
         Resolution 1253 
         Resolution 1279 

 

 

 

 

 

Knoxville Utilities Board 
Debt Management Policy 

 

 

 

 

September 2012 

 



2 
 

 

KUB Debt Management Policy 

Table of Contents 

 

I. Introduction 3  
II. Governance 3 
III. Policy Statement 3 
IV. Goals and Objectives 3 
V. Credit Quality and Credit Enhancement 4 
VI. Types of Debt 5 
VII. Debt Issue Requirements 6 
VIII. Interest on Debt 8  
IX. Debt Planning & Metrics 8 
X. Refinancing Outstanding Debt 11 
XI. Debt Issuance Process 12 
XII. Debt Issuance Consultants/Professionals 13 
XIII. Method of Debt Issuance 14 
XIV. Transparency 16 
XV. Disclosure 17 
XVI. Conflicts of Interest 18 
XVII. Investment of Debt Proceeds 18 
XVIII. Debt Assurances 18 
XIX. Debt Policy Review 19 
XX. Glossary 19 

   



3 
 

Section I - Introduction 

The purpose of this Debt Management Policy is to formally establish the objectives and 
practices of debt management for the Knoxville Utilities Board (“KUB”) and to provide 
guidance in understanding KUB’s approach to debt management. 

The Charter of the City of Knoxville (“City”) delegates the operation and management of 
the City’s electric, gas, water, and wastewater systems to KUB. Each of these systems 
or divisions operates as a distinct financial entity independent from the other divisions. 
Each division may issue debt, which is secured by the revenues of the issuing division. 
The requirements set forth in this Debt Management Policy shall be applied to each 
division.  

 The President and Chief Executive Officer (“CEO”) and the Chief Financial Officer 
(“CFO”) of KUB are charged with maintaining this Debt Management Policy and 
ensuring that the debt issuance activities of KUB are in compliance with this Debt 
Management Policy. 

Section II - Governance  

KUB is authorized to issue debt under Tennessee state law (TCA 7-34-101 et seq. and 
TCA 9-21-101 et seq.) and Article XI of the City Charter. The KUB Board of 
Commissioners (“Board”) has sole authority to approve the issuance of debt provided 
the final maturity of the debt issue is five years or less. Any debt issue with a final 
maturity greater than five years must be approved by the Board and the governing body 
of the City, which is the City Council. 

Section III – Policy Statement 

In managing its debt, it is KUB’s policy to: 

• Ensure its ability to repay debt obligations 
• Maintain appropriate levels of financial flexibility 
• Ensure high credit quality 
• Achieve the lowest cost of capital 
• Manage interest rate risk 

Section IV - Goals and Objectives 

In general practice it is KUB’s strategy to employ a conservative debt strategy utilizing 
revenue bonds and revenue anticipation notes to fund capital needs and, for purposes 
of managing cash flow seasonality, wholesale energy purchases.   
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This Debt Management Policy will help ensure that financings undertaken by KUB meet 
certain objectives, which allow KUB to protect its financial resources in order to meet its 
long-term capital needs. 

This Debt Management Policy formally establishes parameters for issuing debt and 
managing a debt portfolio to meet KUB’s funding needs; helps ensure the ability to 
repay financial obligations; and provides for consideration of existing legal, economic, 
and financial and debt market conditions. Specifically, the policies and procedures 
outlined in this document are intended to assist in the following: 

• To guide KUB in policy and debt issuance decisions 
• To maintain appropriate capital assets for present and future needs 
• To promote sound financial management 
• To preserve high quality credit rating(s) 
• To ensure the legal use of debt 
• To evaluate debt issue alternatives 

Section V – Credit Quality and Credit Enhancement 

Credit Ratings 
 
KUB seeks to achieve and maintain high quality credit ratings for the long-term debt of 
each division. KUB will have its long-term debt rated by no less than two nationally 
recognized credit rating agencies. The CFO will maintain appropriate relationships with 
the rating agencies. The CFO, in conjunction with KUB’s Financial Advisor, will provide 
any necessary financial or other information to the rating agencies for the purpose of 
rating both new and existing debt. 

