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Introduction

Chapter 46, Laws of 20E:1ubstitute Senate Bill 5181
Legislation adopted in the 2011 legislative sesgistablisheda Commission on State Debt
(Commissiondo examine:
1. Trends in the use of all kinds of state obligations, including the impact of debt service
payments on operating budget expenditures
2. Major uses of state debt, the debt service expenditure associated with the msgs;, and
a comparison oflebt sevice expenditures and other operating budget expenditures that
address similar policy objectives as the major uses of;deixt
3. Existing limitations and policies on the use of various kinds of debt and how those policies
and limitations compare with othestates with similar or higher credit ratings.

The legislatiomequiresthe Commissiono recommend improvements in state debt policies and
limitations, including possible amendments to state constitutional debt limitations that will accomplish
the following:
1. Stabilizes the capacity to incur new debt in support of sustainable and predictable capital
budgets;
2. Reduces the growth in debt service payments to an appropriate level that no longer
exceeds the longerm growth in the general fund expendituresnd
3. Maintainsand enhancethe state's credit rating.

The bill also requires the State Finance Cotta@ito recommend working debt limits for budget
development purposesThe State Finance Committee is composed of the Governor, Lieutenant
Governor, and thé&tate TreasurerA working debt limit is a debt limit used for modeling and planning
purposes. It is set below th@wstitutional debt limit to allow a cushion between the amount of debt
sewvice payments required and the constitutional debt limitasefinancial conditions are less
favorable than expected.

Qubstitute Senate Bill (SSB%181 phases the working debt limit down from 8.5 percent in Fiscal Year
(FY)R016 to 7.75 percent blgY2022. The State Finance Committee may adjtihe working debtimit
underextraordinary economic conditions, and is authorized to delay or reduce bond issuance in order
to not exceed the recommended working debt limit.

The Commission must report its findings and recommendations to the State Finance Committee and
the appropriate committees of the Legislature by December 1, 2011.

The full text of SSB 5181 is included in Appendix A.
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Work of the Commission
The Commission on State Debt held five meetings from September 2011 through November 2011. The
following topics were discussed:
1. Constitutiona) Statutory, and Working Debt Limits
2. Laws and Policies
3. Various Purpose and Motor Vehicle Fuel Tax General @bhigaonds
4. Other Debt Instruments
5. Debt Issuance History
6. State General Fund Debt Service
7. Capital Budget Overview and Capital Planning
8. Operating Budget Overview
9. {GFGS IyR [20Ff 58060 YR 2FaKAy3alz2yQa 5
10.Debt Limits in Other States
11.Rating Agency Information and Perspectives
12.Economic Impact of Debt Financing
13.Modeling of Debt Limit Scenarios
14.Public Comment

(0p))
(@]l
c

Commission Presentations

The following individuals were invited to present information to the Commission on State Debt:
Marc Baldwin, Assistant Directaf Forecasting, Office of Financial Management
Ellen Evans, Deputy Treasurer for Debt Management, Office of the State Treasurer
Ronald C. Fisheichigan State University
Susan Howson, Commission Staff, House Office of Prdgesearch
Mark Matteson, House Office of Program Research
Jenny Poredylontague DeRose and Associa(Esancial Advisor to the State Treasurer)
Arun Raha, Executive Director and Chief Economist, Economic and Revenue Forecast Council
Brian Sims, Commissi@taff, Senate Committee Services
Nona Snell, Commission Staff, Office of the State Treasurer
Sandi Triggs, Commission Staff, Office of Financial Management
David Ward, Senate Committee Services
Robert W. Wassmeg@alifornia State University Sacramento
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Background and Findings

Constitutional Debt Limit

Article 8,sectionl of the Washington State ConstitutigAppendix B)imits the amount of debt service

the state may pay for certain types of debt. eldebt limit wasadopted by voters in 197a@ndreplaced

a fixed debt limit of $400,000it expands and contracts with state general revenues calgdty the

state. The limit requires that principal and interest payments in any year may not exceed nine percent
of the average of the prior three years géneral state revenues (defined in the Constitution).

An unofficial working debt limit has been used to maintain a cushion below the nine percent

constitutional limit since the 20885 biennium. The cushion is intended to prevent the state from

reachid YAy S LISNOSyd Ay | &araddzr A2y gKSNB (GKS adl
expected.

Some types of debt are excluded from the Constitutional debt limit, most notably:
1 Bonds payable from the gas tax and motor vehicle license fees;
1 Voter-approved bonds;
1 Bonds payable from income received from the investment of the Permanent Common School
Fund,
1 Debtissued to meet temporary deficiencies in the State Treasury;
Debt payable solely from revenues of particular public improvemeviefuedebt); and
1 State guarantee of voteapproved general obligation debt of school districts.

=

Findings
The Legislature has expanded bond capacity under the constitutional debt limit by changing the bage of
general state revenues used to calculate the limibrder to meet increasing capital needs and policy
objectives. (See Appendix C)

In any given biennium, the practice of the Legislature is to appropriate bonds in the capital budget dip
to the agreed upon working debt limit.

Commission on State DepFinding andRecommendations 6



Debt Service foWarious Purpose General Obligation Bonds
The State Finance Committee issues Various Purpose General Obligation fdAd3@) support
appropriations in the state capital budget.

Capital Budget Appropriation Histgr
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Source: Legislative Evaluatiom®d&countability Program (LEAP) Committee.

Funding for principal and interest (debt service) payments on VP GO bonds is paid from the state
general fund in the operating budget.ebt service is projected several years into the future for
planning purposesbased on expected revenues, interest rates, debt service payments, and future
capital budget appropriation levels.

Bond appropriations today are restricted by these projected variabésst recently, the various

purpose (nortransportation) capitabudget appropriation levels have met the perfect storm of
projected debt service from past bond issuances, declining revenue, and the point at which debt
ASNIAOS NBIFIOKSa (KS g2NJ Ay3a RS dhesefciicofmstances lbavet a 2
caused the amount of bonds available for appropriation to decline dramatically from the last two
biennia and from the amount anticipated.

The payment of debt service is constitutionally protected and cannot be reduced during periods of
economic declineGeneral fund debt service for the 201B biennium is estimated at $1.9 billion or
six percent of projected near general fund expenditures.

