
DEBT MANAGEMENT POLICY GUIDELINE

The Tennessee Association of Utility Districts (TAUD) has prepared this document as a guideline which a utility district may use in developing its own Debt Management Policy.  After December 31, 2011, a utility district must have a Debt Management Policy in place in order to issue new debt.  This document should be used only as a guideline.  Each utility district has its own financial condition, financial resources, existing debt, need for additional debt for future capital improvements and ideas about how debt should be used in financing the utility district’s system.  

TAUD urges each utility district to work with its financial advisor, accountant, attorney and other professionals to develop its own Debt Management Policy which is suited to meets the utility district’s specific objectives in issuing debt as a part of its long-term financial planning. 
Debt Management Policy
____________ Utility District of _______, Tennessee 
Adopted by the Board of Commissioners on ___________, 2011

Effective ____________, 2011
DEBT MANAGEMENT POLICY
Introduction TC "Introduction" \f C \l "1" 
Debt management policies provide written guidance about the amount and type of debt issued by local governments, the issuance process, and the management of the debt portfolio.  A debt management policy tailored to the needs of the Board of Commissioners (the “Governing Body”) of the ___________ Utility District of ____________, Tennessee (the “District”) can improve the quality of decisions, identify and disclose parameters relating to the structure and issuance of debt, identify policy goals, and provide a foundation for long-term financial planning, all of which are in the public interest of the District.  If applicable, adherence to a debt management policy may signal to rating agencies and the capital markets that a governmental entity is well-managed and should meet its obligations in a timely manner.
Debt levels and their related annual costs are important long-term obligations that must be managed within available resources.  An effective debt management policy provides guidelines for a government to manage its debt program in line with those resources.

This Debt Management Policy is intended to comply with the debt management policy requirements promulgated by the Tennessee State Funding Board in December 2010.

Objectives TC "Goals and Objectives" \f C \l "1" 
The Governing Body is establishing a debt policy as a tool to ensure that financings undertaken by the Governing Body satisfy certain clear objective standards designed to protect the District's financial resources and to meet its long-term capital needs.  The objectives of this policy are:


1.
To document responsibility for the oversight and management of debt-related 
transactions;


2.
To establish criteria and promote prudent financial management for the issuance 
of debt obligations and the evaluation of debt issuance options;


3.
To identify legal and administrative limitations on the issuance of debt and ensure 
the legal use of the Governing Body’s debt issuance authority;


4.
To define the types and appropriate use of debt approved for use within the 
constraints established by Tennessee law;


5.
To provide guidance for evaluating refunding candidates or alternative debt 
structures;


6.
Where applicable, to provide support for the maintenance of credit ratings;


7.
To enhance risk management practices; and


8.
To increase transparency, reduce conflicts, and promote cooperation in the debt 
management process.

Debt Management Strategies TC "Debt Management Strategies" \f C \l "1" 
To achieve the objectives above, the Governing Body adopts the following debt management strategies and procedures.

A.
Funding Strategies TC "Funding Strategies" \f C \l "2" 
1.
Debt is to be issued pursuant to the authority of and in full compliance with provisions, restrictions and limitations of the Constitution and laws of the State of Tennessee (the “State”) (including Title 7, Chapter 82, Tennessee Code Annotated (the “Utility District Act”) and various bond authorizations enacted by the General Assembly of the State), and pursuant to resolutions adopted by the Governing Body.
2.
(For Water and Wastewater Utility Districts) Debt may only be used to finance or refinance the capital costs of improving the District’s utility system (the “System”) and such other costs related thereto as may be permitted by the Utility District Act (including without limitation issuance costs, capitalized interest and the funding of debt service reserves), all of which must be authorized by the Governing Body.  Debt may not be issued to finance the District’s operating costs.
2.
(For Gas Utility Districts) Debt may only be used: (1) to finance or refinance the capital costs of improving the District’s utility system (the “System”) and such other costs related thereto as may be permitted by the Utility District Act (including without limitation issuance costs, capitalized interest and the funding of debt service reserves); and (2) to finance gas purchases, including storage costs and pipeline capacity costs, in anticipation of the collection of revenues as permitted by T.C.A. § 7-82-501(b).  These uses must be authorized by the Governing Body.  Debt may not be issued to finance the District’s operating costs except for the purchase of gas as permitted by T.C.A. § 7-82-501(b).  
3.
Debt shall be secured by and payable from the revenues of the System, as prescribed by resolution of the Governing Body, and a corresponding statutory lien on the assets of the System.
B.
Federal Tax Status TC "Federal Tax Status" \f C \l "2" 
1.
Tax-Exempt Debt — Based on the assumptions that tax-exempt interest rates are lower than taxable rates and that the interest savings outweigh the administrative costs, restrictions on use of financed projects, and investment constraints, the District will use its best efforts to maximize the amount debt sold under this policy as tax-exempt.