KUB currently uses Standard & Poor’s and Moody’s Investor Service to rate its long-
term debt. The addition or removal of any credit rating agency for the purpose of rating 
KUB’s debt must be approved by the Board’s Audit and Finance Committee before such 
change is implemented. 

Credit Enhancements 
 
KUB may directly purchase credit enhancements (i.e. bond insurance) for the purpose 
of achieving a higher credit rating for a particular debt issue. The direct purchase of any 
credit enhancement must be approved by the Board’s Audit and Finance Committee, 
based upon a recommendation from the CFO, prior to the sale of any such debt. KUB 
shall consider the balance between the cost of the credit enhancement and the benefit 
of a higher credit rating. KUB will look for a material cost savings as the primary 
determinant in recommending the use of any credit enhancement.   
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Section VI – Types of Debt 

KUB will usually issue federally tax-exempt debt, meaning the holder of the debt shall 
not be subject to the payment of federal income taxes on interest received from KUB. 
However, there may be instances when KUB will issue debt as federally taxable debt, if 
there are federal programs that encourage the use of taxable debt or if the use of the 
proceeds of the debt should so require. 

The following types of debt may be issued by KUB: 

Revenue Bonds 

Revenue bonds are longer-term bonds, typically with maturities extending out beyond 
ten years. These bonds are secured solely by the revenues of the issuing division. In 
accordance with state law, KUB is not permitted to pledge capital assets as a form of 
security for the repayment of debt. Revenue bonds will be issued for the purpose of 
funding KUB’s long-term capital needs.  

Revenue Anticipation Notes 

Revenue anticipation notes have a shorter-term duration than revenue bonds, typically 
with maturities of one to five years, which will vary dependent on the purpose of 
issuance. Revenue anticipation notes will be secured solely by the revenues of the 
issuing division. Revenue anticipation notes may be issued for the purpose of funding 
capital improvements or for the purpose of funding wholesale natural gas or wholesale 
electric power purchases.  

Bond Anticipation Notes 

Bond anticipation notes may be issued for the purpose of funding capital improvements 
in the short-term in anticipation of a future longer-term revenue bond issue, which would 
be used, in part, to retire the bond anticipation note. Bond anticipation notes will be 
secured by the proceeds of the bonds to be issued to refinance such notes and the 
revenues of the issuing division. 

Capital Leases 

Capital leases may be used as deemed appropriate for the purpose of financing shorter-
term capital assets (i.e. copiers, computers, etc.). Prior to the execution of any capital 
lease, KUB will evaluate the economics of the capital lease compared to the purchase 
of the asset. 
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Other Types of Debt 

Other types of debt instruments may be utilized, provided the use of any such 
instrument is in compliance with all applicable laws and provided the debt instrument is 
approved by the Board’s Audit and Finance Committee, prior to a recommendation to 
the full Board. In the event an alternative form of debt financing is used, this Debt 
Management Policy shall be modified to reflect the appropriate policies and procedures 
for the use of the debt instrument.   

Section VII – Debt Issue Requirements 

KUB will be responsible for setting forth all terms and conditions relating to the issuance 
of debt.  Proceeds for debt issues will be used only for purposes allowable by state law. 
Debt issues should adhere to the following requirements unless otherwise authorized by 
KUB. 

Term (Duration)  
 

The term of any revenue bond issue shall not exceed 40 years, as provided for in state 
law. Generally, revenue bonds will be issued with terms extending out in the 20 to 30 
year range, however, longer maturities may be considered dependent on the funding 
circumstances of a particular division. Capital improvements funded through the 
issuance of revenue bonds will be financed for a period so that the weighted average 
maturity of the bonds does not exceed the average useful life of the funded assets.  

The term of any revenue anticipation note issued for the purpose of funding capital 
improvements shall not exceed five years. Capital improvements funded through the 
issuance of a revenue anticipation note will be financed for a period so that the 
weighted average maturity of the note(s) does not exceed the average useful life of the 
funded assets.  

The term of any revenue anticipation note issued for the purpose of funding wholesale 
energy purchases shall not exceed one year.  

The term of any bond anticipation note will not exceed two years.  

The term of any capital lease will not exceed five years. 

