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• Shorter-maturity U.S. Treasury yields moved higher following the Federal Reserve’s decision to hike rates in March.

Source: Bloomberg, as of 3/31/17.
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• Treasury rates remain range-bound this quarter as long-term yields remain unchanged with future inflation expectations.

• The short end of the curve moved higher as participants priced in rate hikes in 2017.

Yield Curve History

Source: Bloomberg, as of 3/31/17.
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FLATTENING YIELD CURVE
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March 31, 2017 December 31, 2016 March 31, 2016

Maturity 3/31/16 12/31/16 3/31/17 

3-Mo. 0.20 0.50 0.75

6-Mo. 0.38 0.61 0.90

1-Yr. 0.58 0.81 1.02

2-Yr. 0.72 1.19 1.26

3-Yr. 0.85 1.45 1.49

5-Yr. 1.21 1.93 1.92

7-Yr. 1.53 2.25 2.21

10-Yr. 1.77 2.45 2.39

30-Yr. 2.61 3.07 3.01
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• Gross domestic product (GDP) increased at an annualized rate of  0.7% in the first quarter, down from the 2.1% pace of  the 

prior quarter, and below expectations of  1.0%.

• A Bloomberg survey of  economists project that GDP will increase at a rate of  2.4% for 2017. 

Source: Bloomberg, as of April 2017. SAAR is seasonally adjusted annualized rate.
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• The U.S. labor market continues to tighten, adding an average of 182k jobs per month over the past year.

• The headline unemployment rate ticked down to 4.5% in March while the U-6 rate, which includes part-time and discouraged 
workers for economic reasons, fell to 8.9%, the lowest since 2007.

• The annual growth rate of average hourly earnings—an important gauge of wage growth—averaged 2.7% over the past 12

months.

Source: Bloomberg, as of 3/31/17.
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• The core personal consumption expenditures (PCE) price index, the Fed’s preferred gauge of core inflation, ticked up during

the first quarter to 1.8% year-over-year through February, inching closer to the Fed’s 2% target.

• Investors are expecting inflation to pick up, with market expectations for inflation over the next five years recovering to levels

last seen in 2014; should President Trump realize his proposed spending policies, price pressures could increase and prompt the

Federal Reserve to raise rates faster.
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• After multiple rounds of quantitative easing, the Federal Reserve’s balance sheet has swelled from under $1 trillion to

approximately $4.5 trillion.

• March meeting highlights: “participants agreed that reductions in the Federal Reserve’s securities holdings should be gradual and

predictable, and accomplished primarily by phasing out reinvestments… Most participants anticipated that gradual increases in

the federal funds rate would continue and judged that a change to the Committee’s reinvestment policy would likely be

appropriate later this year.”
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• Market implied probabilities indicate that there is a 100% chance of the Fed raising rates at their June meeting. Additionally, 

the market has priced in a roughly 45% chance of three total rate hikes in 2017.

Source: Bloomberg and Federal Reserve.

When Will the Next Rate Hike Occur?

Meeting 5/8/2017

6/14/2017 100%

7/26/2017 93%

9/20/2017 96%
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1/31/2018 98%
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• Yields on the short end of  the curve ended the quarter higher, reflecting the rate hike, while long-term yields declined alongside

future inflation expectations.

• Seeing that investors had become a bit too complacent about the potential for near-term Fed rate hikes, which resulted in rates 
being too low in our opinion, we maintained a modestly short, more defensive posture in January and February. We took 

advantage of the higher yields by slightly extending duration just before the March 15 Fed meeting. Market yields fell after the 

meeting as the Fed’s accompanying statement implied a more gradual tightening path than anticipated.

• Federal agency yield spreads remained historically tight throughout the quarter as demand continued to outpace supply. We 
evaluated agency spreads across the yield curve and took advantage of opportunities to swap out of expensive agency holdings and 
into certificates of deposit, U.S. Treasuries, and asset-backed securities with attractive yields.

• We maintained the portfolio’s corporate allocation as the sector continued to provide incremental income and benefit from 

“roll-down.” The corporate sector outperformed comparable-maturity Treasuries for the sixth straight quarter.

• We participated in a number of  new asset-backed security (ABS) issues, as AAA-rated tranches of  high quality structures continued

to offer good value. The ABS sector performed well in the quarter, adding to returns and further diversifying the portfolio.

• Although negotiable CD spreads narrowed somewhat after the March Fed rate hike, the sector continued to offer excellent

incremental yield opportunities.

FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

First Quarter 2017 Recap

2017 PFM Asset Management LLC 913



• We anticipate the Fed to remain on track to make two additional rate hikes in 2017, matching the three hikes projected for 2017

by the Federal Open Market Committee’s “dot plot.” In addition, a potential reduction in the size of  the Fed’s balance sheet later

in the year could have significant implications for the markets.

• As the market awaits clarity on policies proposed and enacted by the Trump administration, financial markets (both bonds and

equities) may become more range-bound.

• Since yields are currently stable and we expect no action at the next FOMC meeting in May, we are targeting the portfolio’s

duration to closely match that of  its benchmark. We will continue to revisit this position regularly, especially in light of  the

potential for higher yields later in the year. During periods of  rising rates, our active management approach, which seeks to

maximize long-term returns, may result in the realization of  short-term losses. This is in contrast to the gains realized over the

past several years, which resulted from generally declining rates.

• Agency yield spreads over Treasuries continue to remain historically narrow. As a result, our strategy will generally favor U.S.

Treasuries over agencies unless specific issues offer identifiable value. Supranational issues may also offer opportunities in the

space.

• Although yield spreads on corporate securities drifted wider at the end of  the first quarter, they remain near multi-year lows.

Identifying incremental return potential in the corporate bond sector requires careful relative value analysis.

• We anticipate continuing to add to ABS allocations, as the sector offers good incremental return potential.

• Yields on commercial paper and negotiable CDs continue to offer significant yield pickup relative to short-term government

securities.

• We will continue to monitor incoming economic data, Fed policy, and sector relationships to identify market opportunities. This

will include assessing the impact of  additional policies put forth by the Trump administration.

FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Current Outlook and Strategy
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Notes:

1. End of quarter trade-date market values of portfolio holdings include accrued interest.

For the Quarter Ended March 31, 2017

Sector Allocation and Compliance

2017 PFM Asset Management LLC

Security Type

Market Value as of

March 31, 20171

Percentage

of  Portfolio

% Change

vs. 12/31/16

Permitted

by Policy

In

Compliance

U.S. Treasury $3,870,195 27% +3% 100% 

Federal Agencies $1,284,809 9% -6% 100% 

Federal Agency CMOs $105,029 1% - 100% 

Commercial Paper $348,131 2% -3% 25% 

Certificate of  Deposit $3,612,980 25% +3% 30% 

Corporate Notes $4,210,442 30% - 30% 

Asset-Backed Securities $783,636 5% +3% 20% 

Money Market Fund $31,827 <1% - 20% 

Securities Sub-Total $14,247,050 100%

Accrued Interest $73,784

Total Portfolio $14,320,833

FALLBROOK PUBLIC UTILITY DISTRICT
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Snapshot

Portfolio Statistics
As of March 31, 2017

 14,161,597

 14,320,833

 14,215,222

 73,784

 31,827

 14,262,854

 1.67%

 1.64%

AA

Amortized Cost: 

Yield at Market: 