Commission on State DepFinding andRecommendations 7



2011-13 Operating BudgetNear General Fundtate*
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Source: Office of Program Research

* Near GeneraFundState includes the Opportunities Pathwa#ccount (OPA) for comparison over time. The OPA was
created in 2010 and is lottery revenue for financial aid, which was a general fund expenditure in the past.
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Debt Service as Bercentof Near GeneraFundState*
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* Near General Fun8tateincludes the Opportunities Pathy@Account (OPA) for comparisomer time. Th®OPA was
created in 2010 andsilottery revenue for financial aid, which was a general fund expenditure in the past.

State General Fund Expenditures for Debt Service
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Near General Funtate*
TenYearChange (20003 to 201113)
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* Near General Fun8tate includes the Opportunities Pathwa#ccount (OPA) for comparison over time. The OPA was

created in 2010 and is lottery revemtor financial aid, which was a general fund expenditure in the past.

Findings
Debt service expenditures have represented an increasing share of the operating budget, particulafl
since the 200709 biennium. Debt service is projectedsatpercent of near general fund expenditures
(and Opportunity Pathways Account) for the 20113 biennium.

y

The Legislature has made a number of changes to the base of general revenue used to calculate the

debt limit, resulting in additional capacity availalhinder the debt limit for capital investment and
higher capital budget appropriations from the 2608 biennium through the 20021 biennium.

Declining general state revenues have resulted in significant operating budget reductions in many
functional area, while debt service has increased. Concern has been expressed about debt servic
crowding out other budgetary priorities and reducing financial flexibility since debt service cannot b
cut in response to revenue downturns.

11%

Advocates of capital budget gects argue that the debfinanced investments are valuable and worth
the required debt service payments and that the percentage ofstlate general fund used for these
payments will return to a lower level once state revenues recover.

Commission on State DepFinding andRecommendations 10



Debt Service Esnates

Since 1991, existing statute (RCW 43.88.031) has required capital budget appropriation bills to include
the estimated general fund debt service costs associated with new capital appropriations contained in
the bill for the biennia in which the apppriations occur and for the succeeding two biennia.

Finding
Historically, the Governor and Legislature have not complied with this statutory requirement.

Is Washington a high debt state?

Whether Washington is considered a high debt state relativetheostates is dependent on

definitions and what debt is included in the debt calculationt G Ay 3 I ISy OASa NIy ] 2
debt levels in the top ten among the 50 states based on the amount of outstandirsy pported

debt. Their definition of @bt includes transportation debt that is paid with sources other than the
stategeneral fundbut does not include certificates of participation other nornttax supported debt.

a 2 2 R& Q &axBupporie8 Debt Statisticsof FiscalYear2010

Per Capita As % Persone
Total(mil. $) Rank ($) Rank Income Rank To GSP* Rank
Washington $17,712 8 $2,626 7 6.20% 7 4.60% 10
Mean $9,984 $1,404 3.50% 2.78%
Median $4,308 $1,066 2.80% 2.17%
Highest $94,715 $5,236 10.10% 8.32%
Lowest $23 $13 0.00% 0.03%

Source: Moody's Investors Service, 2011 State Debt Medians Report, May 25, 2011
*State GDP numbers have a one year lag

Research conducted by Professors Ronald Fisher, Michigan State UnisasiBobert Wassmer,
Sacramento State University, relies on census data to calculate the relative debt burden of the states.
Census data includes not only general obligation bonds but also revenue bonds and certificates of
participation,which isdebt therating agencies do not include in their calculations. By this measure,

when local debt is excluded, Washingtod &' highest in per capita debburing thesameperiod the

YSI ddzNBE dzaSR o0& a2 2Reé Qighthlbighesd SeRcagitadedk A y 3G 2y 1 a GKS
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Top Ten States, Alternative Measures of Outstanding Debt
2007 Per Capita 2007 Per Capita
State Government Only State Government Only
Long -term Debt Long -term
Excluding Private Purpose Net Tax -Supported Debt
Census Moody's
Massachusetts Massachusetts
Hawaii Connecticut
New Jersey Hawaii
New York New Jersey
Connecticut New York
Rhode Island Delaware
Alaska lllinois
Delaware Washington (8)
South Carolina Rhode Island
Louisiana California
Washington (16)

Source: Responses to Questions from the Washingtate £ommission on State Debtoi the Meeting of
October 21, 2011, page 3, November 1, 2011.

The differences in the ranking of Washington's state debt burdens between Moody's analysis and the
censusdata results from thalifferent measures being usedhecensusdata captures a number of

bonds that are not financed with general revenues or gas taxes, but with project baxsealues.

These types of projects would include things like-fiolinced trarsportation projects and tuition and
fee-financed higher education buildings, which are widely used in some other states. Washington has
used relatively few of these financing mechanisms to d&ecause Washington finances nearly all of

its transportationprojects and most of its higher education buildings with gas taxes and/or general
obligation bonds, thewre includedn both measuresThus, from the perspective of an investor
concerned about the capacity of general taxes to back state debt, Washiagfmars to have a higher
debt load; reflected in the Moody's numberalternatively, the overall debt load for Washington
taxpayers; including most forms of general and revenue specific dgbtabout average; reflected in

the census numbers.
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Finding
'a YSIFad2NBR o0& (GKS NYGAy3 F3SyOASas 2FakKAyaf2y(
nation as measured by: debt per capita, debt as a percentage of personal income, debt as a percgntage

of gross state product, and debt service gseacentage of governmental expenditures.

5SALIAGS OAGAY3 GKS aidlrdisSqQa RSodG tS@St Fa | 3248
fundamental strengths of the state largely mitigate the ab@awerage debt burden.

As measured by Professors Fished Wassmer using broadegnsus data, Washington is a moderate
debt state relative to other states.

Economic impact of debt financing

TS 2 aKAy3dz2y {41 4GS h¥TTFAOSOuPpUE Madel of the/eCohdmic/jolsl y I 3 SY
impact by industry intates that for every $1 million increaseconstruction spendingl.0

construction jobs are either maintained or createthis is a combination of direct, indirect, and

induced jobs that are onéime andlast as long as the constructionp@ S O nidlddl (G Q& ¥ dz

| 2ya0NHzOGA2Yy Aa GSNE AYLERZNIIFIYyd (G2 21 aKAy3adzyQa
CAYl YOAIf al youms Mdlelanesimatey $Udziflion spent on highway construction

in FY 2012 will generate an estimated $88,000 in dtaevenues.Of this amount$66,000 of this

tax revenue is generated in the first year, with the remaining $22,000 in the following year.

