DRAFT: October 21, 2020

DEL PUERTO WATER DISTRICT V‘
POLICY FOR DEBT MANAGEMENT

Section 1. Introduction

Purpose and Overview

This Debt Management Policy (the “Policy”) establishes policies and procedures for the issuance
and management of bonds, notes, installment purchase agreement to support certificates of
participation, lines of credit, commercial paper, and other forms of indebtedness (“Debt”) of Del
Puerto Water District (the “District”). The purpose of the Policy is to identify Debt policy
objectives, improve the quality of decision making processes, provide a basis for the
determination of the appropriate structures, diversify the District’s Debt portfolio (to the extent
such is cost effective) to support its financial needs and to demonstrate a commitment to best
practices in municipal debt management planning and execution.

The Board of Directors of the District (the “Board”) may, in its sole discretion, approve Debt that
deviates from this Policy, upon the recommendation of management after consultation with the
District’s Municipal Advisor. The failure of the District to comply with any provision of this
Policy shall not affect the authorization or the validity or enforceability of any Debt that is
otherwise issued in accordance with law. The District shall conduct an annual review and
evaluation of the Policy. As appropriate, the District shall amend the Policy to be consistent with
changes in the federal and state securities laws, pronouncements, rules, and regulations of the
Internal Revenue Service (“IRS™), the Municipal Securities Rulemaking Board (“*MSRB™), the
Securities and Exchange Commission (“SEC™), the Settlement Agreement between the District
and the SEC (the “SEC Settlement Agreement™) and such other matters as the General Manager,
or assigned designee deems necessary or desirable.

The District’s overarching goal in issuing Debt is to respond to, and provide for the funding of
capital projects and other financing needs of the District and its member agencies while ensuring

that Debt is issued and managed prudently. Further, it is the intent of the policy to maintain a
sound financial position.

The District believes that Debt can provide an equitable means of financing projects if (i) it
meets the intent of equitable treatment of all District member agencies and operation and
maintenance (“O&M”) rate payers; (ii) it provides for an effective means of paying for assets
over their useful lives in lieu of paying for the assets over a much shorter period with cash and
thereby avoiding sharp spikes in water users’ O&M rates, or charges paid by member agency
land owners (the concept of intergenerational equity); (iii) it is fiscally prudent, responsible, and

diligent under the prevailing economic conditions; and (iv) if there are other important policy
reasons therefor.

The Board may waive any of the provisions of this Policy.

Purpose for Borrowing

The District shall issue debt solely for the purpose of financing the cost of adding to or making




improvements to the District’s facilities, including Bureau of Reclamation facilities or other state
or federal facilities used to provide water to the District or its landowners, land acquisition, the
acquisition of long-term water supplies, capacity in water supply, other improvements in
accordance with the District’s Capital Improvement Program (“CIP”), including costs of
environmental review, design, acquisition, and/or construction of new facilities, or other Board-
approved programs or for the refunding of prior debt.

The District may issue interim debt (such debt that the District expects to have outstanding
temporarily until longer term financing may be issued), short term debt (such debt that has a final
maturity of not more than five years from its date of issuance) and long-term debt (such debt that
has a final maturity of more than five years from its date of igsuance). The District will not issue
Debt to fund improvements or to acquire capital assets without express approval of the Board.
The District shall issue Debt only as provided for in thi:

Roles and Responsibilities

The General Manager has authority and primary responsibility for™

ebt management, The
General Manager shall: i

. Provide for the issuance of District:debt at the lowest ‘cost, commensurate with risk;

. Momtor the avzulable debt capduty f thé Dlstrlct

Board all recommendaﬁons to issue debt in accordance with the Policy;
y. 2 Contlnumg Rlsclosure Certlﬁcate dlstrlbute on a timely bas1s to appropnate

stribution of pertinent information to the rating agencics; and
t fiscal practices. ‘

Internal Controls

In order to comply with CDIAC rules and regulations promulgated pursuant to SB 1029 the
following internal controls shall be followed:

The General Manager and the District’s designated project manager for the project shall share
responsibility to assure that disbursements are made only after each request for disbursement is
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substantiated with appropriate invoices, requisitions and other supporting documentation. Each
of the aforementioned shall thoroughly review any request for disbursement and may request
further documentation as may be deemed appropriate.

Proceeds of any debt shall be managed and accounted for in accordance with its governing
documents and this Policy. No disbursements shall be made without the written approva) of the
General Manager. All draw requests shall be provided to the District by the designated project
manager for the project with the consent of the General Manager. Approval shall only be
provided when the General Manager is in receipt of all appropriate certifications with supporting

invoices from suppliers and or contractors evidencing appropriate expenses in connection with
the project.

