Exhibit B

FIN 2.02 Comprehensive Financial Management Policies Overview Procedures

FIN 2.02 Financial policies definitions

The following is a link to the glossary section of the City’s adopted budget.
http://www.portlandonline.com/shared/cfm/image.cfm?id=163133
FIN 2.03 Financial Planning Procedures

FIN 2.03 Five-year financial plans bureaus and funds
The bureaus and funds required to prepare five-year financial plans annually are:

General Fund:

· Attorney’s Office.
· Auditor’s Office.

· Fire.

· Housing and Community Development.

· Office of Neighborhood Involvement.

· OMF, including General Reserve Fund.

· Office of Sustainable Development.

· Parks and Recreation.

· Planning.

· Police.
Enterprise, special revenue and fiduciary funds:
· Development Services Fund.

· Emergency Communication Fund.

· Fire and Police Disability and Retirement Fund.

· Golf Fund.

· Health Insurance Fund.

· Parking Facilities Fund.

· Portland International Raceway Fund.

· Portland Police Association Health Insurance Fund.

· Sewer System Operating Fund.

· Solid Waste Management Fund.

· Spectator Facilities Fund.

· Transportation Operating Fund.

· Water Fund.

Internal service funds:

· CityFleet Operating Fund.

· Facilities Services Operating Fund.

· Insurance and Claims Fund.

· Printing and Distribution Services Operating Fund.

· Technology Services Fund.

· Workers’ Compensation Fund.

FIN 2.03 Capital Asset Managers Group
The bureaus that will comprise the Capital Asset Managers Group will include, but is not limited to:

· Environmental Services.

· Housing and Community Development.

· OMF.

· Parks and Recreation.

· Planning.

· Portland Development Commission.

· Transportation.

· Water.

FIN 2.04 Budget Procedures

FIN 2.04 Fund statement of purpose requirements
Each fund in the City will have a Statement of Purpose, adopted by ordinance of the City Council, that includes:

1. Purpose(s) of the fund.
2. Source(s) of revenues to the fund.
3. A method of establishing annual contributions to the fund, if any.
4. The bureau responsible for managing the fund.
5. Size and use of contingency, if any.  Contingency levels will be based on the uncertainties associated with the purposes of the fund.

6. 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, bond covenants or other legal requirements.  Fund reserves should be sufficient to keep the fund from going into a negative balance at any time during the fiscal year and at year-end.

7. Plans for the disposition of funds if the fund is closed.

Internal service funds will maintain financial policies for their unique operations.  Their statement of purpose will also include the following information, as appropriate:
1. For purchase of capital items, a method for periodically testing the cost-effectiveness of pre-funding capital replacement versus leasing or lease purchasing.  Each fund statement will indicate which levels of purchases are suitable for either direct cash payment or financing.
2. Equipment replacement policies and reserves for equipment and major maintenance, where appropriate.
3. A method of clearly accounting for equipment reserves and purchases for each bureau.
4. A policy and procedure for protecting capital reserves from being used for operating purposes.
5. A method for periodically testing the cost-effectiveness of providing services internally versus contracting out or directly purchasing all or part of the services provided by the fund.  For insurance-related funds, this will mean a method for periodically testing the cost-effectiveness of self-insurance versus the purchase of all or part of the City’s insurance needs, as well as internal or contracted claims and loss-control services.
FIN 2.04 Budget process steps
The City’s budget process will include the following phases, which apply to all City bureaus and the Portland Development Commission, except where noted:

1. Issue the budget preparation guidelines and schedule.  The Portland Development Commission schedule may differ from the overall City schedule.  The process schedule will provide for participation of the City’s budget advisory committees, public testimony and participation, and Council deliberations.

2. Present five-year financial forecasts for the General Fund and other major City funds to Council.
3. Present five-year capital improvement plans to Council.

4. Present the Citywide Capital Asset Management Report to Council.

5. Present bureau budget requests in a manner consistent with budget directives.

6. Issue Financial Planning Division reviews that summarize each budget request and identify any related issues for Council consideration.

7. Develop the proposed budget as required by ORS for presentation to the Council sitting as the budget committee.

8. Schedule Council budget hearings for the purpose of receiving public testimony and reaching final decisions necessary to balance the City’s budget.