Employment in nosresidential construction is expected to recover slowly. Nesidential
construction includesfat  O2 y a i NHzOUG A 2 y - br iltAfanllyihémest K & Aay Qi &,

The following table compares the actual and forecasted-residential employment data to general

obligation debt that has been issued by the State Finance Committee to supiabeconstruction
activity resulting from capital and transportation budget appropriations.
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*The 2010 MVFT issuance was over $2 billion but $1.13 billion was moved to 2011 for demonstration purpos
because those bonds would have been issued in 2011, but were issued in 2010 to take advantage of the low
America Bonds interest rate.

Finding

The tradeoff for job credion and the resulting tax revenues in the short run from debt financing is a
longterm reduction inother operating budget expenditures, includijaips supported in the operating
budget due to the required debt service payments for bond funded construction projects.

It is estimated that 28,400 jobs can move the employment ratersypercent.

While ron-residential construction employment has been declining during the current economic
downturn, the overall pattern oincreasinglebt issuance has remained steady.

The members of the Commission on State Debt discussed the appropriate timing of the use of debf
and agree that debt financing for capital projects is timely during a recession when interest rates are
low and construction costs are low, and when the stageds to support jobs anithcreasetax
revenue.

Commission on State DepFinding andRecommendations 14



Other debt

The Commission on State Debt considered other debt obligations that fall outside the debt limit,
including debt issued for transportation projects, certificates of participation (COPsptlaed
alternatively financed projects such #®se supported with 620 Fnancing.

Finding

Althoughdebt issued for transportation projects is not included in the debt limit, rating agencies
consider it in the overall state debt obligation fact, much of the debt issued for transportation
projects is general obligation debt, meaning the state pledges the full faith, credit and taxing power
LJ& GKS RSold aSNBAOS YR A& I YIFIN]JSG O2yaiRs$§

Most debt servicdor state certificates of participation is paid from dedicated fund sources, but some
COP debt service is paid from general fund revenues.

Commission on State DepFinding andRecommendations 15
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Recommendations

The Commission on State Debt recommends amending the Constitutional debt limit, amehdptg

46, laws of 2011 (SSB 518dreating a Debt Policy Couneihd NS @ A & A Yy 3 cajitél Blanding S Q&
process.TheCommission is interested in smoothing the amount of bond capacity available over time
while maintaining a predictable and sustabie capital budget, reducing the amount of debt servase

a share of the state operating budget oube long run, and creating a better planning process for debt
financing including the implications to the financial markets and capital planimirstate gwernment

The Commission on State Debt recommends a Constitutional amendment that results in smoothing the
amount of various purpose capital budget bonds availdéteppropriationover time while

maintaining approximately the level of capacity thgturrently projected. This recommendation is

made because the current state debt limit expands and contracts with state general revenues, and
O2yaSldsSyidftes gAGK GKS ANRoGK IAsRresdig yndeNtheO G A 2y 2
current debt limit,oond appropriations increase in good economic times when revenue collections

grow and decrease in bad economic times when revenue collections are low and atwhandhe

State may wanadditional bond capacitio supportjob growth and tax revenues. Iss bond capacity in

bad economictimesaldoA YA G a GKS { 4 (S Q &efféctivéchphraliidvesimentsWhilé S Y :
interest rates and construction costs may be lovhe fluctuation in available bond capacity also adds
difficulty to capital planing because the amount of future capital budgeapacityis unpredictable.

RECOMMENDATION 1

ConstitutionalChanges to the Debt Limit

The Commission recommendmending the Constitution temooth the level of bond capacity over
time by 1)calculatingaveragegeneral state revenuever a six year period instead of the existing three
year period 2) adding the state property tax the definition ofgeneral state revenue, and 3)
decreasing the debt limit percentage from nine percent to eight and tlpesrters percent.

1. Increasing the number of yeafsr calculating the averagef general state revenue that the
debt limit is based upon allows for a smoother projection of bond capacity, which reduces the
growth of bond appropriations in good economic ygaut increases the amount of bonds
available to appropriate in bad economic times. As previously mentionedxisang
constitutional debt limit requires that principal and interest payments in any year may not
exceed nine percent of the average of theor three years of general state revenues.

2. Addingthe state property tax, which & stable revenue source to general state revenues will
smooth the amount of revenue that the debt limit is based upahich will smooth the bond
capacity The state pperty tax is dedicated by statute to the support of common scho8ts,
although it is deposited into the general fund, it is not includethidefinition ofgeneral state
revenue. The Commission recommends retaining the property tax dedicatiomtmon

Commission on State DepFinding andRecommendations 16



schools in statute, but amending the Constitutionaiidthe taxto general state revenue.
Property tax is a more stabfevenue souce compared to other major revenue sources in the
general fundand will further stabilize bond capacity

3. Reducing the&Constitutional debt limit from nine percent to eight and thrgaarters percent
will balance the net effect of the first two recommeations Increasing the number of years in
the general state revenuealculaton will reduce long term debt capacity becauthe three
additional years are typically years witwler amounts. Adding property tax to the definition
of general state revenue expands debt capacity more than the increased number of years in the
averagegeneral state revenugsduces it.

The combination of these three change#l result in anore stableand predictable projected bond
capacitywithout significantly changing long term debt capacity. These changeasuilstabilizéhe
amount of debt service required in the future.

SeeAppendix E for th&/ashington State Constitution, Article 2B8nending theConstitution.

RECOMMENDATION 2

Statutory Changes to the Working Debt Limit

In conjunction with the Constitutional changes described above, the Commission recommends
amending theworking debt limits in chapter 46, laws of 2011 (SSB 5181) to allow for the limit to
increase during recessions and phase back down as economic recovery take$ lpgawerking debt
limit is used by the Governor and Legislature for budget developmeit.ld$s than the constitutional
debt limit which is the ultimate limit on the issuance of debhefollowing are therecommended
changes to the working debt limit:

1. Change the entity that recommends the working debt limit from the State Finance Committee
to a newly developed Debt Policy Council (see recommenddtimiow).