Yield at Cost: 

Effective Duration: 

Duration to Worst: 

Average Maturity: 

Average Credit: *

   Accrued Interest:

   Cash:

Par Value:

Total Market Value:

   Security Market Value:

2.58 Years

2.63 Years

2.80 Years

PFM  -

Credit Quality (S&P Ratings)

10.7%
A

7.1%
A-

4.6%
A+

2.5%
A-1

5.5%
AA-

39.3%
AA+

4.4%
AAA

6.7%
BBB+***
19.2%

Not Rated**

0%
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8%
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16%

20%

24%

28%

0 - 1 Year 1 - 2 Years 2 - 3 Years 3 - 4 Years 4 - 5 Years > 5 Years

6.6%

21.4%

24.9%
23.0%

24.0%

0.0%

Maturity Distribution

Sector Allocation

5.5%
Asset-Backed

25.4%

Certificate of
Deposit

2.5%

Commercial
Paper

29.7%
Corporate

0.7%

Federal
Agency/CMO

9.0%

Federal
Agency/GSE

27.2%
U.S. Treasury

2017 PFM Asset Management LLC

*An average of each security’s credit rating assigned a numeric value and adjusted for its relative weighting in the portfolio.
**Non-negotiable CDs are FDIC-insured and not rated by S&P. Ford ABS is not rated by S&P but is rated Aaaa by Moody's, John Deere ABS is not rated by S&P but is rated Aaa by Moody's.
***Citigroup is rated BBB+ by S&P but A by Fitch, Goldman Sachs is rated BBB+ by S&P but A3 by Moody's and A by Fitch, Morgan Stanley is rated BBB+ by S&P but A3 by Moody's and A by Fitch.
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Performance

Portfolio Performance (Total Return)

Effective

Duration
Portfolio/Benchmark 12/31/16 06/30/1603/31/17 09/30/16

Quarter Ended Annualized Return

5 Year1 Year 3 Year

FALLBROOK PUBLIC UTILITY DISTRICT  2.58  0.57% - - --0.88% 0.08% -

 -   0.54% - - --0.90% 0.05% - Net of Fees 

BofA ML 1-5 Year A Rated and Above U.S. 

Government/Corporate U.S. Issuers Only Index
 2.61  0.43% - - --1.04% -0.11% -

- 0.14% - -0.16% 0.19% -Difference (Gross)

Difference (Net)  0.11% 0.14% 0.16% - - - -

-1.2%

-1.0%

-0.8%

-0.6%

-0.4%

-0.2%

0.0%

0.2%

0.4%

0.6%

 03/31/17  09/30/16  06/30/16  1 Year  3 Year  5 Year

0.57%

-0.88%

0.08%

0.43%

-1.04%

-0.11%
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 12/31/16

FALLBROOK PUBLIC UTILITY DISTRICT BofA ML 1-5 Year A Rated and Above U.S. Government/Corporate U.S. Issuers Only Index

Portfolio performance is gross of fees unless otherwise indicated. *Fees were calculated based on average assets during the period at the contractual rate. 

2017 PFM Asset Management LLC
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Performance

Portfolio Earnings

Quarter-Ended March 31, 2017

Market Value Basis Accrual (Amortized Cost) Basis

Net Purchases/Sales

Change in Value

Interest Earned

$14,142,765.73 

$55,598.92 

$16,857.73 

$63,790.98 

$80,648.71 

$14,215,222.38 

$14,225,196.20 

$55,598.92 

($17,940.79)

$63,790.98 

$45,850.19 

$14,262,854.33 

Portfolio Earnings

Beginning Value (12/31/2016)

Ending Value (03/31/2017)

2017 PFM Asset Management LLC
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Composition

Sector Allocation
As of March 31, 2017

Market Value ($)Sector % of Portfolio % of Benchmark

 13.6% 29.7% 4,210,442Corporate
 80.9% 27.2% 3,870,195U.S. Treasury

 -  25.4% 3,612,980Certificate of Deposit
 5.5% 9.0% 1,284,809Federal Agency/GSE

 -  5.5% 783,636Asset-Backed
 -  2.5% 348,131Commercial Paper
 -  0.7% 105,029Federal Agency/CMO

 0.1% -  0Municipal

 14,215,222  100.0%  100.0%Total
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Asset-Backed Certificate of Commercial Paper Corporate Federal
Agency/CMO

Federal
Agency/GSE

Municipal U.S. Treasury

5.5%

25.4%

2.5%

29.7%

0.7%

9.0%

0.0%

27.2%

0.0% 0.0% 0.0%

13.6%

0.0%
5.5%

0.1%

80.9%

Deposit

FALLBROOK PUBLIC UTILITY DISTRICT BofA ML 1-5 Year A Rated and Above U.S. Government/Corporate U.S. 

Issuers Only Index

2017 PFM Asset Management LLC

Detail may not add to total due to rounding.
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Composition

Sector Allocation

March 31, 2017 December 31, 2016 September 30, 2016 June 30, 2016

% of TotalMV ($MM)Sector % of Total% of Total% of Total MV ($MM)MV ($MM)MV ($MM)

Corporate  4.2  29.7%  4.1  29.2%  4.2  29.3%  4.2  29.8%
U.S. Treasury  3.9  27.2%  3.5  24.4%  2.1  14.5%  2.2  15.7%
Certificate of Deposit  3.6  25.4%  3.1  22.2%  2.8  19.9%  3.1  21.8%
Federal Agency/GSE  1.3  9.0%  2.2  15.5%  3.5  24.8%  3.9  27.7%
Asset-Backed  0.8  5.5%  0.4  2.8%  0.4  2.8%  0.1  0.8%
Commercial Paper  0.3  2.5%  0.7  5.2%  1.1  8.0%  0.5  3.4%
Federal Agency/CMO  0.1  0.7%  0.1  0.7%  0.1  0.7%  0.1  0.8%

$14.2  100.0% $14.1  100.0% $14.3  100.0% $14.2  100.0%Total
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20%
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40%

50%

60%
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90%

100%

March 2017 December 2016 September 2016 June 2016

Federal Agency/CMO
Commercial Paper
Asset-Backed
Federal Agency/GSE
Certificate of Deposit
U.S. Treasury
Corporate

2017 PFM Asset Management LLC

Detail may not add to total due to rounding.
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Composition

Maturity Distribution
As of March 31, 2017
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Years
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Years
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Years

1-2

Years

0-1

Years

Yield

at MarketPortfolio/Benchmark
Average

Maturity

 1.67%  6.6%  21.4%  24.9%  23.0%  24.0%  0.0%2.80 yrsFALLBROOK PUBLIC UTILITY DISTRICT
BofA ML 1-5 Year A Rated and Above U.S. 