The District shall also comply with Government Co
good faith estimates in a public meeting prior to th

0. 5852, 1 by disclosing specified
Section 1I.  Legal Governing Principles
In the issuance and management of debt, the Dis
conditions imposed by federal, state and local 1
governing documents and certain dé]

Governing Law

Federal Tax Law Th

ate activi ¥y tests, review of ehglble prolects

spend-down tests, and atbi In the discretion of the Board, taxable debt

may be issued,-however,

(the “Debt Governing Do¢

s1its™). The District shall comply with all limitations imposed under
the Debt Governing Docu

ts, so long as such are in full force and effect.

Permitted Debt by Type

The District may legally issue both short-term and long-term debt, using the debt instruments
described below. The General Manager, in consultation with the District’s Bond Counsel and
Municipal Advisor shall determine the most appropriate instrument for a proposed bond sale,
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JPA Revenue Bonds — The District would typically finance through the issuance of District
revenue bonds or notes. These District bonds or notes would be secured by the general revenues
of the District or payments received from landowners and others under activity agreements or
other agreements.

Certificates of Participation — As an alternative, Certificates of Participation (“COP”) provide
debt financing through a lease, installment sale agreement or contract of indebtedness which are
payable from net revenues, under the terms and conditions specified in the related governing
documents.

ess secured by revenues. The
ears from the date of issuance,

Revenue Notes — The District may issue short-term inde ;
revenue notes will have a final maturity not exceeding. {1’
unless expressly approved by the Board of Directors.

Refunding Revenue Bonds — The District is a_uthorved to issue refunding revenue bonds to
refund outstanding District indebtedness purs aiit to the State California local agency
refunding revenue bond law (Articles 10 and Il of Chdpter 3 of Part | of:Division 2 of Title 5 of
the Government Code of the State of California).

Lines of Credit - The District miz
financial institutions providing for a '§
for capital needs.

Paper Program™). A Comrhefc
may be 1ssued from tlme to tlme t pr0v1de ﬁ 1

s - In the event the District chooses to proceed with a bank
facility, or private pl ny form of Debt from a non-governmental entity, the District
may issue & request
request for bids shall in¢ a description of the project and terms and conditions of the
financing in accordance with prudent financial and industry standards. In awarding any Debt to a
bank, or other financial institution, the District may consider interest rates, other fees, proposed
terms and conditions, the experience of various banks as well as the ability of the proposed bank
to close the transaction in a timely manner. The District will evaluate such loans on a case-by-

case basis.

Government Sponsored Direct Loans - The District may enter into loan agreements with
federal or state agencies. The District will evaluate such loans on a case-by-case basis. Prior to
entering into such loan, the District may consider alternative forms of Debt, interest rates, other
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fees, proposed terms and conditions, the history of completing such loans by the federal or state
agency, the availability of likelihood of obtaining funding and the ability of the proposed
government agency to close the transaction in a timely manner.

Other Obligations - There may be special circumstances when other forms of financing are
appropriately utilized by the District, The District will evaluate such proposed transactions on a
case-by-case basis. Such other forms include, but are not limited to, grant anticipation notes and
judgment or settlement obligation bonds,

Ethical Standards Governing Conduct

District Directors, District staff, and District consulta
shall adhere to standards of conduct as stipulated

applicable. All debt financing participants shall maj
conduct at all times, in accordance with:

rvice providers, and underwriters
lifornia Political Reform Act, as

«  MSRB Rules, including Rule G-37, shall be-fo
+  Debt financing participants will assist the D

as defined in this Policy; and
All debt financing participants !

ate the iﬁ’%ﬁ\act of capital program spending,
n its financial condition.

ee the ongoing maintenance of quantitative
ollowing:

» Historic and projectc
Fund, Special Revesite Fu
Reserve Funds, if any;

« Historic and projected debt service coverage, if applicable;

o Projected revenue requirements; and

* Projected rates and charges.

lances, including the Enterprise Fund, General Membership
rivate Purpose Trust Funds, Agency Funds, and Debt Service

Section IV.  Tramsaction-Specific Policies

Method of Sale for Publicly Offered Debt
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Unless otherwise authorized by the Board, and because of the complexity of the District’s credit,
the issuance and sale of all District debt shall generally be achieved through a negotiated process.
Unless otherwise justified and deemed necessary upon the recommendation of the General
Manager, after consultation with the Municipal Advisor, the District will utilize a request for
proposal process to select an underwriter, or underwriters, in connection with the sale of publicly
offered Debt.

