTHER FINANCIAL POLICIES
INTRODUCTION: The City has adopted several other financial policies that guide City operations. It is necessary to
recognize them as elements of this Comprehensive Financial Management Policy. The following City financial policies
are incorporated as part of this policy:
1.

Investment Policy

2.

Debt Management Policy

3.

Urban Services Policy

4.

Transportation Funding Policy

5.

Revenue Allocation Policy

6.

Interagency Agreement Policy

7.

Local Improvement District Financing Policy

8.

Reserve Policy
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1.

SELECTION OF FINANCE CONSULTANTS AND SERVICE PROVIDERS

The City's Debt Manager shall be responsible for establishing a solicitation and selection process for securing
professional services that are required to develop and implement the City's debt program. Goals of the solicitation and
selection process shall include encouraging participation from qualified service providers, both local and national, and
securing services at competitive prices.
a.

Bond Counsel. As part of its responsibility to oversee and coordinate the marketing of all City
indebtedness, the City Attorney, with advice of the Debt Manager and a committee representing City
Bureaus, Agencies, and Commissions with capital financing needs, shall make recommendations to the City
Council regarding the selection of Bond Counsel to be employed and the duration of the employment for
individual or a series of financings. The solicitation and selection process for such services will comply
with City Code requirements for Professional, Technical, and Expert Services. The Council shall make
such selection, taking into consideration these recommendations.

b.

Underwriters. The Debt Manager shall solicit proposals for underwriting services for all debt issued in a
negotiated or private placement sale mode. The solicitation process used for these services shall comply
fully with City Code requirements for Professional, Technical, and Expert Services, and shall include
formation of a review committee to evaluate written proposals and, if deemed necessary, conduct oral
interviews. In addition, the proposal solicitation and selection process for negotiated sales as developed by
the Debt Manager, and amended from time to time, shall also be followed. The selection of underwriters
may be for an individual or series of financings or a specified time period. The Council shall make such
selections taking into consideration the recommendations of the review committee.

c.

Financial Advisor. The Debt Manager, with advice of a committee representing City Bureaus, Agencies,
and Commissions with capital financing needs, shall make recommendations to the City Council regarding
the selection of financial advisors to be employed and the duration of such employment. The solicitation
and selection process for such services will comply with City Code requirements for Professional,
Technical, and Expert Services. The time period for employment may relate to an individual or a series of
financings, or for a specified period of time.

d.

Paying Agent. The Debt Manager, in consultation with the City Treasurer, shall solicit periodically for
paying agent services from qualified commercial and trustee banks. The cost of providing such services
shall be used by the Debt Manager, along with other qualitative measurements, in developing a Paying
Agent recommendation to City Council, along with the term of such agreement.

e.

Other Service Providers. The Debt Manager shall periodically solicit for other service providers (escrow
agents, verification agents, trustees, etc.). The cost of providing such services shall be used by the Debt
Manager in developing a recommendation to City Council, along with the term of such agreement.
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2.

3.
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COMPREHENSIVE CAPITAL PLANNING AND FINANCING SYSTEM
a.

Capital Planning and Financing System. The City shall develop a capital planning and financing system
for use in preparing a multi-year Capital Improvement Plan for consideration and adoption by the City
Council as part of the City's budget process. Individual bureaus and agencies shall prepare multi-year
capital plans and coordination and preparation of the City-wide Capital Improvement Plan shall reside with
the Office of Finance and Administration. This Plan shall be for the coming five fiscal years and shall be
updated periodically. The Plan shall contain a comprehensive description of the sources of funds and the
timing of capital projects for future operating and capital budgets, effect of the projects on future debt sales,
debt outstanding, and debt service requirements, and the impact on future debt burdens and current revenue
requirements. In this latter regard, the Plan shall, analyze the conformance of the planned financings with
policy targets regarding the (1) magnitude and composition of the City's indebtedness, and (2) the economic
and fiscal resources of the City to bear such indebtedness over the next five years. Affordability impacts of
the Plan shall be evaluated in consultation with the various City Bureaus.

b.

Debt Calendar and Financing Priorities. It shall be the responsibility of the Debt Manager, within the
context of the Capital Improvement Plan, to oversee and coordinate the timing, process of issuance, and
marketing of the City's borrowing and capital funding activities required in support of the Plan. In this
capacity, the Debt Manager shall make recommendations to the City Council regarding necessary and
desirable actions and shall keep it informed through regular and special reports as to the progress and results
of current-year activities under the Plan.

c.

Funding of Capital Outlays. As part of its capital financing philosophy, the City shall make contributions
from its own current revenues, or from outside funding sources such as state or federal grants, to each
capital project or program equal to at least 5% of its total capital cost.

d.

Maintenance, Replacement and Renewal. Consistent with its philosophy of keeping its capital facilities
and infrastructure systems in good repair and to maximize the capital stock's useful life, the City should set
aside sufficient current revenues to finance ongoing maintenance needs and to provide reserves for periodic
replacement and renewal.

e.

Debt Authorization. No City debt issued for the purpose of funding capital projects shall be authorized by
the City Council unless it has been included in the Capital Improvement Plan or until the Council has
modified the Plan. Such modification shall occur only after the Council has received a report of the impact
of the contemplated borrowing on the existing Capital Improvement Plan and recommendations as to the
financing arrangements from the Debt Manager and the Office of Finance and Administration.

LIMITATIONS ON CITY INDEBTEDNESS
a.

Target Limitations on Non-Self-Supporting Unlimited Tax General Obligation Indebtedness. The
City shall, as a matter of policy, conduct its finances so that the amount of direct, non-self-supporting,
unlimited tax general obligation ("UTGO") debt outstanding at any time that is subject to approval by the
voters (excluding long-term, non-self-supporting leases) does not exceed 0.75% of the City's taxable
assessed valuation.

b.

Target Limitations on Non-Self-Supporting Limited Tax General Obligation Indebtedness and Full
Faith and Credit Lease-Purchase Obligations. The City shall, as a matter of policy, conduct its finances
so that the amount of direct, non-self-supporting, limited tax general obligation ("LTGO") debt and full
faith and credit lease purchase obligations outstanding at any time that are not subject to approval by the
voters does not exceed 1.0% of the City's taxable assessed valuation. Furthermore, the City shall strive to
limit the annual debt service requirements on these obligations to an amount that is not greater than 10% of
annual General Fund revenues.
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These limitations apply to debt obligations issued with a specific LTGO pledge, obligations secured by a
pledge of the City's full faith and credit, and obligations that are in effect secured by a LTGO pledge and are
not self-supporting, or which are paid for from General Fund monies. Also included within this limitation
are any other loan agreements entered into directly by the City or secured indirectly by a pledge of the City's
General Fund.
c.

Target Limitations on Lease-Purchase Financing of Equipment and Furnishings. The City may enter
into short-term lease-purchase obligations to finance the acquisition of capital equipment and furnishings
with estimated useful lives of less than ten years. Outstanding lease-purchase obligations issued to finance
capital equipment and furnishings shall not exceed 0.125% of the City's taxable assessed valuation.
Repayment of these lease-purchase obligations shall occur over a period not to exceed the useful life of the
underlying asset or in any case no longer than five years from the dated date of such obligations. The Debt
Management Group of the Office of Finance and Administration shall be responsible for developing
procedures for use by City Bureaus interested in participating in the lease-purchase program, and for setting
repayment terms and amortization schedules, in consultation with participating Bureaus.

d.

Limitations on General Fund Loan Guarantees and Credit Support. As part of the City's financing
activities, General Fund resources may be used to provide credit support or loan guarantees for public or
private developments that meet high priority City needs. Before such General Fund commitments are
made, specific policy goals and objectives that determine the nature and type of projects qualifying for such
support, and specific limitations to be placed on the maximum amount of General Fund resources pledged
to such projects shall be developed. The Office of Finance and Administration shall be responsible for
coordinating the development of such policies and goals, which shall not take effect until approved by the
City Council. General Fund loan guarantees shall be subject to the overall debt limitations set forth in B,
above.
Recognizing the limited capacity of the City's General Fund to support both ongoing operating programs
and secure long-term debt obligations, use of the General Fund to secure such obligations must first be
approved by the Debt Manager and the Director of the Office of Finance and Administration. Key factors
that will be considered in determining whether or not the General Fund should be used to secure a particular
debt obligation will include the following:
Demonstration of underlying self-support, thus limiting potential General Fund financial exposure.
Use of General Fund support as a transition to a fully stand alone credit structure, where interim use of
General Fund credit support reduces borrowing costs and provides a credit history for new or hard to
establish credits.
General Fund support is determined by the City Council to be in the City's overall best interest.

e.

Target Limitations on the Issuance of Revenue-Secured Debt Obligations. The City shall seek to
finance the capital needs of its revenue producing enterprise activities through the issuance of revenuesecured debt obligations. Prior to issuing revenue-secured debt obligations, City Bureaus, in consultation
with the Debt Manager, will develop financial plans and projections showing the feasibility of the planned
financing, required rates and charges needed to support the planned financing, and the impact of the planned
financing on ratepayers, property owners, City Bureaus, and other affected parties. The amount of revenuesecured debt obligations issued by a City Bureau will be limited by the feasibility of the overall financing
plan as determined by the Debt Manager.
Revenue-secured debt obligations must first be reviewed and approved by the Debt Manager and the
Director of the Office of Finance and Administration before being issued.
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4.

5.
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STRUCTURE AND TERM OF CITY INDEBTEDNESS
a.

Rapidity of Debt Repayment. Generally, borrowings by the City should be of a duration that does not
exceed the economic life of the improvement that it finances and where feasible should be shorter than the
projected economic life. Moreover, to the extent possible, the City should design the repayment of debt so
as to recapture rapidly its credit capacity for future use. The City shall strive to repay the principal amount
of its long-term general obligation debt (both voter and non-voter approved) according to the following
schedule: at least 20% in five years and 40% in ten years. The City may choose to structure debt repayment
so as to wraparound existing obligations or to achieve other financial planning goals. Such alternative
structures shall be subject to the approval of the Debt Manager and Director of the Office of Finance and
Administration, in consultation with the involved Bureaus, before being recommended to the City Council.

b.

Use of Variable-Rate Securities. When appropriate, the City may choose to issue securities that pay a rate
of interest that varies according to a pre-determined formula or results from a periodic remarketing of the
securities. The decision to issue such securities must be reviewed and approved by the Debt Manager and
the Director of the Office of Finance and Administration, in consultation with the City Treasurer, before
Council is requested to approve their issuance.

c.

Pledge of Restricted Funds to Secure Debt. The City has the power to make an irrevocable pledge of a
security interest in an account created exclusively for the security of holders of City obligations. Before
such funds are used to secure a prospective financing, policies regarding the use of such restricted funds
shall be developed by the affected Bureau and the Debt Manager, subject to approval by the Director of the
Office of Finance and Administration, to ensure that the use of such funds to secure bonds does not violate
restrictions on such funds and that underlying program commitments can be maintained in addition to
meeting debt service obligations on debt secured by the restricted funds. These policies shall be presented
as recommendations to Council prior to or at the time issuance of the secured debt is to be authorized.

d.

Use of Subordinate Lien Obligations. Creation of a subordinate lien financing structure, if appropriate,
shall be based on the overall financing needs of a particular bureau, expected credit ratings, relative cost of
a subordinate lien structure, and impacts on the City as determined by the Debt Manager and the Director of
the Office of Finance and Administration, in consultation with the involved Bureau. The results of this
review shall be presented in the form of recommendations to Council for consideration prior to or at the
time such bonds are being authorized.

METHOD OF SALE
a.

Competitive Sale. The City, as a matter of policy, shall seek to issue its debt obligations in a competitive
sale unless it is determined by the Debt Manager that such a sale method will not produce the best results
for the City. In such instances where the City in a competitive bidding for its debt securities (whether
general obligation or non-general obligation debt) deems the bids received as unsatisfactory or does not
receive bids, it may, at the election of the City Council, enter into negotiation for sale of the securities.

b.

Negotiated Sale. When determined appropriate by the Debt Manager and approved by the Director of the
Office of Finance and Administration, the City may elect to sell its debt obligations through a negotiated
sale. Such determination may be made on an issue by issue basis, for a series of issues, or for part or all of
a specific financing program. Selection of the underwriting team shall be made pursuant to selection
procedures set forth in these Debt Policies, consistent with City Code.

c.

Private Placement. When determined appropriate by the Debt Manager and approved by the Director of
the Office of Finance and Administration, the City may elect to sell its debt obligations through a private
placement or limited public offering. Selection of a placement agent shall be made pursuant to selection
procedures developed by the Debt Manager, consistent with City Code.

d.

Official Bid Form. The City shall design an official bid form to be made part of each official notice of sale
published in conjunction with the sale of debt securities in a competitive sale by the City.
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6.

7.

SHORT-TERM DEBT AND INTERIM FINANCING
a.