2.
Taxable Debt — The District will sell taxable debt when necessary to finance projects with a private use or uncontrolled purpose.  The Governing Body encourages the financing team to blend the financing of taxable projects with the financing of tax-exempt projects whenever possible.

C.
Legal Limitations on the Use of Debt TC "Legal Limitations on the Use of Debt" \f C \l "2" 
1.
No debt obligation shall be issued to fund the current operation of the District.  
2.
The proceeds of any debt obligation shall be expended only for the purpose for which it was authorized by the Governing Body.

3.
All debt shall be approved by resolution of the Governing Body.

4.
Prior to the consideration of a resolution authorizing the issuance of debt, the General Manager and/or the President of the Governing Body shall prepare and submit a request for financing report from the State Comptroller’s office, as required by the Utility District Act.  If timely received, the General Manager and/or the President of the Governing Body shall cause the report to be published as required by the Utility District Act.  No financing report is required by the Utility District Act in connection with a loan from a state or federal agency.
Types of Debt TC "Types of Debt" \f C \l "1" 
Pursuant to the Utility District Act, the District is authorized from time to time to issue or incur the following types of debt, all of which is subject to the terms of the debt management policy.

A. Bonds
 TC "Bonds" \f C \l "2" 
The District may issue bonds under the Utility District Act to finance capital projects or refinance outstanding debt.  
B.
Bond Anticipation Notes (BANs)
BANs are short term obligations authorized to be issued under the Utility District Act that will be repaid by proceeds of a subsequent bond issue.  
C.
Capital Leases


Capital leases are leases of equipment or other System property, where the leased property becomes the property of the District at the end of the lease term and the lease payments include a financing component.

D. Loans from State or Federal Agencies

The District may incur debt in the form of loans from State or federal agencies.  Loans are evidenced by a loan agreement between the District and the lending agency.

E.
Loans from Public Building Authorities TC "Loans from Public Building Authorities" \f C \l "2" 
The District may enter into loan agreements with one or more public building authorities, pursuant to Sections 12-10-101 et seq., Tennessee Code Annotated, in lieu of issuing bonds or notes under the Utility District Act.  The policies set forth herein for bonds issued under the Utility District Act shall be equally applicable to loan agreements entered into with a public building authority.  
Debt Management Practices TC "Debt Management Practices" \f C \l "1" 
A. Structure
 TC "Structure" \f C \l "2" 
The Governing Body shall establish by resolution all terms and conditions relating to the issuance of debt.

1. Term
Any debt (including refunding debt) shall have a weighted average maturity not greater than the weighted average expected lives of the assets financed by such debt. In addition, the final maturity of any debt should not be longer than the expected life of the longest lived asset financed thereby.

2. Capitalized Interest
From time to time certain financings may require the use of capitalized interest.  Interest may be financed (capitalized) through a period permitted by federal law and the authorizing resolution of the Governing Body if it is determined that doing so is in the District’s best interest.

3. Debt Service Structure
The District will seek to structure its aggregate debt with level or declining debt service payments over the life of its aggregate debt.  In structuring principal repayment for any debt issue, the Utility will seek to balance the goals of (a) amortizing principal as quickly as possible to minimize interest costs, and (b) maintaining consistent and manageable rates for its customers.
4. Call Provisions
The District will strive to issue all of its debt with a call feature no later than ten years from the date of delivery.  In any event, call features should be structured to provide the maximum flexibility relative to cost.  The District will avoid the sale of long-term non-callable bonds absent careful evaluation by the Governing Body with respect to the value of the call option.