Debt Service Structure 

The debt service payment structure for an individual debt issue will typically have a level 
structure (the same payment amount each year over the life of the debt issue), although 
alternative debt service structures (i.e. front-loaded, balloon, or bullet maturities) may be 
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utilized to achieve a more level repayment structure for the issuing division's overall 
debt portfolio or a lower borrowing cost for the issuing division. 

In the case of a non-level debt service payment structure, the CFO will provide an 
appropriate justification to the Board, at a meeting of the Board, of the need and 
prudency of the proposed debt service structure prior to the consideration by the Board 
of a resolution authorizing the issuance of the debt.     

Call Provisions 

In general, KUB’s revenue bond issues will include a call provision, which provides for 
the early redemption of bonds prior to maturity. Call provisions will be no later than ten 
(10) years from the maturity date of the bonds. KUB will avoid the sale of longer-term 
non-callable revenue bonds absent careful evaluation of the value of the call option.  

KUB does not anticipate the use of call provisions for shorter term debt instruments, 
including revenue anticipation notes and bond anticipation notes.   

Original Issuance Discounts/Premiums 

Revenue bonds with original issuance discounts or premiums, as applicable, shall be 
permitted. The original issue discount shall not be in excess of 3 percent of the total 
bond issue. The maximum original issue premium shall be established by the President 
and CEO and CFO in connection with the sale of revenue bonds. The sale documents 
for the revenue bonds shall provide that KUB may downsize the principal amount of any 
revenue bonds due to the original issue premium so that the proceeds of the revenue 
bonds do not exceed KUB’s purpose for the financing.  

Debt Management Products 

KUB will consider the use of alternative debt management products, including swaps, 
options, and other derivatives, for the sole purpose of hedging interest rate risk 
associated with variable-rate debt. The use of such products shall be in accordance with 
applicable state guidelines. KUB will not use such products for speculative purposes. 

The use of any such debt management product must be previously approved by the 
Board’s Audit and Finance Committee prior to a recommendation to the full Board. As 
part of this approval process, the CEO and CFO must demonstrate the economic 
advantage of using the product and an understanding of the potential risks associated 
with the use of the product.  
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Section VIII – Interest on Debt  

Fixed Rate Debt 

For any debt issue with a final maturity in excess of one year, KUB will give preference 
to debt that carries a fixed interest rate. KUB, however, may consider variable rate debt 
for such indebtedness, provided that, at any time, the percentage of variable rate debt 
outstanding for a division shall not exceed 25 percent of a division’s total outstanding 
debt (excluding revenue anticipation notes and bond anticipation notes with original 
maturities of two years or less). 

Variable Rate Debt 

In addition to the use of variable interest rates for longer-term indebtedness (as 
described above), the use of variable rate debt for revenue anticipation notes and bond 
anticipation notes with a maturity of one year or less may be considered. 

Section IX - Debt Planning & Metrics 
 
KUB determines its future debt needs as part of its annual financial planning process. 
This process includes the development of a long-term funding plan, which includes the 
projection of revenues, operating expenses, and capital expenditures over a ten-year 
period for each division. The plan also includes anticipated rate adjustments and debt 
issues to ensure the projected operating and capital programs will be fully funded, while 
maintaining compliance with certain key financial metrics. 

KUB seeks to balance the cost of its utility systems infrastructure, consisting primarily of 
long-lived assets, between both current and future customers (ratepayers). The use of 
debt will help achieve this objective. The day-to-day working capital needs of KUB are 
typically funded by system revenues. The need for debt, particularly revenue bonds, 
arises when the projected outlay for capital expenditures exceeds the projected level of 
cash available for capital after the payment of operating expenses.   

As part of the process of evaluating future debt issues, KUB will utilize certain metrics to 
assess the impact of the debt issue on the financial position of each division.    

Debt Management – Primary Metrics 

The following metrics are an integral part of KUB’s debt management process.  
Compliance with the primary metrics is essential to maintain the financial soundness of 
each KUB division. The metrics described below represent, as applicable, maximum or 
minimum levels that must be achieved in order for a respective division to issue 
additional long-term indebtedness. KUB may utilize more restrictive levels for these 
metrics in its long-term financial planning process.    
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Long Term Debt as a Percentage of Capitalization 

This metric helps ensure that KUB does not have a disproportionate amount of long-
term debt for a particular division. The metric is calculated by dividing total long-term 
outstanding debt by total capital structure (long-term debt plus net assets). This metric 
does not include short-term debt (revenue anticipation notes or bond anticipation notes).  

