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Volume 27, No. 12 

ConveyIng debt CapaCIty to 
your governIng board 

Angelica Hernandez 
CDIAC Policy Research Unit 

The California Debt & Investment Advisory Commission (CDIAC) will 
publish Conveying Debt Capacity to Your Governing Board, in the inter-
est of helping a public agency effectively communicate debt capacity to 
its governing body. Board members may also find this guide to be a good 
resource since it includes explanations of commonly used terms associ-
ated with debt capacity. 

This guide begins by reviewing the factors considered when calculating 
a public agency’s debt capacity. Public policy issues and legal limitations 
should be reviewed when determining a public agency’s debt capacity, as 
reflected in the accompanying chart compiled by the National Associa-
tion of Counties (NACo). 

Next is a discussion on debt indicators. The report defines commonly 
used debt ratios, including benchmarks. For purposes of this report, the 

debt CapaCIty FaCtors 

•	 Statutory	or	constitutional	limitations	affecting	the	 
amount	that	can	be	issued. 

•	 Other	legal	limitations,	such	as	coverage	requirements	 
or	additional	bonds	test	imposed	by	bond	covenants. 

•	 Measure	of	the	tax	and	revenue	base. 

•	 Evaluation	of	trends	relating	to	the	county’s	financial	 
performance. 

•	 Debt	service	obligations. 

•	 Measures	of	debt	burden	on	the	community. 

•	 Tax-exempt	market	factors	affecting	interest	costs. 

Source: National Association of Counties (NACo) 

December 2008 
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debt ratios mainly pertain to general fund backed debt; however, there are 
several indicators specific to enterprise funds that are included in this dis-
cussion. Debt indicators can be grouped as “debt outstanding,” which are 
indicators based on outstanding principle and “debt service,” which are 
indicators based on a public agency’s annual debt service requirements. 
Examples of both indictor groups are as follows: 

Debt as a percentage of assessed valuation represents a public agency’s 
available resources to repay debt, assuming that the debt is secured by 
property taxes. An increase in this percentage over time can mean that a 
public agency’s ability to repay debt is diminishing. For this debt ratio, a 
commonly used benchmark is that debt should not account for more than 
10 percent of an agency’s assessed valuation. 

Debt service as a percentage of revenues indicates an agency’s ability to 
pay its annual debt service obligations when compared to its percentage 
of available annual revenues. This indicator is most useful in describ-
ing how much revenue is not available for discretionary spending in a 
budget, since a public agency cannot choose to pay debt service one year 
but not the next.1 This ratio has become a much more common tool in 
looking at those municipalities that have developed a broader mix of non-
property tax revenues.2 

The guide concludes with a discussion of successful methods to com-
municate debt capacity to a governing board. For this section, CDIAC 
interviewed public agency staff on their existing policies, procedures and 
experience with presenting debt capacity to a governing board. 

This document will be available by January 2009. To view this publica-
tion online, please visit CDIAC’s website at www.treasurer.ca.gov/cdiac/ 
publications/alphabetical.asp or to obtain a printed copy of this docu 
ment, please contact CDIAC at (916) 653-3269 or cdiac@treasurer.ca.gov. 

DL 

1 CaliforniaStateTreasurer'sOffice,DebtAffordabilityReport-LookingBeyondtheHorizon,InvestmentPlanningforthe21stCentury,Sacramento,California,October2007,p.16. 
2 The Bond Market Association, The Fundamentals of Municipal Bonds (5th edition), New York, NY, (2001), p. 176. 

California Debt and Investment Advisory Commission, 915 Capitol Mall, Room 400, Sacramento, CA 95814, (916) 653-3269 



 

 

 

 

  

 

             
          

         
           
        
          

          
 

 

 

 

 

 

           

 

 

  

 

 

 

 

 

 

         
       

 

       
        

         
         

          

          
         
            

         
         

IN-BOX 
A Synopsis of Current Events in Public Finance 

Caltrans to use Crebs to Finance solar Installations 

The California Alternative Energy and Advanced Transportation Fi-
nancing Authority (CAEATFA) recently authorized the issuance of 
up to $20 million of clean renewable energy bonds (CREBs) for the 
California Department of Transportation (Caltrans). CAEATFA, an 
authority chaired by State Treasurer Bill Lockyer, finances facilities 
that use alternative energy sources and technologies. 

Bond proceeds will be used to finance the acquisition and installa-
tion of photovoltaic solar panels on 70 Caltrans buildings located 
throughout the state. The project is expected to save taxpayers more 
than $1.5 million annually in energy costs as well as provide relief 
to the local electricity grid, and reduce greenhouse gas and nitrous 
oxide emissions associated with electricity generation and transmis-
sion. The bonds will be issued in early 2009 and the project is ex-
pected to be completed by the end of 2010. 

