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I.
POLICY
The purpose of this policy is to ensure that all financings of the County be completed in a most cost efficient, professional manner and in accordance with the highest standards of the financing industry, law, and good government practices. 
II.
DEFINITIONS
III.
GENERAL INFORMATION
Debt is only to be incurred for financing capital assets that, because of their   long-term nature or because of budgetary restraints, cannot be acquired from current or budgeted resources.  Debt is not to be used for operational needs.  Debt financing can include general obligation bonds, revenue bonds, certificates of participation, lease/purchase agreements, or any other financing instrument allowed under Minnesota State statutes.

IV.
PROCEDURES
I.  DEBT AFFORDABILITY
The County will use an objective, analytical approach to determine the   amount of debt to be considered for authorization and issuance.  This process involves the comparison of generally accepted standards of affordability to the current County values.  These standards and guidelines shall include the following:

Overall Debt Per Capita:  This ratio measures the burden of debt placed on the size of the population supporting the debt and is widely used by analysts as a measure of an issuers’ ability to repay debt. This measure will be maintained with an effort to remain in the Moderate level of $1,000 to $2,500 per capita.
Debt to Market Value:  This ratio measures debt levels against the property tax base which generates the tax revenues that are the main source of debt repayment.  This measure will be maintained with an effort to remain in the Low Debt Burden level of under 3% of debt to market value.
Debt Service as Percentage of Budget:  This ratio reflects the County’s budgetary flexibility to change spending and respond to economic downturns.  This measure will be maintained with an effort to remain in the low range of the Moderate level of 5% -10% of debt service as percentage of budget.

Legal Limit: The legal limit on debt as described in Minnesota Statutes, Section 475.53,  Subdivision 1 states “no municipality shall incur or be subject to a net debt in excess of 3 percent of the market value of taxable property in the municipality.”
II. DEBT STRUCTURE

For most debt issues, the actual structure and sale that is conducted in  conjunction with structuring of each issue will take into consideration current market conditions.  

Debt will be paid off in a timeframe that is less than the useful life of the asset or project acquired through the financing.  

Debt service for each issue will be structured in an attempt to level out the county’s total debt service payments.  This structuring assists in minimizing the interest payments over the life of the issue.  

The County typically pays off its debt as quickly as possible.  The term of a County bond issue very rarely would be more than 20 years.

III. CREDIT ENHANCEMENT 

Normally, due to the high ratings on County general obligation bonds, credit enhancement is not cost effective.  Credit enhancement may be beneficial on revenue bonds or specially secured debt of the County.

Credit enhancements (third party guarantees of the County’s debt) may be used to improve the marketability of debt, or when the cost of credit enhancement is less than the financial benefit of the lower interest rates which result from the credit enhancement.  Credit enhancement providers will normally, absent special considerations, be selected by competitive proposal.
IV. FIXED VS. VARIABLE RATE DEBT
In the municipal marketplace, Debt Obligations have typically been structured as fixed rate debt.  Amortized over 10, 15 and 20 years these amortization periods reflect the “long end” of the yield curve.  Short-term variable rate markets focus on the “short end” of the yield curve.  A potential detriment to the variable rate strategy is the uncertainty of the direction and magnitude of future market changes.

In the variable rate program, the County is subject to the risk of interest rate volatility.  When the County elects a variable rate program, it may experience considerable periods of very attractive rates on average, but is equally subject to the risk of those rates being higher than the alternative fixed rates.

Variable rate debt should only be used for three purposes (1) as an interim financing device, (2) as an integral portion of a long-term strategy, and (3) to better match the average life of the County’s assets to its liabilities.

V. OPTIONAL REDEMPTION (CALL FEATURE)
Debt issues will customarily include an option by the County to redeem the outstanding principal after a specific date at a price at or above the par amount of the principal then outstanding.  Exceptions will exist for shorter term debt (less than 10 years) for which optional redemption may have an adverse effect on the interest rate or marketability of debt.  The optional redemption terms will be determined based upon the following factors:

· Special requirements of the County due to program or business requirements.

· The earliest date at which bonds may be redeemed at the lowest price which does not have a material adverse effect on the price or marketability of the debt issue.

