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ATTACHMENT B-1

Debt Policy Revisions

The impetus for recommending some changes to the debt policy was prompted by
recommendations made by the Government Finance Officers’ Association (GFOA) in reviewing
the Town’s budget document. It has been recommended that staff move beyond monitoring debt
levels through various ratios and identify how and when Carrboro will issue debt. It was
suggested that key ratios be selected and used to make recommendations to the Board as to when
debt should or should not be issued for capital projects.

It is also believed that all projects should be considered through the capital improvement plan
(CIP) process. However, it is recognized that opportunities occur that make the timing of such
impossible. The proposed debt policy will add a step that will require projects considered outside
of the CIP process to be reviewed in context of the entire CIP plan and the impact on the debt
levels would be assessed and a recommendation be made by staff to the Board on whether the
town should move forward or make some changes to the existing CIP plan to stay within key
ratios.

The proposed changes are shaded to reflect changes that Board may consider.

DEBT MANAGEMENT POLICY — DRAFT 2006

Debt policies are written guidelines and restrictions affecting the amount, issuance, process, and type of
debt issued by a governmental entity. The important functions of a debt policy are to:

e Provide guidance on the types and levels of the Town’s outstanding debt obligations so
as not to exceed acceptable levels of indebtedness and risk. Debt policies also serve as
a framework within which the Town can evaluate each potential debt issuance;

e Direct staff on objectives to be achieved, both before bonds are sold and for the
ongoing management of the debt program;

o Facilitate the debt issuance process by making important decisions ahead of time;

e Assist the Town in the management of its financial affairs, ensuring that the Town
maintains a sound debt position and that its credit quality is protected;

e Allow for an appropriate balance between the established debt parameters and
providing flexibility to respond to unforeseen circumstances and new opportunities;
and

e Serve as a means of stimulating an open debate about the government’s outstanding
obligations and lead to an informed decision by elected officials.

POLICY STATEMENTS

Purpose and Type of Debt

Purpose:

Debt is only to be incurred for financing capital assets that, because of their long-term nature or because
of budgetary constraints, cannot be acquired from current or budgeted resources. Debt is not to be used
for operational needs or normal recurring maintenance. Ideally, the Town will strive to restrict debt
issuance to capital needs identified and formalized in a capital improvement program (CIP).




ATTACHMENT B-2

Types of Debt:

A. The types of debt instruments can include general obligation bonds, bond anticipation notes, revenue
bonds, lease-installment financings, certificates of participation, special obligation bonds, or any other
financing instrument allowed under North Carolina statutes. The Town will strive to use the least costly
and most appropriate form of financing for its project needs.

B. All debt issued, including short-term installment purchase financing that the Town incurs for recurring
equipment, will be repaid within a period not to exceed the expected useful life of the improvements,
equipment, or vehicles financed by the debt.

Debt Limits and Affordability

Debt policies should define limits or acceptable ranges for each type of debt. Limits are set for legal,
financial, and policy reasons. State law dictates legal limits. Financial limits may be established to
achieve a desired credit rating or to exist within budgetary or other resource constraints. Debt limits alone
will not result in desired ratings, but limits on debt levels can have a material impact if the local
government demonstrates adherence to the policy over time. Policy limits can include the purposes for
which debt may be used, the types of debt that may be issued, and minimum credit ratings.

The Town will use an objective, analytical approach to determine the amount of debt to be considered for
authorization and issuance.

Several standards or guidelines are available for establishing limits:

Outstanding Debt as a Percentage of Assessed Valuation
This ratio measures debt levels against assessed valuation and assumes that property taxes are the primary
source of debt repayment.

Statutorily, the Town is subject to the Local Government Bond Act of North Carolina which limits the
amount of net bonded debt the Town may have outstanding to 8% of the appraised value of property
subject to taxation. However, this is not considered a realistic ratio as other ratios that measure ability to
pay (described below) would exceed the Town’s desired debt levels.

The Town will also strive to avoid maintaining a “high” debt burden as measured by the Local
Government Commission. This analysis is updated annually by the LGC.

Debt per Capita :

This ratio reflects the philosophy that all taxes, and therefore the total principal on outstanding debt, are
paid by the residents (as measured by population count). This ratio is widely used by analysts as a
measure of an issuers’ ability to repay debt.

The Town will also strive to avoid maintaining a “high” debt burden as measured by the Local
Government Commission. This analysis is updated annually by the LGC.

Debt Service as a Percentage of Operating Expenditures

The ratio that measures the percentage of debt service to the general fund expenditures reflects the
Town’s budgetary flexibility to change spending and respond to economic downturns. Annual debt
service payments (like a house payment), can be a major fixed part of a government’s fixed costs and its
increase may indicate excessive debt and fiscal strain.



