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Subject:  
An MOTION to formally adopt a Debt Management Policy for King County government. 
Summary:   
The proposed legislation would adopt a written Debt Management Policy for King County (Attachment A). Drafted by the Finance and Business Operations Division, this document details the debt management policies currently followed by the County and authorizes the use of payment agreements.
Specifically, the proposed policy document states the County’s debt management goals and objectives. It describes the debt instruments used by the County and the parameters for their use. It discusses the issuance process and outlines the roles and responsibilities of the involved parties. Additionally, it lays out guiding debt management principles, including: 
1. Debt financing is the preferred option for the acquisition or construction of capital assets. 

2. Debt financing will not be used to finance current operations. 

3. Financing terms will not exceed the estimated useful life of the financed asset. 

4. Bonds will be structured to produce level annual debt service payments. 

5. Debt refinancing will be pursued for the purpose of achieving debt service savings. 

6. Tax-exempt debt will be issued whenever possible.

Analysis: 
Consistent with current practice and generates additional benefits.
The proposed Debt Management Policy is consistent with the existing debt practices that have resulted in the County receiving the highest possible bond ratings and in turn, enjoying the lowest possible borrowing costs for its debt. 

Adopting these policies in a formal written document would benefit the County in three significant ways:
· It would establish a guiding document for present and future County employees, ensuring consistent application of policies across all issuances of debt. 
· It would satisfy a state law (RCW 36.48.07) that requires counties to have an approved written debt policy. 
· It would be viewed as an additional positive factor in the criteria used by rating agencies to rate the county’s bonds. As such, the motion would help to ensure that the county’s bonds continue to receive high ratings. 

Permits the use of Payment Agreements.
In addition to describing existing practices, the proposed Debt Management Policy would expand them by authorizing the use of payment agreements. A payment agreement is a written agreement which provides for an exchange of payments based on interest rates. For example, the payment streams associated with one party’s variable rate debt is often exchanged with another party for the payments associated with fixed rate debt.

The main reason the county would use a payment agreement is to lower the cost of its debt.  For example, instead of issuing fixed rate debt directly, in some circumstances, the County may be able to lock in a lower cost of borrowing by issuing variable rate debt and simultaneously entering into a payment agreement. The County would agree to pay a fixed rate of interest in exchange for receiving payments based on its variable rate (a variable-to-fixed interest rate swap).  The payments that the county received would match the expected cost of the variable rate debt that it issued, leaving it paying a fixed “swap” rate that is lower than if it had issued fixed-rate debt directly.     
In 2000, Washington State permitted the use of payment agreements by public debt issuers within the state. Several large public debt issuers, including the University of Washington, Sound Transit, the city of Tacoma, the Chelan County Public Utility District, and the Ports of Seattle and Tacoma, have all adopted the use of payment agreements, and according to executive staff, all but the Port of Seattle have executed a swap transaction. 

To date, the County has not used payment agreements as it has lacked explicit authorization for their use. According to finance staff, this authorization is considered a necessary precondition by the rating agencies. The Debt Management Policies document proposed in this Motion provides this authorization and includes a detailed appendix on payment agreements with specific guidelines for their execution and management. Of note, any future execution of a payment agreement would need Council approval.
Reviewed and recommended by the Financial Policies Advisory Task Force. 

The Debt Management Policies contained in this document were reviewed and approved by the King County Financial Policies Advisory Task Force. The Task Force was created in November of 2006 by Council to perform a comprehensive review of King County’s financial policies. In 2007, the Task Force worked with Council and Finance Division staff to finalize these debt policies and recommended their adoption to the Council in August.
Of note, if adopted, the Debt Management Policies would become the responsibility of the Executive Finance Committee (EFC). The EFC would periodically review these polices and consider amendments as appropriate. Any changes would then be submitted to the Executive and the Council for final approval. 

Reasonableness: 

This motion appears to be a reasonable business and policy decision. 

Invited: 

· Nigel Lewis, Senior Debt Analyst, Finance and Business Operations Division
· Ken Guy, Director, Finance and Business Operations Division

· Bob Cowan, Director, Office of Management and Budget

· James J. Buck, County Administrative Officer

Attachments: 
1. Motion 2007-0582

2. Attachment A

3. Transmittal Letter
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