9. Submit the approved budget to the Multnomah County Tax Supervising and Conservation Commission for review.

10. Adopt the budget in accordance with Council directives, local budget law and certification from the Tax Supervising and Conservation Commission.  This does not apply to the Portland Development Commission; the PDC budget is adopted by the PDC Board of Commissioners.
FIN 2.06 Revenue Procedures

FIN 2.06 Roles and responsibilities for revenue
It is the responsibility of each bureau to achieve budgeted revenues.  Each bureau that produces revenues will:

· Prepare 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.

· Monitor actual revenue receipts throughout the fiscal year and report on status within the regular budget monitoring process.

· Adjust budgets as necessary in response to total revenue shortfalls and surpluses occurring during the fiscal year.  These adjustments will occur in conjunction with the regular budget monitoring process.
The Financial Planning Division will:

· Review bureau rates and revenue estimates as well as monitor the receipt of bureau revenues.  Variances between planned and actual revenues will be reported to Council in the regular budget monitoring process along with recommended actions.

· Review bureau requests for adjustments related to revenue prior to Council action, in accordance with procedures for the Council Calendar or regular budget monitoring process.

· Provide assistance to bureaus to complete fee studies.

FIN 2.08 Cost Allocation Procedures

FIN 2.08 General Fund Overhead Model list of services or activities
Costs will be allocated for the following general central services budgeted in the General Fund:

· City Attorney.

· Elected officials.

· Enterprise Business Solution project.

· OMF Accounting, Business Operations, Financial Planning, Human Resources and Purchasing.

· Portland Office of Emergency Management.

· Specified comprehensive planning activities.

FIN 2.08 Cost allocation criteria and metrics
The criteria for determining the costs to be allocated through the GFOH include:
· If an immediate price signal is not important to moderate demand for a particular service,

· If usage is stable or fixed,

· If the cost of the service is stable or fixed,

· If the dollar amount of the service is minimal, or

· If the service or activity is delivered in a transition period in which demand is difficult to predict.

The cost allocation system shall include a methodology that provides for the stability, predictability and equity of charges – in that order of priority.  The primary metrics available to be used for allocating costs are the size of an agency’s budget and the number of full-time equivalent employees.  Transactional metrics may be used in those cases where it is clear that transactions are a measure of the actual costs of the service to be allocated, such as number of contracts processed for purchasing costs.

To provide stability to costs allocated through the GFOH model, a three-year rolling average will be used for the metrics.  Following the close of each fiscal year, Financial Planning will update the GFOH model based on actual metrics from the prior fiscal year.  The updated model will be the basis for allocating the cost of GFOH services.

FIN 2.08 General Fund Overhead Advisory Committee list of bureau members
Members of the General Fund Overhead Advisory Committee will include, but are not limited to, the financial managers from the following bureaus:

· Development Services.

· Environmental Services.

· Fire.

· Housing and Community Development.

· OMF Business Operations Division.

· Parks and Recreation.

· Police.

· Transportation.

· Water.
FIN 2.08 Interagency agreements
Interagency service agreements are agreements between bureaus for the exchange of goods or services for payment.
The system of interagency agreements involves budgeting, billing and service description components:

· The budgeting component includes an interagency agreement document in which the service provider and receiver agree on projected levels of service and costs for the upcoming fiscal year.  This estimate is based on rates developed by the provider for the upcoming year and a forecast of the number of units the receiver will receive.  The estimate may be updated throughout the year during the budget monitoring process if service levels change.

· The billing component includes entries into the City’s accounting system to debit expenses, credit revenues and transfer cash between bureaus based on actual service provided.

· The service description component is the Service Level Agreement (SLA) document.  The SLA describes what customers can expect from the provider, identifies performance measures, describes the service and identifies ways the customer can reduce costs.

Types of interagency agreements
There are two types of interagency agreements:

Services by central service providers.  These are:
· CityFleet.
· Facilities Services.
· Parking Facilities.
· Risk Management.
· Printing and Distribution.
· Technology Services.

Bureau-to-bureau interagency agreements.  These are agreements between other bureaus for services or materials provided by one bureau to another.