Government/Corporate U.S. Issuers Only Index
 1.57%  1.5%  30.8%  26.6%  20.9%  20.2%  0.0%2.81 yrs
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Composition

Issuer Distribution
As of March 31, 2017

Market Value  ($) % of  PortfolioIssuer

UNITED STATES TREASURY  3,870,195  27.2%

FANNIE MAE  854,542  6.0%

CATERPILLAR INC  569,401  4.0%

MORGAN STANLEY  566,660  4.0%

AMERICAN EXPRESS CO  529,552  3.7%

CAPTIAL ONE FINANCIAL CORP  493,849  3.5%

JP MORGAN CHASE & CO  484,932  3.4%

WELLS FARGO & COMPANY  386,952  2.7%

BANK OF NEW YORK CO INC  353,444  2.5%

APPLE INC  328,528  2.3%

CHEVRON CORP  299,012  2.1%

FREDDIE MAC  296,355  2.1%

GOLDMAN SACHS GROUP INC  289,206  2.0%

BANK OF MONTREAL  281,934  2.0%

CANADIAN IMPERIAL BANK OF COMMERCE  281,550  2.0%

NORDEA BANK AB  281,550  2.0%

MITSUBISHI UFJ FINANCIAL GROUP INC  248,956  1.8%

SYNCHRONY BANK  247,904  1.7%
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For the Quarter Ended March 31, 2017

Portfolio Composition

Market Value  ($) % of  Portfolio

FALLBROOK PUBLIC UTILITY DISTRICT 

Issuer

STATE BANK OF INDIA  247,260  1.7%

BANK OF BARODA  247,107  1.7%

FIRST RESOURCE BANK  246,451  1.7%

RONDOUT SAVINGS BANK  246,423  1.7%

CELTIC BANK  246,179  1.7%

BB&T CORPORATION  246,148  1.7%

GOLD COAST BANK  245,938  1.7%

FEDERAL HOME LOAN BANKS  238,941  1.7%

BURLINGTON NORTHERN SANTA FE  213,573  1.5%

SVENSKA HANDELSBANKEN  199,452  1.4%

TOYOTA AUTO RECEIVABLES  154,318  1.1%

CNH EQUIPMENT TRUST  150,392  1.1%

CARMAX AUTO OWNER TRUST  124,509  0.9%

CITIBANK CREDIT CARD ISSUANCE  120,191  0.9%

CIT BANK  100,282  0.7%

CITIGROUP INC  99,914  0.7%

ING GROUP NV  99,175  0.7%

FORD CREDIT AUTO OWNER TRUST  95,017  0.7%

AMERICAN HONDA FINANCE  90,221  0.6%

HYUNDAI AUTO RECEIVABLES  74,437  0.5%

JOHN DEERE OWNER TRUST  64,771  0.5%

2017 PFM Asset Management LLC
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Composition

 14,215,222  100.0%Grand Total:

2017 PFM Asset Management LLC
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Portfolio Holdings
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For the Month Ending March 31, 2017Managed Account Detail of Securities Held

Dated Date/Coupon/Maturity CUSIP Rating Rating Date Date Cost at Cost Interest Cost Value

FPUD - INVESTMENT PORTFOLIO  
Security Type/Description S&P Moody's Original YTM Accrued Amortized MarketTrade Settle

Par

Federal Agency Bond / Note

FHLB NOTES

DTD 07/08/2016 0.625% 08/07/2018

 124,051.13  124,701.78  117.19  124,556.25 08/02/1608/01/16AaaAA+ 125,000.00 3130A8PK3 0.80

FHLB NOTES

DTD 12/08/2016 1.250% 01/16/2019

 114,890.06  114,995.76  299.48  114,995.40 12/08/1612/07/16AaaAA+ 115,000.00 3130AAE46 1.25

FNMA BENCHMARK NOTE

DTD 02/23/2016 1.000% 02/26/2019

 283,137.24  284,659.19  277.08  284,495.55 04/29/1604/27/16AaaAA+ 285,000.00 3135G0J53 1.06

FHLMC REFERENCE NOTE

DTD 07/20/2016 0.875% 07/19/2019

 296,354.70  299,441.09  525.00  299,274.00 07/20/1607/19/16AaaAA+ 300,000.00 3137EAEB1 0.96

FANNIE MAE GLOBAL NOTES

DTD 10/25/2016 1.000% 10/24/2019

 251,893.34  254,335.33  1,105.00  254,224.80 10/25/1610/24/16AaaAA+ 255,000.00 3135G0R39 1.10

FNMA NOTES

DTD 02/28/2017 1.500% 02/28/2020

 214,482.50  214,866.32  277.71  214,862.40 02/28/1702/24/17AaaAA+ 215,000.00 3135G0T29 1.52

 2,601.46  1,284,808.97  1,292,999.47  1.12  1,292,408.40  1,295,000.00 Security Type Sub-Total

Corporate Note

APPLE INC GLOBAL NOTES

DTD 05/06/2014 2.100% 05/06/2019

 328,527.88  326,997.02  2,748.96  329,582.50 05/29/1405/29/14Aa1AA+ 325,000.00 037833AQ3 1.80

CHEVRON CORP NOTES

DTD 05/16/2016 1.561% 05/16/2019

 299,012.40  300,000.00  1,756.13  300,000.00 05/16/1605/09/16Aa2AA- 300,000.00 166764BH2 1.56

CITIGROUP INC CORP NOTES

DTD 06/09/2016 2.050% 06/07/2019

 99,914.30  99,961.74  649.17  99,948.00 06/09/1606/02/16Baa1BBB+ 100,000.00 172967KS9 2.07

BURLINGTON NRTH CORP

DTD 09/24/2009 4.700% 10/01/2019

 213,573.20  215,772.89  4,700.00  220,780.00 06/08/1606/03/16A3A 200,000.00 12189TBC7 1.48

CATERPILLAR FINANCIAL CORP NOTES

DTD 12/01/2014 2.250% 12/01/2019

 569,401.35  572,178.27  4,237.50  577,181.40 04/24/1504/24/15A3A 565,000.00 14912L6F3 1.76

AMERICAN HONDA FINANCE

DTD 02/16/2017 2.000% 02/14/2020

 90,221.04  89,876.90  225.00  89,872.20 02/16/1702/13/17A1A+ 90,000.00 02665WBM2 2.05

BNY MELLON (CALLABLE) CORP NOTE

DTD 02/24/2015 2.150% 02/24/2020

 353,443.55  352,096.93  777.82  352,148.30 07/07/1507/07/15A1A 352,000.00 06406HCZ0 2.14
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For the Month Ending March 31, 2017Managed Account Detail of Securities Held

Dated Date/Coupon/Maturity CUSIP Rating Rating Date Date Cost at Cost Interest Cost Value

FPUD - INVESTMENT PORTFOLIO  
Security Type/Description S&P Moody's Original YTM Accrued Amortized MarketTrade Settle

Par

Corporate Note

JP MORGAN CHASE & CO NOTES

DTD 07/22/2010 4.400% 07/22/2020

 484,931.72  485,085.36  3,837.17  493,065.30 04/29/1604/27/16A3A- 455,000.00 46625HHS2 2.31

WELLS FARGO & COMPANY NOTES

DTD 12/07/2015 2.550% 12/07/2020

 386,952.34  390,316.37  3,108.88  391,579.65 04/29/1604/27/16A2A 385,000.00 94974BGR5 2.16

MORGAN STANLEY CORP NOTES

DTD 04/21/2016 2.500% 04/21/2021

 348,110.00  351,668.86  3,888.89  352,009.00 05/13/1605/10/16A3BBB+ 350,000.00 61746BEA0 2.38

GOLDMAN SACHS GRP INC CORP NT 

(CALLABLE)