Lines and Letters of Credit. Where their use is judged by the Debt Manager to be prudent and
advantageous to the City, the City has the power to enter into agreements with commercial banks or other
financial entities for purposes of acquiring lines or letters of credit that shall provide the City with access to
credit under terms and conditions as specified in such agreements. Before entering into any such
agreements, takeout financing for such lines or letters of credit must be planned for and determined to be
feasible by the Debt Manager. Any agreements with financial institutions for the acquisition of lines or
letters of credit shall be approved by the City Council. Lines and letters of credit entered into by the City
shall be in support of projects contained in the approved Capital Improvement Plan.

b.

Bond Anticipation Notes. Where their use is judged by the Debt Manager to be prudent and advantageous
to the City, the City may choose to issue Bond Anticipation Notes as a source of interim construction
financing. Before issuing such notes, takeout financing for such notes must be planned for and determined
to be feasible by the Debt Manager. Bond Anticipation Notes may be sold in either a competitive or
negotiated sale, subject to authorization and approval by the City Council.

c.

Tax and Revenue Anticipation Notes. Where their use is judged by the Debt Manager to be prudent and
advantageous to the City, the City may choose to issue Tax and Revenue Anticipation Notes to fund internal
working capital cashflow needs. Before issuing such notes, cashflow projections will be prepared by the
appropriate City Bureaus and reviewed by the Debt Manager. Tax and Revenue Anticipation Notes may be
sold in either a competitive or negotiated sale, subject to authorization and approval by the City Council.

d.

Tax Exempt Commercial Paper. The City may choose to issue Tax Exempt Commercial Paper as a source
of interim construction financing for projects contained in the City's approved Capital Improvement Plan
only after the Debt Manager, in consultation with the City Treasurer, determines that such a financing
represents the least cost interim financing option for the City. Furthermore, Tax Exempt Commercial Paper
shall not be issued for City capital programs unless it is of sufficient economic size as determined by the
Debt Manager. A report recommending the issuance of Tax Exempt Commercial Paper must first be
approved by the Director of the Office of Finance and Administration, before recommendations are made to
City Council authorizing the establishment of such a program.

IMPROVEMENT DISTRICT AND ASSESSMENT CONTRACT FINANCING
a.

Financing Policies. The policies guiding the City's improvement district and assessment contract financing
program shall be guided by City Council Resolution No. 34847, as amended.

b.

Interest Rates on Improvement Assessment Loans. The contract interest rate on loans made from the
proceeds of Improvement Assessment Bonds shall be equal to the effective interest rate paid on the bonds
sold to finance such loans plus an additional percentage markup to cover self-insurance and loan servicing
costs. The self-insurance and servicing charge markup shall be adjusted annually based upon the historical
Improvement Assessment Bond collection history and consultation among the Auditor's Office, the Debt
Manager, and the City Treasurer. The contract interest rate shall be determined on the day of the sale of
Improvement Assessment Bonds for those assessment contracts financed with proceeds of the sale.

c.

Interim Assessment Contract Interest Rates. The interim assessment contract interest rate is the interest
rate set on contracts that precede the sale of Improvement Assessment Bonds. This rate shall be set at a
level deemed reasonable and prudent by the Debt Manager and the Auditor's Office to insure that funds
collected through assessment contract payments are sufficient to meet that portion of future debt service
requirements on Improvement Assessment Bonds attributable to such contracts.
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d.

8.

9.

Commitment to Self-Supporting Improvement District Financings. Consistent with the concept of
Improvement Assessment financing, all of the City's Improvement Assessment indebtedness shall be selfsupporting. Prior to the issuance of Improvement Assessment Bonds, the Auditor's Office shall review
projected cash flows which incorporate scheduled assessment contract payments, prepayments,
delinquencies, and non-payments with the Debt Manager to ensure that the proposed Bonds shall meet the
City's self-support requirement.

REFUNDING OF CITY INDEBTEDNESS
a.

Debt Service Savings--Advance Refundings. The City may issue advance refunding bonds (as defined for
federal tax law purposes) when advantageous, legally permissible, prudent, and net present value savings,
expressed as a percentage of the par amount of the refunding bonds, equal or exceed 5 percent. Exceptions
to this requirement shall be made only upon the approval of the Debt Manager and the Director of the Office
of Finance and Administration.

b.

Debt Service Savings--Current Refundings. The City may issue current refunding bonds (as defined for
federal tax law purposes) when advantageous, legally permissible, prudent, and net present value savings
equal or exceed $100,000.

c.

Restructuring of Debt. The City may choose to refund outstanding indebtedness when existing bond
covenants or other financial structures impinge on prudent and sound financial management. Savings
requirements for current or advance refundings undertaken to restructure debt may be waived by the Debt
Manager and the Director of the Office of Finance Administration upon a finding that such a restructuring is
in the City's overall best financial interests.

d.

Open Market Purchase of City Securities. The City may choose to defease its outstanding indebtedness
through purchases of its securities on the open market when market conditions make such an option
financially feasible. The Debt Manager and the City Treasurer shall be responsible for developing
procedures for executing open market purchases and the savings objectives to be achieved by undertaking
such actions.

USE OF CREDIT ENHANCEMENT

The City shall seek to use credit enhancement (letters of credit, bond insurance, surety bonds, etc.) when such credit
enhancement proves cost-effective. Selection of credit enhancement providers shall be subject to a competitive bid
process developed by the Debt Manager. Credit enhancement may be used to improve or establish a credit rating on a
City debt obligation even if such credit enhancement is not cost effective if, in the opinion of the Debt Manager, the use
of such credit enhancement meets the City's debt financing goals and objectives.
10.

REBATE REPORTING AND COVENANT COMPLIANCE

The Debt Management Group in the Office of Finance and Administration shall establish a system of record keeping
and reporting to meet the arbitrage rebate compliance requirements of the federal tax code. This effort shall include
tracking investment earnings on bond proceeds, calculating rebate payments in compliance with tax law, and remitting
any rebatable earnings to the federal government in a timely manner in order to preserve the tax-exempt status of the
City's outstanding debt issues. Additionally, general financial reporting and certification requirements embodied in
bond covenants shall be monitored to ensure that all covenants are complied with.
11.

CONDUIT FINANCINGS

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 Portland Development Commission. All conduit financings must insulate the City completely from
any credit risk or exposure and must first be approved by the Debt Manager and the Director of the Office of Finance
and Administration before being submitted to City Council for authorization and implementation.
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12.

FINANCING PROPOSALS

Any capital financing proposal made to a City Bureau, Agency, or Commission involving a pledge or other extension of
the City's credit through the sale of securities, execution of loans or leases, or making of guarantees or otherwise
involving directly or indirectly the lending or pledging of the City's credit shall be referred to the Debt Manager, who in
a timely manner shall be responsible for analyzing the proposal, responding to the proposal, and recommending to the
Director of the Office of Finance and Administration the required action to be taken.
13.

DERIVATIVE PRODUCTS

The City may in the future choose to enter into contracts and financing agreements involving interest rate swaps,
floating/fixed rate auction or reset securities, or other forms of debt bearing synthetically determined interest rates as
authorized under Oregon statutes. Before entering into such contracts or agreements, a review team consisting of the
Debt Manager, the City Treasurer, and appropriate bureau staff and outside consultants shall be formed to review the
risks and benefits of such financing techniques and expected impacts on the City's long-term financial operations and
credit ratings. The report, when completed, shall be presented to the Director of the Office of Finance and
Administration for review and approval before any recommendations are submitted to the City Council for
authorization and implementation.
14.

OTHER POLICIES AND REQUIREMENTS
a.

15.

Annual Audit of City. The annual audit of the City shall describe in detail all funds and fund balances
established as part of any direct debt financing of the City. The audit may also contain a report detailing any
material or rate covenants contained in any direct offering of the City and whether or not such covenants
have been satisfied.

CREDIT RATINGS
a.

Rating Agency Relationships. The Debt Manager shall be responsible for maintaining relationships with
the rating agencies that currently assign ratings to the City's various debt obligations. This effort shall
include providing periodic updates on the City's general financial condition along with coordinating
meetings and presentations in conjunction with a new debt issuance.

b.

Use of Rating Agencies. The Debt Manager shall be responsible for determining whether or not a rating
shall be requested on a particular financing, and which of the major rating agencies shall be asked to
provide such a rating.

c.

Minimum Long-Term Rating Requirements. The City's minimum rating requirement for its direct, longterm, debt obligations is a rating of "A" or higher. If such a debt obligation cannot meet this requirement
based on its underlying credit strength, then credit enhancement shall be sought to ensure that the minimum
rating is achieved. If credit enhancement is unavailable or is determined by the Debt Manager to be
uneconomic, then the obligations may be issued without a rating.
A lower rating standard may be accepted for indirect or conduit obligations, subject to the approval of the
Debt Manager.

16.

ONGOING DISCLOSURE

The Debt Manager shall be responsible for providing ongoing disclosure information to established national
information repositories and for maintaining compliance with disclosure standards promulgated by state and national
regulatory bodies.
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Resolution #36313

Adopt City of Portland Interest Rate Exchange Agreement Policy. (Resolution)
WHEREAS, the City of Portland is authorized under Oregon Revised Statutes (ORS) 287.014 to 287.029, as amended
by Chapter 195, Oregon Laws 2003 to enter into interest rate exchange agreements, commonly known as interest rate
swaps; and
WHEREAS, State of Oregon law requires that issuers adopt a formal written policy regarding the use of agreements for
the exchange of interest rates (a "Swap Policy") prior to entering into any such agreement; and
WHEREAS, State of Oregon law specifies that the Swap Policy shall provide a general description of risks related to
agreements for exchange of interest rates and the means by which the issuer will address those risks; and
WHEREAS, interest rate exchange agreements can be appropriate interest rate management tools, increase the City's
financial flexibility, and provide opportunities for interest rate savings; and
WHEREAS, there is a need to clearly establish guidelines for the execution and management of the City's interest rate
exchange program; and
WHEREAS, a primary objective of the Interest Rate Exchange Agreement Policy is to ensure that the City Council,
management, staff, advisors, and other decision makers adhere to sound financial and risk management practices when
evaluating and entering into interest rate exchange agreements.
NOW, THEREFORE, BE IT RESOLVED that the Interest Rate Exchange Agreement Policy, attached hereto as
Exhibit I, fulfills all State of Oregon mandated requirements, and is hereby adopted by the City Council.
BE IT FURTHER RESOLVED that the Interest Rate Exchange Agreement Policy is Binding City Policy.

Adopted by Council, April 27, 2005
Prepared by:
Mayor Tom Potter
Office of Management and Finance
Ken Rust
April 5, 2005

312

Gary Blackmer
Auditor of the City of Portland
By
Deputy

City of Portland, Oregon – FY 2006–07 Adopted Budget

City Interest Rate Exchange Agreement Policy

Exhibit I
City of Portland Philosophy Regarding Use of Interest Rate Exchange Agreements
INTRODUCTION
Interest rate exchange agreements ("Swaps") and related financial instruments and derivatives are appropriate interest
rate management tools. Properly used, Swaps can increase the City of Portland's (the "City") financial flexibility and
provide opportunities for interest rate savings.
Swaps are appropriate to use when they achieve a specific financial objective consistent with the City's overall Swap
and Debt Management policies. Swaps may be used, for example, to lock-in a current market fixed rate or create
additional variable rate exposure. Swaps may be used to produce interest rate savings or alter the pattern of debt
service payments. Swaps may be used to cap, limit or hedge variable rate payments. Options granting the right to
commence or cancel an underlying Swap are permitted to the extent the Swap itself is otherwise consistent with this
policy.
The authorized Swaps contemplated in this policy are intended to reduce the amount or duration of interest rate risk, or
produce a lower cost of borrowing when used in combination with the issuance of bonds.
RATIONALES FOR UTILIZING INTEREST RATE SWAPS
The use of Swaps and related financial instruments should balance the City's primary objectives of reducing the cost of
capital, minimizing interest rate volatility, and gaining flexibility in structuring and managing its debt portfolio over
time with the risks associated with these tools and instruments. Examples of how the City's debt management
objectives can be achieved through the use of Swaps and other financial instruments are described below:






Reduce borrowing costs at the time of issuance
Create synthetic fixed rate debt through a floating-to-fixed Swap
Actively manage interest rate risk
Lock-in current market rates through (forward starting) floating-to-fixed Swap
Optimize capital structure
Sell option to convert variable rate debt to fixed rate debt
Balance financial risk
Purchase of an interest rate cap
Achieve appropriate asset/liability match
Create variable rate exposure through fixed-to-floating Swap

Authority for Entering Into Swap Agreements
The purpose of this policy is to integrate the use of Swaps into the City's overall debt management practice. The use of
Swaps will be limited to the City's outstanding debt, or executed in conjunction with to be issued debt, and do not apply
and are therefore not authorized for use in conjunction with the City's investment portfolio. Swaps will not be used for
speculation. The City's Debt Manager, in consultation with the City Treasurer and the City Controller and subject to
the approval of the City's Chief Financial Officer and/or the Chief Administrative Officer, shall be responsible for
determining if and when it is in the City's overall best financial interests to enter into a Swap or related financial
instruments covered by this policy.
In connection with the use of any Swaps, the City shall comply with all applicable laws and shall notify the State
Treasurer as required. The City must receive an opinion acceptable to the market from a nationally recognized firm
that the swap contract is a legal, valid, and binding obligation of the City and that entering into such a contract complies
with applicable provision of the City Charter and State statutes.
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Permitted Instruments
The City may utilize financial instruments that (i) lower its interest expense, (ii) manage its financial risk, or (iii)
improve its financial condition.
The City shall not use financial instruments that (i) create extraordinary leverage or financial risk, (ii) lack adequate
liquidity to terminate at market, or (iii) provide insufficient price transparency to allow reasonable valuation on an
ongoing basis.
The use of derivative financial products should produce a result not otherwise available in the cash market (i.e., lack of
advance refunding/non-callable debt), or provide a higher level of net savings compared to conventional financing
methods.
PERMITTED FINANCIAL INSTRUMENTS
The City may expressly utilize the following financial instruments, after identifying the financial objective(s) to be
realized and assessing the attendant risks:

Interest Rate Swaps including, but not limited to: Fixed-to-Floating, Floating-to Fixed, and Forward Starting
Interest Rate Exchange Agreements:
Current or forward starting floating-to-fixed rate swaps, designed to reduce a fixed interest rate below that
which would otherwise be available through the use of "traditional" fixed rate debt
Fixed-to-floating rate swaps, designed to create additional variable interest rate exposure

Rate Locks
Cash-settled forward contracts based on indices such as the MMDTM "AAA" scale

Interest Rate Caps, Floors or Collars
Financial contracts that limit or bound exposure to interest rate volatility

Options on Variable Rate Indices
Indices could include BMA, LIBOR, etc.