5. Original Issuance Discount/Premium
Bonds sold with original issuance discount/premium are permitted with the approval of the Governing Body.

6. Debt Service Reserve Funds
If the Governing Body determines that it is necessary to fund a debt service reserve fund in connection with debt, it may agree to fund such a reserve.  The size of any debt service reserve fund established in connection with the tax-exempt debt will be in compliance with applicable federal tax rules.  The District will strive to fund debt service reserves with District funds, rather than with debt.  However, the District may use the proceeds of debt to fund debt service reserves if the Governing Body concludes that the restriction of District funds would reduce unrestricted funds below manageable levels. 
7.
Fixed vs. Variable Interest Rates
Fixed rate debt bears interest at a rate or rates that remain constant throughout the life of the debt.  Variable rate debt bears interest at a variable rate through the term thereof.  
The District will issue all of its debt with fixed rates, except as follows:

· Bond anticipation notes may be issued with variable rates, given their short term nature.

· The District may issue or incur variable rate debt if provision as to the calculation or change of variable interest rates is included in the authorizing resolution and the Governing Body carefully evaluates the risks related thereto.  The District will annually include in its budget an interest rate assumption for any outstanding variable rate debt that takes market fluctuations affecting the rate of interest into consideration.  The General Manager shall monitor the ongoing costs and risks of outstanding variable rate and make reports to the Governing Body no less than annually with respect thereto.
B. Refinancing Outstanding Debt
 TC "Refinancing Outstanding Debt" \f C \l "2" 
The Governing Body will consider the following issues when analyzing possible refunding opportunities:

1. Reasons for Refunding
Debt will be considered for refunding when:

•
The refunding results in net present value savings to the District;

•
The refunding of the debt is necessary due to a change in private/public use of a project that would cause a need to change the tax status of the debt; or
•
The Governing Body expressly determines by resolution that the refunding of the bonds accomplishes debt service restructuring that is in the District’s best interest.

2. Term of Refunding Issues
The Governing Body will refund bonds within the term of the originally issued debt, unless otherwise expressly approved by resolution of the Governing Body. 

3. Escrow Structuring
The District shall take steps to utilize the least costly securities available in structuring refunding escrows; provided that the District may purchase U.S. Treasuries – State and Local Government Series if it is determined that the costs and risks attendant to the solicitation of open market securities outweigh any attendant benefits. 

C. Methods of Sale
 TC "Methods of Sale" \f C \l "2" 
Pursuant to the Utility District Act, debt may be issued at competitive or negotiated sale.  
1.
Competitive — In a competitive sale, the District's bonds shall be awarded to the bidder providing the lowest true interest cost as long as the bid adheres to the requirements set forth in the official notice of sale.

2.
Negotiated — In a negotiated sale, the underwriter/lender/lessor will be chosen prior to the sale and the interest rate and the fees of the underwriter/lender/lessor are negotiated prior to the sale.   

In the case of loans from State or Federal agencies, the District will negotiate directly with the agency making the loan.  In all other cases, the Governing Body will determine the manner of sale, and will set forth the manner of sale in the resolution authorizing the debt. 
D.
Underwriter Selection TC "Underwriter Selection" \f C \l "2"  (Negotiated Transaction)
The District, with assistance from its financial advisor (if the District has engaged a financial advisor), shall select the underwriter/lender/lessor for a proposed negotiated sale.  The selection criteria will include the following factors and such other factors as the Governing Body may identify:

•
Ability and experience in managing similar debt transactions;

•
Prior knowledge and experience with the District;

•
Capital adequacy;

•
Quality and experience of personnel assigned to the District's engagement;

•
Financing ideas presented; and

•
Underwriter/lender/lessor fees.

E.
Credit Quality TC "Credit Quality" \f C \l "2" 
If the District maintains a credit rating, the District’s debt management activities will be conducted to maintain the highest credit ratings possible, consistent with District's financing and rate maintenance objectives. The General Manager will be responsible for maintaining relationships and communicating with the rating agencies that assign ratings to the District's debt. Full disclosure of operations and open lines of communication shall be maintained with the rating agencies. The General Manager shall work with its financial advisor and/or underwriter (as applicable) to prepare and make presentations to the rating agencies to assist credit analysts in making an informed decision. 