2. Change the working debt limih statutefor non-recessionary period® eight percent.

3. Allow the Debt Policy Council to increase the working debt limito eight anda halfpercent
during recessioary periodsandrequire the working debt limit to phase badkwnto eight
percent within eight year®llowing the recessionary periodhe Debt Policy Council will
determine the recessionary and recovery periods.

The chartsand tablesin AppendixD demonstratethat the recommendation to amend both the

[ 2yataAiddziazy FyYyR {{. pmym avyz22GKSa GKS | Y2dzi
economy weathers recessions. The amount of debt service remains approximaedgrtie

percentage of near general fund, but rises due to debt service on existing debt outsjzaied then
declines as the debt issuances are reduced over time.

Commission on State DepFinding andRecommendations 17



RECOMMENDATION 3

Legislative Restraint
The Commission recommendise Legislature voluntarily exercigestraint to reduce the amount of

bond capacity and the resulting debt service, without amending the Constitution. Although adding
property tax to general state revenuegould smooth or stabilize general state revenuesttered by

the recession, the result will be a lack of a meaningful limitation on State debt going for3eedhe
November 7, 2011 memo from Tim Kerr to the Commission on State Debt attacAppendixF.

RECOMMENDATION 4

Debt PolicyCouncil

The Comnssion on State Debt recommends creating a Debt Policy Coumcivise in a manner
similar to the Economic and Revenue Forecast Council and the Caseload Forecastt®uncil,
Governor and the Legislaturegarding the appropriate level of state debt, including balancing the
need for fundingessential capital projestpreserving future budgetary flexibilitand protecting the
{G10S5SQa OKNK Rarketatdesa A G A 2 Y

This recommendation includeshifting duties fronthe State Finance Committékat wereidentified in
SSB 5181 tdhts Debt Policy Council. The council wdwddgiventhe mandate of advising the Governor
and Legislature on the working debt limit and the overall amount of debt the statesssuwcluding

debt paid from the motor vehicle fuel tax and other types of ststied debt. The Debt Policy Council
would also be required tdetermine a feasiblamount of future debt issuancéhe impactof the

&G G S ondhe BdBdniarketand theimpact of the debt service required to pay for different types
of debt. Thignayinclude possibilitiesuch asanking bond capacity in the debt modeling process and
recommendng levels obanked capacityandfuture debt service payments.

The Commissiorecommends thathe Debt Policy Coundike comprisedof the following members:

1. TheState Treasurer as the chair and a aating member

2. One member appointed from each of the two largest caucuses of the Senate, appointed by the
President of the Senate

3. One member appointed from each of the two largest caucuses of the House of Representatives,
appointed by the Speaker of the Hoysad

4. Two individuals appointed by th€overnor, such as the OFM Director and Secretary of
Transportation

RECOMMENDATION 5
TenYear Capital Plag Enhanced

The state Budgeting, Accounting and Reporting System Act (RCW 43.88) requires state agencies to
submit aten-year capital spendinglan. The purpose of the plan ts identify future needs and
propose capital projects to address those needs. tEBheyear planning process recognizes that major

Commission on State DepFinding andRecommendations 18



capital projects span several biennia. Major lease projects must also be included in 4eatecapital
plan.The plan musbe updated every biennium.

The Commission on State Debt recommeadkancement of the requirecet-yearcapital plan
submitted by state agencies to the Governor by including estimated debt service payments for the
current biennia and over the life of éhfinancing. This recommendation includes all eiefinced
projects, including transportation projects, certificates of participation ane@3inancings. The
purpose of this recommendation is to assist the Governor and the Legislature in long term debt
planningi 2 Y I y I 3 S crédi iating aind cosEd@n@l to manage overall debt service in the long
run.

RECOMMENDATION 6

Capital Planning Advisory Committee

The Commission on State Debt recommetidscreation of a Capital Planning Commission &sisn
planning current and future uses of debt. The Capital Planning Commission would take a long term 20
year outlook of capital planning while advising the Governor and the Legislature on tyedeicapital

plan.

The Capital Planning Advisory Comim8 SQa NBalLl2yaAoAf AGASAE ¢2dz R Ay

1. Planning for future capital projects, including transportation and ottest-financed
LINE2SOGasx ySSRSR G2 YSSi GKS {4GFrGSQa LREAO
footprint and to manage overall debt sece in the long run

2. Making recommendations based on a 20 year outlook that identifies major capital and
transportation projects and policy initiatives along with the required debt service, including
general fund, motor vehicle fuel tax, and other sources

3. {SUGAYI LINA2NARGASE F2N 0K SeanplafshpiGcorgomtinG A y I y
Fff GKS 3SyOAaSaQ OFLRAGlIE LXFya FyR SadAayl
(i.e., K12 education, natural resources, human services, etc.). Théatms must be bas®
2y YLFLAYGlFrAYyAy3 GKS {GrGdSQa FraaSitasz YSSGAay3
area, and major state policy initiativeand

4. Making recommendations to develop policies to minimize debt financing.

RECOMMENDATION 7

Amend RCW3.88.031, Capital appropriation bitl Estimated General Fund Debt Service Costs
The Commission on State Debt recommends requiring state agencies, the Office of Financial
Management, and the Legislature to estimate debt service for capital projectsrethimmendation
includes two parts: 1) compliance wiRCW 43.88.03which requires the capital budget to include
the estimated general fund debt service, for the current and two succeeding biennia, for the new
appropriations; and 2) amendirigCW 43.88nhichrequires state agencies to submiten-year capital
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spending plan to the Office of Financial Management,doyiring agencies to estimate the debt
service from all funds for the current biennium and over the life of the financing for proposedIcapita
projects and programdhe purpose of this recommendation is for long term debt planning.

¢tKS OdzNNByYy (i NBIdZANBYSYy(iad dzyRSNI w/ 2 nodyydnom
estimated general fund debt service costs associated with newatappropriations contained in that
bill for the biennia in which the appropriations occur and for the succeeding two biénnia.

RECOMMENDATIGN

Commission on State Debt Continuation

The Commission on State Debt recommends continuing their work thdwebebt Policy Council
described in recommendation 4.