This project is the first time that CAEATFA will issue CREBs, 
which are tax-credit bonds used to finance renewable energy fa-
cilities. CREB volumes are allocated by the U.S. Treasury secre-
tary. Additional information on CAEATFA can be found online at 
www.treasurer.ca.gov/caeatfa/. 

New	and	Revised	GFOA	Recommended	Practices	 

The Government Finance Officer’s Association (GFOA) Execu-
tive Board recently approved fifteen new and revised recommended 
practices (RPs). The RPs, developed by the GFOA’s standing com-
mittees, identify issues important to GFOA members and provide 
information about effective strategies for state and local govern-
ments to follow in the areas of accounting, auditing, and financial 
reporting; budgeting and fiscal policy; cash management; debt man-
agement; economic development and capital planning; and retire-
ment and benefits administration. 

The RPs are a result of a 1993 decision by the GFOA Executive Board 
directing staff to work with the GFOA standing committees to de-
velop recommended practices in the functional areas of public finance 
to give its members and other state and local governments more guid-
ance on sound financial management practices. There are currently 
more than 120 RPs available to review on the GFOA website. 

Five of the RPs are new and address the following public 
finance issues: 

•		Considerations for Prefunding OPEB Obligations 

•		Presentation of the Capital Budget in Operating Budget 
Document 

•		Tax Compliance   

•		Developing an Economic Development Incentive Policy 

•		Building Resiliency into Capital Planning 

Ten of the recently approved RPs were revised and updated as follows: 

•		Audit Committees (1997, 2002, 2006, 2008) 

•		Enhancing Management Involvement with Internal Control 
(2004, 2008) 

•		Business Preparedness and Continuity Guidelines 
(2005, 2008) 

•		Repurchase Agreements and Reverse Repurchase Agree-
ments (1986, 1995, and 1998, 2000, 2003, 2006, 2008) 

•		Security Lending Programs for Non-Pension Fund Portfo-
lios (1995, 2002, 2008) 

• Use of Local Government Investment Pools (2007, 2008) 

• Selecting Financial Advisors (2008) 

• Selecting Underwriters for Negotiated Bond Sales (2008) 

• Funding of Public Employee Retirement Systems (1994, 
2005, 2008) 

•		The Use of Alternative Investments for Public Employee Re-
tirement Systems and OPEB Established Trusts (2000, 2008) 

Additional information on GFOA and the recently adopted RPs can 
be found online at	www.gfoa.org. 

Commission	on	the	21st	Century	Economy	 

Governor Schwarzenegger signed Executive Order S-12-08 to create 
the bipartisan Commission on the 21st Century Economy (Commis-
sion). The Commission is charged with reviewing the state’s existing 
revenue laws and making recommendations to make the state’s rev-
enue stream more stable and reflective of the state’s current economy. 

As part of the review, the Commission will examine how to best 
capture revenue in California's economy and stabilize the state's fi-
nances. At the same time, any recommendation will have to main-
tain a fair and equitable revenue structure that ensures the state’s 
continued economic competitiveness. 

The Commission will be composed of 12 members; six appointed by 
the Governor, three appointed by the Senate President pro Tempore 
and three appointed by the Speaker of the Assembly. The chair will be 
designated by the Governor. The Commission will report its findings 
to the Governor and the legislature by April 15, 2009. 

California’s	Water:	An	LAO	Primer 

California’s Legislative Analyst’s Office (LAO) recently released 
California’s Water: An LAO Primer, which outlines the current is-
sues and trends of water in the state. The primer outlines the chal-
lenges the state’s water delivery system is facing due in part to a 
combination of increasingly variable weather conditions, legal re-
quirements, and system operation and conveyance constraints. Ac-
cording to the report, these challenges affect water availability, reli-
ability, and delivery. 

The primer addresses issues of California’s water governance, water 
supply, source and delivery and potential legislative issues. In ad-
dition the report provides insight into the financial aspect of water. 
Specifically, the primer provides a look at how state, local, and fed-
eral entities finance water projects and reflect on the state’s largest 
water initiative, the SWP, and how it has been funded, as well as 
take a brief look at federal and local financing of water projects. In 
addition, the primer highlights the factors affecting the cost of water, 
explores what goes into a typical residential water bill, and shows 
the trend toward higher residential water rates. This report is avail-
able on the LAO’s website, www.lao.ca.gov. DL 
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SEMINAR	ANNOUNCEMENT:
 

ThE	FUNDAMENTALS	OF	LAND-SECURED	FINANCING
 

Coming	This	March	2009
 

Cost:	$199 
Registration	Deadline:	February	6,	2009	or	until	filled 

On March 6, 2008 at the Hilton Concord, the California Debt and 
Investment Advisory Commission (CDIAC) will present The 
Fundamentals of Land-Secured Financing Seminar.  