VI. METHOD OF SALE
Debt issues of the County may be sold competitive, negotiated, or private placement sale methods unless otherwise limited by State law.  The selected method of sale will be the option which is expected to result in the lowest cost and most favorable terms given the financial structure used, market conditions, and prior experience.  The method of sale should be transparent and easily understandable to elected officials, staff and the public.
The County will use the competitive sale method unless there are compelling reasons which indicate that a negotiated sale or private placement would have a more favorable result such as financing structure which requires or involves:

· Special pre-marketing efforts:

· Below investment grade credit rating;

· Complex security or transaction features;

· Factors that are expected to result in a lack of competitive bids; or

· A proprietary or innovative financing concept brought to the County.

VII. REFUNDING PRACTICES
The County will consider refunding outstanding debt in order to:

· Achieve interest rate savings;

· Restructure principal; and,

· Eliminate burdensome covenants with bondholders.

Refundings undertaken to achieve interest rate savings are limited in number by Federal Regulations.  Therefore, savings should be sufficient to offset the reduced future refunding flexibility.  In addition, State law requires a 3% minimum present value savings on interest, after transaction costs, in order to undertake a refunding.

Refundings involving a restructuring of principal will be considered if there is no adverse affect on the credit rating or credit perception of the issue, or if the County can achieve a more favorable matching of revenues or other pledged resources to debt service payments.  Restructuring of principal will seek to minimize the amount of refunding debt to be issued.  Therefore, savings should be sufficient to offset the reduced future refunding flexibility.

Refunding Debt shall not extend the maturity beyond the original Debt being refunded without compelling justification.
     

VIII. SELECTION OF PROFESSIONAL SERVICES
The County will maintain ongoing agreements with certain professionals related to the issuance and management of debt including, but not limited to:

Bond Counsel
To render opinions on the validity, enforceability and tax exempt status of the debt and related legal matters, and to prepare the necessary resolutions, agreements and other documents.

Financial Advisor
To advise and assist on the structuring, rating and issuance of debt.

Competitive proposals will be taken periodically for these services.  Selection criteria will consider such factors as:

· Cost/fees;

· Experience/qualifications;

· Qualifications of staff, and

· Availability/location.

Other professional services will be retained when required including credit agencies, escrow agents, trustee, and other.  These services will be procured when in the best interest of the County by a competitive selection process.

All contracts for professional services will be in accordance with County approved contracting policy and procedures. 

IX. INVESTMENT PROCEEDS

Proceeds of debt issues will be invested in accordance with State law, Ramsey County’s Investment policy, and legal requirements of the debt issue.  Investments will be managed to maximize interest earned, subject to legal covenants, liquidity requirements, and tax law limitations.

X. DISCLOSURE

Official statements and other financial disclosure materials will be prepared based on industry practices, regulatory requirements, and disclosure standards promulgated by state and national regulatory agencies.
XI. ARBITRAGE REBATE COMPLIANCE

To the extent required by applicable laws, regulations, and bond covenants, the Count is responsible for compliance with the arbitrage rebate requirements.  The County may use outside experts, including bond counsel or financial advisor, to assist in preparing returns and making payments.  The County will annually determine any accrued rebate liability and make adequate provision for reserving funds for rebate purposes.

XII. CREDIT RATING RELATIONS

The County enjoys the highest possible credit ratings for its general obligation bonds from Moody’s Investors Service (Aaa) and Standard & Poor’s Corporation (AAA).  These credit ratings permit the County to borrow at the lowest interest cost and are a reflection of the County’s excellent management, financial controls, economic conditions and low debt levels.

Information will be submitted to the credit rating services upon their request for issues which have outstanding ratings.  The Office of Budgeting & Accounting will inform the credit rating service(s) in a timely manner regarding material changes in financial condition and developing events which may influence outstanding or future ratings.
XIII. MARKETING AND INVESTOR RELATIONS
The County will maintain good relations with the investing public and underwriters which buy and sell the County’s debt.  The following action will be taken to achieve this purpose:

1. Maintain a mailing list of underwriters and institutional investors to which financial statements and information concerning the County’s upcoming debt issue is distributed annually;

2. Maintain informal contacts with the underwriting desks of firms which routinely buy and sell the County debt;

3. Maintain contacts with credit agencies, to ensure that they are informed of the County’s financial position and major County initiatives.

V.
LINKS & RESOURCES

Minnesota State Statutes 475.51 thru 475.80

GFOA’s An Elected Official’s Guide to Debt Issuance
VI.
CONTACTS

Richard Koop; Investment / Debt Manager of Budgeting and Accounting, 651-266-8057, email to: Richard.Koop@co.ramsey.mn.us
VII.
REVISION HISTORY

The previous Debt Policy was written in 2004 but was not formally adopted by Board Action.  
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