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March 30, 2011
The Honorable Larry Gossett
Chair, King County Council

Room 1200

C O U R T H O U S E
Dear Councilmember Gossett:

The enclosed motion responds to Proviso 4 in Section 18 of the 2011 Adopted Budget, Ordinance 16984, which directed the Office of Performance, Strategy and Budget (PSB) to revise “the county’s general fund debt management policies.”

The existing general fund financial policies are captured in two separate motions: 11196 and 5888.  Motion 11196 focuses on general fund debt policies.  Motion 5888 focuses on general fund balance.  Motion 11196 is the most relevant for this proviso and was the basis for the attached proposed motion.  The proposed motion rescinds 11196 but does not alter motion 5888.  The proposed policies also are consistent with Motion 12660, the general Debt Management Policies for King County.
There are three significant changes being proposed with this motion:
1. Credit Objectives: Motion 11196 established the credit objective for general fund supported debt to “maintain its rating of Aa1”.  While this is our current rating from Moody's Investors Services, Inc. for limited tax general obligation (LTGO) debt issued by the general fund, there are two other rating agencies (Fitch, Inc. and Standard and Poor's Financial Services, LLC) from which the County typically obtain ratings that have different ratings scales.  The proposed motion makes that clear by broadening the credit objective to maintain the AA+ rating from Fitch and the AAA rating from Standard and Poor’s.  Please note that Moody's and Fitch do not issue AAA ratings for LTGO debt.
2. Amount Allowed for Debt Service:  The proposed motion changes both the level and the calculation of how much general fund revenue can be used for debt service.  The current policy uses actual existing debt service payments and then divides by general fund revenues adjusted for property taxes dedicated to debt, contract payments, and intergovernmental transfers.  The existing policy indicates this ratio should be less than or equal to five percent (5%). 
During the 2011 budget process, Council staff noted that the 5% limit likely would be exceeded in future years as a result of past commitments by the County to issue debt.  However, analysis of the existing policy revealed that the 5% limit can be exceeded "in the event of an emergency."  It appears one existing project qualifies as an emergency project.  This is the 2004 King County Courthouse Seismic Repairs.  This project involved a debt issue of over $80 million and the annual debt service is over $6 million.  If this project is considered an emergency project, the existing policy allows the debt limit to be exceeded by up to the amount of its annual debt service.  Therefore, even though the existing limit is projected to be exceeded in years 2012 through 2015, the amount it is over is less than the amount deemed to be emergency debt service, resulting in no violation of existing policy.  The debt that will be issued to support Green River emergency flood preparedness also will qualify for this emergency status. 
Even though the existing debt limit policy likely will not be exceeded, I am still proposing to change the calculation of the debt limit.  The proposed changes will make the policy more comprehensive and understandable.

The current calculation excludes some expenditures that are used to support debt and excludes some specific revenue.  This makes it less useful as a metric to understand how much general fund revenue is going to debt service and how much is going to operations.  In order to more accurately capture the amount of resources allocated to debt service, the attached motion would change the current calculation procedure.  General fund debt obligations would include existing debt service and capital lease (63-20) payments that general fund agencies make.  Capital lease payments are not paid out of dedicated property tax revenues, but are still debt service the general fund supports.  The policy would cover other debt payments that are similar to these capital lease payments.  For example, Elections pays debt service for its new building directly from its appropriations, a portion of which is then charged to participating cities.  This net amount should be included as part of debt obligations.  Certain non-general fund debt supported by the general fund also would be included.  The general fund also receives payments from some non-general fund agencies to partially offset this debt service, which should be netted out of the debt service calculation. 
To provide a useful ratio, the proposed policies would adjust the debt obligations to exclude the payments from non-general fund agencies and outside parties mentioned above.  This is because the debt ratio is intended to be an easy metric to explain the portion of resources allocated to debt service and to operating programs.  The reimbursements provided by non-general fund agencies and outside parties are counted as revenue.  Netting them out of debt service and including them as revenue implies the resources are available for operating when they are really not.  Using the gross values in both cases makes it a more useful comparison.
Revenue for the calculation will be total actual revenue collected in the general fund including property tax revenue used for debt service.  
These technical adjustments are necessary to provide a useful metric.  In simple terms, the proposed general fund debt policy is simply six percent of total revenues.  The allowable percentage is increased from 5% to 6% to reflect the inclusion of additional debt service in the calculation, as explained above.  The new policy will retain the provision in the current motion that the debt limit can be exceeded in cases of emergency.  The current forecast through 2015 indicates the maximum new debt ratio will be 5.8% in 2013, even including emergency debt service.

3. Policy Review:  Motion 11196 called for the provision of an advisory panel made up of five appointed members.  The panel's purpose was to “review our general fund debt policies, review for compliance with our general fund debt policies, examine trends in the general fund LTGO debt service financial plan, and make recommendations to the Council and Executive in each of these areas.”  They were supposed to meet every even-numbered year. 
The proposed motion moves the responsibility for periodically reviewing debt management policy to the Executive Finance Committee (EFC).  This is consistent with the countywide King County debt policies contained in Motion 12660, which calls on the EFC to review and recommend changes to the countywide policies.  This committee has the expertise to provide guidance on this policy and using the EFC avoids the staff time and cost associated with an appointment process.
Making sure we provide quality capital and operating allocations while maintaining financial sustainability is a key part of the King County Strategic Plan.  The County should have a clear and comprehensive policy on general fund debt service, and I believe the attached motion provides that.  I remain committed to maintaining this financial stewardship and welcome your partnership in these efforts. 
If you have any questions, please contact Dwight Dively, Director, Office of Performance, Strategy and Budget, at 206-263-9727.

Sincerely,
Dow Constantine

King County Executive
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