Options on Swaps ("Swaptions")
Methods used to control the commencement or cancellation of interest rate swaps

Basis Swaps
Floating-to-floating rate swaps using different variable-rate indices, such as a swap from the BMA index to a
percentage of LIBOR
APPROVED SWAP TRANSACTION TYPES
Swaps
Fixed-to-Floating Rate Swap (Synthetic Variable)
Fixed-to-Floating Rate Cancelable Swap (Synthetic Variable)
Floating-to-Fixed Rate Swap (Synthetic Fixed)
Floating-to-Fixed Rate Forward Swap (Bond Issue Anticipation Hedge/Synthetic Forward Refunding)
Basis Swaps (Floating-to-Floating) on Approved Indices
Swaptions
Floating-to-Fixed Rate Swaption Sale (Synthetic Forward Refunding)
Floating-to-Fixed Rate Swaption Sale (Bond Call Option Monetization)
Other Approved Swaption Purchases and Sales for Asset-Liability Management
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Rate Locks
Caps/Floors/Collars
Interest Rate Caps/Floors Embedded in Approved Swap Transactions
Purchased Caps
Purchased Floors
Purchased Collars (Buy Cap/Sell Floor)
"Exotics" (e.g., Knock-Out Options, Inflation-Indexed Swaps)
Subject to approval based on verifiable savings or achievement of risk reduction benefit targets and consistency with
policy requirements regarding price transparency and liquidity. In general, the City will seek to avoid financial
products with embedded "digital" risks.

Swap Risk Analysis
The City's Debt Manager shall evaluate all financial products with respect to the unique risks that they bear. A specific
determination must be made that the proposed or expected benefits exceed the identified risks by an adequate margin
over those available in the traditional cash market. At a minimum, the Debt Manager shall perform an evaluation of the
risks and what steps have been taken to mitigate any risks. The City may retain a swap advisor to assist in assessing
these risks. Questions that may arise include the following:

Market or interest rate risk
Does the transaction hedge or create interest rate volatility?

Tax Risk
How is the transaction or its benefits affected by a future change in federal income tax policy?

Termination Risk
Under what circumstances might the transaction be terminated? At what value?

Risk of Uncommitted Funding (Put Risk)
Does the transaction create additional financing dependent upon third party participation?

Rollover Risk
Is the term of the Swap shorter than the term of the underlying hedged debt or financial instrument?

Legal Risk
Is the transaction expressly authorized?

Counterparty Risk
What is the creditworthiness of the counterparty?

Rating Agency Risk
Is the proposed transaction consistent with the City's current ratings and ratings objectives?

Basis Risk
Do the anticipated payments the Ctiy receives match the payments it makes?

Subsequent Business Conditions
Does the transaction or its benefits depend upon the continuation, or realization, of specific industry business
conditions?

Operational Risk
Does the City have adequate systems, policies, and practices in place to monitor and manage the transaction
over its term?
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Swap Procurement and Execution
PROCUREMENT
The City will not have a fixed policy with respect to the procurement of Swaps and other financial instruments
authorized by this policy. However, the City will have a bias toward competitively bidding financial products of a
general nature that are widely available in the marketplace. On a product-by-product basis, the City will have the
authority to negotiate the procurement of financial instruments that have customized or specific attributes designed on
its behalf. The Debt Manager will be responsible for determining the method of procurement for Swaps and related
financial instruments. An independent swap advisor may be retained to assist the Debt Manager in evaluating the
proposed pricing of Swaps or related financial instruments.
SWAP EXECUTION
The Debt Manager may recommend the use of financial derivative products if they:
1.

Provide a specific benefit not otherwise available

2.

Produce greater expected interest rate savings than cash market alternatives

3.

Do not create extraordinary leverage or financial risk

4.

Result in an improved capital structure or better asset/liability match

5.

Reasonably pass the risk evaluation required by this policy

CREDIT RATING D ESIGNATIONS
For purposes of this Swap Policy, references to credit ratings will be based on those ratings issued by Moody's
Investors Service, Standard & Poor's Corporation, and Fitch Ratings. The credit ratings will reflect the designations
assigned by each of these rating agencies for comparable credits, and will be listed for each rating agency in the order
shown in the preceding sentence.

Swap Documentation
The City will use standard International Swaps and Derivatives Association ("ISDA") swap documentation including
the Schedule to the Master Agreement and a Credit Support Annex.
TERMS AND N OTIONAL AMOUNT OF SWAP AGREEMENT
The City shall determine the appropriate term for Swaps on a case-by-case basis. The slope of the swap curve, the
marginal change in swap rates from year to year along the swap curve, and the impact that the term of the Swap has on
the City's overall financial exposure shall be considered in determining the appropriate term of any Swap agreement.
In connection with the issuance or carrying of bonds, the term of the Swap agreement between the City and a qualified
swap counterparty shall not extend beyond the final maturity date of existing City debt, or in the case of a refunding
transaction, beyond the final maturity of the refunding bonds. At no time shall the total net notional amount of all
Swaps, excluding any offsetting Swaps, exceed the total amount of outstanding applicable bonds. Variable rate debt
exposure created through the use of Swaps will be consistent with the limitations set forth in the City's adopted Debt
Management Policy.
Terms and conditions of any Swap shall be negotiated by the Debt Manager in the best interests of the City subject to
the applicable legal provisions and this policy. The Swap agreements entered into between the City and each
counterparty shall include payment, term, security, collateral, default, remedy, termination, and other terms, conditions
and provisions as the Debt Manager, in consultation with City legal counsel and its swap advisor, deems necessary or
desirable.
Subject to the provisions contained herein, the City's swap documentation and terms should include the following:
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The downgrade provisions triggering termination should be bilateral
Governing law for Swaps will be New York, but should reflect Oregon authorization provisions
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The specified indebtedness related to credit events in the Master Agreement should be narrowly drafted and refer
only to specific debt
Eligible collateral should be limited to Treasuries, Federal Agencies (i.e., City-approved Government Sponsored
Enterprises) and any other securities which in the City's sole discretion shall be deemed reasonable and
creditworthy
Collateral thresholds should be set on a sliding scale reflective of credit ratings
Termination value should be set by "market quotation" methodology
For counterparties below "Aa2/AA/AA", use of a credit support annex to document swap termination value
collateralization procedures
Downgrade triggers

Policy on Swap Counterparties
The City shall only do business with highly rated counterparties, and will structure swap agreements to protect itself
from credit deterioration. All Swap transactions shall contain provisions granting the City the right to optionally
terminate a swap agreement at any time over the term of the agreement. Such a provision shall be required even if any
termination is at market. In general, exercising the right to terminate an agreement should produce a benefit to the City,
either through the receipt of a payment from a termination or, if the termination payment is made by the City, in
conjunction with a conversion to a more beneficial (desirable) debt obligation of the City, as determined by the City.
GUIDELINES ON COUNTERPARTY RISK
The City should not have an immutable credit standard. However, the City shall attempt to do business with highly
rated counterparties with a rating of "Aa2/AA/AA" or better. For lower rated (below "Aa2/AA/AA") counterparties,
the City should seek credit enhancement in the form of:





Contingent swap counterparty providing support;
Collateral;
Ratings downgrade triggers; and,
Minimum rating threshold of "Baa2/BBB/BBB", below which provisions will allow an assignment or trigger an
additional termination event, with the counterparty as the affected party (i.e., the counterparty would pay market
based transaction costs).

QUALIFIED SWAP COUNTERPARTIES
The City shall be authorized to enter into interest rate swap transactions only with qualified swap counterparties. The
composition of the approved swap counterparties will change from time to time. Qualified swap counterparties must
be rated at least "Aa3/AA-/AA-", or equivalent by any two of the nationally recognized rating agencies; or have a
"Aaa/AAA/AAA" subsidiary as rated by at least one nationally recognized credit rating agency. In addition, the
counterparty must have a demonstrated record of successfully executing swap transactions as well as creating and
implementing innovative ideas in the swap market. Each counterparty shall have minimum capitalization of at least
$150 million. The City will not enter into financial products with counterparties rated below "A2/A/A" by any rating
agency.
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Limitations on Counterparty Exposure
GUIDELINES
In order to diversify the City's counterparty credit risk, and to limit the City's credit exposure to any one counterparty,
limits will be established for each counterparty based upon both the credit rating of the counterparty as well as the
relative level of risk associated with each existing and proposed swap transaction. The guidelines shown in the
following table provide general termination exposure guidelines with respect to whether the City should enter into an
additional transaction with an existing counterparty. The City may make exceptions to the guidelines at any time to the
extent that the execution of a swap achieves one or more of the goals outlined in these guidelines or provides other
benefits to the City. In general, the maximum net termination exposure to any single counterparty should be set so that
it does not exceed a prudent level as measured against the gross revenues, available assets, or other financial resources
of the City.
Such guidelines will also not mandate or otherwise force automatic termination by the City or the counterparty.
Maximum net termination exposure is not intended to impose retroactively any terms and conditions on existing
transactions. Such provisions will only act as guidelines in making a determination as to whether or not a proposed
transaction should be executed given certain levels of existing and projected net termination exposure to a specific
counterparty. Additionally, the guidelines below are not intended to require retroactively additional collateral posting
for existing transactions. Collateral posting guidelines are described in the "Collateral" section below. The calculation
of net termination exposure per counterparty will take into consideration multiple transactions, some of which may
offset the overall exposure to the City.
Under this approach, the City will set limits on individual counterparty exposure based on existing as well as new or
proposed transactions. The sum of the current market value and the projected exposure shall constitute the maximum
net termination exposure. For outstanding transactions, current exposure will be based on the market value as of the
last quarterly swap valuation report provided by the City's swap advisor. Projected exposure shall be calculated based
on the swap's potential termination value taking into account possible adverse changes in interest rates as implied by
historical or projected measures of potential rate changes applied over the remaining term of the swap. For purposes of
this calculation, the City shall include all existing and projected transactions of an individual counterparty and all
transactions will be analyzed in aggregate such that the maximum exposure will be additive.
The exposure thresholds, which will be reviewed periodically by the City to ensure that they remain appropriate, will
also be tied to credit ratings of the counterparties and whether or not collateral has been posted as shown in the table
below. If a counterparty has more than one rating, the lowest rating will govern for purposes of calculating the level of
exposure. A summary table is provided below.

Counterparty Credit Exposure Recommended Limits
Maximum
Maximum
Maximum Net
Collateralized
Uncollateralized
Termination
Credit Ratings
Exposure
Exposure
Exposure
Aaa/AAA/AAA

NA

$100.0 million

$100.0 million

Aa2/AA/AA

$75.0 million

$20.0 million

$75.0 million

Aa3/AA-/AA-

$50.0 million

None

$50.0 million

If the exposure limit is exceeded by a counterparty, the City shall conduct a review of the exposure limit per
counterparty. The City, in consultation with its bond counsel and swap advisor, shall explore remedial strategies to
mitigate this exposure. Irrespective of the guidelines set forth above, for City projects greater than $100 million, no
more than 50% will be funded by financial products backed by a single counterparty.

318

City of Portland, Oregon – FY 2006–07 Adopted Budget

City Interest Rate Exchange Agreement Policy

Benefit Expectation
Financial transactions, using Swaps or other derivative products, intended to produce the effect of a synthetic advance
refunding, must generate 25% greater savings than the benefit threshold then in effect for fixed-rate bonds as
determined by the City's Debt Manager. Such benefit threshold will be determined based on similar call features of the
structures being compared.
The higher savings target reflects the greater complexity and higher risk of derivative financial instruments.
In calculating the prospective savings against the target for implementing a fixed-to-variable swap, the cost of
remarketing, in addition to the cost of credit and liquidity fees must be added to the variable rate representing the tenyear average of comparable variable rate securities.

