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SUBJECT:   Authorize the Issuance of Revenue Bonds to Finance Water and 

Wastewater Capital Projects and Approve a Financing Team 
 
BACKGROUND 
The City of Sunnyvale owns and operates a water utility, a solid waste utility, and 
a wastewater utility.  From time to time, the City has had a need to issue debt to 
finance the substantial capital and infrastructure projects that such public 
utilities require.  Projects for the Materials Recovery Facility at the SMaRT Station, 
the City’s Recycled Water System, significant wastewater projects, and the original 
construction of the SMaRT Station have all been financed through revenue bonds.  
The FY 2009/2010 budget includes plans to issue additional water and 
wastewater revenue bonds.  In addition, there will be a future need to issue bonds 
to finance a $400 million Water Pollution Control Plant Renovation over the next 
10-15 years.   
 
EXISTING POLICY 
Fiscal Sub-Element Policy F.2.5 Revenue Bonds – All City utility related 
improvements shall be funded only from revenues of the respective utilities. 
 
Fiscal Sub-Element Policy I.1b.1 Capital improvements associated with the 
existing infrastructure of a utility should be primarily funded from two sources: 
rate revenue and debt financing. 
 
DISCUSSION 
The FY 2009/2010 Approved Budget reflects the need for significant capital 
improvements to both water and wastewater facilities over the next several years. 
Much of this is due to aging infrastructure. Currently it is an excellent time for 
agencies with good credit ratings (like Sunnyvale) to enter the municipal debt 
market because of very favorable low interest rates.  It also makes good fiscal 
sense to accelerate projects (as was done with the Wastewater Oxidation Pond 
Sediment Removal Project in November of 2009) to achieve construction cost 
savings over the long term.  Given the positive position of the market, staff 
recommends that revenue bonds be issued for water and wastewater projects, 
which would minimize the effect on utility rates by spreading the costs to users on 
a more equitable, long-term basis. 
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The existing Water and Wastewater Revenue Bonds Series 2001 (“2001 Bonds”) 
have approximately $21 million ($7 million for water, $14 million for wastewater) 
in outstanding principal. Staff also is proposing to refund the 2001 Bonds in 
conjunction with the issuance of revenue bonds for new water and wastewater 
capital projects. Under current market conditions, this would be advantageous to 
the City even if new money was not needed.  Anticipated net present value savings 
under the current conditions are approximately $1 million for the combined 
systems, or 4.62% of the refunded par amount. It is important to note that these 
savings could change significantly based on market conditions at the time of sale.  
 
The recommended financing plan is to issue two series of revenue bonds – one for 
each utility – with each containing a refunding and new project component.  The 
two revenue bonds issues will include approximately $17 million in new financing 
for the City’s water system, and approximately $23 million in new financing for 
the City’s wastewater collection and treatment system.   
 
Build America Bonds 
The American Recovery and Reinvestment Act (ARRA) included a new financing 
tool for state and local governments called Build America Bonds (BABs). BABs, 
which allow a new direct federal payment subsidy, are taxable bonds issued by 
state and local governments that provide access to the conventional corporate 
debt markets. In order to recoup the savings lost by issuing taxable instead of tax 
exempt bonds, the City would receive, from the United States Treasury 
Department, a direct payment in an amount equal to 35 percent of the interest 
payment on the Build America Bonds. As a result of this federal subsidy payment, 
the City would have lower net borrowing costs and be able to reach more sources 
of borrowing than with more traditional tax-exempt bonds. Staff will consider 
these bonds only if the market conditions are favorable, and will structure the 
legal documents to allow for the purchase of BABs if the appropriate conditions 
exist. 
 
Competitive v. Negotiated Sale 
There are two ways that the City can sell bonds: competitive and negotiated. In a 
negotiated sale, the City works with an underwriter to prepare the bonds for sale. 
Bonds sold at negotiated sale typically have complex structures and require more 
presale marketing or are sold in particularly volatile markets. As a result of such 
presale marketing, a negotiated sale typically results in a better interest rate than 
if such securities are sold at competitive sale as discussed below.  
 
Under the competitive approach, the City would set a date and time at which any 
underwriter may submit a bid to purchase the bonds. The City would award the 
bonds to the firm that offers the lowest true interest cost. The process entails 
publishing notice of the sale and the mailing of Official Statements and Bid Forms 
to underwriting firms. Firms that are interested in bidding on the City’s bonds will 
submit a bid on the date and time specified for sale. 
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Typically, refunding of existing debt is done on a negotiated basis.  In this case, 
the complexity of the transactions and the current unsettled state of the financial 
markets are additional reasons staff is recommending that the bonds are sold 
through a negotiated sale.  Furthermore, the staff is recommending De La Rosa & 
Co. (“DLR”) as the underwriter.  DLR has agreed to underwrite the bonds for the 
same underwriter’s discount the City would otherwise have obtained in connection 
with a competitive sale of the bonds. DLR will receive no fee for structuring the 
bonds. The City’s recommended financial advisor, Ross Financial, will work closely 
with DLR to assure that the bonds will be structured within the parameters that 
the City would have set for a competitive sale. 
 
