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Brief Description: Implementing the recommendations of the commission on state debt.

Sponsors: Representatives Dunshee and Warnick; by request of Commission on State Debt.

Brief Summary of Bill

* Creates a Debt Advisory Council, composed of seven members, to advise the
Governor and Legislature on state debt levels and the working debt limit.

* Changes the working debt limit to 8 percent during non-recessionary periods.

* Requires enhanced reporting of debt service impacts in agency 10-year capital
planning and the capital appropriations bill.

Hearing Date: 1/24/12
Staff: Susan Howson (786-7142).
Background:

Washington periodically issues general obligation bonds to finance projects authorized in the
capital and transportation budgets. General obligation bonds pledge the full faith, credit, and
taxing power of the state towards payment of debt service (principal and interest payments).

Article VIII, section 1 of the Washington Constitution (Constitution) limits the issuance of
general obligation bonds. The State Treasurer cannot issue any bonds that would cause the debt
service on any new plus existing bonds to exceed 9 percent of the average of the prior three
years' general state revenues. Generally speaking, the Constitution defines general state revenue
as all unrestricted state tax revenues.

A working debt limit below the nine percent constitutional limit is used for developing the
general obligation bond portion of capital budgets. The working debt limit has been 8.75 percent
since the 2009-11 biennium. Legislation enacted in 2011 (SSB 5181) required the working debt
limit to phase down to 7.75 percent by Fiscal Year (FY) 2022, starting in FY 2016. The State
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Finance Committee, composed of the Governor, Lieutenant Governor, and State Treasurer, may
recommend modified working debt limits in response to extraordinary economic conditions.

Substitute Senate Bill 5181 also established a Commission on State Debt (Commission) to
recommend possible changes to the constitutional debt limit and other debt policy in order to:
* stabilize the capacity to incur new debt in support of sustainable and predictable capital
budgets;
* reduce the growth in debt service payments to an appropriate level that no longer exceeds
the long-term growth in general fund expenditures; and
* maintain and enhance the state's credit rating.

The Commission reported its findings and recommendations in December 2011.
Recommendations include changes to constitutional and statutory working debt limits, creation
of a Debt Advisory Council (DAC), and enhancements to debt service reporting.

Summary of Bill:

A Debt Advisory Council (DAC) composed of seven members is established, including the State
Treasurer (non-voting), the Director of the Office of Financial Management (OFM), the
Secretary of Transportation, and four legislators, each selected from the two majority caucuses of
the House of Representatives and the Senate. The DAC advises the Governor and Legislature on
the level of state debt for appropriation purposes. The DAC recommendations must be approved
by an affirmative vote of at least four members. Staffing of the DAC must be provided by the
Office of the State Treasurer.

The working debt limit is 8 percent during non-recessionary periods and may increase to 8.5
percent during recessionary periods as defined by the DAC. The DAC must recommend the
timing of returning the working debt limit to 8 percent within eight years following a
recessionary period.

The Director of OFM must prepare enhanced reporting of debt service requirements for the
Governor's budget requests.

Capital appropriation bills must also include enhanced reporting of debt service requirements
resulting from new debt-financed appropriations and alternative financing contracts.

Requirements of the State Treasurer to determine general state revenues for purposes of
determining the constitutional debt limit are modified to correspond to changes to the
constitutional debt limit proposed in separate legislation (HJR 4226).

All provisions in the bill, except the enhanced reporting of debt service requirements, are null
and void if the proposed amendment to the constitutional debt limit (HJR 4226) is not ratified by
the voters.

Appropriation: None.

Fiscal Note: Available.
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Effective Date: This bill takes effect 90 days after adjournment of the session in which the bill
is passed, except for section Sections 1 through 3, 6, and 7, relating to the establishment of a
Debt Advisory Council and modifications to the working debt limit which takes effect July 1,
2014, if HJR 4226 is ratified by the voters at the next general election.
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