DTD 04/25/2016 2.625% 04/25/2021

 289,206.27  295,823.42  3,298.75  296,693.20 08/15/1608/10/16A3BBB+ 290,000.00 38141GVU5 2.11

AMERICAN EXPRESS CREDIT CORP NOTES

DTD 05/05/2016 2.250% 05/05/2021

 282,449.82  286,292.40  2,600.63  286,558.95 05/10/1605/05/16A2A- 285,000.00 0258M0EB1 2.13

BRANCH BANKING & TRUST CORP NOTE

DTD 05/10/2016 2.050% 05/10/2021

 246,148.00  249,863.13  2,007.29  249,835.00 05/16/1605/10/16A2A- 250,000.00 05531FAV5 2.06

MORGAN STANLEY BONDS

DTD 11/17/2016 2.625% 11/17/2021

 218,550.20  216,859.83  2,149.58  216,755.00 02/03/1702/01/17A3BBB+ 220,000.00 61746BED4 2.96

 35,985.77  4,210,442.07  4,232,793.12  2.06  4,256,008.50  4,167,000.00 Security Type Sub-Total

Commercial Paper

BANK TOKYO MITSUBISHI UFJ LTD COMM 

PAPER

DTD 02/03/2017 0.000% 08/02/2017

 248,955.50  248,863.96  0.00  248,337.50 02/03/1702/03/17P-1A-1 250,000.00 06538BV26 1.34

ING (US) FUNDING LLC COMM PAPER

DTD 02/06/2017 0.000% 11/01/2017

 99,175.20  99,144.00  0.00  98,928.00 02/06/1702/06/17P-1A-1 100,000.00 4497W0Y10 1.46

 0.00  348,130.70  348,007.96  1.37  347,265.50  350,000.00 Security Type Sub-Total

Certificate of Deposit

GOLD COAST BANK LT CD

DTD 12/30/2013 1.200% 10/30/2017

 245,937.62  245,000.00  16.11  245,000.00 12/31/1312/31/13NRNR 245,000.00 38058KCS3 1.13
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For the Month Ending March 31, 2017Managed Account Detail of Securities Held

Dated Date/Coupon/Maturity CUSIP Rating Rating Date Date Cost at Cost Interest Cost Value

FPUD - INVESTMENT PORTFOLIO  
Security Type/Description S&P Moody's Original YTM Accrued Amortized MarketTrade Settle

Par

Certificate of Deposit

CELTIC BANK LT CD

DTD 12/20/2013 1.250% 12/20/2017

 246,179.43  245,000.00  855.82  245,000.00 12/21/1312/21/13NRNR 245,000.00 15118RJL2 1.22

CIT BANK LT CD

DTD 03/13/2013 1.100% 03/13/2018

 100,281.80  100,000.00  57.26  100,000.00 03/14/1303/14/13NRNR 100,000.00 17284A6P8 1.08

RONDOUT SAVINGS BANK LT CD

DTD 01/23/2015 1.350% 07/23/2018

 246,422.72  245,000.00  616.19  245,000.00 01/24/1501/24/15NRNR 245,000.00 776322AP4 1.32

FIRST RESOURCE BANK LT CD

DTD 01/28/2015 1.300% 07/30/2018

 246,451.14  245,000.00  549.74  245,000.00 01/29/1501/29/15NRNR 245,000.00 336177AQ3 1.10

CAPTIAL ONE BANK USA NA LT CD

DTD 08/12/2015 1.700% 08/13/2018

 246,301.20  245,000.00  547.73  245,000.00 08/12/1508/12/15NRNR 245,000.00 14042E5N6 1.40

SYNCHRONY BANK LT CD

DTD 10/25/2013 2.150% 10/25/2018

 247,903.99  245,000.00  2,280.18  245,000.00 10/25/1310/25/13NRNR 245,000.00 36157QSM0 2.05

BANK OF BARODA LT CD

DTD 10/28/2013 2.050% 10/29/2018

 247,107.00  245,000.00  2,132.84  245,000.00 10/29/1310/29/13NRNR 245,000.00 0606246K4 1.96

CANADIAN IMPERIAL BANK NY CD

DTD 12/05/2016 1.760% 11/30/2018

 281,549.52  279,816.85  1,601.60  279,781.60 12/05/1612/01/16Aa3A+ 280,000.00 13606A5Z7 1.78

NORDEA BANK FINLAND NY CD

DTD 12/05/2016 1.760% 11/30/2018

 281,549.52  280,000.00  1,601.60  280,000.00 12/05/1612/01/16Aa3AA- 280,000.00 65558LWA6 1.74

STATE BANK OF INDIA LT CD

DTD 12/18/2013 2.050% 12/18/2018

 247,260.13  245,000.00  1,431.07  245,000.00 12/19/1312/19/13NRNR 245,000.00 856283VY9 1.96

SVENSKA HANDELSBANKEN NY LT CD

DTD 01/12/2017 1.890% 01/10/2019

 199,451.80  200,000.00  829.50  200,000.00 01/12/1701/10/17Aa2AA- 200,000.00 86958JHB8 1.91

BANK OF MONTREAL CHICAGO CERT DEPOS

DTD 02/09/2017 1.880% 02/07/2019

 281,934.24  280,000.00  745.73  280,000.00 02/09/1702/08/17Aa3A+ 280,000.00 06427KRC3 1.90

AMERICAN EXPRESS BK FSB LT CD

DTD 07/24/2014 2.000% 07/24/2019

 247,102.10  245,000.00  899.45  245,000.00 07/25/1407/25/14NRNR 245,000.00 02587CAJ9 1.92

CAPTIAL ONE BANK USA NA LT CD

DTD 08/12/2015 2.000% 08/12/2019

 247,548.25  245,000.00  644.38  245,000.00 08/12/1508/12/15NRNR 245,000.00 140420UE8 1.94
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For the Month Ending March 31, 2017Managed Account Detail of Securities Held

Dated Date/Coupon/Maturity CUSIP Rating Rating Date Date Cost at Cost Interest Cost Value

FPUD - INVESTMENT PORTFOLIO  
Security Type/Description S&P Moody's Original YTM Accrued Amortized MarketTrade Settle

Par

 14,809.20  3,612,980.46  3,589,816.85  1.65  3,589,781.60  3,590,000.00 Security Type Sub-Total

Asset-Backed Security / Collateralized Mortgage Obligation

CARMAX ABS 2016-3 A2

DTD 07/20/2016 1.170% 08/15/2019

 124,508.76  124,589.30  64.79  124,586.89 07/20/1607/14/16NRAAA 124,597.06 14314EAB7 1.18

TOYOTA ABS 2016-B A3

DTD 05/11/2016 1.300% 04/15/2020

 109,645.40  109,995.87  63.56  109,994.38 05/11/1605/02/16AaaAAA 110,000.00 89231UAD9 1.30

JOHN DEERE ABS 2016-B A3

DTD 07/27/2016 1.250% 06/15/2020

 34,782.67  34,997.79  19.44  34,997.21 07/27/1607/19/16AaaNR 35,000.00 47788NAC2 1.25

CNH EQUIPMENT TRUST POOL

DTD 03/22/2017 1.800% 07/15/2020

 150,392.39  149,994.26  67.50  149,994.24 03/22/1703/15/17AaaAAA 150,000.00 12636WAB2 1.80

TOYOTA ABS 2016-C A3

DTD 08/10/2016 1.140% 08/15/2020

 44,672.73  44,999.02  22.80  44,998.79 08/10/1608/01/16AaaAAA 45,000.00 89237WAD9 1.14