Agreements part of City budget
Expenditures and revenues arising from interagency agreements are a component of bureau and City budgets.  Budgeted amounts for revenues and expenditures must balance in the budget.  Any adjustment to an IA during the fiscal year must maintain that balance between appropriation units.

Required elements
A complete IA shall have the following elements:

· The IA will be available to both the provider and receiver, indicating quantities, rates, services and/or allocations.  Providers shall furnish additional detail and documentation upon request.
· The IA will state the quantity of goods or services to be provided.  The IA will also state the rate for each good and/or service, as applicable.  This enables both provider and receiver bureaus to manage services and costs.
· The IA will define the service to be provided in quantitative terms.  It is preferred that the IA be augmented with a Service Level Agreement (SLA) negotiated between the provider and receiver bureaus.  Service Level Agreements may take many forms, but an SLA should specify the quantity and quality of services to be provided.  An SLA can vary from a general agreement on all services the provider provides, to the specific requirements of a project detailed in a memo of understanding.
Budgeting and balancing interagency agreements

· The Financial Planning Division (FPD) will accept IAs for inclusion in the budget only if they have been completed according to the above requirements.  IAs must balance in all phases of budget development and in mid-year budget adjustments, except for decision packages funded through IAs.  IAs can be adjusted mid-year only through an ordinance, preferably through the City’s budget monitoring process.

· An ordinance adjusting an IA mid-year must contain complete budgetary and account code information (provider and receiver revenue and expense changes) for OMF to ensure the IA is balanced.

Changing interagency agreements during the fiscal year

· Either the provider or receiver may initiate a change to an interagency agreement.  The bureau initiating the change will notify the other bureau in writing of the requested change in sufficient time to prepare revised interagency agreement calculations and complete budget monitoring process reports.

· In the case of a mid-year change, proper documentation of the changes must be completed and updated as part of a BuMP or other ordinance. Both provider and receiver bureaus are responsible for revising quantities, services and dollar amounts in the BuMP, and the initiating bureau in the case of a separate ordinance.  Both provider and receiver bureaus will adhere to deadlines as established by Financing Planning.
· The spring budget monitoring report is the last opportunity for changing IAs.

Rate setting:  elements of rates and charges
· Interagency agreement rates and charges are established under the basic principle of full cost recovery to the provider bureau of the costs incurred for services delivered to the receiver bureau.  Costs are to include both direct and indirect costs.  Indirect costs may include both General Fund and bureau administrative overhead.  
· Rates will be developed based on a cost-of-service study for the service provided.  Each service must be identified at a level of activity or detail that allows measurement of unit quantities and costs.  If possible, services should be defined so that they are comparable to similar externally provided services.
· Providers may develop rates in any one of several ways including, but not limited to, unit rates, hourly rates, overhead rates and cost pool allocations.  The method chosen shall be consistent with the nature of the service provided.
Rate setting:  cost recovery of direct and indirect costs
There are several approved cost recovery methodologies available to interagency service providers.  All such methodologies are intended to achieve full recovery of direct and indirect costs. General definitions and specific applications are as follows:

· Direct costs are specifically tied to the provision of a particular service and normally consist of labor costs and materials and services costs.  They may also include debt service costs, equipment and/or capital replacement costs, or major maintenance costs.  Direct costs will usually vary with the quantity of units or level of service delivered.
For example, direct costs are charged for program specific services that directly support activities or programs at the level of service requested by the receiver bureau (e.g., the number of vehicles to be purchased, the number of telephones installed, etc.). Cost recovery is accomplished by charges based on rates and units of services provided.

· Indirect costs are those that neither directly benefit the customer nor are received in the delivery of the service, but are required to support the delivery of services.  Indirect costs are generally recovered by allocating a pro-rata share to direct costs.
Rate setting:  development cycle
At the beginning of each budget cycle, prior to the development of bureau budgets and in conformance with the budget calendar, providers will distribute to receiver bureaus estimates of service levels and costs.  This includes the following:

· A schedule of rates and charges for services to be provided in the upcoming budget year.

· An estimate of the service quantity that is to be provided in the upcoming budget year based on current year inventories and service levels, as well as any foreseen adjustments.  The base budget will be derived from quantities and services identified at a specified accounting period during the current year.  The base budget will be the starting point, and all quantity and service changes after that point will be adjustments.
· Providers will conduct meetings to notify receivers of any major changes in the rate methodology.  Providers will provide details on the methodology of rate development and cost basis of rates; this information will be the basis of discussions between the provider and receiver to reach agreement on the level of service and associated costs.  Rate development by the provider bureaus will be timed to meet the requirements of the budget calendar.