Competitive Bid Method — Upon Board approval, at the recommendation of the Director
Finance and Administration, after consultation with the Municipal Advisor, the District shall sell
debt on a competitive basis. Such bids may take the form of:hand- delivered or electronically
transmitted offers to purchase the bonds. District debt issued:oma competitive bid basis will be
sold to the bidder proposing the lowest true interest cost tor istrict provided the bid conforms
to the official notice of sale.

le, for the sale of debt by
st rates, credit facilities,

Negotiated Bid Method — A negotiated bond’ _
negotiating the terms and conditions of the sa cluding price, inté
underwriter or remarketing fees, and takedown:{The Board will provui 3y Resolution specific
parameters (not-to-exceed amounts for prin :pal true :vinterest costiand underwriting
compensation) for the pre-approval.of the ncgotlated of debt. The final terms of the
negotiated bond issue will be reporte the Board upon: mpletlon of the transdction.

sue will prov

[f bonds are sold on a negotiated basis, thi negotlatlons of 1erms and conditions shall include, but
not be llrmted to, prlces interest rates underwrltmg or rema;lik- t1ng fees and underwriting

allocation of' o
participation, a
marketplace for cornp' ble issueis.

The District shall, with sistance of its Municipal Advisor, oversee the bond allocation
process. The bond allocation process shall be managed by the lead underwriter, with the
following requirements:

» The bonds are allocated fairly among members of the underwriter(s), consistent with the
previously negotiated terms and conditions;

e The allocation process complies with all MSRB regulations governing order priorities and
allocations;

» The lead underwriter shall submit to the General Manager a complete and timely account of
all orders, allocations, and underwriting activities with the investor names identified as
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appropriate,

The General Manager shall require a post-sale analysis and reporting for each negotiated bond
sale. The Municipal Advisor or the lead underwriter may perform such analysis. A post-sale
analysis will include, but not be limited to:

e Summary of the pricing, including copies of the actual pricing wires;

» Results of comparable bond sales in the market at the time of the District’s pricing;
¢ Detailed information on orders and allocation of bonds, by underwriting firm;

» Detailed information on final designations earned by each underwriter; and

¢ Summary of total compensation received by each underw:

Structural Elements

pproved by the Bo:

of the General Manager after consultation withithe Municipal Advis

final maturity of fixed rate debt should be no 1

pital assets being financed, relative
to-year differential in interest rates.
longer than 50 years unless
he General Manager after

The District may not issue taxable det
expressly approved by :
consultation with the M:

Maturity Structure 'l st include serial and term bonds, Other

maturity structures ma 1side ifzthey are consistent with prudent financial
management:practices.

institutions and other alternative variable rate and market access products as well as traditional
variable rate demand obligations backed by bank liquidity facilities and unhedged floating rate
debt. Prior to the issuance of variable rate debt, the savings and other possible advantages and
disadvantages compared to a fixed rate borrowing shall be evaluated and a comparative analysis
presented to the Board. Issuance of variable rate debt may be approved by the Board at the
recommendation of the General Manager after consultation with the Municipal Advisor and
Bond Counsel. Unless expressly approved by the Board, the District will not have, as of the date
of issuance of any variable rate debt, a percentage of variable rate debt outstanding greater than
20% of the total principal amount of all debt outstanding.
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Debt Service Structure — Debt service may be structured primarily on an approximate level
(combined annual principal and interest) basis. Certain individual Debt issues, such as refunding
Debt, or Debt issued to achieve a specific policy objective, may have debt service that is not
level. However, on an aggregate basis, debt service should be structured primarily on a level
basis.

Redemption Features — In order to preserve flexibility and refinancing opportunities, District
debt will generally be issued with call provisions. Upon approval by the Board, the District may
issue Debt with calls that are shorter than traditional and/or nonscallable debt when warranted by
market conditions and opportunities. For each transaction;¥the District will evaluate the
efficiency of call provision alternatives.

dit enhancement for a sale of
Advisor and the lead

’s financial intere;

underwriter, determines that to do so is in the B

Debt Service Reserve Funds — The District mdy:prowdc for.debt service 1 ¢ funds to secure
District debt when necessary and recommended by the G 'Manager in consultatlon with the
Municipal Advisor and the lead underwrlter

Section V., Communication and Di_s.“closu‘i? :

Rating Agencies

dvisor, maysecure one or more credit ratings
ajor natlona,lly recognized stanstlcal ratmg orgamzatlons

The District, with th
on all Debt from any
provided it.i
received .t

Full disclosure on an annua basis of the financial condition of the District; which can be

ding the ra ng agencies then current rating on any debt of the District with
the District’s aud1ted financial statements and continuing disclosure filings.