CCCIT 2017-A2 A2

DTD 01/26/2017 1.740% 01/17/2021

 120,190.97  120,000.00  377.00  119,977.02 01/26/1701/19/17AaaAAA 120,000.00 17305EGA7 1.75

JDOT 2017-A A3

DTD 03/02/2017 1.780% 04/15/2021

 29,988.74  29,995.85  23.73  29,995.73 03/02/1702/22/17AaaNR 30,000.00 47787XAC1 1.79

HYUNDAI AUTO RECEIVABLES TRUST

DTD 09/21/2016 1.290% 04/15/2021

 74,437.27  74,991.20  43.00  74,989.91 09/21/1609/14/16AaaAAA 75,000.00 44891EAC3 1.30

FORDO 2017-A A3

DTD 01/25/2017 1.670% 06/15/2021

 95,017.35  94,999.68  70.51  94,999.65 01/25/1701/18/17AaaNR 95,000.00 34531EAD8 1.67

 752.33  783,636.28  784,562.97  1.50  784,533.82  784,597.06 Security Type Sub-Total

 14,161,597.06  14,294,574.35  1.64  73,783.55  14,262,854.33  14,215,222.38 Managed Account Sub-Total

$14,161,597.06 $14,294,574.35 $73,783.55 $14,262,854.33 $14,215,222.38  1.64%

$14,289,005.93 

$73,783.55 

Total Investments

Accrued Interest

Securities Sub-Total
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FALLBROOK PUBLIC UTILITY DISTRICT
For the Quarter Ended March 31, 2017

Portfolio Activity

Important Disclosures

This material is based on information obtained from sources generally believed to be reliable and available to the public, however PFM Asset Management LLC 

cannot guarantee its accuracy, completeness or suitability. This material is for general information purposes only and is not intended to provide specific advice or a 

specific recommendation. All statements as to what will or may happen under certain circumstances are based on assumptions, some but not all of which are noted in 

the presentation. Assumptions may or may not be proven correct as actual events occur, and results may depend on events outside of your or our control. Changes in 

assumptions may have a material effect on results. Past performance does not necessarily reflect and is not a guaranty of future results. The information contained in 

this presentation is not an offer to purchase or sell any securities.

Dime

■ Market values which include accrued interest, are derived from closing bid prices as of the last business day of the month as supplied by Interactive Data,

Bloomberg or Telerate. Where prices are not available from generally recognized sources the securities are priced using a yield based matrix system to arrive at

an estimated market value.

■ In accordance with generally accepted accounting principles, information is presented on a trade date basis; forward settling purchases are included in the

monthly balances and forward settling sales are excluded.

■ Performance is presented in accordance with the CFA Institute’s Global Investment Performance Standards (GIPS). Unless otherwise noted, performance is

shown gross of fees. Quarterly returns are presented on an unannualized basis. Returns for periods greater than one year are presented on an annualized basis.

Past performance is not indicative of future returns.

■ Bank of America/Merrill Lynch Indices provided by Bloomberg Financial Markets.

■ Money market fund/cash balances are included in performance and duration computations.

■ Standard & Poor's is the source of the credit ratings. Distribution of credit rating is exclusive of money market fund/LGIP holdings.

■ Callable securities in portfolio are included in the maturity distribution analysis to their stated maturity date, although they may be called prior to maturity.

■ MBS maturities are represented by expected average life.

2017 PFM Asset Management LLC
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Policy Statement 
This Debt Management Policy (“Policy”) documents Fallbrook Public Utility District’s (the 
“District” or “FPUD”) goals and guidelines for the use of debt instruments for financing District 
water, wastewater and recycled water infrastructure, projects, and other financing needs.  The 
District recognizes the need to invest in ongoing capital replacement and rehabilitation of its 
facilities to ensure future viability of services, and that the appropriate use of debt can facilitate 
the timely construction of such facilities.   

The District expects to pay for infrastructure and other projects (e.g., water supply) from a 
combination of current revenues, available reserves, and prudently issued debt.  FPUD 
recognizes that debt can provide an equitable means of financing projects for its customers and 
provide access to new capital needed for infrastructure and project needs.  Debt will be used to 
meet financing needs (i) if it meets the goals of equitable treatment of all customers, both 
current and future; (ii) if it is cost-effective and fiscally prudent, responsible, and diligent under 
the prevailing economic conditions; and (iii) if there are other important policy reasons therefor.  
All District debt will be approved by the Board of Directors (“Board”). 

To achieve the highest practicable credit ratings and endorse prudent financial management, 
the District is committed to systematic capital planning, and long-term financial planning. 
Evidence of this commitment to long term capital planning is demonstrated through adoption 
and periodic adjustment of the District’s Capital Improvement Plan (CIP) identifying the benefits, 
costs and method of funding capital improvement projects over the planning horizon.   

Purpose of the Policy 
The purpose of this Policy is to establish parameters for issuing debt; provide guidance to 
decision makers with respect to options available to finance capital projects and support other 
financing needs so that the most prudent, equitable and cost effective method of financing can 
be chosen; and promote objectivity in the decision-making process. 

The District will adhere to the following legal requirements for the issuance of debt: 

• The state law which authorizes the issuance of the debt;  
• The federal and state law which govern the eligibility of the debt for tax-exempt status; 
• The federal and state law which govern the issuance of taxable debt;  
• The federal and state laws which govern disclosure, sale, and trading of the debt both 

before and subsequent to issuance; and 
• Generally Accepted Accounting Principles (GAAP). 

Purpose and Use of Debt 
The District will utilize reasonable debt financing to fund long-term improvements and thus 
ensure that existing and future users pay an equitable and fair share of capital project funding 
requirements.  Long-term improvements include the acquisition of land, facilities, infrastructure, 
and supplies of water; and enhancements or expansions to existing water, wastewater and 
recycled water capacity and facilities.  Debt can be issued to fund the planning, pre-design, 
design, land and/or easement acquisition, construction, and related fixtures, equipment and 
other costs as permitted by law.   

The District will not issue debt to cover operating needs.  
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The District may utilize short term financing (including leases) to finance certain essential 
equipment and vehicles. These assets range from service vehicles to laboratory equipment. The 
underlying asset must have a minimum useful life of one year or more. Short-term financings, 
including loans, on bill financing and capital lease purchase agreements, are executed to meet 
such needs. 

The General Manager and Administrative Services Manager/Treasurer will periodically evaluate 
the District’s existing debt and execute re-financings or prepayment (refunding) when 
economically beneficial.  A refinancing may include the issuance of bonds to refund existing 
bonds or the issuance of bonds in order to refund other obligations, such as commercial paper 
or loans.  

The General Manager and Administrative Services Manager/Treasurer shall be responsible for 
analyzing any debt financing proposal to determine if it is beneficial to the District complies with 
the District’s long-term financial planning objectives, including maintaining or improving the 
current credit ratings assigned to outstanding public debt (if applicable) by the major credit 
rating agencies.  

The proceeds of any debt obligation shall be expended only for the purpose for which it was 
authorized. Debt may only be issued upon Board authorization.  No debt shall be issued with a 
maturity date greater than the expected weighted average useful life of the facilities or 
improvements being financed. The final maturity of bonds or State Revolving Fund (SRF) loan 
debt shall be limited to 30 years after the date of issuance, unless circumstances warrant 
otherwise (e.g. Federal funding programs that offer 35-year repayment terms). 