Approval of Financing Team
The Financing Team consists of City officials, bond counsel, disclosure counsel, 
financial advisor, and underwriter.  Staff is recommending the same team that has 
been used on many of its recent transactions.  This team is experienced, is 
familiar with the City and the City’s management systems, and provides their 
services at very competitive rates. The recommendations for these positions have 
been listed below: 
 

Bond Counsel and Disclosure Counsel  
Jones Hall, A Professional Law Corporation 

San Francisco, CA 
 

Financial Advisor  
Ross Financial 

San Francisco, CA 
 
Underwriter 

De La Rosa & Co. 
San Francisco, CA 

 
Description of Recommended Bond Counsel and Disclosure Counsel and Services 
Bond counsel is responsible for drafting legal documents and ensuring that the 
bonds are issued in compliance with all applicable state and federal laws. Bond 
counsel delivers an opinion at closing that the bonds are legally issued and 
interest is exempt from Federal and state taxes. Because the City will be selling to 
investors in the capital markets (rather than through a private placement), bond 
counsel also serves as disclosure counsel. In this role, disclosure counsel will 
draft the Official Statement for each bond offering, describing the City, the 
applicable utility, including rate structure in place for that utility, the City’s 
economic picture and the bond issue, and issue an opinion that the Official 
Statement is accurate in all material respects. 
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The law firm of Jones Hall is recommended as bond and disclosure counsel. Jones 
Hall is one of the leading bond counsel firms in the State and serves local 
governments throughout California. The firm has served as bond counsel and 
disclosure counsel for the City and Financing Authority on several previous 
financings, including the 2009 Variable Rate Refunding Certificates of 
Participation financing for the Government Center Site Acquisition Project, the 
Mello-Roos financing for the Downtown Parking Project, and the 2001 Utilities 
Bonds. In addition, Jones Hall acted as disclosure counsel in connection with the 
above transactions and the 1998 refunding of the Parking Lease Revenue Bonds. 
The firm also serves as bond counsel and disclosure counsel on a similar utility 
bond financing for the City of Palo Alto, one of the few municipalities in California 
that operates a combined utility. 
 
Jones Hall’s proposed services will include: 

• Consultation with the financing team on structuring the financing; 
• Preparation of basic bond documents; 
• Preparation of the preliminary and final Official Statement 
• Preparation of the Bond Purchase Agreement; 
• Preparation of documents for pre-closing and closing; 
• Providing bond counsel opinion relating to the validity and tax-exempt 

nature of the interest on the bonds; and 
• Providing an opinion that the Official Statement is accurate in all 

material respects. 
. 
Jones Hall proposes a fee of not to exceed $160,000 for both issues, plus out-of-
pocket expenses (not to exceed $2,500 per bond issue) for both bond counsel 
services and disclosure counsel services. This fee will be paid from the proceeds of 
the bonds and is contingent on their sale and closing. 
 
Description of Recommended Financial Advisor and Services 
Ross Financial is a San Francisco-based financial advisory firm that is focused 
solely on municipal bonds. Its principal, Peter Ross, has more than thirty years 
experience in the municipal bond market, having served in the capacities of bond 
counsel, underwriter, and financial advisor over the course of his career. Ross 
Financial performs work for many prominent municipalities in California, 
including the Cities of San Jose, San Francisco, Burbank, the Santa Clara Valley 
Transportation Authority, SamTrans, and Peninsula Corridor Joint Powers Board. 
 
Ross Financial’s services include reviewing structuring options, analyzing merits 
of a refunding, cash flow analysis, participation in rating agency presentations, 
review of the Official Statements, bond documents, and related activities.  Ross 
Financial has served as financial advisor for many of the city’s recent 
transactions, playing a significant role in obtaining excellent financing through the 
Series 2007 Utility Revenue Bonds, which were a private placement deal to fund 
the SMaRT Station materials recovery equipment project. 
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Ross Financial proposes a fee of $50,000 plus out-of-pocket expenses (not to 
exceed $1,000). This fee will be paid from the proceeds of the bonds and is 
contingent upon their sale and closing. Because this fee is within the threshold for 
approval by the City Manager, the contract will be authorized by him if the 
financing team is approved by Council. 
 