RECOMMENDATICN

Commission on State Debt Discontinuation

The Commission on State Debt recommeddsontinuinghe Commission as the work will continue
through the Debt Policy Council in recommendat
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Appendix A
SUBSTITUTE SENATE BILL 5181

Passed Legislature2011 1st Special Session
State of Washington 62nd Legislature 2011 1st Special Session

By Senate Ways & Means (originally sponsored by Senators Parlette, Kilmer, Zarelli, Murray Ratdaigller,
Stevens, Becker, Baumgartner, and Hill)

READ FIRST TIME 05/24/11.

AN ACT Relating to limitations on state debt; adding a new section
to chapter 39.42 RCW; creating new sections; and making an
appropriation.

BE IT ENACTED BY TH E LEGISLATURE OF THE STATE OF WASHINGTON:

NEW SECTION. Sec. 1. The legislature intends to examine the
various kinds of debt incurred by Washington state and the limitations

that control the amount and use of debt. To assist in th is
examination, the legislature seeks the assistance and recommendations

of a commission on state debit.

NEW SECTION. Sec. 2. (1) The commission on state debt is created.

The commission shall include the following members:  The st ate

treasurer, who shall chair the commission; the director of the office

of financial management; one member each from the two largest caucuses

of the senate, appointed by the president of the senate; one member

each from the two largest caucuses of the h ouse of representatives,
appointed by the speaker of the house of representatives; six
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independent members, three appointed by the state treasurer in
consultation with the state finance committee and three appointed by
the governor in consultation with the state finance committee. These
six independent members must not have a financial interest in debt -
financed state expenditures and shall include appointees with
experience in public or private finance, local government, or related
academic or legal backgr ounds. The members of the commission shall
serve without additional compensation, but shall be reimbursed in
accordance with RCW 44.04.120 for attending meetings of the commission.
Staffing for the commission shall be provided by the state treasurer's
of fice, the office of financial management, and legislative capital
budget staff.
(2) The commission shall examine the following:
(a) Trends in the use of all kinds of state obligations including
general obligation bonds; revenue bonds and other debt that supports

the transportation budget; financing contracts; lease purchase

agreements; and other forms of obligations including long - term
liabilities such as pension liabilities and long -term leases. The
examination of trends must also examine the impact of debt service

payments on operating budget expenditures.

(b) Major uses of state debt, the debt service expenditures
associated with those major uses, and a comparison of the debt service
expenditures and other operating budget expenditures that addresses
similar policy objectives as the major uses of debt.

(c) Existing limitations and policies on the use of various kinds
of debt and how those policies and limitations compare with other
states with similar or higher credit ratings. The comparisons will
in clude an examination of relative debt burden and the relationship
between state debt and debt incurred by local governments in the

comparison states.
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(3) The commission must recommend improvements in state debt

policies and limitations, including possible amendments to state

constitutional debt limitations that will accomplish the following:
(a) Stabilizes the capacity to incur new debt in support of
sustainable and predictable capital budgets;

(b) Reduces the growth in debt service payments to an approp

riate

level that no longer exceeds the long - term growth in the general fund

expenditures;
(c) Maintain and enhance the state's credit rating.
(4) The commission must consult affected stakeholders.
(5) The commission must report its findings and recommen
the state finance committee and the appropriate committees of the

legislature by December 1, 2011.

dations to

NEW SECTION. Sec. 3. A new section is added to chapter 39.42 RCW

to read as follows:

The state finance committee must recommend a working debt limit for

purposes of budget development for various purpose capital bond
appropriations. Nothing in this section shall in any manner affect the
validity of indebtedness incurred in compliance with the provisions of
Article VIII, section 1 of the state Constitution. The working debt
limit must be updated periodically following forecasts of the economic

and revenue forecast council. The governor and legislature must
develop capital bond budgets within the most recent recommended w

debt limit. The working debt limit must be lower than the state
constitutional debt limit in order to reserve capacity under the
constitutional limit for emergencies and economic uncertainties. In
order to begin to accomplish the objectives of sta

capacity and reducing the debt service burden on the operating budget,
the state finance committee must recommend working debt limits of eight

and one - half percent from July 1, 2015, to and including June 30, 2017;
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eight and one - quarter perce nt from July 1, 2017, to and including June
30, 2019; eight percent from July 1, 2019, to and including June 30,

2021; seven and three - quarters percent from July 1, 2021, and
thereafter. The state finance committee may recommend modified working

debt limi  ts in response to extraordinary economic conditions. The

state finance committee is authorized to reduce or delay the issuance

of bonds if an issuance would result in exceeding the recommended

working debt limit.

Commission on State DepFinding andRecommendations

24



AppendixB

Article 8, Section 13ate, @unty, andMunicipal Indebtedness,
Washington State Constitution

SECTION 1 STATE DE&TThe state may contract debt, the principal of which shall be paid and
discharged within thirty years from the time of contracting thereof, in the manner set foetrein.

(b) The aggregate debt contracted by the state shall not exceed that amount for which payments of
principal and interest in any fiscal year would require the state to expend more than nine percent of
the arithmetic mean of its general state reuess for the three immediately preceding fiscal years as
certified by the treasurerThe term "“fiscal year" means that period of time commencing July 1 of any
year and ending on June 30 of the following year.

(c) The term "general state revenues" when ugethis section, shall include all state money received
in the treasury from each and every source whatsoever excgjtFees and revenues derived from

the ownership or operation of any undertaking, facility, or project; (2) Moneys received as gifits,gr
donations, aid, or assistance or otherwise from the United States or any department, bureau, or
corporation thereof, or any person, firm, or corporation, public or private, when the terms and
conditions of such gift, grant, donation, aid, or assis@require the application and disbursement of
such moneys otherwise than for the general purposes of the state of Washington; (3) Moneys to be
paid into and received from retirement system funds, and performance bonds and deposits; (4)
Moneys to be paidnito and received from trust funds including but not limited to moneys received
from taxes levied for specific purposes and the several permanent and irreducible funds of the state
and the moneys derived therefrom but excluding bond redemption funds; ¢gdeds received from

the sale of bonds or other evidences of indebtedness.