Debt Management 
The District will provide for a periodic review of its financial performance and review its 
performance relative to the financial policies outlined herein.  These financial policies will be 
taken into account during the capital planning, budgeting, and rate setting process.  Necessary 
appropriations for annual debt service requirements will be routinely included in the District’s 
budget.  The District will maintain proactive communication with the investment community, 
including rating agencies, credit enhancers and investors, to ensure future capital market 
access at the lowest possible interest rates. 

The District’s Debt Management Policy and Investment Policy are integrated into the decision-
making framework utilized in the budgeting and capital improvement planning process.  As 
such, the following principles outline the District’s approach to debt management. 

The proceeds of the bond sales will be invested until used for the intended project(s) in order to 
maximize utilization of the public funds.  The investments will be made to obtain the highest 
level of safety.  The District’s Investment Policy and the specific bond indentures and/or loan 
agreements govern objectives and criteria for investment of bond proceeds. The Administrative 
Services Manager/Treasurer will oversee the investment of bond proceeds in a manner to 
avoid, if possible, and minimize any potential negative arbitrage over the life of the bond 
issuance, while complying with arbitrage and tax provisions.  

Proceeds from bond or other debt issuance will be deposited and recorded in separate accounts 
to ensure funds are not comingled with other forms of District cash.  The District’s trustee will 
administer the disbursement of bond proceeds pursuant to an Indenture of Trust.  Requisition 
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for the disbursement of bonds funds will be approved by the District’s General Manager or 
Administrative Services Manager/Treasurer.  The District’s Engineering Department is 
responsible for reviewing expenditures and submitting for reimbursement from the State of 
California with respect to State Revolving Fund (SRF) Loans. 

The Administrative Services Manager/Treasurer will monitor dedicated debt reserve fund 
balances and periodically review the advisability of prepayment or refunding of related debt.  
The financial advantages of a current refunding must outweigh the cost of reissuing new debt. A 
potential refunding will be assessed in combination with any new capital projects requiring 
financing, and the benefits of the refunding will be evaluated in relation to its costs and risks. 

Debt can be refunded to achieve one or more of the following objectives:  
 

• Reduce future interest costs; Restructure future debt service in response to evolving 
conditions regarding anticipated revenue sources; and  

 
• Restructure the legal requirements, termed covenants of the original issue to reflect 

more closely the changing conditions of the Agency or the type of debt.  

Debt Service Coverage Target 
The District will not engage in debt financing unless the proposed obligation, when combined 
with all existing debts, will result in acceptable debt ratios.  In determining the affordability of 
proposed revenue bonds, the District will perform an analysis comparing projected annual net 
revenues (after payment of operating and maintenance (O&M expense) to estimated annual 
debt service and estimated debt coverage ratio (DCR).  DCR is the amount of cash flow 
available to meet annual interest and principal payment on debt. 

Debt Instrument Rating 
The Administrative Services Manager/Treasurer, in consultation with a financial advisor if 
appropriate, will assess whether a credit rating should be obtained for an issuance and make a 
recommendation to the Board. If it is determined that a credit rating is desirable, the probable 
rating of the proposed debt issuance is assessed before its issuance, and necessary steps are 
taken in structuring the debt issuance to ensure that the best possible rating is achieved. 

Debt Structuring 
In structuring a debt issuance, the District will manage the amortization of debt, and to the 
extent possible, match its cash flow to the anticipated debt service payments.  The District will 
seek to structure debt with aggregate level principal and interest payments over the life of the 
borrowing.  “Backloading” of debt service will be considered only when such structuring is 
beneficial to the District’s aggregate overall debt payment schedule. 

The Administrative Services Manager/Treasurer and/or General Manager will evaluate and 
recommend to the Board the use of a call option, if any, and call protection period for each 
issuance.  A call option, or optional redemption provision, gives the District the right to prepay or 
retire debt prior to its stated maturity.  This option may permit the District to achieve interest 
savings in the future through refunding of the bonds.  Because the cost of call options can vary 
widely, depending largely on market conditions, an evaluation of factors, such as the call 
premium, time until the bonds may be called at a premium or at par, and interest rate volatility 
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will all be considered when determining the call option.  Generally, 30-year tax exempt 
municipal borrowings are structured with a 10-year call at no premium.  

Types of Allowable Debt 
There are many different types of financing instruments available to the District.  The following 
are brief summaries of the types of long and short-term debt obligations that the District may 
consider: 

Revenue Obligations/Certificates of Participation.

The District’s debt capacity will not exceed legal or contractual limitations, such as rate 
covenants or additional debt tests imposed by existing financing covenants.  Prior to the 
issuance of any new revenue obligations, the impact of debt service payments on total annual 
fixed costs will be analyzed. 

  Long-term revenue obligations / COPs 
issued through the District, a financing corporation, joint powers agency or other entity should 
be used to finance and refurbish capital facilities, projects and certain equipment where it is 
determined to be cost effective and fiscally prudent.  Long-term revenue obligations will not be 
used to fund operations of the District.  The scope, requirements, and demands of the budget, 
reserve levels, and the ability or need to expedite or maintain the programmed schedule of 
approved capital projects, will also be factors in the decision to issue long-term debt.  Revenue 
obligations / COPs will be structured to achieve the lowest possible net cost to the District given 
market conditions while balancing risks, considering the District’s CIP, and the nature and type 
of security to be provided. 

As users of the District facilities will benefit from long-term capital investments in future years, it 
is appropriate that future revenues pay a share of the costs and more closely match the term of 
repayment to the expected economic useful life of the project being financed. 

Commercial Paper.

The Administrative Services Manager/Treasurer and/or General Manager is responsible for 
implementing and managing the District’s commercial paper or similar financing program.  The 
Administrative Services Manager/Treasurer will work closely with commercial paper dealers, if 
any, to develop a marketing strategy for the initial sale and subsequent roll-over of maturing 
amounts.  

  Commercial paper and similar financing products including revolving bank 
credit agreements and letters of credit are cash management programs that the District may use 
to provide interim and long-term funding for capital expenditures that will ultimately be funded 
from another source such as a grant or long-term debt.  Such a program may be implemented 
directly by the District or through a financing corporation or other entity.  If implemented through 
a financing corporation or other entity a tax revenue anticipation note or other instrument will be 
delivered by the District as security for the program.  Periodic issuances or retirements of 
commercial paper notes or similar financing products within a Board approved program would 
not require further Board action once the program is implemented. 

Fixed and Variable Rate Obligations.  The District typically issues fixed-rate obligations.  
When appropriate, however, the District may choose to issue variable rate obligations (including 
Commercial Paper), or securities that pay a rate of interest that varies according to a 
predetermined formula or results from a periodic remarketing or auction of securities.  Variable 
rate exposure can provide a means to enhance asset/liability management.  The primary goal of 
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asset/liability management is to mitigate the impact of increased interest costs in a rising 
interest rate environment, and mitigate the impact of decreased interest income in a declining 
interest rate environment.  The Administrative Services Manager/Treasurer and/or General 
Manager will review the net variable rate exposure of the overall debt portfolio on a quarterly 
basis and at any time that additional debt is issued.   

In selecting and retaining remarketing agents for variable rate debt, the District should choose 
remarketing agents that diversify its exposure and foster competition.  The Administrative 
Services Manager/Treasurer and/or General Manager will regularly review the performance of 
the individual remarketing agents in relation to other remarketing agents, similar programs, and 
market indices. 