Budgeted IA amounts should reflect actual units and services that are anticipated during the budget year.  Budgeted IA amounts should not be intentionally deflated or inflated for budget balancing purposes.
Rate setting:  application
Regardless of the particular methodology chosen, the objective of the rate setting process is a fair allocation of the provider’s direct and applicable indirect costs among all receivers of a service.

Once established, rates will be appropriately applied to all receivers of each identified service or activity.  Various services or activities provided by a bureau may have different rate methodologies on the same interagency agreement.

Billing requirements:  documentation of services and billings
Billings for services will be submitted in a timely manner and will clearly document the service provided.

· IA billings for fixed services are billed equally for each accounting period without supporting information required beyond the original SLA.  IA billings for variable services are based on actual services received and should include references to facilitate obtaining additional information.
· References may be a description of the service provided or work order number.  Additional information may from the service provider’s website or through view only access to the provider’s billing system.
Billing requirements:  services billed in fiscal year delivered
Billings and payments for services delivered under interagency agreements will be effective only in the fiscal year that the services were delivered.
· The Accounting Division will accept and process only billings that are billed in the same fiscal year for which the services were provided or purchases made.
· The final billing of all internal services must be complete and submitted to the Accounting Division in time to be included in the last Accounting Period of the fiscal year.
· Pre-payment of services is not allowed.
· If a receiver wants to challenge a billed amount, it must be filed and resolved prior to final transactions by the Accounting Division.  

Dispute resolution:  types of disputes

In all cases of disputes, parties are encouraged to resolve the dispute between themselves. Disputes are defined as follows:

· Policy disputes: Includes rate methodology, cost allocation methodologies, fixed asset accounting policies, etc.
· Budget disputes: Involves both parties disagreeing on units and services budgeted during a fiscal year.
· Billing disputes: Involves the application of set rates, allocation of costs, calculation and/or timing of billings, etc. 
· Service level disputes: Involves service and/or performance expectations and actions included in Service Level Agreements.

Dispute resolution:  process

The parties involved in the dispute will attempt to resolve the dispute in an expeditious and equitable manner.  The directors of the agencies involved in the dispute are encouraged to meet and come to a satisfactory resolution.
If the parties cannot resolve a dispute, either the provider or the receiver may request the assistance of the OMF Financial Planning Division Manager.
· The request for assistance shall be in writing, stating the nature of the dispute, all the pertinent facts in the dispute and a desired outcome or resolution of the dispute.
· Within 10 working days of receipt of the request for assistance, the Financial Planning Manager will interview the parties and suggest ways and means to resolve the dispute.  If such action does not result in resolution, the FPD Manager will convene a meeting of both parties and hear the issues of the dispute.

· Within five working days of the meeting, the FPD Manager will issue a decision to resolve the dispute.  The parties involved in the dispute can appeal this decision to their respective Commissioner(s) in Charge.  If appealed, the Commissioner(s) will render a final decision.
FIN 2.10 Electronic Payment Processing Procedures

FIN 2.10 Cost/benefit analysis guidelines
Prior to proceeding with electronic payment card options, bureaus will perform and submit a cost/benefit analysis that will provide a financial and operational impact assessment, as well as an alternatives analysis.
Financial impacts assessment:
The primary components of electronic payment card fees are a discount charge (for example, 10 cents per transaction) and an interchange assessment fee (dependent on risk factors such as how the card is being used – in person, via internet, etc. – and typically a percentage of the transaction amount).  Depending on the complexity of the operation, there are costs for required hardware such as payment card terminals or other processing equipment, as well as the cost of dedicated or shared phone lines.

Operational cost assessment:

The operational costs are a function of the transaction activity, the average transaction amount and the nature of the transaction.  Certain transactions may be eligible for flat transaction fees while others may qualify only for a percentage of the sales charges.  The discount charge is assessed by the merchant bank and is typically negotiated with the Treasury Division as part of the contract.  The interchange assessment fees are set by Visa/MasterCard and are subject to change at their discretion.  All of these charges are assessed monthly and typically offset revenue generated from monthly electronic payment card sales.  
Potential expenditures include:

· Payment card transaction fees.