Termination Provisions
All swap transactions shall contain provisions granting the City the right to optionally terminate a swap agreement at
any time over the term of the agreement. In general, exercising the right to terminate an agreement produces a benefit
to the City, either through the receipt of a payment from a termination, or if the termination payment is made by the
City, in conjunction with a conversion to a more beneficial (desirable) City debt obligation, as determined by the City.

Collateral
As part of any swap agreement, the City shall require collateralization or other credit enhancements to secure any or all
swap payment obligations. As appropriate, the City, in consultation with its legal counsel and swap advisor, may
require collateral or other credit enhancements to be posted by each swap counterparty under the following
circumstances:
"Each counterparty to the City may be required to post collateral if the credit rating of the counterparty or parent falls
below the "Aa2/AA/AA" category. Additional collateral for further decreases in credit ratings of each counterparty
shall be posted by each counterparty in accordance with the provisions contained in the collateral support agreement to
each counterparty with the City.






Collateral shall be deposited with a third party trustee, or as mutually agreed upon between the City and the
counterparty.
A list of acceptable securities that may be posted as collateral and the valuation of such collateral will be
determined and mutually agreed upon during negotiation of the swap agreement with each swap counterparty.
The market value of the collateral shall be determined on at least a monthly basis.
The City shall determine the reasonable threshold limits for the initial deposit and for increments of collateral
posting thereafter.
The City shall determine on a case-by-case basis whether other forms of credit enhancement, such as swap
insurance, are more beneficial in lieu of the posting of additional collateral.

Monitoring and Reporting
At least once per year, or as requested by the City Council, the Debt Manager shall prepare a report describing the
various Swaps and financial arrangements entered into by the City pursuant to this policy that are in effect as of the
date of the report's publication. The report shall include the following information:
1.

A summary of key terms of the agreements, including notional amounts, interest rates, maturity, and method of
procurement.

2.

The marked-to-market value of each agreement.
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3.

The full name, description, and credit ratings of each counterparty or the applicable guarantor.

4.

The amounts that were required to be paid and received, and any amounts that were actually paid and received.

5.

A listing of any credit enhancement, liquidity facility, or reserves and an accounting of all costs and expenses
associated with the credit enhancement, liquidity facility, or reserves.

6.

The aggregate marked-to-market value for each counterparty and the relative exposure compared to other
counterparties.

7.

A calculation of the City's value at risk or termination values for each counterparty.

8.

A discussion of other risks associated with each transaction.

At the end of each fiscal year, the Debt Manager shall provide to the Controller all information required for financial
reporting under GASB as well as any other reporting or disclosure requirements.
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Resolution #36415

Adopt City of Portland Investment Policy (Resolution)
WHEREAS, the City of Portland is permitted under State of Oregon law to invest its funds in various classes of
securities including but not limited to: United States Government or United States Agency securities; time deposits and
bankers' acceptances of financial institutions located within Oregon; in commercial paper of financial institutions and
corporations; and in the Local Government Investment Pool; and
WHEREAS, there is a need to clearly define the criteria for operation of the City's investment portfolio; and
WHEREAS, the primary objective of the Investment Policy is to establish a conservative set of investment criteria that
will prudently protect the City's principal sums and enable the City to generate a fair rate of return; and
WHEREAS, the Public Finance and Treasury Division of the Office of Management and Finance is charged with
responsibility for managing the City's investments; and
WHEREAS, the Office of Management and Finance has developed a formal Investment Policy after seeking the advice
of the City's Investment Advisory Committee; and
WHEREAS, ORS 294.135 requires that the City of Portland adopt an Investment Policy; and
WHEREAS, when material changes are made to the Investment Policy, the City of Portland is required pursuant to
ORS 294.135 to submit the Investment Policy for review by the State of Oregon Short-Term Fund Board;
NOW, THEREFORE, BE IT RESOLVED by the Council of the City of Portland, Oregon that:
1.

The Investment Policy, attached hereto as Exhibit I, fulfills all State of Oregon, City Charter and Code mandated
requirements, and is hereby adopted as the City of Portland's Investment Policy.

2.

The City Treasurer shall submit the adopted Investment Policy to the State of Oregon Short-Term Fund Board for
their review, consistent with State of Oregon law and Oregon Short-Term Fund Board requirements.

3.

The City Treasurer shall be responsible for the implementation of the Investment Policy.

4.

Amendments to the Investment Policy must be approved by the City Council.

5.

This resolution shall remain in effect from the date of adoption unless a change is directed by Council.

BE IT FURTHER RESOLVED that the Investment Policy is Binding City Policy.

Adopted by Council, May 31, 2006
Prepared by:
Ken Rust
David Thurman
Andrew Scott
May 18, 2006
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Gary Blackmer
Auditor of the City of Portland
By
Deputy
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Exhibit I
INVESTMENT POLICY
CITY OF PORTLAND, OREGON

PURPOSE
This Policy sets forth current criteria for the operation of the investment portfolio. As economic conditions change, the
Policy may need to be amended to reflect new trends and opportunities within the framework of this Policy. It will be
recognized that the primary objective of the Investment Policy is to establish a conservative set of investment criteria
that will prudently protect the City's principal sums and enable the City to generate a fair rate of return from its
investment activities.
This Policy applies to the investment of all funds on deposit at the City of Portland Treasurer's Office, as well as all
trust funds for which the City has investment responsibility. Funds held by Trustee or Fiscal Agents are excluded, if the
City does not have explicit investment authority. Deferred Compensation funds have separate rules and are not covered
within this Policy. The estimated investments covered herein range from $400 million to $800 million.
RESPONSIBILITY
The City Treasurer will be responsible for the implementation of this Policy. In the absence of the City Treasurer, the
Chief Financial Officer (or designee) shall perform the investment duties. Any amendments to this Policy must be
approved by the City Council after seeking the advice of the Chief Financial Officer, the City Treasurer, and the City's
Investment Advisory Committee. The City Treasurer and Chief Financial Officer (or designee) in consultation with the
Investment Advisory Committee shall establish the maximum investment level with each Oregon financial institution.
The City Council will adopt a City Investment Policy annually.
TYPES OF INVESTMENT AND DIVERSIFICATION
The following types of investments will be permitted in the City's investment portfolio:


United States Treasury Debt Obligations
Maximum % of Portfolio: 100%
Maximum Maturity: 7 Years
(US Treasury Inflation Indexed Securities)10 Years



Securities held for safekeeping at the City's custodian Bank or successor
United States Agency Debt Obligations
Maximum % of Portfolio: 100%
Maximum Maturity: 2 Years
Maximum % of Portfolio Per Issuer: 100%



Securities held for safekeeping at the City's custodian Bank or successor
Repurchase Agreements Secured by United States Treasury Debt Obligations
Maximum % of Portfolio: 30%
Maximum Maturity: 30 days
Repurchase agreements with brokerage firms will only be executed with dealers from the list of
Government Security Dealers reporting to the Market Reports Division of the Federal Reserve Bank of
New York.
Repurchase agreements cannot exceed 2% of brokerage firm's liabilities.
A signed repurchase agreement will be obtained in advance of the initial execution of an investment.
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Securities which serve as collateral for repurchase agreements must be delivered to the City's Trust Account
at the City's custodian bank or successor on a delivery versus payment basis.
Only United States Treasury Securities shall be used in conjunction with the repurchase agreement and such
securities shall have a maturity of not longer than three years.



The price paid by the Treasurer for United States Treasury Securities in the repurchase agreement shall not
exceed amounts or percentages prescribed by written policy of the Oregon Investment Council or the
Oregon Short-Term Fund Board created by ORS 294.885.
Interest -Bearing Deposits in State of Oregon Financial Institutions Collateralized 25% by Securities as Required
by Oregon Revised Statutes and in Compliance With the Provisions of ORS 294.035
Maximum % of Portfolio: 50%
Maximum Maturity: 1 Year
Maximum % of Portfolio Per Issuer: 25%



Securities held in vault at the City's Treasury
Bankers' Acceptance Issued by Financial Institutions in Compliance With the Provisions of ORS 294.035
Maximum Percent of Portfolio: 50%
Maximum Maturity: 6 Months
Maximum Percent of Portfolio Per Issuer: 25%




Securities held for safekeeping at the City's custodian Bank or successor Bank
State of Oregon Local Government Investment Pool
The legal maximum as provided under ORS 294.810.
Commercial Paper Issued by United States Corporations in Compliance With the Provisions of ORS 294.035
Investment Rating: A-1, P-1
Maximum Percent of Portfolio: 25%
Maximum Maturity: 70 Days
Maximum Percent of Portfolio Per Issuer: 5%
Securities held for safekeeping through the City's custodian Bank or successor Bank

INVESTMENT DIVERSIFICATION
Diversification requirements must be met on the settlement date of an investment transaction. If due to unanticipated
cash needs, the investment in any security type or financial issuer later exceeds the limitations in this policy, the
Treasurer is responsible for bringing the investment portfolio back into compliance as soon as is practical.

DISTRIBUTION OF PORTFOLIO MATURITIES
Distribution, by maturity, of the investments is illustrated below:
Maturity

Percentage of Funds

0-2 Years

50-100%

2-10 Years

0- 50%
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This maturity structure applies to the Treasury's best estimate of the lowest cash balance that the portfolio will reach
during the next ten years. If, for example, the projected lowest cash balance is $200 million, then up to $100 million
may be invested in the two to ten year maturity range. All other funds must be invested in less than two-year maturities
and must meet the City's cash flow requirements. The City's Investment Advisory Committee will be consulted prior to
implementing a strategy of purchasing securities with maturities beyond two years. The portfolio's weighted average
maturity shall not exceed eighteen (18) months.

BROKERAGE ALLOCATION
The Treasury will maintain a current list of all brokerage firms that have been approved by the Chief Financial Officer
(or designee) to conduct investment business with the City. The Treasury will obtain a minimum of three quotes from
different brokers before it executes a government securities transaction, or purchases commercial paper issued by a
corporation outside of Oregon on the national market. The allocation of brokerage business will be based upon which
brokerage firm offers the best price to the City on each particular transaction. Where two or more brokers have offered
the same best price, allocation will go to the investment firm that has provided the best service to the City.
When purchasing bankers' acceptances or commercial paper, the Treasury will compare interest rates on similar
investments from other investment dealers. The Treasury will also determine that the rates being offered the city are
rates comparable to those available for similar investments in the national market.
When purchasing interest-bearing deposits, the Treasury will obtain interest rate offers from all Oregon financial
institutions approved to do business with the City. The interest bearing deposits will be allocated to the highest interest
rate offered the City, consistent with the maximum deposit levels set for each financial institution by the Chief
Financial Officer (or designee).

METHOD OF ACCOUNTING
The City shall comply with all required legal provisions and Generally Accepted Accounting Principles (GAAP). The
accounting principles are those contained in the pronouncements of authoritative bodies including but not necessarily
limited to, the American Institute of Certified Public Accountants (AICPA); the Financial Accounting Standards Board
(FASB); and the Government Accounting Standards Board (GASB).

REPORTING REQUIREMENTS
The City Treasurer will provide the following reports on a monthly basis to the City's Investment Advisory Committee,
the Chief Administrative Officer and the Chief Financial Officer:

A list of securities owned, with all maturities over one year priced at both cost and market value.

A list of all investment transactions showing the net gain or loss on each investment.
INTERNAL CONTROLS
The internal controls of the City of Portland's Treasury are reviewed and tested by the City's internal and external
auditors.

PERFORMANCE EVALUATION
The City's investment performance shall be reviewed monthly by the Chief Financial Officer. The City's portfolio
yield will be compared monthly to the yield of U.S. Treasury Securities with a maturity similar to the average maturity
of the City's portfolio.
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ANALYSIS OF INVESTMENT RISKS
In analyzing the City's investment portfolio, there are three areas of risk exposure that the City confronts through its
investment activities. The first risk confronting the City is interest rate risk. This risk is the uncertainty of the size of
future incomes from securities caused by fluctuations in the general level of interest rates in the capital markets.
Interest rates have fluctuated dramatically over the last ten years and, therefore, the City's Investment Policy is
designed to minimize interest rate risk. This is accomplished by limiting investments to a maximum maturity of seven
years (ten years for Treasury Inflation Indexed Securities only), and by investing to meet the City's cash flow
requirements.
The second area of risk exposure confronting the City can be termed purchasing power risk. It is predominantly the risk
associated with inflation. This risk can be defined as the uncertainty of the purchasing power of interest and principal to
be received in the future. It can be easily recognized that if the amount of income from a security in current dollars
remains unchanged over a period of time while inflation is rising, then the amount of income in constant dollars
declines and the constant value of the principal to be received also declines. The City's Investment Policy is designed
to mitigate this risk through the short-term nature of the portfolio maturity requirements as well as the ability to invest
in Treasury Inflation Indexed Securities.
The final risk is credit risk or the financial risk of not receiving principal and interest when due from an issuer. The
types of investments permitted by the Investment Policy seeks to minimize this risk by the conservative nature of the
permissible investments and by establishing safe limits on the level of investments with Oregon financial institutions
and issuers of commercial paper and monitoring their credit quality on an ongoing basis. A portfolio policy stressing a
relatively short maturity serves to additionally minimize credit risk.
Therefore, it is the conclusion that the shorter the portfolio is in terms of maturity, the less risk exposure the City faces
with regard to all three major areas of risks confronting the City's investment activities. The policy of maintaining
100% of the funds in securities maturing in seven years or less (ten years for Treasury Inflation Indexed Securities
only), provides ample flexibility to earn capital gains on the City's investments by extending funds out to longer
maturities when interest rates are falling, yet avoids the extreme amount of exposure to interest rate risk and purchasing
power risk that exists in longer-term portfolios.
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Resolution #35006

Adopt a General Fund Revenue Policy. (Resolution)
WHEREAS, increasing emphasis is being placed on support of city programs through the implementation and use of
fees, and
WHEREAS, bureaus have been encouraged to seek new and innovative means of supporting services which might
otherwise be significantly reduced or eliminated because of their relative priority in comparison to other City services
and the scarcity of General Fund discretionary resources and
WHEREAS, advancements in the use of fees and charges have been achieved in piecemeal manner and in the absence
of City-wide policy,
NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Portland, Oregon that:
1.