Grant Anticipation Notes.  The District may issue short-term notes to be repaid with the 
proceeds of State or Federal grants if appropriate for the project and in the best interest of the 
District. Generally, grant anticipation notes (“GAN’s”) will only be issued if there is no other 
viable source of up-front cash for the project.  Prior to embarking on selling GAN’s the District 
must identify a secondary source of repayment for the GAN’s in the event that expected grant 
funding does not occur. 

Lease Financings.  Lease obligations are a routine and appropriate means of financing certain 
types of equipment, but are generally not appropriate for long-term financing of capital assets 
such as land or facilities.  Leases should be considered where lease financing will be more 
beneficial than funding from reserves or current revenues. The useful life of capital equipment, 
the term and conditions of the lease, the direct impact on debt capacity and budget flexibility will 
be evaluated prior to the implementation of a lease program.  Cash flow sufficiency, capital 
program requirements, lease program structures and cost, and market factors will be 
considered in conjunction with Pay-As-You-Go strategies in lieu of lease financing. 

State Revolving Fund Loans.  The District may enter into loan agreements with the State 
Revolving Fund (SRF), which provides a low or zero interest loan program made available for 
specific construction projects.  SRF loans are generally structured such that the District is 
required to contribute a percentage of the total project cost and receives loan proceeds from the 
State of California for the balance.  The SRF loan interest rate is calculated by taking half of the 
True Interest Cost (TIC) of the most recent sale of State General Obligation Bonds.  The term of 
the loans can be 20 or, if applicable, an extended financing term of 30 years.  SRF Loans may 
provide additional assistance in the form of principal forgiveness.  Principal forgiveness must be 
specified at the execution of the loan agreement for the amount forgiven to be counted against 
the total loan required to be provided by the SRF. 

Water Infrastructure Finance and Innovation Act (WIFIA) Loans.  The WIFIA program is a 
federal credit program administered by EPA for eligible water and wastewater infrastructure 
projects.  The WIFIA program can fund development and implementation activities for eligible 
projects, including wastewater conveyance and treatment projects that are eligible for the Clean 
Water SRF; drinking water treatment and distribution projects that are eligible for the Drinking 
Water SRF; enhanced energy efficiency projects at drinking water and wastewater facilities; 
brackish or seawater desalination, aquifer recharge, alternative water supply, and water 
recycling projects; drought prevention, reduction, or mitigation projects; acquisition of property if 
it is integral to the project or will mitigate the environmental impact of a project.  The minimum 
project size is $20 million and a WIFIA loan can fund up to 49% of an eligible project cost with a 
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maximum final maturity date of 35 years after the date of substantial project completion.  The 
District will evaluate the use and applicability of WIFIA for qualifying capital projects. 

In addition to some of the long and short term financing instruments described above that the 
District may access, the District may also consider joint arrangements with other governmental 
agencies when a project serves the public interest beyond the District’s boundaries.  
Communication and coordination will be made with other local, state, and federal governments 
regarding potential jurisdictional overlap, joint projects, tax issues, and other issues that may 
arise.  If the potential does exist, then the possibility of grants or cost sharing will be explored, 
quantified, and specific financial arrangements and liabilities negotiated.  Municipal issuers are 
authorized to join together to create a separate entity, a Joint Powers Authority (JPA), to issue 
bonds on behalf of the municipality.  The Board may sit as the governing body of the agency or 
authority.  Typically, joint venture debt is repaid through revenues generated by the project and 
if structured as a JPA, a debt issuance associated with joint venture arrangements does not 
require voter approval.  The District will only be liable for its share of debt service, as specified 
in a contract executed in connection with the joint venture debt. 

Credit Enhancement 
Credit enhancement may be used to improve or establish a credit rating on a District debt 
obligation.  Types of credit enhancement may include Letters of Credit, bond insurance or 
surety policies.  The Board may be asked to authorize a credit enhancement if it reduces the 
overall cost of the proposed financing or if, in the opinion of the General Manager or the 
Administrative Services Manager/Treasurer, the use of such credit enhancement furthers the 
District’s overall financial objectives. 

Debt Service Reserve Fund 
Unless there are extraordinary circumstances, the District will size the debt issuance such that a 
debt service reserve fund is established at the time of issuance.  On a case-by-case basis, 
assuming there is no economic or credit disadvantage, the District may issue bonds without a 
debt service reserve fund or a reserve that is sized at a lower level.  

Capitalized Interest 
Generally, interest shall be capitalized for the construction period of a revenue-producing 
project, that debt service expense does not begin until the project is expected to be operational 
and producing revenues.  In addition, for lease back arrangements, such as those used for 
lease revenue bond transactions interest may be capitalized for the construction period, until the 
asset is operational.  Only under extraordinary circumstances, interest may be capitalized for a 
period longer than the construction period.  Capitalized interest is sometimes referred to as 
“funded interest.” 

Credit Ratings 
The District will seek to maintain the highest possible credit ratings that can be achieved for 
debt instruments without compromising the District’s policy objectives.  Ratings are a reflection 
of the general fiscal soundness of the District and the capabilities of its management.  
Maintaining the highest possible credit ratings allows the District to issue debt at a lower interest 
cost.  To enhance creditworthiness, the District is committed to prudent financial management, 
systematic capital planning, and long-term financial planning. The District recognizes that 
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external economic, natural, or other events may from time to time affect the creditworthiness of 
its debt.  Each proposal for new debt will be analyzed for its impact upon the District’s debt 
rating on its outstanding debt.  

Rating Agency Relationships 
District staff shall be responsible for maintaining professional relationships with the rating 
agencies: including Standard & Poor’s, Moody’s Investors Service, and Fitch Ratings, as 
appropriate.  This effort shall include providing periodic updates, both formal and informal, on 
the District’s general financial condition and coordinating meetings and presentations in 
conjunction with a new debt issuance, when determined necessary.  Written disclosure 
documents to the rating agencies shall be provided by District staff. The retention of a rating 
agency relationship will be based on a determination of the potential for more favorable interest 
costs as compared to the direct and indirect cost of maintaining that relationship. 

Bond Ratings 
District staff, working with the District’s financial advisor, shall be responsible for determining 
whether a rating shall be requested on a particular financing, and which of the major rating 
agencies shall be asked to provide such a rating.  

Method of Sale 
The District will select the method of sale that best fits the type of debt being issued, market 
conditions, and the desire to structure maturities to enhance the overall performance of the 
entire debt portfolio.  

Three general methods exist for the sale of municipal bonds:  

I. Competitive sale. Bonds are marketed to a wide audience of investment banking 
(underwriting) firms. The underwriter is selected based on its best bid for its 
securities. The District will award the sale of the competitively sold bonds on a true 
interest cost (TIC) basis. Pursuant to this policy, District staff are authorized to sign 
the bid form on behalf of the District fixing the interest rates on bonds sold on a 
competitive basis.  
 

II. Negotiated sale.

 

 District staff selects the underwriter, or team of underwriters, of its 
securities in advance of the bond sale. District staff works with the underwriter to 
bring the issue to market and negotiates all rates and terms of the sale. In advance 
of the sale, District staff will determine compensation for and liability of each 
underwriter employed and the designation rules and priority of orders under which 
the sale itself will be conducted. Pursuant to this policy, the General Manager or his 
designee (typically the Administrative Services Manager/Treasurer) will be 
authorized to sign the bond purchase agreement on behalf of the District, fixing the 
interest rates on bonds sold on a negotiated basis.  