F.
Credit Enhancements
 TC "Credit Enhancements" \f C \l "2" 
The District will consider the use of credit enhancements on a case-by-case basis, evaluating the economic benefit versus the cost.  Only when clearly demonstrable savings can be shown shall an enhancement be utilized.  The District may consider each of the following enhancements as alternatives by evaluating the cost and benefit of such enhancements: bond insurance, reserve fund surety bonds, letters of credit and liquidity facilities.
G.
Use of Structured Products
 TC "Use of Structured Products" \f C \l "2" 
No interest rate agreements or forward purchase agreements will be considered unless a policy defining the use of such products is approved before the transaction is considered.

H.
Risk Assessment
 TC "Risk Assessment" \f C \l "2" 
The District will evaluate each transaction to assess the types and amounts of risk associated with that transaction, considering all available means to mitigate those risks.  The District will evaluate all proposed transactions for consistency with the objectives and constraints defined in this Policy.  The following risks should be assessed before issuing debt:

1.
Change in Public/Private Use — The change in the public/private use of a project that is funded by tax-exempt funds could potentially cause a bond issue to become taxable.

2.
Default Risk — The risk that debt service payments cannot be made by the due date.

3.
Liquidity Risk — The risk of having to pay a higher rate to the liquidity provider in the event of a failed remarketing.

4.
Interest Rate Risk — The risk that interest rates will rise, on a sustained basis, above levels that would have been set if the issued had been fixed.

5.
Rollover Risk — The risk of the inability to obtain a suitable liquidity facility at an acceptable price to replace a facility upon termination or expiration of a contract period.

6.
Credit Risk — The risk that an issuer of debt securities or a borrower may default on its obligations by failing to repay principal and interest in a timely manner.

J.
Continuing Disclosure
 TC "Continuing Disclosure" \f C \l "2" 
To the extent that any of the District's debt issues are subject to U.S. Securities and Exchange Commission Rule 15c2-12 ("Rule 15c2-12"), the Governing Body will provide certain financial information and operating data by specified dates, and will provide notice of certain enumerated events with respect to the bonds, all as described in Rule 15c2-12.
K.
Transparency
 TC "Transparency" \f C \l "2" 
The District shall comply with the Tennessee Open Meetings Act, providing adequate public notice of meetings and specifying on the agenda of a meeting when matters related to debt issuance will be considered. Additionally, in the interest of transparency, all costs (including interest, issuance, continuing, and one-time) shall be disclosed to the citizens in a timely manner.  To comply with the requirements of the preceding sentence, an estimate of the costs described above will be presented to the Governing Body along with any resolution authorizing debt.  
Within four weeks of closing on a debt transaction, the debt service schedule and the State Form CT-0253 shall be available at the office of the General Manager for inspection and review by members of the Governing Body and the District’s customers.

L.
Professional Services
 TC "Professional Services" \f C \l "2" 
The District requires all professionals engaged to assist in the process of issuing debt to clearly disclose all compensation and consideration received related to services provided in the debt issuance process by the District. This includes "soft" costs or compensations in lieu of direct payments.

1.
Counsel — The District will enter into an engagement letter agreement with each lawyer or law firm representing the District in a debt transaction.  No engagement letter is required for any lawyer who serves as counsel to the District regarding District matters generally.

2.
Bond Counsel — Bond counsel for each debt transaction is contracted by the Governing Body and serves to assist the District in such debt issue.
3.
Financial Advisor — If the District chooses to engage a financial advisor, the financial advisor for each debt transaction will be contracted by the Governing Body and will serve and assist the District on financial matters related to such debt transaction.  The Governing Body shall approve the written agreement between the District and the financial advisor with respect to a debt transaction.  The financial advisor shall not be permitted to bid on or underwrite an issue for which it is or has been providing advisory services.

4.
Underwriter – If there is an underwriter for a debt issue, the underwriter must clearly identify itself to the District in writing (e.g., in a response to a request for proposals or in promotional materials provided to the District) as an underwriter and not as a financial advisor from the earliest stages of its relationship with the District with respect to that issue.  The underwriter must clarify its primary role as a purchaser of securities in an arm's-length commercial transaction and must disclose that it has financial and other interests that differ from those of the District.  The underwriter in a publicly offered, negotiated sale shall be required to provide pricing information both as to interest rates and to takedown per maturity to the General Manager in advance of the pricing of the debt.