The General Fund Revenue Policy, attached hereto as Exhibit I, is hereby adopted as the City of Portland’s
General Fund Revenue Policy.

2.

This policy shall apply to all General Fund bureaus of the City of Portland.

3.

This policy shall apply to “non-discretionary” General Fund revenues including permits, service charges and
fees, and sales, and in some cases to contracts and interagency agreements.

4.

Bureaus regularly budgeting fee revenue are required to complete a Cost of Service Study.

5.

Revenues effected by this policy shall be dedicated to the bureaus in which they are generated.

6.

Year-end revenue shortfalls and surpluses shall be allocated to the Bureau and the General Fund budgets in
accordance with completed cost-of-service studies.

Adopted by Council, June 17, 1992
Mayor J.E. Bud Clark

Barbara Clark

SCB:jb

Auditor of the City of Portland

June 11, 1992
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EXHIBIT I
OFFICE OF FINANCE AND ADMINISTRATION
Updated June 1996
POLICY OVERVIEW
The following principles underlie the City’s General Fund Revenue Policy:






City services that provide private benefit should be paid for by fees and charges. A “private benefit” should be
viewed as one which benefits the user and whose quantity, quality, and/or number of units may be specified.
Examples would include parks usage fees, plans review fees, site rental fees, etc. These will maximize flexibility
in the use of general city taxes to meet the cost of broader public services.
All bureaus charging fees are required to complete and present for review by OF&A and subsequently for action
by Council fee studies based upon cost-of-service principles. These studies are to be updated at a minimum every
two years.
In performing fee studies and developing fee structures, bureaus shall take into account:
The degree to which a service provides a general benefit or public good in addition to the private good provided
to a specific business, property, or individual;
The economic impact of new or expanded fees, especially in terms of comparability with other
governmental jurisdictions within the metropolitan area;
The true or comprehensive cost of providing a service.



The impact of imposing or increasing the fee upon populations at risk and the achievement of other city
goals.
All fee revenues are dedicated to the bureau in which they are generated.

SCOPE OF POLICY
This Policy applies to General Fund Bureaus. Because of their financial structure, both Enterprise and Operating Funds
automatically dedicate revenues to their respective services. The methodology utilized by these funds in establishing
fees and charges will continue to be reviewed in their respective financial plans the initial step in the annual budget
process. For General Fund bureaus, all bureau-specific revenues are dedicated to the bureaus through which they are
generated. This means that bureaus are responsible for the preparation of revenue forecasts, the tracking of receipts,
and the administration of all related changes during the fiscal year. Each bureau is responsible for attaining revenue
estimates. These are reported in the quarterly budget process, and adjustments are made to appropriations accordingly.
Revenue categories covered by this policy are permits, service charges and fees, and sales. Contracts and inter-agency
agreements which result in surplus may also be included, provided that such surplus does not violate the conditions
imposed under the contract or inter-agency agreement.
Excluded are the major non-Bureau specific General Fund revenue categories of Property Taxes, Utility License Fees,
Franchise Fees, Business License Fees, Lodging Tax, Interest Earnings, Local Government Sources, and State Sources.
These resources will continue to be categorized as discretionary and be allocated to Bureaus as part of the annual
budget process. Also excluded are donations and grants.

City of Portland, Oregon – FY 2006–07 Adopted Budget

327

General Fund Revenue Policy

GUIDELINES
The following guidelines will be followed by bureaus in developing and updating fees:
Bureau Responsibilities
Each bureau which produces revenues (as identified above) is responsible for:





Preparing annual revenue estimates as part of the annual budget request. These estimates should be developed
after completion of a cost-of-service study. Annual review of fee schedules should include necessary adjustments
to cover inflation.
Monitoring actual revenue receipts throughout the fiscal year. Report on status within the quarterly budget
reports.
Adjusting budgets as necessary in response to total revenue shortfalls and surpluses occurring during the fiscal
year. These adjustments will occur in conjunction with the quarterly review process. Bureaus will need to
decrease appropriation when total Bureau specific resources are projected to be less than budgeted.

Bureau of Financial Planning Responsibilities
It is the responsibility of the Bureau of Financial Planning to work with the bureaus in developing, implementing, and
monitoring fees in the following ways:





The Bureau of Financial Planning is responsible for reviewing bureau rates and revenue estimates as well as
monitoring the receipt of bureau revenues. Variances between planned and actual revenues are reported to
Council in the quarterly budget report along with recommended actions.
All Bureau request for adjustments related to revenues will require the review of the Office of Finance and
Administration prior to Council action in accordance with procedures for the Council Calendar or quarterly
review process.
Bureau of Financial Planning staff provide assistance to bureaus in completing fee studies.

Revenue Surpluses






Current year surplus revenues above the budgeted revenue estimate shall be available to the bureau for
appropriation through the quarterly ordinance process. Additional appropriation shall be used for activities
supporting the sources generating the additional fees.
Bureaus recognizing a revenue surplus may elect to establish a reserve or “rainy day fund” with all or part of the
surplus. The bureau will develop a policy for the creation and use of the fund. Use of funds from the reserve will
be identified and justified in the quarterly or annual budget process, in accordance with the policy adopted by the
bureau. Such reserve accounts will be budgeted as special appropriations.
Year-end surpluses and shortfalls shall be treated in accordance with the ratio outlined in the bureau’s cost of
service study. In the absence of a cost of service study, the surplus shall be available or the shortfall absorbed at a
level of 50% to the bureau and 50% to the General Fund.

Revenue Shortfalls
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It is the responsibility of each bureau to achieve budgeted revenues. In the event of a projected total revenue
shortfall, the bureau is required to document other offsetting revenues, or reduce its budget within the quarterly
budget report.
Additional General Fund discretionary appropriation will not be transferred to cover revenue shortfalls without
Council authorization.
A five percent (5%) margin of error is established as acceptable for fee projection and collection. bureaus will
share any amount of surplus in the manner outlined in the section above. In the event of a shortfall, this policy
shall take effect when the shortfall exceeds 5% of the total non-discretionary revenue. In such case, the bureau
will reduce expenditures in non-discretionary funded programs by the same percentage identified in the cost of
service study, or 50-50 in the absence of a cost of service study.
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Resolution #34722

Adopt a General Reserve Use Policy. (Resolution)
WHEREAS, over the past three years, and continuing with the approved FY 1990-91 budget the City Council has
endeavored to rebuild General Fund reserves; and
WHEREAS, as a result of annual transfers and one-time unexpected revenues Council was able to achieve a five
percent General Reserve in just three years; and
WHEREAS, the Auditor’s Annual Financial Condition Report has recommended establishment to reserve levels equal
to 10 to 15 percent of annual General Fund operating revenues, and a written financial management policy that includes
policies on reserve requirement; and
WHEREAS, an increase in the City’s reserves decreases the City’s need for short-term borrowing which is an
indication of the City’s financial health; and
WHEREAS, actions taken in the FY 1990-91 Approved Budget transfer $2 million toward a second five percent
reserve; and
WHEREAS, it is important for Council to adopt a policy governing Council’s use of the General Fund Reserve Fund.
NOW THEREFORE, BE IT RESOLVED by the Council of the City of Portland, Oregon that the attached General
Fund Reserve Fund Use Policy (summarized below) be adopted:
1.

The first five percent reserve is defined as an emergency reserve available to fund one-time, emergency,
unanticipated expenditure requirements or offset unanticipated revenue fluctuations occurring within a fiscal
year.

2.

The emergency reserve will only be accessed when the result of emergency expenditures or an unexpected
revenue reduction would likely result in a negative ending balance for the General Fund.

3.

Emergency Reserve resources must begin to be restored in the fiscal year following their use. Restoration will
be consistent with the Council’s past practice of budgeting transfers totaling a minimum of $1 million dollars a
year to the General Reserve Fund.

4.

The second five percent reserve is defined as counter cyclical reserve available to either maintain General Fund
current service level programs or transition expenditure growth to match slower revenue growth during the first
18 to 24 months of a recession.

5.

The counter cyclical reserve may be used when basic revenue growth (where “basic revenue” is defined as the
sum of General Fund property tax, business license, utility license/franchise fees, cigarette and liquor taxes,
transient lodging taxes, and interest income) falls to below 5.5 percent for two consecutive quarters or the
Financial Forecast estimates basic revenue growth will be below 5.5 percent for the next fiscal year, and one or
more of the following conditions occurs in conjunction with slower revenue growth:
The Portland Metropolitan Area unemployment rate is reported above 6.5 percent for two consecutive
quarters or the Financial Forecast estimates unemployment will average in excess of 6.5 percent for the next
fiscal year.
The property tax delinquency rate exceeds 8 percent.
Actual business license year-to-year revenue growth falls below 5.5 percent for two consecutive quarters of
the Financial Forecast estimates Business License revenue growth at less than 5.5 percent for the next fiscal
year.

City of Portland, Oregon – FY 2006–07 Adopted Budget

329

General Fund Reserves Use Policy

6.

The Council should begin to restore counter cyclical reserves within 24 months of their first use.

7.

Revenue shortfalls associated with bureau service reimbursement income, contract income, or cost recovery
income may not be offset by a transfer of resources from the General Reserve Fund.

Adopted by Council, May 03, 1990

Barbara Clark

Mayor J.E. Bud Clark

Auditor of the City of Portland

April 26, 1990

By

SCB:TG:RR

Deputy

General Reserve Fund Use Policy
INTRODUCTION
Over the past three years and continuing with the proposed FY 1990-91 budget the Council, through past actions,
established the General Reserve Fund to house and clearly identify the discretionary reserve within the budget. As a
result of annual transfers and one-time unexpected revenues Council was able to achieve a five percent General
Reserve in just three years. A general fund reserve is needed for two reasons:
To insulate General Fund programs and current service levels from large and unanticipated one-time
expenditure requirements, a revenue reduction due to a change in state or federal legislation, resulting from
adverse litigation, or similar unforeseen action.
To temporarily insulate General Fund programs and current service levels from slower revenue growth that
typically occurs during an economic recession.
This reserve is not intended to be used because General Fund expenditure growth exceeds normal revenue growth.
The level of the reserve fund is measured as a percentage of the budgeted General Fund revenues net of short-term
borrowing receipts. Analysis attached as Appendix A of the December 1989 Financial Forecast shows that a 10
percent reserve level is required.
The following paragraphs set out policy guidelines that could govern Council’s use of reserve funds.
EMERGENCY RESERVE
The Council reserves the first five percent, or one half of the overall reserve as an Emergency Reserve. The emergency
reserve is available to fund one-time emergency, unanticipated expenditure requirements or offset unanticipated
revenue fluctuations occurring within a fiscal year. The reserve avoids the need to make budget adjustments outside of
the normal budget hearing process. The Council can withdraw funds from the emergency reserve after the General
Fund’s budgeted contingency is exhausted. The emergency reserve will only be accessed when the result of emergency
expenditures or an unexpected revenue reduction would be that the General Fund would likely end the fiscal year with
a negative ending fund balance.
Revenue shortfalls associated with bureau service reimbursement income, contract income, or cost recovery revenues
may not be offset by a transfer of resources from the General Reserve Fund.
Restoration of the Emergency Reserves will begin the fiscal year following their use. Restoration will be consistent
with the Council’s past practice of budgeting transfers totaling a minimum of $1 million dollars a year to the General
Reserve Fund.
USE OF THE COUNTER CYCLICAL RESERVE
The second 5 percent of the reserve is designated as a counter cyclical. The Council will use this half of the reserve to
either maintain General Fund current service level programs or transition expenditure growth to match slower revenue
growth during the first 18- to 24 months of a recession. The counter cyclical reserve is designated for use as “bridge
financing” necessary to offset slower revenue growth during a recession.
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For purposes of this policy, slower or recessionary revenue growth triggers Council’s assessment of use of the reserve
when:
Basic revenue growth falls to below 5.5 percent for two (2) consecutive quarters or the Financial Forecast
estimates basic revenue growth will be below 5.5 percent for the next fiscal year. Basic Revenue is defined
as the sum of General Fund property tax, business license, utility license/franchise fees, cigarette and liquor
taxes, transient lodging taxes, and interest income.
In addition, one or more of the following conditions must occur in conjunction with slower basic revenue growth:
The Portland Metropolitan Area (PMSA) unemployment rate is reported above 6.5 percent for two (2)
consecutive quarters or the Financial Forecast estimates PMSA unemployment will average in excess of 6.5
percent for the next fiscal year.
The property tax delinquency rate exceeds 8 percent.
Business license year-to-year revenue growth falls below 5.5 percent for two (2) consecutive quarters or the
Financial Forecast estimates Business License revenue growth at less than 5.5 percent for the next fiscal
year.
Exhibit A summarizes these indicators on an annual fiscal year basis for the period FY 1969-70 through FY 1998-99.
Exhibit A shows that basic revenue growth below 5.5 percent occurred three times in the past two decades. Exhibit A
should not be construed to suggest that use of reserves would avoid the need to reduce expenditure growth or possibly
the absolute level of expenditures over a multi-year period.
Declines in Bureau specific cost recovery revenues, contract income, or service reimbursement income may not be
offset by transfer of counter cyclical reserve resources.
The Council should begin to restore Counter cyclical Reserves used under the guidelines within 24 months after their
first use.