ATTACHMENT B-3

The North Carolina Local Government Commission (LGC) advises that local governments should have a
reasonable debt burden. A heavy debt burden may be evidenced by a ratio of General Fund Debt Service
to General Fund Expenditures exceeding 15%, or Debt per Capita or Debt to Appraised Property Value
exceeding that of similar units. Credit rating agencies, on the other hand, consider debt exceeding 20% of
operating budget to be excessive. Ten percent is considered acceptable.

f'he Town will maintain this ratio at or below 12%, considering this to be a moderate level of debt;
Use of Debt Ratios

Carrboro, for the fiscal year ending June 30, 2005 shows debt expenditures, including installment
financing debt, at 8.61% of the total audited operating expenditures.

fhis measure will be the primary ratio used to reiay the impact of debt to the Board, both in terms of tax
ate and ability to pay debt within budgetary constraints. No pIOJeCt will be included in- the CIP that
nereases the debt ratio above 12%. Any proj; ject that i is considered outside of the Capltal Improvemenf
Plan shall be revisited in context of the plan to momtor the pro;ect s impact on the Town’s debt ratiosi
Projects shall be considered for recornmendatlon as long as the debt expenditures as a percentage of
bperating expenditures remain at or below the 12% debt ratloE

The aforementioned measures, while defined with targets in mind, shall also be judged against the
necessity of and benefits derived from the proposed acquisitions. The Town will continue to update its
debt affordability analyses annually along with a review of peer groups to continue to analyze and control
its debt effectively.

By establishing comparative debt ratios and targets over a period of time, the Town is demonstrating that
there is an analytical and informed process for monitoring and making decisions about the Town’s debt
burden and maintaining the Town’s fiscal position on behalf of the community.

Bond Ratings
The Town will seek to maintain its current A+ (Standard and Poors) and A1 (Moody’s) bond ratings. The

Town will maintain good communications with bond rating agencies about its financial condition and
operations.

Debt Issuance and Structure

The Town will strive to issue bonds no more frequently than once in any fiscal year. The scheduling of
bond sales and installment purchase decisions and the amount of bonds to be sold and installment
financing to be sought will be determined each year by the Board of Aldermen. These decisions will be
based upon the identified cash flow requirements for each project financed, market conditions, and other
relevant factors.

If cash needs for bond projects are insignificant in any given year, the Board may choose not to issue
bonds. Instead, the Board may fund upfront project costs and reimburse these costs when bonds are sold.

In these situations, the Board will adopt reimbursement resolutions prior to the expenditure of project
funds.

For most debt issues, the actual structure and sale is conducted in conjunction with the Local Government
Commission (LGC), a division of the Office of State Treasurer. The LGC functions as the financial
advisor to local governments when issuing debt. Structuring must take into consideration current
conditions and practices in the municipal finance market.
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The Town will seek level or declining debt repayment schedules on long-term bonded debt, as encouraged
by the Local Government Commission. Debt requiring balloon principal payments reserved at the end of
the issue term will be avoided. General obligation bonds will be generally competitively bid with no
more than a 20-year life.

For short-term installment financings on capital items and equipment, the Town will rely on a competitive
bidding process and the debt term will not exceed the useful life of the asset.

Capital Planning and Debt Determination

The Town will adopt a six-year capital improvements plan (CIP) annually. Debt financing and the
associated policies will be considered in conjunction with the CIP with approval of funding and projects
by the Board of Aldermen.

Any capital item that has not been included in the CIP or recurring lease-purchase schedule but because of
its critical or emergency need where timing was not anticipated in the CIP or budgetary process, or is
mandated immediately by either State or Federal requirements, will be considered for approval for debt
financing.