III. Private placement. The District may elect to issue debt on a private placement 
bases. Such method shall be considered if it is demonstrated to result in cost savings 
or provide other advantages relative to other methods of debt issuance, or of it is 
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determined that access to the public market is unavailable and timing considerations 
require that a financing be completed.  

Roles and Responsibilities 
The primary responsibility for developing debt financing recommendations rests with the 
General Manager and/or the Administrative Services Manager/Treasurer.  In developing such 
recommendations, consideration should be given to the need for debt financing and an 
assessment of the progress on the current CIP and any other program/improvement deemed 
necessary by the District.  The Board will review, authorize and approve debt financing and/or 
debt service related recommendations and proposals. 

All proposed debt financings shall be presented to the Board through the Fiscal Policy and 
Insurance Committee and subsequently approved by the full Board. Debt is to be issued 
pursuant to the authority of and in full compliance with provisions, restrictions and limitations of 
the Constitution and laws of the State of California Government Code (CGC) §54300 et seq. 

Bond Counsel  
The District will retain external bond counsel for all public debt issues.  As part of its 
responsibility to oversee and coordinate the marketing of all District indebtedness, District staff 
shall make recommendations for approval by the Board on the retention of bond counsel.  

Bond counsel will prepare the necessary authorizing resolutions, agreements and other 
documents necessary to execute the financing.  All debt issued by the District will include a 
written opinion by bond counsel affirming that the District is authorized to issue the debt, stating 
that the District has met all state constitutional and statutory requirements necessary for 
issuance, and determining the debt's federal income tax status.  

Financial Advisors 
The District will select financial advisors who may either be independent financial advisors or 
firms who engage in municipal bond underwriting or brokerage services.  While serving as the 
District’s financial advisor, a firm may not also engage in the underwriting of the District’s debt 
issuance for which that firm also acts as financial advisor.  A firm may also not switch roles (i.e., 
from financial advisor to underwriter) after a financial transaction has begun.  Financial advisors 
shall be selected through a competitive process.  

During the contract term of any party acting as financial advisor, neither the firm nor any 
individual employed by that firm will perform financial advisory, investment banking or similar 
services for any entity other than the District in transactions involving a financial commitment of 
the District without the specific direction of District staff.  

The financial advisor will advise the District on refunding opportunities for current outstanding 
debt, as well as assist in evaluating the merits of competitive, negotiated or private placement of 
new debt, and determining the most appropriate structure to ensure effective pricing that meets 
the District’s near-term and long term cash flow needs.  The financial advisor will work with all 
parties involved in the financing transaction, including the District’s bond counsel, trustee, 
underwriters, credit liquidity providers, to develop and monitor the financing schedule and 
preparation of the Official Statement.  The financial advisor will assist the District in developing 
and distributing bid specifications for desired services as, trustee and paying agents, printing, 
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remarketing and credit liquidity service providers, and assist the District in its review process. 
The District also expects its financial advisor to provide objective advice and analysis, maintain 
confidentiality of the District’s financial plans, and be free from any conflict of interest.   

Underwriters  
For negotiated sales, the District will generally select or pre-qualify underwriters through a 
competitive process.  This process may include a request for proposal or qualifications to all 
firms considered appropriate for the underwriting of a particular issue or type of bonds. District 
staff will determine the appropriate method to evaluate the underwriter submittals and then 
select or qualify firms on that basis.  The District will not be bound by the terms and conditions 
of any underwriting agreement; oral or written, to which it was not a party.  

Internal Controls Related to the Expenditure of Bond Proceeds  
Bond proceeds will be deposited and recorded in separate accounts to ensure funds are not 
comingled with other forms of District funds.  The District’s Trustee or Fiscal Agent will 
administer the disbursement of bond proceeds pursuant to each certain Indenture of Trust or 
Fiscal Agent Agreement, respectively.  To ensure proceeds from bond sales are used in 
accordance with legal requirements invoices are submitted by the Engineering Department and 
approved by the Finance Department for payment.  Requisition for the disbursement of bonds 
funds will be approved by the District’s Administrative Services Manager/Treasurer or 
designated alternate.   

The District will fully comply with federal arbitrage and rebate regulations. Concurrent with this 
policy, District staff will take all permitted steps to minimize any rebate liability through proactive 
management in the structuring and oversight of its individual debt issues. All of the District’s tax-
exempt issuances are subject to arbitrage compliance regulations.  

The District’s Finance Department shall be responsible for the following:  

I. Monitoring the expenditure of bond proceeds to ensure they are used only for the 
purpose and authority for which the bonds were issued and exercising best efforts to 
spend bond proceeds in such a manner that the District shall meet one of the spend-
down exemptions from arbitrage rebate.  Tax-exempt bonds will not be issued unless 
it can be demonstrated that 85% of the proceeds will be expended within the three-
year temporary period.  
 

II. Monitoring the investment of bond proceeds with awareness of rules pertaining to 
yield restrictions. Maintaining detailed investment records, including purchase prices, 
sale prices and comparable market prices for all securities. 
 

III. Contracting the services of outside arbitrage consultants to establish and maintain a 
system of record keeping and reporting to meet the arbitrage rebate compliance 
requirements of federal tax code. 

To the extent any arbitrage rebate liability exists, the District will report such liability in its annual 
audited financial statements. 
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Continuing Disclosure 
So long as the District has public debt outstanding, the District will meet secondary disclosure 
requirements in a timely and comprehensive manner, as stipulated by the Securities Exchange 
Commission (SEC) Rule 15c2-12 and consistent with the District’s Standard Operating 
Procedure for Compliance with Security and Exchange Commission Rule 15c2-12.  The 
Administrative Services Manager/Treasurer shall be responsible for providing ongoing 
disclosure information to the Municipal Securities Rulemaking Board’s (MSRB’s) Electronic 
Municipal Market Access (EMMA) system, the central depository designated by the SEC for 
ongoing disclosures by municipal issuers. 

The District will keep current with any changes to the administrative aspects of its filing 
requirements and the national repositories responsible for ensuring issuer compliance with the 
continuing disclosure regulations.  In the event of a ‘material event’ requiring immediate 
disclosure, the District will work with its Dissemination Agent to ensure dissemination of the 
information to the appropriate disclosure notification parties. 

Compliance with Bond Covenants 
In addition to financial disclosure and arbitrage compliance, once the bonds are issued, the 
District is responsible for verifying compliance with all undertakings, covenants, and agreements 
of each bond issuance on an ongoing basis. This typically includes ensuring: 

• Annual appropriation of revenues to meet debt service payments 
• Timely transfer of debt service payments to the trustee or paying agent 
• Compliance with insurance requirements 
• Compliance with rate covenants where applicable 
• Compliance with all other bond covenants 

On an annual basis, the District will prepare all required debt-related schedules and footnotes 
for inclusion in the District’s audited financial statements.  The audited financial statements shall 
describe in detail all funds and fund balances established as part of any direct debt financing of 
the District.   

Policy Review 
On an as needed based, the Administrative Services Manager/Treasurer will be responsible for 
updating and revising this Policy, and present any recommended revisions to the Board. 
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