Table 1: Counter Cyclical Reserves Use Indicators
Basic Revenues

PMSA Unemployment Rate

Property Tax Delinquency Rate

Business License Revenue

Fiscal Year

Growth (%)

Below 5.5%

Rate (%)

Over 6.5%

Rate (%)

Over 8.0%

Growth (%)

Below 5.0%

1971

4.9%

Below 5.5%

7.6%

Over 6.5%

8.2%

Over 8.0%

0.6%

Below 5.0%

1972

9.1%

NA

6.9%

Over 6.5%

7.1%

NA

5.4%

Below 5.0%

1973

9.3%

NA

5.6%

NA

6.8%

NA

14.9%

NA

1974

7.0%

NA

5.8%

NA

12.2%

Over 8.0%

33.4%

NA

1975

4.9%

Below 5.5%

7.8%

Over 6.5%

10.7%

Over 8.0%

-11.9%

Below 5.0%

1976

13.6%

NA

9.6%

Over 6.5%

9.7%

Over 8.0%

24.8%

NA

1977

8.5%

NA

7.7%

Over 6.5%

8.6%

Over 8.0%

42.9%

NA

1978

7.1%

NA

5.7%

NA

8.9%

Over 8.0%

10.9%

NA

1979

10.6%

NA

5.3%

NA

7.9%

NA

19.4%

NA

1980

7.1%

NA

5.7%

NA

11.7%

Over 8.0%

5.3%

Below 5.0%

1981

10.6%

NA

7.1%

Over 6.5%

5.9%

NA

4.8%

Below 5.0%

1982

2.3%

Below 5.5%

9.1%

Over 6.5%

6.7%

Over 8.0%

-10.9%

Below 5.0%

1983

-0.1%

Below 5.5%

10.4%

Over 6.5%

8.6%

Over 8.0%

-0.8%

Below 5.0%

1984

8.9%

NA

8.7%

Over 6.5%

8.3%

NA

5.4%

Below 5.0%

1985

12.1%

NA

7.6%

Over 6.5%

7.6%

NA

24.4%

NA

1986

8.5%

NA

7.4%

Over 6.5%

8.4%

NA

1.7%

Below 5.0%

1987

14.3%

NA

6.2%

NA

7.5%

NA

16.7%

NA

1988

9.2%

NA

5.0%

NA

7.1%

NA

19.3%

NA

1989

7.9%

NA

4.4%

NA

6.5%

NA

11.4%

NA

Note: “Basic Revenues” include General Fund property taxes, business licenses, utility licenses, transient lodging taxes, cigarette and liquor taxes, and
interest income revenues.
NA: Not Applicable
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Figure 1 - Basic Revenue Growth vs. 5.5%
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APPENDIX A
A DISCUSSION OF REQUIRED GENERAL FUND RESERVE LEVEL
General
The Council, at present, is operating with a goal of funding the General Reserve Fund at 5 percent of the General Fund
revenues net of short-term borrowing proceeds. As noted in the Financial Forecast, the General Reserve Fund will
probably end FY 1989-90 at or very close to the desired 5 percent goal. Table 2 shows that estimated year-end balance
in the General Reserve
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Table 2: General Reserve Fund Status
Audit
FY 1997-88

Actual
FY 1988-89

Beginning Fund Balance

$0

$1,000,000

$2,433,894

$2,434,967

Transfers-IN

$4,950,000

$1,340,283

$1,000,000

$9,667,952

Transfers-OUT

($3,950,000)

$0

$0

($4,000,000)

Interest Income

$0

$94,684

$103,017

$472,481

Ending Fund Balance

$1,000,000

$2,434,967

$3,536,911

$8,575,400

Ending Fund Balance As Percent of Net Revenues

0.623%

1.409%

2.034%

4.926%

Net Revenues

$160,591,017

$172,784,494

$173,926,367

$174,087,688

5% Reserve Level (5.000%)

$8,029,551

$8,639,225

$8,696,318

$8,704,384

Over (Under)

($7,029,551)

($6,204,258)

($5,159,407)

($128,984)

Item

Adopted Budget
FY 1989-90

Estimated Year-End
FY 1989-90

GENERAL RESERVE FUND DETAIL

(*) Total General Fund revenues less short-term borrowing proceeds

Fund will be somewhere around 4.9 percent. The forecast for the fund currently assumes that $3 million will be needed
to fund Police and Fire retirements expected to result from recent vote approval of Fire and Police, Disability and
Retirement pension reform. Another $1 million of possible expenditures, requiring a transfer from the reserve to the
General Fund, were outlined in the FY 1988-89 Fourth Quarter Report.
There are two principal reasons for building a reserve;
First, large unexpected one-time expenditures are more easily funded from a reserve. Temporary or
permanent reductions in programs are avoided. For example, the current reserve allows funding of Fire and
Police retirement related personal services expenses without disruption of General Fund programs.
Second, a “counter-cyclical” reserve is required to ameliorate the effects of an economic downturn on
General Fund revenue growth. A slower regional economy will slow revenue growth relative to expenses.
The result is a resource gap that, in the absence of a reserve, can probably only be eliminated by
expenditure reductions. In addition it should be noted that actions by the State Legislature or the Public
Utilities Commission (PUC) can also adversely affect revenue growth.
The General Reserve Fund is now at a level that allows the Council to use reserves to counteract one-time fluctuations
in revenues and expenditures or meet large unexpected one-time expenditures. The 5 percent level is not adequate to
offset the combination of slower revenue growth and fund large unexpected expenditures. That is it would not provide
any insulation against the effects of an economic downturn. The following paragraphs develop alternative estimates of
General Reserve Fund levels that would provide a reserve capable of funding extraordinary one-time expenditure
requirements and ameliorate the effects of an economic downturn, adverse legislation, or adverse PUC decisions.
Revenue History FY 1974-75 To FY 1988-89
Table 3 summarizes historical General Fund discretionary revenue growth characteristics. In table 2 revenue is
summarized for the “Big Four” revenues and “All Other” discretionary revenues. Two discretionary revenue streams
are shown in Table 2. The top line of Table 2 represents “unadjusted” discretionary revenues, i.e., total revenues less
short-term borrowing, contracts, service reimbursements, and grants and donations. The “adjusted” line, at the bottom
of Table 2 nets out Federal Revenue Sharing transfers to the General Fund, other irregular or one-time transfers, and
construction permit revenues.
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Table 3: General Fund Revenue Growth
City of Portland Characteristics, FY 1974-75 to FY 1988-89
Growth Rates (%)...............................
Item

Compound
Annual

Maximum

Minimum

General Fund Discretionary

5.5%

12.2%

0.6%

Big Four Revenue

9.2%

14.4%

2.1%

Property Taxes

811-814

7.7%

13.2%

2.4%

Transient Lodgings

821

12.0%

31.4%

-9.2%

Business Licenses

831

11.7%

42.9%

-10.9%

Utility License

832

13.3%

22.1%

2.9%

All Other Discretionary (**)

-2.8%

16.9%

-7.4%

Adjusted Discretionary (*)

8.5%

14.5%

0.0%

(*)

Net of Federal Revenue Sharing, one-time or irregular transfers and
construction permits.
(**) Average of 6 negative changes

This line more accurately reflects the General Fund’s current organizational make-up and revenue mix.
Table 3 shows that overall, General Fund discretionary revenues have at worst gone flat or grown only marginally
during the periods of slower regional growth. The compound annual growth rate over the past 15 years has been about
5.5 percent. The worst year of growth for the “unadjusted” discretionary revenue stream was apparently FY 1976-77 at
the tail end of a recession. The “adjusted” discretionary revenue stream showed no growth during FY 1982-83. A larger
Federal Revenue Sharing transfer (up $1.4 million) and other one-time transfers (up about $3.4 million) totaling an
estimated $4.8 million, allowed the City to temporarily support higher expenditure levels.
The Big Four revenues have never failed to grow and the lowest overall year-to-year growth appears to be about 2.1
percent. It is interesting to note the difference in growth characteristics. Property Taxes and Utility Franchise/License
Fees appear to have a growth floor in the 2 to 2.5 percent range. Transient Lodging and Business License Taxes both
declined during the last recession. Transient Lodging taxes declined by about 9 percent between FY 1979-80 and FY
1980-81 (at $10.03 million) and did not reach a new high until FY 1984-85 (at $11.5 million). All Other discretionary
revenues appears to be more volatile but the long run trend appears to be downward. This probably reflects the fact that
miscellaneous fees and charges are not indexed to a price index and are not regularly reviewed to reflect rising costs.
Alternative Reserve Level Calculations
Table 3 seems to show that during an economic downturn revenue growth will at best slow considerably. How much
depends on the nature, severity, timing, and length of the downturn. Tables 4 and 5 use the information above and other
Financial Forecast information to develop three cases or alternative reserve level calculations.
CASE 1
Case 1 uses the Lower Bound revenue forecast shown in Figures 4 and 5 of the Financial Forecast.
The onset of an economic downturn during late FY 1989-90 creates an estimated gap, during FY 1990-91 of about $2.8
million between expenditures and revenues. During the second year (FY 1991-92) the estimated gap widens to $5.6
million. Creation of a reserve large enough to get through the first year translates into a General Reserve Fund totaling
about $11.5 million. This would be composed of a 5 percent element for unexpected expenses plus a $2.8 million
counter-cyclical element. This works out to a total reserve level that is 6.6 percent of Net Revenues as defined above.
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Adding the insurance of a second year raises the required reserve level to about $17.1 million. This works out to a total
reserve level of just under 10 percent. A conservative approach argues for the 10 percent level The reason for this is
timing. A recession is likely to result in slower revenue growth during or within a fiscal year. This requires some initial
use of the counter cyclical reserve element to get through a part of a year. Adding the second year, really the first full
year, would give Council the opportunity to make revenue and expenditure adjustments with the implementation of a
new budget. Thus, under the two-year column in Table 3, the $8.35 million counter cyclical reserve would be used to
adjust to slower revenue growth over an 18 to 24 month period. The other reserve elements, the “unexpected expenses”
reserve would still be available for the extraordinary one-time expenditure requirements.
The “Case 1" calculations are attractive because they “fall out” of the annual Financial Forecast. This calculation can
be replicated from year to year. The major drawback associated with the approach is that it depends on a specific (DRI)
recession forecast. The specifics and details of the recession forecast that produces the lower bound revenue forecast
are different every forecast cycle. Calculations from year-to-year may result in variations in the required reserve level.

Table 4: Case 1
CASE 1
Cyclical Reserve Calculations Use Lower Bound Revenue Forecast
FY 1990-91 General Fund Net Revenues

$174,087,688

Item

Required Reserve

Unexpected Expense.(5.00%)

$8,704,384

Counter cyclical Reserve................

$9,912,685

Required Reserve Fund Level........

$18,617,070

Reserve Level Percentage..............

10.7%

CASE 2
Case 2 uses the lowest overall historical year-to-year growth rate of 0.6 percent to compute a counter cyclical reserve
element. Under this alternative the difference between the “Most Likely” forecast and lower 0.6 percent discretionary
revenue growth translates into about $7.7 million gap between revenues and expenditures. As shown at the top of table
4, the required reserve level amounts to about $16.4 million or about 9.4 percent of revenues. The counter cyclical
reserve element would total about $7.7 million. Comparison with Case 1, suggests that this would be large enough to
get through a 12 to 18 month period of slow revenue growth.
CASE 3
Case 3 uses the lowest growth rate for each major category shown in Table 2 and estimated year-end FY 1989-90
revenues to compute an overall lower bound revenue estimate for FY 1990-91. For example, Transient Lodging Taxes
are forecast to increase by about 7 percent during FY 1990-91. Table 2 shows a worst case growth of -9.2 percent. The
difference between the forecast and negative growth results in a revenue gap. Doing this for other major categories
yields an estimated shortfall of about $9.9 million. The required reserve level for this case is $18.6 million. This
equates to about 10.7 percent of forecast FY 1990-91 General Fund revenues net of short-term borrowing. A countercyclical reserve totaling $9.9 million would, judging from Case 1, probably be sufficient to offset slower revenue
growth over an 18 to 24 month period.
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Table 5: Case 2 and Case 3
CASE 2
Cyclical Reserve Calculation
Use Lowest Year-to-Year Overall Growth
Item

Required Reserve

Unexpected Expense.(5.00%)

$8,704,384

Counter cyclical Reserve................