¢ Upon request of a ratlng‘ ’agency or when in the _}udgment of the General Manager as
appropriate, a formal presentation, to the rating agencies, covering economic, financial,
operational, and other issues that impact the District’s credit;

» Timely disclosure of major financial events that impact the District’s credit;

¢ Timely dissemination of the Financial Statements, following its acceptance by the District’s
Board; and

¢ Full and timely distribution of any documents pertaining to the sale of bonds.

Section VI.  Refunding Policies
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The General Manager, with the assistance of the Municipal Advisor shall evaluate refinancing
Debt to maximize savings and minimize the cost of funds as market opportunities arise. A net
present value analysis will be prepared that identifies the economic effects of any refunding to be
proposed to the Board. The District shall target a 3% net present value savings for current and
5% for advanced refunding transactions. Upon the advice of the General Manager, with the
assistance of the Municipal Advisor and Bond Counsel, the District will consider undertaking
refunding for other than economic purposes, such as to restructure debt, change the type of debt

instruments being used, or to retire a bond issue and indenture in order to remove undesirable
covenants.

Coupon on Refunded Bond — The General Manager ma
coupon on the refunded bond is significantly higher or loy
bond coupons of approximately five percent.

nto consideration whether the
han the most common outstanding

General Interest Rate Environment — The
whether the available refunding bond interest
long-term averages of historical rates.

outlook for future interest rates, as
forward rates, or other sources.

nsideration the amount of time between the
. date of the debt to be refunded.

mply with all applicable Federal, State, and contractual
) nvestment of Debt proceeds. This includes compliance with
restrictions on the types stment securities allowed, restrictions on the allowable yield of
some invested funds, as well as restrictions on the period over which some bond proceeds may
be invested. To the extent that a bond issue is credit enhanced, the District shall adhere to the
investment guidelines of the credit enhancement provider. Funds generated from the sale of land
shall be used in accordance with the applicable bond covenants and documents. Bond counsel

will be consulted to provide legal advice regarding the use of proceeds from the sale of District
lands purchased with bond debt.

Requirements of Debt Governing Documents — The District will comply with all terms and
conditions of the appropriate legal documents related to each series of debt; including, but not
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limited to Permitted Investments in the Indenture.

Section VIII. Creation and Maintenance of Funds

The District maintains several different funds integral to the long-range financial planning
process. Each of these funds is held for a specific purpose and can generally be categorized as
cither a proprictary, governmental, or fiduciary fund. The District will comply with all

requirements and limitations created under its Debt Governing Documents.

Section IX.  Post-Issuance Compliance

Tax Compliance /Arbitrage Liability Management

The District shall minimize the cost of arbltrages? wyield restrictions while strictly
complying with tax law. Because of the complexity of arbitragé-rebate regulations and the
severity of non-compliance penalties, the Districtishall solicit the advice of Bond Counsel, Tax
Counsel, and other qualified experts about arbitrage rebate calculations. The District shall
contract with a qualified third-party for preparation of the arbitrage rebate calculation.

“expenditure of borid proceeds and
hdll be tracked in the ﬁnancial

The District shall maintain an intert j
investment earnings. The expendit

f any Continuing Disclosure Certificate
led. Annual information provided by the
-any District Official Statement at the time of

State Informat1onDep031tory ( D) if one exists. In addition to annual disclosure, to the extent
required by the Cont uing Disclosure Certificate the District shall provide ongoing information
about certain enumerat s defined by regulation, (“Material Events”) to the NRMSIRs
and to the SID.

The District may engage a firm to assist it in ensuring timely completion and filing of annual
reports and in identifying, and making timely filings with respect to, the occurrence of reportable
enumerated events.

Legal Covenants

The District shall comply with all covenants and conditions contained in governing law and any
legal documents entered into at the time of a bond offering, including but not limited to rate

Del Puerto Water District
Policy for Debt Management
Page 10 of 11



covenants.

State Reporting Requirements

Pursuant to Government Code section 8855(k), the District will submit annual debt transparency
reports for any debt issued on or after January 21, 2017 every year until the later date on which
the debt is no longer outstanding or the proceeds have been fully spent.

Section X.  Debt Database Management

The District shall maintain complete information on its
database program format. The information in the databas
following:

“portfolio, in a spreadsheet or
include, but not be limited to, the

e Issue Name
o Initial Issue Par Amount

» Dated Date of the Issue
Principal Maturity Amounts
Coupon Rate by Maturity
Amount QOutstanding
Call Provisions
Purpose of the Issue
Credit Enhancer, if any

=z
o3
g
a
3,
c
=
(=9
o

The District shall use the:debt database for the following purposes:
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