For example, if KUB’s Electric Division had $25 million in outstanding long-term revenue 
bonds and a total capital structure of $100 million, then the Electric Division’s long-term 
debt to capitalization ratio would be 25 percent.   

The maximum long-term debt to capitalization ratios are as follows: 
 
 

KUB 
Division 

Maximum % 
Allowed 

Current  
(6/30/2011) 

Electric 60% 37.48% 
Gas 60% 37.02% 

Water 60% 36.82% 
Wastewater 70% 63.64% 

 
 
Maximum Debt Service Coverage 
 
Maximum debt service coverage is used by KUB to ensure that KUB generates an 
annual revenue stream, which, after payment of operating expenses, is sufficient to 
repay debt service on its long-term debt obligations. This metric is calculated by dividing 
net earnings available for debt service by the maximum annual amount for long-term 
debt service (over the life of the division’s outstanding bonds). The minimum level 
required for this metric is also included in each division's respective bond covenants. 
 
For example, if the Electric Division's maximum annual debt service payment (over the 
life of its outstanding bonds) is $10 million, and the division's net earnings available for 
debt service is $35 million for a given year, then the division's maximum debt service 
coverage ratio would be 3.50.   
 
The minimum levels for the maximum debt service coverage ratio are as follows: 
 

KUB 
Division 

Minimum Ratio 
Required 

Current  
(FY 2011) 

Electric 1.20 3.56 
Gas 1.20 2.40 

Water 1.20 2.38 
Wastewater 1.20 1.54 
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Percentage of Principal Paid within 10 Years 

This metric helps ensure that KUB maintains a balanced debt service structure for each 
division by ensuring a minimum amount of principal will be retired within ten years. This 
metric is calculated by dividing total long-term principal payments over the next ten 
years by the total amount of outstanding principal on long-term bonds. 

For example, if the Electric Division had $200 million in total outstanding bonds, of 
which $100 million was scheduled to be retired in the next ten years, then the Electric 
Division's ratio would be 50 percent.   

The minimum requirements for this metric are shown are as follows: 
 
 

KUB 
Division 

Minimum % 
Required 

Current  
(6/30/2011) 

Electric 30% 47% 
Gas 30% 50% 

Water 30% 35% 
Wastewater 20% 21% 

 
Percentage of Variable Rate Debt 

This metric is used to limit the amount of variable rate debt an individual division may 
have outstanding at one time. By setting a ceiling on the amount of variable rate debt, 
the predictability of future debt service payments is increased. This metric is calculated 
by dividing the amount of variable rate debt for a division by the total amount of 
outstanding debt of that division. This metric includes both long-term debt and short-
term debt with original maturities in excess of two years.  

The maximum percentages allowed for this metric are as follows: 
 

KUB 
Division 

Maximum % 
Allowed 

Current  
(6/30/2011) 

Electric 25% 0% 
Gas 25% 0% 

Water 25% 0% 
Wastewater 25% 0% 

 
Debt Management - Secondary Metrics 

KUB may also utilize other metrics for debt management, including but not limited to 
minimum general fund cash balances and rate competitiveness.    
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General Fund Cash Targets 

KUB will monitor the need for additional funding by forecasting fiscal year-end general 
fund cash levels for future years for each division. KUB may target minimum fiscal-year 
end balances for its divisions. Forecasted performance will aid in the forecast of future 
additional short-term and/or long-term indebtedness.    

Rate Competitiveness 

KUB seeks to balance a solid financial position with the ability to maintain competitive 
rates for its customers. KUB's competitive position among local and regional providers 
is an additional factor to consider in assessing the need for additional indebtedness.    

Section X - Refinancing Outstanding Debt 

The CFO shall be responsible for analyzing outstanding revenue bond issues for 
refunding opportunities, in consultation with KUB’s Financial Advisor.  KUB will consider 
the following issues when evaluating potential refunding opportunities:    

Debt Service Savings 

KUB will consider refunding outstanding bonds when the net present value savings of 
debt service is equivalent to or greater than three percent (3%) of the principal amount 
of the refunded bonds.   