$7,699,782

Required Reserve Fund Level........

$16,404,167

Reserve Level Percentage..............

9.4%

CASE 3
Cyclical Reserve Calculations
Use Lowest Year-to-Year Overall Growth
Item

Required Reserve

Unexpected Expense.(5.00%)

$8,704,384

Counter cyclical Reserve................

$9,912,685

Required Reserve Fund Level........

$18,617,070

Reserve Level Percentage..............

10.7%

Conclusion
The three different reserve level calculations shown above suggest that the desired General Reserve Fund level is about
10 percent of total annual General Fund Revenues net of short-term borrowing receipts. About 5 percentage points
constitutes a reserve for large unexpected one-time expenditures. An additional 5 percentage points would provide a
counter-cyclical reserve. A 10 percent General Reserve Fund level would give the Council flexibility to contend with
the combination of large one-time unexpected expenditures and slower revenue growth due to an economic downturn.
The analysis above suggests that the 5 percent counter-cyclical reserve element would provide about 12 to 24 months
of leeway in adjusting to the effects of slower revenue growth due to an economic slowdown.
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Resolution #35089

Revise Interagency Agreement Policy for the City of Portland (Resolution No. 35089)
WHEREAS, an Interagency Agreement Policy was adopted by Council (Resolution No. 34580), effective July 1, 1989
upon acknowledging the need for such a policy, consisting of a set of standards and guidelines governing the
Interagency Agreement process throughout each fiscal year.
WHEREAS, the IBIS Interagency Agreement Committee, in conjunction with the Bureau of Financial Planning,
proposes updates to the policy and revisions to the billing dispute resolution process described under Guideline V of
the City’s policy.
WHEREAS, the Council of the City of Portland acknowledges a need to revise the Interagency Agreement Policy.
NOW, THEREFORE, BE IT RESOLVED by the Council of the City of Portland, Oregon that:
1.

The Revised Interagency Agreement Policy (Exhibit I) shall be adopted by the Council and shall be in full force
and effect, beginning December 9, 1992.

2.

All Interagency Agreements entered into by bureaus/agencies of the City of Portland after December 8, 1992
shall follow the revised policy standards and guidelines set forth therein.

Adopted by the Council, Dec. 16, 1992

Barbara Clark

Mayor Bud Clark

Auditor of the City of Portland

JEC:LMS

By

December 4, 1992

Deputy

EXHIBIT I
Revised November 2, 1992
INTRODUCTION
The City of Portland has a budgeting process that establishes controls at organizational and programmatic levels called
appropriation units. These units are cost centers that collect all the appropriate costs associated with the organization or
program. Frequently, one organizational unit is better equipped either logistically or economically to provide services
that fulfills the organizational or programmatic need of another organizational unit. Due to specific funding
requirements and in order to hold managers responsible for the budgets, programs and organizations that they control,
there is a need to insure that costs are allocated among appropriate cost centers. The method of assigning these costs is
called an Interagency Agreement.
BACKGROUND
The Interagency Agreement (I/A) was first implemented by the City of Portland during FY 1974-75. In its current
form, an Interagency Agreement is akin to a contractual agreement between two city agencies/bureaus for either the
provision of services or the purchase or replacement of equipment from any of the internal service funds. The receiver
is a bureau of the City receiving specific services from another City bureau through an Interagency Agreement. The
provider is a bureau of the City which provides specific services to another bureau of the City through an Interagency
Agreement.
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In theory, the receiver agency requests a specific level of service from a provider agency. Upon reaching the tentative
agreement, the provider offers a cost estimate to the receiver. If the receiver agency is in agreement with the cost
estimate of the providers agency for the services requested, the bureau manager signs and returns the Interagency
Service Agreement (Bud 5) to the provider agency. Also, the fact that rates periodically change to reflect increased/
decreased costs in materials and labor must be taken into consideration when providers/receivers are entering into new
agreements. Bud 5's should provide a clear and detailed description of the services to be provided and received.
Further, most of the internal service funds were established by ordinance during FY 1974-75. Internal service fund
interagency are unique in that the internal service bureaus (i.e. Communications Services, Printing and Distribution
Services, Fleet Services, Insurance and Claims, Worker’s Compensation, Computer Services, Justice Center) furnish
receiver bureaus with a Bud 5 indicating the budgeted amount of service for the current fiscal year and an estimate
based on the current level of service for the subsequent fiscal year.
An internal service fund, the Intermediate Debt Service Fund, has been established for the acquisition of equipment
under the Master Lease program. This fund is managed by the Office of Finance and Administration (OF&A) and is
used to collect lease payments from bureaus financing acquisitions through this program. OF&A’s Debt Management
Division is responsible for preparing BUD 5's for bureaus acquiring equipment and/or facilities under an existing
Master Lease or the 1984 Facilities Lease Purchase.
Sometimes the receiver bureau wishes to obtain additional services or to delete existing services with the provider,
generally after consultation. When this occurs, the receiver bureau makes the necessary changes on the BUD 5 and
returns a copy to the provider bureau for its approval. After the provider bureau has agreed to these service changes and
both bureaus have signed the agreement, the receiver bureau may then include the revised figure in its budget request.
If the receiver agency does not agree with the provider agency’s cost estimate, it must resolve the disagreement with
the provider agency. In terms of the calendar for the Budget Process, a three-week turn-around is provided for the
receiver bureaus to notify the provider bureaus of any changes in service level requests.
In practice, because of the short time frame involved, the I/A process can break down due to:
1.

The lateness of the BUD 5's to the receivers,

2.

The bureaus not signing their interagency agreements,

3.

Disagreement as to the content of the agreement,

4.

Bureaus not informing each other when changes have occurred, etc.

When there are requests for new or replacement equipment from Fleet Services, Printing and Distribution and
Distribution Services, or Communication Services, the receiver agency includes only the additional rental or
replacement charges for that equipment in its interagency agreement for services. In addition, the BUD 6 Form allows
bureaus to provide a description of any equipment to be purchased and the purchase amount. This form is a Cash
Transfer (BUD 6). The cost of purchasing the equipment is also listed on the Line Item Worksheet (BUD 1), Line Item
573000 (Equipment Cash Transfers).
In summary, the Interagency Agreement (BUD 5) establishes a mutually agreed upon budget amount for anticipated
services to be provided or received. The Cash Transfer (BUD 6) establishes the amount of equipment purchases in
much the same manner.
Due to the numerous problems incurred in recent years and the ever-increasing usage of the Interagency Agreements, it
became necessary to establish formal policy citing standards and guidelines to allow for a more efficient and effective
Interagency Agreement process and to provide a method for conflict resolution. The process was first introduced in FY
1989-90.
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GUIDELINE I: FORMAT OF THE INTERAGENCY AGREEMENT
The format of a complete Interagency Agreement (I/A) will include the following:
1.

The I/A will be written, not verbal, and will be completed on the BUD 5 form provided by OF&A or its
equivalent.

2.

The I/A will reasonably define the service to be provided in quantitative terms and whenever possible, qualitative
terms.

3.

The I/A will clearly state the price and quantity or elements of the service(s) to be provided so that any necessary
amendments/adjustments may be made easily. This will also assist bureaus in reducing or increasing services to
meet their program needs. This requirement may be fulfilled by making reference to procedures manuals or an
indication that documentation is available upon request.

4.

The I/A will define the process by which amendments/adjustments may be made to the original agreement.

5.

In the case of an unanticipated mid-year amendment, the proper supporting documentation with respect to the
changes will be provided. The Interagency Service/Cash Transfer Agreement form includes columns labeled
“original”, “revised”, and “adjustment” to accommodate policy requirements.

6.

The I/A will define the billing process and schedule.

Interagency Agreements will only be accepted by the Office of Finance and Administration, Bureau of Financial
Planning, if they have been completed according to the above requirements and if they have been signed by both the
providers’ and the receiver’s authorized bureau representative, thus indicating they have entered into an agreement. If a
completed Interagency Agreement is not received by OF&A, it will not be put in the budget.
Copies of any subsequent signed I/A Change Forms to amend an agreement shall be sent to all parties involved, i.e., the
provider, receiver, budget analyst, etc.
GUIDELINE II: RATE SETTING
Brief summary of RATE METHODOLOGY -- Since there are typically no General Fund or other subsidies built in
provider budgets, Interagency providers must charge the full cost of services provided. This includes not only current
services, but also the planning for future provision of services.
Rates will be developed based on the cost-of-services data. Each service category must be identified at a level which
can be measured (in terms of cost and quantity) and, if possible, comparable to similar externally-provided services.
Cost must include both direct and indirect costs. Indirect costs may include elements of both General Fund and bureau
administrative overhead.
As a result, every rate structure must be composed of two or more elements, with the elements dependent on the type of
associated costs (fixed or variable) involved. The computation will also include direct and indirect administrative costs
which are part of the rates. Direct costs cover the supervisory functions (i.e., personnel and related materials and
supplies) directly associated with managing work production. Indirect costs include administrative support functions
like accounting, budgeting, payroll, billing, rental space, personnel and the like. These tasks are performed by a central
administrative staff within the providing bureau. (The Office of Finance and Administration is nearing the completion
of the Cost of Service Manual that describes rate setting methodologies and procedures. The anticipated distribution
date is December 1992.)
In the case of General Services, the Interagency Agreement (BUD 5) separately identifies a charge for General Fund
Overhead which has not been included as part of the service rate computations. The General Fund Overhead is a cost to
an internal service fund for certain centralized services not covered under Interagency Agreements. Services of this
kind include central accounting, treasury, purchasing, payroll, legal services and personnel. General Fund Overhead
will continue to be included, in some way, as a part of the rate computations, denoting the true cost of all services
provided to the receivers.
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The basic premise of the rate development philosophy is that the rates of Interagency providers will reflect the true cost
of operations.
Each year, prior to the development of bureau budgets and in conformance with the budget calendar, providers will
contact receiving bureaus and present estimates of service costs. This contact will include the following:
1.

Notification to receivers of any major changes in their rate methodology. Rate development by the provider
bureaus will be timed to meet the requirements of the fiscal year budget calendar considering the availability of
overhead targets and budget costs.

2.

An estimate of the service quantity and quality that is to be provided in the subsequent year.

3.

Providers will make available to receiver's information concerning the development of their interagency rates.
This includes detail concerning the methodology of rate construction and cost basis of rates. Upon request by
receiver bureaus, other providers will also make this information available.

4.

This information will provide the basis of discussions between the provider and receiver to arrive at a mutually
agreeable level of service and associated costs.

Annually, after bureau budget submission to OF&A, providers will hold work sessions with receivers to review and
explore modifications to rate methodologies for implementation in the following budget process. This rate
methodology review will involve:
1.

Notice of work sessions regarding the development of their rate methodology annually after submittal of the
budget. Any agreed upon changes in methodology will apply to the following year’s budget process.

2.

Providers must develop rates in any one of several ways consistent with the provider’s service: flat rates, fixed
plus variable rates, rates based on prior experience, etc. Whatever the methodology chosen, the objective of the
rate setting process must be a fair allocation of the provider’s costs among all receivers of a service.

GUIDELINE III: RATE APPLICATION
For each class of I/A receivers, rates will be uniformly applied. Special arrangements or any sort of exception from
standard rates or components of rates for the provision of services by provider bureaus will not be made unless
otherwise directed by Council.
GUIDELINE IV: BILLING PROCEDURES
Billing documents and supporting data will be submitted to the Accounting Division in a timely manner and in
conformance with the processing schedules set forth by the Office of Finance and Administration. There will be a full
description of the type of service provided, reference made to authorizing work order numbers, as well as a breakdown
of either the quantity and rate being charged or the actual costs being billed. Billings will indicate the period of time
during which the services were provided and the date of the billing transaction (within the current accounting period).
All billings must have an appropriate authorized signature along with the name, position and telephone number of the
person preparing the billing.
Billings for the interagency services fall into three categories: premium/dedicated/cash transfers, charges driven by
inventories, and charges based upon specific services or usage. The first category includes insurance premiums and
dedicated interagency appropriation. The second category includes billings for assigned equipment (vehicles,
telephones, radios), rent and lease financing charges. The third category covers work order charges and other variable
cost services like fuel, motor pool, and long distance. In addition, equipment cash transfers would fall into the third
category. (These examples are not exhaustive.)
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Documents submitted to record direct billings for a service, i.e., printing services, telephone service, etc., must include
the following:
1.

Description of the service which was provided

2.

The price elements of the service(s) which was (were) provided including quantity and any other direct and
indirect charges applied.