(d) In computing the amount required for payment of principal and interest on outstanding debt under
this section, debt shall be construed to mean borrowed money represented byshootkes, or other
evidences of indebtedness which are secured by the full faith and credit of the state or are required to
be repaid, directly or indirectly, from general state revenues and which are incurred by the state, any
department, authority, pubt corporation, or quasi public corporation of the state, any state university
or college, or any other public agency created by the state but not by counties, cities, towns, school
districts, or other municipal corporations, but shall not include obligegitor the payment of current
expenses of state government, nor shall it include debt hereafter incurred pursuant to section 3 of this
article, obligations guaranteed as provided for in subsection (g) of this section, principal of bond
anticipation notes oobligations issued to fund or refund the indebtedness of the Washington state
building authority. In addition, for the purpose of computing the amount required for payment of
interest on outstanding debt under subsection (b) of this section and thisestion, "interest” shall be
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reduced by subtracting the amount scheduled to be received by the state as payments from the
federal government in each year in respect of bonds, notes, or other evidences of indebtedness subject
to this section.

(e) The statemay pledge the full faith, credit, and taxing power of the state to guarantee the voter
approved general obligation debt of school districts in the manner authorized by the legislétuye.

such guarantee does not remove the debt obligation of the scmdtict and is not state debt.

() The state may, without limitation, fund or refund, at or prior to maturity, the whole or any part of
any existing debt or of any debt hereafter contracted pursuant to section 1, section 2, or section 3 of
this article, ncluding any premium payable with respect thereto and interest thereon, or fund or
refund, at or prior to maturity, the whole or any part of any indebtedness incurred or authorized prior
to the effective date of this amendment by any entity of the typedadsed in subsection (h) of this
section, including any premium payable with respect thereto and any interest ther@oah funding

or refunding shall not be deemed to be contracting debt by the state.

(9) Notwithstanding the limitation contained in sulasi®n (b) of this section, the state may pledge its

full faith, credit, and taxing power to guarantee the payment of any obligation payable from revenues
received from any of the following sourcegt) Fees collected by the state as license fees for motor
vehicles; (2) Excise taxes collected by the state on the sale, distribution or use of motor vehicle fuel,
and (3) Interest on the permanent common school futovided, That the legislature shall, at all

times, provide sufficient revenues from such smes to pay the principal and interest due on all
obligations for which said source of revenue is pledged.

(h) No money shall be paid from funds in custody of the treasurer with respect to any debt contracted
after the effective date of this amendment byafWashington state building authority, the capitol
committee, or any similar entity existing or operating for similar purposes pursuant to which such
entity undertakes to finance or provide a facility for use or occupancy by the state or any agency,
department, or instrumentality thereof.

() The legislature shall prescribe all matters relating to the contracting, funding or refunding of debt
pursuant to this section, includingthe purposes for which debt may be contracted; by a favorable
vote of threefifths of the members elected to each house, the amount of debt which may be
contracted for any class of such purposes; the kinds of notes, bonds, or other evidences of debt which
may be issued by the state; and the manner by which the treasurer shall deeand advise the
legislature, any appropriate agency, officer, or instrumentality of the state as to the available debt
capacity within the limitation set forth in this sectioifhe legislature may delegate to any state officer,
agency, or instrumentair any of its powers relating to the contracting, funding or refunding of debt
pursuant to this section except its power to determine the amount and purposes for which debt may
be contracted.

() The full faith, credit, and taxing power of the state of Wiagton are pledged to the payment of the
debt created on behalf of the state pursuant to this section and the legislature shall provide by
appropriation for the payment of the interest upon and installments of principal of all such debt as the
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same falldue, but in any event, any court of record may compel such payment.

(k) Notwithstanding the limitations contained in subsection (b) of this section, the state may issue
certificates of indebtedness in such sum or sums as may be necessary to meet tentlgbi@encies

of the treasury, to preserve the best interests of the state in the conduct of the various state
institutions, departments, bureaus, and agencies during each fiscal year; such certificates may be
issued only to provide for appropriations aldgamade by the legislature and such certificates must be
retired and the debt discharged other than by refunding within twelve months after the date of
incurrence.

(I) Bonds, notes, or other obligations issued and sold by the state of Washington purswaauat in
conformity with this article shall not be invalid for any irregularity or defect in the proceedings of the
issuance or sale thereof and shall be incontestable in the hands of a bona fide purchaser or holder
thereof. [AMENDMENT 102010 Senate Jut Resolution No. 8225, p 3123132. Approved

November 2, 2010.]

Amendment 92, (1999)Art. 8 Section 1 STATE DE@) The state may contract debt, the principal of which shall be paid and discharged within thirty years from the
time of contractinghereof, in the manner set forth herein.

(b) The aggregate debt contracted by the state shall not exceed that amount for which payments of principal and inteyéstcial gear would require the state to
expend more than nine percent of the arithmetiean of its general state revenues for the three immediately preceding fiscal years as certified by the tr&hasurer.
term "fiscal year" means that period of time commencing July 1 of any year and ending on June 30 of the following year.

(c) The term "geeral state revenues" when used in this section, shall include all state money received in the treasury from each andoevehassoever except:
(1) Fees and revenues derived from the ownership or operation of any undertaking, facility, or @jojMoteys received as gifts, grants, donations, aid, or
assistance or otherwise from the United States or any department, bureau, or corporation thereof, or any person, fiporatiorpipublic or private, when the
terms and conditions of such gift,agt, donation, aid, or assistance require the application and disbursement of such moneys otherwise than for the general
purposes of the state of Washington; (3) Moneys to be paid into and received from retirement system funds, and perfordarsc@tatposits; (4) Moneys to be
paid into and received from trust funds including but not limited to moneys received from taxes levied for specific andpbseseveral permanent and irreducible
funds of the state and the moneys derived therefrom but exajustimd redemption funds; (5) Proceeds received from the sale of bonds or other evidences of
indebtedness.