· Equipment rental or acquisition.

· Existing system upgrades, if necessary.

· Personnel training for transaction processing, system usage and chargeback.

· Personnel expenses for increased responsibilities for transaction processing and chargeback processing.

Potential offsetting revenues include:

· Payment card cost recovery fees, if applicable.

· Marginal increases in overall fees and charges generated.

· Additional revenue attributable to collection certainty.

· Marginal increases in interest income.

Operational impact assessment:

Potential operational impacts include:

· Personnel impacts due to additional responsibilities for transaction processing and chargeback processing.

· Personnel impacts due to decreased responsibilities for check processing and return check processing.

· Personnel impacts due to reduced cashiering requirements.

· Personnel impacts due to equipment training.

· Bureau procedural controls and security measures.

· Bureau productivity due to providing more efficient customer service.

Alternatives analysis:

The cost/benefit analysis should also include an assessment of payment card alternatives such as an automated clearinghouse (ACH) payment and check scanning/conversion.

FIN 2.10 Technical analysis requirements
Bureaus using electronic commerce service applications that enable receipt of electronic check or payment card transactions such as Visa/MasterCard via the web will route the electronic receipts approval requests through the City’s centralized Payment Processing Gateway (PPG) for approval or disapproval by the City’s merchant services provider.  PPG is a City-developed electronic payment processing web service and connection mechanism to route payment card receipts to the City’s payment processing provider, with integration to support the reconciliation process.  These requirements are described in further detail in the City’s Technology Services Administrative Rules and other policies.

Payment Card Industry - Data Security Standard (PCI-DSS) compliance:
Payment card companies such as Visa, MasterCard and American Express created PCI-DSS, which represents a common set of industry tools and measurements to help ensure the safe handling of sensitive payment card information.  PCI-DSS compliance requires adequate security controls when storing, processing and transmitting sensitive cardholder data.  Sensitive cardholder data includes the personal account number (cardholder account number) and track information (data on the magnetic strip).  Payment card companies, such as Visa and MasterCard, enforce the PCI-DSS standards, set merchant levels, set fees and penalties, and conduct management assessments.

The merchant services provider or vendor bank is the “acquirer” and the liaison between the City and the payment card associations.  The associations and vendor bank determine the City’s PCI merchant level based on volume and scope of processing activity.  For purposes of determining merchant levels and the extent of a breach, payment card programs can be regarded as independent if it can be demonstrated that they are segregated (i.e., they are not on a common server or use the same gateway, etc.).

PCI-DSS primarily addresses breach of electronic data and electronic data processing.  However, voice recordings of payment card data, printed receipts and paper reports of sensitive cardholder data are also within the scope of PCI-DSS.

If it is determined that a security breach has occurred and cardholder data has been compromised, the association may assess fees and/or fines against the vendor bank and ultimately the City.  All merchants, including the City, are responsible for self-compliance as well as ensuring the compliance of third-party service providers or agents acting on behalf of the City.  A service provider may be any agent to which the City provides cardholder data or provides access to cardholder data.  Services providers must be validated and registered with the PCI Security Standards Council.

FIN 2.11 Treasury Holding Accounts Procedures

FIN 2.11 Application requirements
Bureaus will provide the following information in the application for a Treasury Holding Account:

· Name of account.

· Purpose of account.

· Source of current and continued funding of account.

· Anticipated time of account activity.

· Contact persons, to include bureau name, person’s name, title, phone number and building/room numbers.

· An authorized signature form, approved by the Commissioner in Charge.