M.
Potential Conflicts of Interest TC "Potential Conflicts of Interest" \f C \l "2" 
Professionals involved in a debt transaction hired or compensated by the District shall be required to disclose existing client and business relationships between and among the professionals to a transaction (including but not limited to financial advisor, swap advisor, bond counsel, swap counsel, trustee, paying agent, underwriter, counterparty, and remarketing agent), as well as conduit issuers, sponsoring organizations and program administrators.  This disclosure shall include that information reasonably sufficient to allow the District to appreciate the significance of the relationships.
Professionals who become involved in the debt transaction as a result of a bid submitted in a widely and publicly advertised competitive sale conducted using an industry standard, electronic bidding platform are not subject to this disclosure.  No disclosure is required that would violate any rule or regulation of professional conduct.

Debt Administration TC "Debt Administration" \f C \l "1" 
A.
Planning for Sale
1.
In considering the adoption of any debt resolution, the Governing Body shall consider the purpose of the financing, the proposed structure of the financing, the proposed method of sale for the financing, members of the proposed financing team and an estimate of all the costs associated with the financing.
2.
In the case of a proposed refunding, proposed use of credit enhancement, or proposed use of variable rate debt, the General Manager will present to the Governing Board the rationale for using the proposed debt structure, an estimate of the expected savings associated with the transaction (if applicable) and a discussion of the potential risks associated with the proposed structure.
3.
If required by Rule 15c2-12, the General Manager, the bond counsel, financial advisor (if applicable), along with other members of the financing team will prepare a Preliminary Official Statement describing the transaction and the security for the debt that is fully compliant with all legal requirements.

B.
Post Sale
1.
The General Manager will maintain for review by members of the Governing Body and the public a debt service schedule and the CT-0253 Form related to the debt issue.

2.
The General Manager will establish guidelines and procedures for tracking the flow of all bond proceeds, as defined by the Internal Revenue Code, over the life of bonds reporting to the IRS all arbitrage earnings associated with the financing and any tax liability that may be owed.

3.
If required by Rule 15c2-12, the General Manager, the bond counsel, financial advisor (if applicable), along with other members of the financing team will prepare an Official Statement describing the transaction and the security for the debt that is fully compliant with all legal requirements.

C.
Arbitrage
Compliance with arbitrage requirements on invested tax-exempt bond funds will be maintained. Proceeds that are to be used to finance construction expenditures are exempted from the filing requirements, provided that the proceeds are spent in accordance with requirements established by the IRS. The District will comply with all of its tax certificates for tax-exempt financings by monitoring the arbitrage earning on bond proceeds on an interim basis and by rebating all positive arbitrage when due, pursuant to Internal Revenue Code Section 148.  The District will also retain all records relating to debt transactions for as long as the debt is outstanding, plus three years after the final redemption date of the transaction.

D. Private Activity

Compliance with private activity requirements with respect to tax exempt debt-financed facilities will be maintained.  The General Manager shall maintain a record of the allocation of debt proceeds to expenditures, and monitor the use of tax exempt debt-financed facilities to ensure that no impermissible private use occurs.

E. Investment of Proceeds
Any proceeds or other funds available for investment by the District must be invested pursuant to applicable State law.
Review of the Policy TC "Review of the Policy" \f C \l "1" 
The debt policy guidelines outlined herein are only intended to provide general direction regarding the future use and execution of debt. The Governing Body maintains the right to modify these guidelines (except to the extent these guidelines are mandated by applicable state law or regulation) and may make exceptions to any of them at any time to the extent that the execution of such debt achieves the Governing Body's goals.  Any exceptions to these policies shall be expressly acknowledged in the resolution authorizing the pertinent debt issue.  In the event of a conflict between the terms of a debt resolution and this policy, the terms of the debt resolution shall control.
This policy will be periodically reviewed by the Governing Body, at which time, the General Manager will present any recommendations for any amendments, deletions, additions, improvement or clarification.

Adoption of the Policy TC "Adoption of the Policy" \f C \l "1" 
The Governing Body adopted this Policy on __________ 2011, effective __________, 2011.
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