(d) In computing the amount required for payment of principal and interest on outstanding debt under this section, debtcsimsiirued to mean bamwed money
represented by bonds, notes, or other evidences of indebtedness which are secured by the full faith and credit of tlaeestatpioed to be repaid, directly or
indirectly, from general state revenues and which are incurred by the statelepartment, authority, public corporation, or quasi public corporation of the state,
any state university or college, or any other public agency created by the state but not by counties, cities, townsstsicitabdother municipal corporationisyt

shall not include obligations for the payment of current expenses of state government, nor shall it include debt hereaftdrporsuant to section 3 of this article,
obligations guaranteed as provided for in subsection (g) of this section, ptintipond anticipation notes or obligations issued to fund or refund the indebtedness of
the Washington state building authority.

(e) The state may pledge the full faith, credit, and taxing power of the state to guarantee the voter approved genetianoégaof school districts in the manner
authorized by the legislatureAny such guarantee does not remove the debt obligation of the school district and is not state debt.

(f) The state may, without limitation, fund or refund, at or prior to matutttg, whole or any part of any existing debt or of any debt hereafter contracted pursuant to
section 1, section 2, or section 3 of this article, including any premium payable with respect thereto and interestathfenedor refund, at or prior to matity, the
whole or any part of any indebtedness incurred or authorized prior to the effective date of this amendment by any batitypefdescribed in subsection (h) of this
section, including any premium payable with respect thereto and any intéwgtdn. Such funding or refunding shall not be deemed to be contracting debt by the
state.

(g) Notwithstanding the limitation contained in subsection (b) of this section, the state may pledge its full faitharde@iking power to guarantee the paymteof

any obligation payable from revenues received from any of the following soyfgdsees collected by the state as license fees for motor vehicles; (2) Excise taxes
collected by the state on the sale, distribution or use of motor vehicle fue(3aitterest on the permanent common school fuRdovided, That the legislature

shall, at all times, provide sufficient revenues from such sources to pay the principal and interest due on all oldigatiocis $aid source of revenue is pledged.

(h) No money shall be paid from funds in custody of the treasurer with respect to any debt contracted after the effectivéhdadeneindment by the Washington
state building authority, the capitol committee, or any similar entity existing or operatingnfidaspurposes pursuant to which such entity undertakes to finance or
provide a facility for use or occupancy by the state or any agency, department, or instrumentality thereof.

(i) The legislature shall prescribe all matters relating to the contradtimgling or refunding of debt pursuant to this section, includifilge purposes for which debt
may be contracted; by a favorable vote of thiféths of the members elected to each house, the amount of debt which may be contracted for any class of such
purposes; the kinds of notes, bonds, or other evidences of debt which may be issued by the state; and the manner by edichiehsttall determine and advise
the legislature, any appropriate agency, officer, or instrumentality of the state as to tHaltdealebt capacity within the limitation set forth in this sectidie
legislature may delegate to any state officer, agency, or instrumentality any of its powers relating to the contracting, dumeffunding of debt pursuant to this
section excepits power to determine the amount and purposes for which debt may be contracted.

(i) The full faith, credit, and taxing power of the state of Washington are pledged to the payment of the debt createalfayf behstate pursuant to this section

and thelegislature shall provide by appropriation for the payment of the interest upon and installments of principal of all $ashtidelsame falls due, but in any
event, any court of record may compel such payment.

(k) Notwithstanding the limitations conta#d in subsection (b) of this section, the state may issue certificates of indebtedness in such sum or sums as may be
necessary to meet temporary deficiencies of the treasury, to preserve the best interests of the state in the condumti@fishetate rstitutions, departments,
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bureaus, and agencies during each fiscal year; such certificates may be issued only to provide for appropriations a&édpdghenledjislature and such certificates
must be retired and the debt discharged other than by refundiithin twelve months after the date of incurrence.

() Bonds, notes, or other obligations issued and sold by the state of Washington pursuant to and in conformity wiitiétgbattnot be invalid for any irregularity
or defect in the proceedings thfe issuance or sale thereof and shall be incontestable in the hands of a bona fide purchaser or holde[AMEMEMENT 92, 1999
Senate Joint Resolution No. 8206, p 238pproved November 2, 1999.]

Amendment 60, part, (1972) Art. 8 Section 1 SATE DEB¥ (a) The state may contract debt, the principal of which shall

be paid and discharged within thirty years from the time of contracting thereof, in the manner set forth herein.

(b) The aggregate debt contracted by the state shall not exceedathatint for which payments of principal and interest in

any fiscal year would require the state to expend more than nine percent of the arithmetic mean of its general state
revenues for the three immediately preceding fiscal years as certified by thereeaBue term “fiscal year" means that

period of time commencing July 1 of any year and ending on June 30 of the following year.

(c) The term "general state revenues" when used in this section, shall include all state money received in the treasury from
each and every source whatsoever except: (1) Fees and revenues derived from the ownership or operation of any
undertaking, facility, or project; (2) Moneys received as gifts, grants, donations, aid, or assistance or otherwise from the
United States or any gartment, bureau, or corporation thereof, or any person, firm, or corporation, public or private, when
the terms and conditions of such gift, grant, donation, aid, or assistance require the application and disbursement of such
moneys otherwise than for thgeneral purposes of the state of Washington; (3) Moneys to be paid into and received from
retirement system funds, and performance bonds and deposits; (4) Moneys to be paid into and received from trust funds
including but not limited to moneys receivedrfr taxes levied for specific purposes and the several permanent and

irreducible funds of the state and the moneys derived therefrom but excluding bond redemption funds; (5) Proceeds received
from the sale of bonds or other evidences of indebtedness.

(d) Incomputing the amount required for payment of principal and interest on outstanding debt under this section, debt
shall be construed to mean borrowed money represented by bonds, notes, or other evidences of indebtedness which are
secured by the full faitnd credit of the state or are required to be repaid, directly or indirectly, from general state

revenues and which are incurred by the state, any department, authority, public corporation, or quasi public corporation of
the state, any state university aollege, or any other public agency created by the state but not by counties, cities, towns,
school districts, or other municipal corporations, but shall not include obligations for the payment of current expenses of
state government, nor shall it includiebt hereafter incurred pursuant to section 3 of this article, obligations guaranteed as
provided for in subsection (f) of this section, principal of bond anticipation notes or obligations issued to fund daheefund
indebtedness of the Washington stateilding authority.