Bureaus will also comply with procedures issued by City Treasury for making withdrawals from Treasury Holding Accounts.
2.12 Debt Management

2.12 Full text of the Debt Management Policy

City of Portland, Oregon--Debt Management Policies 

I.
Comprehensive Capital planning and Financing system

A.
Capital Planning and Financing Approach.  The City shall utilize an integrated approach to capital planning and financing in preparing a multi-year Capital Improvement Plan for City Council consideration and adoption.  Individual bureaus and agencies shall develop multi-year capital plans.  Coordination and preparation of the Citywide Capital Improvement Plan (the “CIP”) shall reside with the Office of Management and Finance.  The CIP shall be for the ensuing five fiscal years and shall be updated at least annually as part of the City budget process.  The CIP shall contain a comprehensive description of the sources of funds, including current revenue requirements; identify the timing of project expenditures and their impact on future operating and capital budgets; and evaluate the impact of the projects on the amount and timing of bonds to be issued, debt service requirements, outstanding debt, and debt burden.  In developing the CIP, an assessment shall be undertaken to determine whether the planned financings conform with policy targets related to (1) the magnitude and composition of the City's indebtedness, and (2) the fiscal resources of the City to support such indebtedness over the next five years.  Affordability impacts of the CIP shall be evaluated in consultation with the various City Bureaus.

B.
Pay-As-You-Go Funding of Capital Outlays.  The City shall strive to 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.
C.
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 will set aside sufficient current revenues to finance ongoing maintenance needs and to provide reserves for periodic replacement and renewal.  

D.
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 CIP or until the Council has modified the CIP.  Such modification shall occur only after the Council has received a report of the impact of the contemplated borrowing on the existing CIP and recommendations as to the financing arrangements from the Bureau of Financial Services.
E.
Debt Planning.  It shall be the responsibility of the Debt Manager to coordinate the timing, process, and sale of City debt required in support of the CIP.  The Debt Manager shall make recommendations to the City Council as necessary in order to accomplish City financing objectives.

II.
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 real market value.
B.
Target Limitations on Non-Self-Supporting Limited Tax Indebtedness.  The City shall, as a matter of policy, manage its finances so that the amount of direct, non-self-supporting, limited tax indebtedness 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 real market value.  Furthermore, the City shall strive to limit the annual debt service requirements on these obligations to an amount not greater than 7% of annual General Fund revenues.  

These limitations apply to debt obligations issued with a specific pledge of the City’s General Fund, obligations secured by a pledge of the City's full faith and credit, and obligations that are secured by available general funds, and which 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.  These limitations shall not apply to indebtedness as described in II.G. below.

C.
Target Limitations on Self-Supporting Limited Tax Indebtedness.  The City shall, as a matter of policy, manage its finances so that the amount of direct, self-supporting, limited tax indebtedness outstanding at any time that is not subject to approval by the voters does not exceed 1.0% of the City's taxable real market value.
This limitation applies to debt obligations issued with a specific pledge of the City’s General Fund, obligations secured by a pledge of the City's full faith and credit, and obligations that are secured by available general funds.  It shall be the responsibility of the Debt Manager and the Director of the Bureau of Financial Services to determine whether such General Fund-secured obligations are classified as self-supporting.  Such determination shall be made based upon factors including, but not limited to, length of history of the payment revenue source, debt service coverage, revenue volatility and classification of such debt by bond rating agencies.  These limitations shall not apply to indebtedness as described in II.G. below.

D.
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 real market value.  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 issue date of such obligations.  The Debt Manager of the Office of Management and Finance 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.

E.
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 Management and Finance 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 II.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 Bureau of Financial Services.  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:

1.
Demonstration of underlying self-support, thus limiting potential General Fund financial exposure.

2.
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.

3.
General Fund support is determined by the City Council to be in the City's overall best interest.

F.
Target Limitations on the Issuance of Revenue-Secured Debt Obligations.  The City shall finance the capital needs of its revenue producing enterprise activities through the issuance of revenue-secured 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 revenue-secured 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 Bureau of Financial Services before being issued.  

G. Pension Obligation Debt.  The City may elect to fund accrued pension liabilities through the issuance of pension obligation bonds rather than funding such obligations on a pay-as-you-go basis.  The principal amount of outstanding pension obligations and the debt service on such obligations shall be excluded from calculations of outstanding debt under Section II (A) (B) and (C) of this debt policy. 

III.
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 Bureau of Financial Services, 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 Bureau of Financial Services, in consultation with the City Treasurer, before Council is requested to approve their issuance.  Prior to issuing variable rate debt, Bureaus shall develop a plan to address interest rate risk associated with these instruments.

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 Bureau of Financial Services, 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 the City 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 Bureau of Financial Services, 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.