ATTACHMENT C

9002 ‘20 JaqwiaAoN ‘Aepsan | 900¢Z ‘20 JeqwanoN ‘Aepsan sAep Q ajeq uono9|z
9002 ‘20 JaquiaAoN ‘Aepsan] | 9002 ‘€| 4990100 ‘Aepud sAep Gz uopeJsisibay JJOA Jo 8s0|]
9002 ‘€ 4890300 ‘Aepu4 9002 ‘6Z Joquieydag ‘Aepu shep ¥ wnpuaJtsjay puog Jo 820N Ppug ysiiand
9002 ‘¢} 489030 ‘Aepud 9002 ‘ZZ Jequiaydag ‘Aepud shep 1z winpualajay puog jJO 3J1JON 1S| ysliqnd
9002 ‘zz Jequisydag ‘Aepu4 900zZ ‘61 Jequaydag ‘Aepsan} shep ¢ JadedsmaN 0} 921}0N puas
9002 ‘€0 Joqwaydag ‘Aepung | 9002 ‘€0 Joquieydag ‘Aepung shep 0 pajdopy se JapJQ puog ysiignd
9002Z ‘0¢ 1snbny ‘Aepsaupaph | 9002 ‘0€ 1snbny ‘Aepsaupapn shep o JadedsmapN 0} JapiO puog puas
SuoI}09|3
9002 ‘10 Jequisydag ‘Aepu4 9002 ‘62 ¥snbny ‘Aepsan shep ¢ Jo pJeog 0} JBpJQ pPUOq puag 0} 43I0
ajeg wnpualajoy pue uojsanp jo|leg
9002 ‘62 isnbny ‘Aepsan 9002 ‘62 Isnbny ‘Aepsan sAep 0 | 19§ 4opJQ puog jdopy ‘Buneay alignd pIoH
9002 ‘8Z Isnbny ‘Aepuo 9002 ‘2z isnbny ‘Aepsan sAep g bupeaH 21|qnd Jo 820N ysliand
900z ‘61 isnbny ‘Aepinjeg 9002 ‘9| isnbny ‘Aepsaupam shep ¢ 198Q JO JusWaJe)}S UIOMS 314
- buuesyH
9002 ‘G| 1snbny ‘Aepsan 9002Z ‘G} 1snbny ‘Aepsan shep o 21|qnd B 19S pue Japi0 puog aonpodju|
9002 ‘G0 Ainr ‘Aepsaupap 9002 ‘GZ aunr ‘Aepung sAep 0| uonesidde 997 9ji4
spuoq pasodoud jo jeaociddy s,097
9002 ‘g aunr ‘Aepinjeg 9002 'tz aunr ‘Aepinjeg sAep 0 | Joj uoneoi|ddy 8ji4 0} Jusjuj JO B2ON Ysiignd
9002 ‘¢7Z aunr ‘Aepinjes 9002Z ‘Lz aunr ‘Aepsaupap shep ¢ JadedsmaN 03 a21j0N puas
900z ‘0z aunr ‘Aepsanj 9002 ‘0z aunr ‘Aepsan} shep Q uonNjosSay SPIOA\ UMQ 1dopy
SuoI09|3
900z ‘10 aunr ‘Aepsiny| 900Z ‘10 aunp ‘Aepsiny | shep 0 JO pieog Ajuno)) 0} a21j0N jewloju| SAIS)
9002 ‘10 Aey ‘Aepuopy 9002 ‘10 Aep ‘Aepuopy shep o Je1S 997 yim Jesy
900Z ‘Sl yosey ‘Aepsaupapn 9002 ‘Gl Yyotepy ‘Aepsaupapn shep o ue|d 9Aljejud | aulwiaaqg
shep ;¢2 | JSNO: m

155

9002 ‘20 1aqwianop ‘Aepsan |

ug -

L

9002 ‘Gl yoJep ‘Aepsaupap
A .,:_mom B

DOLIDJ

LAVHA — duipWi], puog




ATTACHMENT D-1
March 8, 2006

By Facsimile and Electronically

L. Bingham Roenigk
Finance Officer, Town of Carrboro
301 West Main St.

Carrboro, NC 27510

Town of Carrboro — Sample Schedule for Issuance of
Sidewalk Bond Anticipation Notes

Dear Bing:

You asked for a sample schedule of the steps involved in proceeding with an issuance for the
Town of Carrboro of bond anticipation notes related to sidewalk projects, with the idea of receiving funds
by the end of the current fiscal year on June 30. As we have discussed, this issuance would provide funds
to the Town (1) to reimburse the Town for funds previously expended on sidewalk projects, (2) to fund
projects currently under bid (or which will be under bid by the time of our note sale), and perhaps (3) to
provide additional funds for projects contemplated over the next six to nine months.

There are very few formal steps to this process. There is only one Town Board resolution required,
and no further public hearing. The key to the process is the receipt of construction bids on projects to be
funded as described under (2) in the preceding paragraph. Based on information from George Seiz, the
table below assumes that bids are received by the end of April. This leads to a closing in early June. Of
course, if the bids are delayed beyond the end of April, then we may need to take a different approach.

Please note that the first step on the table is for Town staff to discuss your projects and the bond
anticipation note process with the LGC staff. Now that there is some expectation to have bids by the end
of April, I think that it would now be in order for you to call Martha Lasater or Gordon Johnson of the
LGC staff to get this ball rolling. At that time, you also could discuss the possibility of including in your
borrowing some amount of funds as described under (3) in the first paragraph.
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Here are the steps:

Description Time
1. Town staff notifies LGC staff of As soon as possible

desire to move ahead with BAN
issue before June 30

2. Construction bids received By April 30

3. Town Board adopts resolution May 9
approving details of BAN issue

4, LGC receives sealed bids for BANSs; May 23

awards BANs based on lowest offered

interest rate
5. Closing - funds made available to Town June 6 (two weeks after step 4)

Please let me know if you have any questions or comments about this schedule, or any other
aspect of this process. As you know, I am planning to attend the Town Board meeting on March 14 for a
discussion of the capital plan, and I would be happy to answer questions about this process at that
meeting, as well.

Thanks for giving us the chance to work for Carrboro on this project.

Very truly yours,

SANFORD HOLSHOUSER

Robert M. Jessup Jr.