(e) The state may, without limitation, fund or refund, at or prior to maturity, the whole or any part of any existing débt or

any debt hereafter contracted pursuant to section 1, section 2, or section 3 of this article, includgmgraiiym payable

with respect thereto and interest thereon, or fund or refund, at or prior to maturity, the whole or any part of any
indebtedness incurred or authorized prior to the effective date of this amendment by any entity of the type described in
subsection (g) of this section, including any premium payable with respect thereto and any interest thereon. Such funding or
refunding shall not be deemed to be contracting debt by the state.

() Notwithstanding the limitation contained in subsection (b)hif section, the state may pledge its full faith, credit, and

taxing power to guarantee the payment of any obligation payable from revenues received from any of the following sources:
(1) Fees collected by the state as license fees for motor vehiclEEc{@) taxes collected by the state on the sale,

distribution or use of motor vehicle fuel; and (3) Interest on the permanent common schodtfovided,That the

legislature shall, at all times, provide sufficient revenues from such sources to paintieaband interest due on all

obligations for which said source of revenue is pledged.

(g) No money shall be paid from funds in custody of the treasurer with respect to any debt contracted after the effective
date of this amendment by the Washington tetduilding authority, the capitol committee, or any similar entity existing or
operating for similar purposes pursuant to which such entity undertakes to finance or provide a facility for use or occupancy
by the state or any agency, department, or instentality thereof.

(h) The legislature shall prescribe all matters relating to the contracting, funding or refunding of debt pursuant to this
section, including: The purposes for which debt may be contracted; by a favorable vote -difttnses the membes

elected to each house, the amount of debt which may be contracted for any class of such purposes; the kinds of notes,
bonds, or other evidences of debt which may be issued by the state; and the manner by which the treasurer shall determine
and advise tb legislature, any appropriate agency, officer, or instrumentality of the state as to the available debt capacity
within the limitation set forth in this section. The legislature may delegate to any state officer, agency, or instrugnentalit

any of its powes relating to the contracting, funding or refunding of debt pursuant to this section except its power to
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determine the amount and purposes for which debt may be contracted.

() The full faith, credit, and taxing power of the state of Washington are ptetltgthe payment of the debt created on

behalf of the state pursuant to this section and the legislature shall provide by appropriation for the payment of tis¢ intere
upon and installments of principal of all such debt as the same falls due, but ineartyaw court of record may compel

such payment.

(j) Notwithstanding the limitations contained in subsection (b) of this section, the state may issue certificates of
indebtedness in such sum or sums as may be necessary to meet temporary deficieneitgastiny, to preserve the best
interests of the state in the conduct of the various state institutions, departments, bureaus, and agencies during éach fisca
year; such certificates may be issued only to provide for appropriations already made bydlatulegand such certificates
must be retired and the debt discharged other than by refunding within twelve months after the date of incurrence.

(k) Bonds, notes, or other obligations issued and sold by the state of Washington pursuant to and in gowifthrtiits

article shall not be invalid for any irregularity or defect in the proceedings of the issuance or sale thereof and shall be
incontestable in the hands of a bona fide purchaser or holder thgieldENDMENT 6(art, 1971 House Joint Resolution

No. 52, part, p 1836. Approved November, 1972.]

Original text-- Art. 8 Section 1 LIMITATION OF STATE DHBIE state may to meet casual deficits or failure in revenues,

or for expenses not provided for, contract debts, but such debts, direct andgemttisingly or in the aggregate, shall not

at any time exceed four hundred thousand dollars ($400,000), and the moneys arising from the loans creating such debts
shall be applied to the purpose for which they were obtained or to repay the debts so tamhteaw to no other purpose
whatever.

Commission on State DepFinding andRecommendations 29



AppendixC

Legislative Changes to Expand General State Revenues

2000
(Initiative 728)

Added lottery revenue to thetatutory definition of general state revenues.

2002 Add the Real Estate Excise Tax todtautory definition of general state revenues.

(SB 6818)

2003 Add the State Property Tax to tis¢gatutory definition of general state revenues. Th

(HB 2242) allowed the Legislature to authorize $750 millioMRGO bondgor higher
education (ESSB 59@&ardner Evans Bond® ! Cdzii dzZNBE Q& ! OdG v

2005 Removed the statutory dedication of the Real Estate ExcisedT&x2 NJ K S

(HB 2170) O2YY2y aO0OK22faé¢aod CKAAd AYONBlIASR (K
calalate theconstitutionaldebt limit.

2009 Eliminated the Health Services Account, Water Quality Account, Public Safety &

(ESSB 5073)

Education Account, and the Violence Reduction & Drug Enforcement Account.
Transferred balances in the accounts to 8tate general fund. This increased the
amount of general state revenues used to calculate the constitutional debt limit.

2009 Repealed the 7% statutory debt limit. This created a single debt limit for the stat
(SSB 5537)

2011 Undedicated tle Cigarette Tax (permanent). This increhee amount of general
(HB 2019) state revenues used to calculate the constitutional debt limit.

2011 Temporarily undedicated the Public Works Assistarm@Antrevenue that was

(ESHB 1497)

transferred to the state genetdund in FY 2011. This incredgsbe amount of
general state revenues used to calculate the constitutional debt limit.
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AppendixD
Bond Capacity and Debt Service Options

The details of implementing the changes recommended above affect the results of predicting the
amount of bond capacity, the resulting debt service, andshareof debt service payments the
operating budgetelative to near general fund revenue. Ttterts andtableson the following pages
compare thebond capacity, debt service, and general fund debt service as a percent of near general
fund, without a recessionary period and with a recessionary pefmdhe followingdebt policy
scenarios

1. Currert law (Constitution and statute);

2. Amendedconstitutional debt limit (six year average, property tax, and 8.75% debt limit/8%
working debt limit);

3. Amended statutory working debt limit in SSB 5181 (8% working debt limit that increase to 8.5%
during recessins and reduces to 8% in eight years after a recovery); and

4. Amendedconstitutional debt limit along with amended SSB 5181.

Note: The addition of the property tax and six year averagthe amendedonstitutional debt limit
scenario & implemented in 2014
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Projected Biennial Bond Capacity

Constitutional Limit 9% (8.75%), Current Law (SSB 518!

and Amendments- No Recessions

$7,000
== 1) Constitutional Limit 9% (8.75%)No Recessior Bond Capacity
= 2) SSB 5181 No Recessior Bond Capacity g
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