IV.
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 or intended amortization 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 CIP.

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.
Commercial Paper.  The City may choose to issue tax-exempt or taxable commercial paper as a source of interim construction financing for projects contained in the City's approved CIP 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, 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 commercial paper must first be approved by the Director of the Bureau of Financial Services before recommendations are made to City Council authorizing the establishment of such a program.

V.
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 Local Improvement District Assessment Contracts.  The interest rate on local improvement district assessment contracts funded from the proceeds of assessment bonds shall be equal to the effective interest rate paid on the bonds sold to finance such contracts plus an additional  percentage “bump rate” sufficient to cover administrative costs, cash flow requirements and reserve requirements.  The bump rate shall be adjusted periodically based upon the historical improvement assessment bond collection history and consultation among the Auditor's Office, the Debt Manager, and the City Treasurer.  The bump rate charged on assessment contracts with governmental bodies and other public entities may be lower than that of private property owners due to a lower risk of payment default.

C.
Interim Assessment Contract Interest Rates.  The interim assessment contract interest rate is the interest rate set on contracts that precede the sale of 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.

D.
Commitment to Self-Supporting Improvement District Financings.  Consistent with the concept of Improvement District and Assessment Contract financing, all of the City's improvement assessment indebtedness shall be self-supporting.  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 meet the City's self-supporting requirement.
VI.
URBAN RENEWAL FINANCING

A. Financing Policies.  Recognizing the uncertainty created by Oregon’s property tax system, assessed value growth, and Oregon’s initiative environment, the City will adopt a conservative approach to issuing urban renewal bonds, notes and interim financing.  The Debt Manager, in consultation with the Portland Development Commission, shall develop policies and planning standards to guide capital project planning and financing in urban renewal districts.

B. Commitment to Self-Supporting Tax Increment Financings.  The City shall strive to maintain its tax increment obligations as self-supporting indebtedness.  Prior to the issuance of tax increment bonds, the Debt Manager, in consultation with the Portland Development Commission, shall review historical tax increment collections to ensure that the proposed bonds will meet the City's self-support requirement.  No long-term debt shall be issued until the district has a five-year history of tax increment collections which demonstrate that the debt can be supported. 
C. Limitation on Short-Term Indebtedness.  The City shall limit the outstanding short-term indebtedness incurred on behalf of an urban renewal area (URA) to an amount that, when converted to long-term debt using reasonable borrowing assumptions, is fully self-supporting either from existing available tax increment revenues or from future available tax increment revenues that have been reasonably projected by the Debt Manager to be sufficient to fully support the outstanding short-term debt.  Available tax increment revenues shall mean those tax increment revenues remaining after the payment of any long-term bonded indebtedness of the URA.

In projecting future tax increment revenues, the Debt Manager may:

1.
Determine current borrowing capacity by projecting tax increment revenues for a five-year period.  Short-term indebtedness may be incurred in amounts which are projected to be fully self supporting by the projected available tax increment revenues in the fifth year of the forecast.   

2.
Consider the value of a development agreement or similar contractual obligation that provides the City with reasonable assurance that the timing and assessed value of new taxable, non-abated development will be sufficient to support indebtedness in excess of that which can be paid from existing available tax increment revenues.  The extent to which the Debt Manager will support additional indebtedness will be based on the particular nature of the contractual obligations of the private developers.

Exceptions to these limitations may be approved by a specific action of the City Council.  If Council deems a project to be sufficiently important to allow borrowing in a URA in amounts in excess of the limits contained in this section, it may do so by acknowledging that tax increment revenues are not reasonably projected to be sufficient to support the indebtedness and the City’s General Fund may be at an increased risk for the ultimate repayment of the indebtedness.  In this circumstance, the Debt Manager may further recommend that a loss reserve be included as a contingent expenditure in the General Fund Financial Forecast.
D. Debt Service Coverage Standards Based on Type of Urban Renewal District.  Because each type of urban renewal district carries different levels of risk, the City shall adopt appropriate debt service coverage planning standards for each type of district, including Option 3 districts, “window” districts (approved between December 6, 1996 and October 6, 2001), reduced rate plans, and other types of districts as may be created through the Oregon legislative process.  These standards may consider the availability of the urban renewal Special Levy, non-tax increment sources of debt repayment, diversity of property ownership, mix of property types, or other credit factors as determined by the Debt Manager.  