This one-day workshop focuses on Mello-Roos Community Fa-
cilities District and Assessment District Financings. The adoption 
of Proposition 13 in 1978 cut off the ability of voters to approve 
additional local general obligation bonds to finance community 
facilities. It was this circumstance that led the California State 
Legislature, in 1982, to enact the Mello-Roos Community Facili-
ties Act of 1982, thereby restoring the ability of voters within a 
defined area to approve additional property taxes for the financ-
ing of community facilities and some public services through the 
formation of CFDs and the imposition within the defined area of 
an exaction called a “special tax.” 

Today, Mello-Roos Community Facilities District and Assess-
ment District Financings remain a regional practice as concluded 
in CDIAC’s research publication, California Mello-Roos Commu-
nity Facilities Districts-Yearly Fiscal Status Reports and Reports 
on Draws on Reserves and Defaults 2003-2007. To assist finance 
professionals with a general understanding of the processes and 
practices associated with land-secured financing, the seminar will 

cover topics including financing structures, pre-formation consid-
erations, the district formation process, project implementation, 
bond issuance mechanics, and the administration of liens and 
management of delinquencies. The seminar is designed for local 
government officials and other professionals seeking to use land-
secured public financing for either capital facilities or services or 
both. CDIAC highly recommends this course for school adminis-
trators, city officials, and water district agency representatives as 
these markets are large issuers of CFD financings. 

Representing the AD’s panel will be Sam Sperry, Attorney of 
Counsel from Orrick, Herrington, and Sutcliffe, LLP., Emil A. 
Marzullo, Executive Director, City of San Bernardino Economic 
Development Agency, and Joan Cox, P.E., Associate from Harris 
and Associates. Representing the CFD’s panel will be Larry Ro-
lapp, Chairman-CEO with Fieldman, Rolapp, & Associates; Bob 
Davison, Special Districts Manager with the County of Sacra-
mento; and Susan Goodwin, Managing Principal from Goodwin 
Consulting Group. 

The Fundamentals of Land-Secured Financing seminar is pre-
sented as part of CDIAC’s ongoing technical assistance program 
and qualifies for MCLE credits. 

Call CDIAC at (916) 653-3269 for more information or visit 
DLwww.treasurer.ca.gov/cdiac . 
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save the date 

CDIAC	Seminars	&	Conferences 

February	6,	2009 

ABCs of School Debt Financing 
Ontario, CA 
www.treasurer.ca.gov/cdiac 

March	6,	2009 

Fundamentals of Land-Secured Financing 
Concord, CA 
www.treasurer.ca.gov/cdiac 

April	30-May	1,	2009 

Mechanics of a Bond Sale 
Redondo Beach, CA 
www.treasurer.ca.gov/cdiac 

May	14-15,	2009 

Living with an Issue: 
Ongoing Debt Administration 
San Diego, CA 
www.treasurer.ca.gov/cdiac 

Other	Organization	Seminars	&	Conferences
 

January	21-24,	2009 

California Association of Sanitation Agencies 
Midyear Conference 
Indian Wells, CA 
www.casaweb.org/confer.htm 

February	17-20,	2009 

California Society for Municipal 
Finance Officers 
Annual Conference 
San Francisco, CA 
www.csmfo.org 

February	23-26,	2009 

California Coalition for Adequate 
School Housing 
30th Annual Conference 
Sacramento, CA 
www.cashnet.org/meetings/ 

March	25-27,	2009 

Government Investment Officers Association 
Annual Conference 
Las Vegas, NV 
www.gioa.us 

April	1-3,	2009 

California Redevelopment Association 
Annual Conference 
Monterey, CA 
www.calredevelop.org 

April	6-9,	2009 

California Association of School 
Business Officials 
Annual Conference 
San Diego, CA 
www.casbo.org 

April	15-17,	2009 

California Association for Local 
Economic Development 
Annual Training Conference 
Monterey, CA 
www.caled.org 

April	20-24,	2009 

California Municipal Treasures Association 
Annual Conference 
Palm Springs, CA 
www.cmta.org 

June	2-5,	2009 

California Association of County Treasurers 
and Tax Collectors 
Annual Training Conference 
Yosemite, CA 
www.cacttc.org 

June	28-July	1,	2009 

Government Finance Officers Association 
103rd Annual Conference 
Seattle, WA 
www.gfoa.org 

August	28-	September	2,	2009 

National Association of State Treasurers 
Annual Conference 
Dana Point, CA 
www.nast.net/calendar.htm 

September	16-19,	2009 

League of California Cities 
Annual Conference & Exposition 
San Jose, CA 
www.cacities.org/index.jsp 

Organizations may submit information on fu-
ture educational seminars, meetings, or confer-
ences by contacting CDIAC at: 

915 Capitol Mall, Room 400, 
Sacramento, CA 95814 
Phone: (916) 653-3269 
Fax: (916) 654-7440 
Email: cdiaceducation@treasurer.ca.gov 

Publication of announcements is subject to 
space limitations. CDIAC advertises educa-
tional opportunities only for organizations 
that do not directly derive a profit from the 
issuance of municipal debt or the investment 
of public funds. DL 
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