The Accounting Division of the Office of Finance and Administration will only accept and process billings which are
billed in the same FY for which the services/purchases were provided/made. Therefore, the final billing of all internal
services must be complete and submitted to the Accounting Division in time to be included in Period 13, Run 1. If
actual amounts are not known in time for Run 1, then estimates may be substituted and adjusted to actuals in
Run 2. If a receiver wants to challenge a billed amount, it must be filed and resolved prior to Run 2.
GUIDELINE V: DISPUTE RESOLUTION PROCESS
There are two separate types of dispute resolution processes:
a.

Policy disputes - including rate methodology; and,

b.

Billing disputes - involving the application of set rates, and/or serving provision within an existing
Interagency Agreement.

In both cases, parties are encouraged to resolve dispute between themselves. However, experience has shown the need
for a dispute resolution process.
A. Policy Dispute Resolution
In cases of disputes relating to policy issues such as rate methodology, either party may submit issues to the
Interagency Review Board (IARB), comprised of non-involved Bureau Managers appointed by the OF&A Director on
a case-by-case basis for resolution. The IARB will issue a report of its finding and recommendations. Parties to the
dispute will have ten (10) days to accept its recommendations. If not, the report and issues will be placed on the
Council agenda for final resolution.
B. Billing Dispute Resolution
In the case of billing disputes, the following procedure will be utilized:
Step 1 - Receiver Agency:
1.

Formally objects to billing in dispute by writing to provider describing the billings and why receiver believes they
are incorrect.

Step II - Provider Agency:
1.

Receives written description of disputed billings from receiver. Provider and receiver agencies then have 20
working days to resolve the dispute. To the degree the dispute is resolved in the receiver’s favor, provider will
return the cash plus interest.

Step III - Provider and Receiver Agencies:
1.

If the dispute is not resolved within 20 working days as noted above, provider and receiver shall submit written
justification for their positions to the Office of Finance and Administration in conformance with the following
process:
a.

Position papers must be submitted within 10 working days which clearly:
Defines the dispute
Provides relevant information in support of the Bureau’s position.
States the steps that were taken in an attempt to resolve the disputed issues.
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Step IV - Office of Finance and Administration:
1.

Issues a decision on the dispute within 10 working days after receiving the request. (During the budget season,
from January 1 through March 31, this 10-day period may need to be extended indefinitely, dependent upon
available staff within OF&A.) If the provider and receiver agencies do not accept the decision of OF&A, OF&A
will submit its report to the Commissioner-In-Charge of the respective bureaus, with a copy to the rest of Council.
When the dispute is finally resolved, to the degree the resolution is in the receiver’s favor, provider will make
cash restitution plus interest.

NOTE: Again, it must be determined by the Office of Finance and Administration that the bureaus in dispute have
taken all possible steps to resolve the disputed issues. Also, bureaus are encouraged to settle any and all apparent I/A
disputes prior to the beginning of the Budget Process, either by stipulation or arbitration. Arbitration prior to the
submission of the bureau’s budgets will yield a maximum level of agreement. However, once the Budget Process
begins, time for arbitration of disputes will be very, very limited, if not non-existent.
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Resolution #34847

Establish a Local Improvement District Financing Policy for evaluating, forming and financing local improvement
projects. (Resolution)
THE COUNCIL OF THE CITY OF PORTLAND FINDS THAT
1.

WHEREAS, the City of Portland forms, finances and constructs more than $1 million in voluntary local
improvement district projects, annually; and

2.

WHEREAS, the City of Portland has provided financial security for local improvement projects by pledging the
City's taxing authority; and

3.

WHEREAS, Ballot Measure 5 imposes new restrictions and conditions on the use of the City's taxing authority
by requiring City-wide voter approval of unlimited tax general obligation improvement bonds; and

4.

WHEREAS, existing local improvement district financing policies do not address the changing requirements of
Ballot Measure 5; and

5.

WHEREAS, it is critical to the long-term financial health of the City to have financial policies which protect City
resources, and provide adequate security for City bondholders; and

6.

WHEREAS, the local improvement district program is an important method for financing local transportation,
sewer, water and other capital improvements; and

7.

WHEREAS, the City's local improvement district financing policy must be responsive to the varied financial
requirements of each local improvement district; and

8.

WHEREAS, the Auditor's Office convened a Policy Committee consisting of the Auditor's Office, Office of
Transportation, Bureau of Environmental Services, Water Bureau, Office of Finance and Administration, and
Public Financial Management, the City's financial advisor; and

9.

WHEREAS, the Policy Committee reviewed the issues affecting the City's LID Program and developed
recommendations to be included in the LID Financing Policy; and

10.

WHEREAS, the Auditor's Office presented the Policy Committee recommendations to the Auditor's Office
Budget Advisory Committee on April 23, 1991, and to City Council in informal session on April 30, 1991;

NOW, THEREFORE, BE IT RESOLVED THAT
1.

The City of Portland adopts the Local Improvement District Financing Policy, as set forth in Attachment A; and

2.

The Local Improvement District Financing Policy governs all future local improvement projects, including
projects which City Council has formed by ordinance, and for which City Council has not awarded a construction
contract; and

3.

The Local Improvement District Financing Policy supplements all existing City policies related to local
improvement districts, assessments and assessment financing; and

4.

The Auditor's Office is directed to work with participants on the Policy Committee, existing advisory bodies,
property owners and other interested citizens to obtain public review and comment; and

5.

The Auditor's Office is directed to prepare City Charter and Code amendments, as needed, to codify this policy
after receiving public review and comment.
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Attachment A
City of Portland
Local Improvement District Financing Policy
A. Purpose and Intent.
The LID Financing Policy is intended to facilitate the use of the local improvement district process in a manner which
protects the City's financial condition. The Policy prescribes a process to (1) evaluate the financial feasibility of local
improvement projects, (2) measure financial risk of project default, and (3) identify sources of financial security for
long-term assessment financing. Through this process, the City will be able to make reasoned policy decisions about
the purpose of the local improvement, the responsibilities of property owners, the contributions (if any) of City
resources, and the means of responding to financial risk.
B. Findings.
1.

The City of Portland forms, finances and constructs more than $1 million in voluntary local improvement district
projects, annually.

2.

The City of Portland has provided financial security for local improvement projects by pledging the City's taxing
authority.

3.

Ballot Measure 5 imposes new restrictions and conditions on the use of the City's taxing authority by requiring
City-wide voter approval of general obligation improvement bonds.

4.

Existing local improvement district financing policies do not address the changing requirements of Ballot
Measure 5.

5.

It is critical to the long-term financial health of the City to have financial policies which protect City resources,
and provide adequate security for City bondholders.

The local improvement district program is an important method for financing local transportation, sewer, water and
other capital improvements.
The City's local improvement district financing policy must be responsive to the varied financial requirements of each
local improvement district.
C. Responsibilities.
The following general responsibilities will govern the evaluation of a proposed local improvement project prior to City
Council adoption of an ordinance to form a local improvement district:
1.

The chief petitioners shall be responsible for responding to any financial concerns or conditions raised by the City
as a result of a technical or financial evaluation of the proposed local improvement project.

2.

The lead public works bureau shall be responsible for assisting property owners with the procedures to file a
petition to form a local improvement district. To the greatest extent possible, the bureau should attempt to identify
financing issues early in the petition process, and include the Auditor's Office in a review of possible financial
options.

3.

The Auditor's Office shall be responsible for evaluating the financial feasibility and measuring the financial risk
of a proposed local improvement project based on this Policy.

344

City of Portland, Oregon – FY 2006–07 Adopted Budget

Local Improvement District Financing Policy

D. Feasibility Tests.
The City Auditor shall use the following tests when evaluating the financial feasibility of a local improvement project.
These tests, and any resulting financial security issues, shall be completed and addressed before the Auditor's Office
prepares and files an ordinance to form a local improvement district. The Auditor's Office will perform the financial
evaluation with assistance and involvement from public works bureaus, the Office of Finance and Administration, the
Portland Development Commission, petitioners and other interested parties.

Table 6:
Feasibility Test

Standard or Condition

Value to Assessment Ratio

Individual properties must have a value to assessment ratio of 2:1 or greater. Exceptions to this standard will be accepted for aberrant ratios as noted under Waiver Criteria.

Aberrant Value to Assessment
Ratio

Ratios below 2:1 will be accepted on properties representing no more than 5% of estimated assessments. No individual aberrant
property may represent more than 2% of estimated assessments. No individual aberrant property may have a ratio less than 1.5:1.

Diversity of Ownership

The City will require additional security for projects where 3 or less property owners represent more than 50% of estimated assessments.

Diversity of Development

The City may require additional security for projects involving vacant property which represents more than 25% of total assessments.

Bankruptcy

The City will require additional security for properties which are involved in a bankruptcy proceeding.

Waiver Criteria



Conditions for Developer LIDs







Project involving less than 12 properties, and for which more than 75% of assessment estimates are on residential
property.
The value to assessment and aberrant ratio standards may be waived if affected property owners file financial statements
demonstrating ability to pay assessments, and if total real market property value exceeds total taxes and assessment liens.
Publicly owned property is exempt from all feasibility tests.
The project advances expressed City goals or objectives, and adequate security is identified
by City Council.
The project is included in an urban renewal area, and is secured by the Portland Development Commission.





Developer/chief petitioner files current financial statements.
No delinquent property taxes or assessments.
Bond, letter of credit or other security equal to total project costs.

E. Improvement Bond Program Security and Structure
The City Council shall use the following security arrangements and bonding structure when approving long-term
financing of local improvement assessments. These guidelines are intended to provide adequate financial securities to
market limited general obligation improvement bonds at the lowest possible interest cost to property owners. In
addition, the guidelines set forth the order of security to be provided in the event that a property owner defaults on a
local improvement assessment loan.

Table 7:
Security or Structural Consideration

Standard or Condition

Lien Enforcement

The City shall use active collection and foreclosure practices to collect delinquent local improvement assessments.

Primary Security

The City places a municipal lien on property to secure local improvement assessments. Additional security is pledged by developers based on the value to lien ratio test of 2:1.

Secondary Security

The City shall adjust the interest rate on local improvement assessment loans to provide for insurance for improvement bonds.
The adjustment shall be determined by City Council, based on a recommendation of the Office of Finance and Administration, the
Auditor's Office and the City's financial advisor. The interest rate adjustment shall be fixed at the time the Auditor's Office sets the
permanent interest rate on assessment loans, following a bond sale. Proceeds shall be deposited in a dedicated reserve account
to be used to cover debt service payments in the event of an assessment loan default.

Ultimate Security

The General Fund shall be ultimately responsible for securing improvement bonds. In the event that a property owner default of
an assessment loan requires debt service payments beyond the coverage established in improvement bond reserve account, City
enterprise funds shall make payments on behalf of the General Fund as set forth in the bond sale ordinance. Participation by each
enterprise fund shall be proportionate based on the types of local improvement projects involved in the bond sale.
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Table 7:
Interest Rate Bump

The Auditor's Office and Office of Finance and Administration shall provide that the interest rate adjustment authorized by City
Code is sufficient to administrative costs, cash flow requirements and the reserve requirements set forth in City Code and this Policy.

Contract versus Bond Length

The City shall structure improvement bonds to mature at least 2 years following the last scheduled installment payment of an
assessment loan financed by the bond sale.

Bond Amortization Schedule

The City shall offer monthly and semi-annual installment plans for the convenience of property owners. The City shall encourage
early payoff and prepayment of assessment loans and use of 10 year loan terms wherever possible.

E. Definitions
The following definitions are used for the purposes of this Policy:
Aberrant Value: Exceptions to set criteria.
Assessment: Share of public improvement costs apportioned to LID property based on the total Actual Cost (defined
in HB 2550) less any project subsidy.
Bare Land LID: An LID which includes predominantly unimproved land.
Bond Reserve Fee: A separate fee (distinct from Financing Fees) charged to property owners to provide a separate
reserve fund as additional security for the bonds issued to finance assessment contracts.
Contingent Liability: Potential debt service payments (including unrecovered principal repayment after the
foreclosure and sale of property) to be paid if assessment payments are not made on a timely basis.
Developer LID: Local Improvement District formed to install public improvements (streets, sidewalks, lighting,
sewers, or water) before private improvements are constructed or completed.
Financing Fees: Charges to LID participants who elect to finance assessments which cover the cost incurred by the
City in the provision of such financing. These costs include, but are not limited to, fees to consultants, bond counsel,
underwriters and paying agents, and the cost of preparing and printing the official statement.
Letters of Credit: An irrevocable commitment by a credit worthy bank or financial institution to make payments upon
demand. Generally required by a developer wishing to proceed with an LID which does not conform to financial
criteria established by the City. The Letter of Credit (LC) is generally posted for the estimated total cost of the
improvements and subject to draw by the City without further approval.
Lien: Legally enforceable claim on the property second only to taxes and superior to other mortgage liens.
Property: Land, identified by a discrete tax lot number, plus any existing improvements to the land.
Property Value: Real Market Value as determined by Assessor in conformance with HB 2550 or an appraisal by a
certified (MAI) appraiser of the market value of the property as of the completion of the public improvements.
Total Liens: All taxes due (current, deferred and delinquent), existing and proposed City assessments, mortgage, and
any other legal claim on the property, regardless of lien position.
Value to Lien Ratio: The value of the property, less any taxes or co-equal liens, compared to the estimated LID
assessment.
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