VII.
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 Bureau of Financial Services before being submitted to City Council for authorization and implementation.  

Conduit financings shall either:

1. Carry a rating not lower than “A3” or “A-” by Moody’s Investors Service and/or Standard & Poor’s Corporation, respectively.  Exceptions to this requirement may only be made by the Debt Manager and the Director of the Bureau of Financial Services.

2. Be sold via a private sale only to ‘accredited investors” pursuant to City Code Section 5.72.080.

The obligated borrower in a conduit financing shall be responsible for complying with all arbitrage rebate requirements associated with the bonds and shall, prior to the closing of the bonds, enter into a contract for rebate services with a firm recognized as having expertise in performing arbitrage rebate calculations for tax-exempt bonds.

VIII.
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 Bureau of Financial Services the required action to be taken.
IX.
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.  The solicitation and selection process for such services will comply with City Code requirements for such services, including procurement requirements for Professional, Technical, and Expert Services if appropriate.  

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 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 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 time period for employment may relate to an individual or a series of financings, or for a specified period of time.  The Council shall make such selections taking into consideration the recommendations of the review committee.  

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 selecting a Paying Agent.

E.
Other Service Providers.  The Debt Manager shall periodically solicit for providers of other services necessary to carry out the debt issuance activities of the City (escrow agents, verification agents, trustees, etc.).  The Debt Manager in selecting such additional service providers shall evaluate the cost and perceived quality of service of the proposed service provider.

X.
METHOD OF SALE

A.
Presumption of Competitive Sale.  The City, as a matter of policy, shall issue its debt obligations through a competitive sale unless the Debt Manager determines that such a sale method will not produce the best results for the City.  In such instances where the City deems the bids received through a competitive sale process 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 Bureau of Financial Services, 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 Bureau of Financial Services, 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.

E. Use of Technology in Bond Sale Process.  The City shall encourage the use of electronic bidding systems, electronic dissemination of disclosure information and other technological methods whenever the use of such technology is expected to reduce sale costs and enhance market participation in City financings.

XI.
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 equals or exceeds 5 percent, calculated in accordance with Oregon Administrative Rules on Advance Refundings.  In addition, issuance of advance refunding bonds that generate at least 3 percent, but less than 5 percent, net present value savings may be allowed with the approval of the Debt Manager and the Director of the Bureau of Financial Services.  Such approval, if given, shall be based upon an opportunity cost analysis of the net present value savings benefits of executing the advance refunding versus waiting for a possible future decline in interest rates.

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 Bureau of Financial Services 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. 

XII.
USE OF CREDIT ENHANCEMENT

The City shall 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.

XIII.
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, long-term, debt obligations is a rating not lower than “A3” by Moody’s Investors Service or “A-” by Standard & Poor’s Corporation.  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 and the Director of the Bureau of Financial Services.
XIV.
REBATE REPORTING AND COVENANT COMPLIANCE

The Debt Management Group 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.  

It shall be the primary responsibility of debt-issuing Bureaus to ensure that appropriate accounting records of tax-exempt bond expenditures are maintained for a period that time that allows the City to comply with its arbitrage rebate requirements.  The Debt Management Group shall advise Bureaus on appropriate record-retention timeframes based upon current legal requirements and industry best practices.  Bureaus are further responsible to promptly notify the Debt Management Group of any issues surrounding the appropriate use of tax-exempt bond proceeds or facilities financed with tax-exempt bonds.

Additionally, general financial reporting and certification requirements embodied in bond covenants shall be monitored to ensure that all covenants are complied with.

XV.
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

XVI.
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.  The use of such products shall conform to the City’s Interest Rate Exchange Agreement Policy.

XVII.
OTHER POLICIES AND REQUIREMENTS

A.
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.
2.13 Interest Rate Exchange Agreement
2.13 Full text of the Interest Rate Exchange Agreement Policy
[This text will be the language from current FIN 2.06 published in the Portland Policy Documents; adopted by Council April 2005.]
2.14 Investment
2.14 Full text of the Investment Policy

[This text will be the language from current FIN 3.01 published in the Portland Policy Documents; adopted by Council November 2007.]
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