Description of Recommended Bond Underwriter and Services 
De La Rosa & Co. (“DLR”) is the recommended underwriter of the bonds. The City 
has a long-standing professional relationship with DLR, which is a California-
based investment bank focused solely on California municipal bonds. The firm is 
one of the most active participants in the California municipal bond market, 
serving as an underwriter on over 450 California municipal bond transactions 
since 2005 with an aggregate par amount of $97 billion. The firm has served the 
City in the past as underwriter on its 1998 Refunding Certificates of Participation, 
2001 Government Center financing, 2001 Water and Wastewater revenue bonds, 
2003 Solid Waste revenue bonds, 2003 tax allocation bonds, and Mello-Roos 
financing. The firm has extensive experience underwriting utility revenue bond 
issues in California. In 2009 De La Rosa & Co. served as lead underwriter on $1.2 
billion of California utility revenue bonds. 
 
The Underwriter is compensated at the time of sale through an Underwriter’s 
Discount. This is the amount paid to the underwriting group for purchasing, 
underwriting, and selling the securities. The Underwriter’s Discount is computed 
as a percentage of the par amount of the sale.  De La Rosa & Co. is proposing a 
not to exceed Underwriter’s discount of .080%.  Again, this fee is contingent upon 
sale and closing of the bonds and will be paid as a cost of issuance from bond 
proceeds. 
 
FISCAL IMPACT 
Both the Water and Wastewater bonds will finance these new capital projects over 
30 years at current interest rates resulting in approximately $1.2 million in new 
annual debt service for the water system, and $1.4 million in new annual debt 
service for the wastewater system, including all costs of issuing the debt.   
 
The Water Revenue Bonds will be issued in an amount not to exceed $30 million 
(including $7 million in refunding bonds), will have a final maturity of no more 
than thirty years from the date of issuance, and will bear interest at rates not in 
excess of 6.5 percent. The not-to-exceed interest rate is based on a net calculation 
after taking into account any federal interest subsidy received by the City, should 
the City choose to issue federally taxable Build America Bonds. Based on current 
market conditions, it is expected that the final maturity of the bonds will be 30 
years from the date of issuance, and the all-in interest cost would be 
approximately 4.80 percent. 
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The Wastewater Revenue Bonds will be issued in an amount not to exceed $40 
million (including $14 million in refunding bonds), will have a final maturity of no 
more than thirty years from the date of issuance, and will bear interest at rates 
not in excess of 6.5 percent. Again, the not-to-exceed interest rate is based on a 
net calculation after taking into account any federal interest subsidy received by 
the City, should the City choose to issue federally taxable Build America Bonds. 
Based on current market conditions, it is expected that the final maturity of the 
bonds will be 30 years from the date of issuance, and the all-in interest cost would 
be approximately 4.72 percent. 
 
Staff will be returning to council at a later date for final approval to issue the 
bonds.  At that time, approval of the financing documents will be requested and 
staff will provide a detailed fiscal impact that includes actual debt service impacts 
for Council’s review.   
 
PUBLIC CONTACT 
Public contact was made by posting the Council agenda on the City's official-
notice bulletin board outside City Hall, at the Sunnyvale Senior 
Center, Community Center and Department of Public Safety; and by making 
the agenda and report available at the Sunnyvale Public Library, the Office of the 
City Clerk and on the City's Web site. 
 
ALTERNATIVES 

1. Authorize staff to proceed with the issuance of Water Revenue Bonds and 
Wastewater Revenue Bonds, approve the financing team, and authorize the 
City Manager to enter into contracts with Jones Hall for Bond Counsel and 
Disclosure services in substantially the same form as the attached.  

2. Do not authorize staff to proceed with the issuance of Water Revenue 
Bonds and Wastewater Revenue Bonds.  

 
RECOMMENDATION 
Staff recommends Alternative 1, authorize staff to proceed with the issuance of 
Water Revenue Bonds and Wastewater Revenue Bonds, approve the financing 
team, and authorize the City Manager to enter into contracts with Jones Hall for 
Bond Counsel and Disclosure services in substantially the same form as the 
attached. 
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Reviewed by: 
 
 
 
Mary J. Bradley Director of Finance 
Prepared by: Timothy J. Kirby, Revenue Systems Supervisor 
 
 
Approved by: 
 
 
 
Gary M. Luebbers 
City Manager 
 
 
 
Attachments

A. Agreement for Legal Services between the City of Sunnyvale and Jones Hall 
for Bond Counsel and Disclosure Counsel services in connection with 
Wastewater Revenue Bonds 

 
B. Agreement for Legal Services between the City of Sunnyvale and Jones Hall 

for Bond Counsel and Disclosure Counsel services in connection with Water 
Revenue Bonds 
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