Debt Restructuring  

 KUB will consider refunding outstanding bonds for the purpose of restructuring a 
division’s debt portfolio when it is in the best financial interest of KUB and the division.  
Such refunding will be limited to restructuring in order to meet unanticipated revenue 
changes, achieve cost savings, mitigate irregular debt service payments, or remove 
unduly restrictive bond covenants.    

Term of Refunding Issues  

KUB will typically refund bonds within the term of the originally issued bonds. KUB may 
consider maturity extension when necessary to achieve a desire outcome, provided that 
such extension is legally permissible. KUB may also consider shortening the term of the 
originally issued bonds to realize greater savings.   

Escrow Structuring 

In the case of an advanced refunding, KUB shall utilize the least costly securities 
available in structuring refunding escrows. In the event KUB does not utilize United 
States Government Obligations State and Local Government Series (SLGS) for a 
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refunding escrow, a certificate will be provided by an independent third-party, who is not 
a broker-dealer, stating that the securities were purchased through a competitive bid 
process, that such securities were more cost effective than SLGS, and that the price 
paid for the securities was reasonable within federal guidelines. Under no circumstance 
shall an underwriter, agent, or Financial Advisor sell escrow securities to KUB from its 
own account. 

 Arbitrage 

In the case of an advanced refunding, KUB shall attempt to optimize its escrow and to 
manage the impact of any negative arbitrage on anticipated debt service savings 
(negative arbitrage results when the interest rates on escrow securities are lower than 
the refunding bond yield, thus lowering anticipated savings from the refunding) while still 
utilizing only eligible, direct investments in the escrow. 

Section XI - Debt Issuance Process 

The determination of the need for short-term and/or long-term debt issues for each 
division typically occurs during the annual financial planning process.  

Prior to submitting any resolution to the Board authorizing the issuance of debt, 
including revenue bonds, revenue anticipation notes, and bond anticipation notes, the 
CFO, at a meeting of the Board, will present the rationale for the debt issue, the 
proposed amount and maturity structure of the debt issue, projected interest cost, the 
proposed method of sale, the identification of known consultants/professionals that will 
assist in the debt issuance process, and a detailed estimate of the issuance costs 
associated with the transaction. 

 Any resolution authorizing the issuance of debt must be considered by the Board at a 
meeting of the Board. In the case of revenue bonds or any debt issue with a term 
exceeding five years, the Board resolution shall also request City Council authorization, 
and upon adoption, a copy of said resolution shall be provided to City Council for 
consideration. Upon adoption by the Board and/or City Council, as applicable, the CFO 
shall begin the process of preparing for the sale and issuance of the respective debt 
issue(s).  

Additional requirements regarding disclosure of information to the Board and other 
stakeholders regarding debt transactions is set forth in Section XIV, entitled 
“Transparency”.  

All debt issued by KUB shall be in accordance with the terms and conditions set forth in 
the authorizing resolution, this Debt Management Policy, and all applicable state and 
federal laws and/or regulations.   
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Section XII – Debt Issuance Consultants/Professionals 

KUB will employ the use of certain debt consultants/professionals during the debt 
issuance process for both short-term and long-term indebtedness. The 
consultants/professionals may include but are not limited to Financial Advisor, Bond 
Counsel, Issuer’s Counsel, Payment Agent, Registration Agent, and Underwriter (in the 
event of a negotiated sale). KUB will require that any such consultants/professionals 
provide objective advice and analysis and maintain the confidentiality of KUB’s financial 
plans.  

KUB shall require that all consultants/professionals engaged in the process of issuing 
debt to clearly disclose all compensation and consideration received related to services 
provided in the debt issuance process by both KUB and the lender or conduit issuer, if 
any. This includes “soft” costs or compensations in lieu of direct payments. 

All debt issuance consultants/professionals will be required to provide full and complete 
disclosure, relative to agreements with other consultants/professionals employed by 
KUB in the debt issuance process. The extent of such disclosure may vary dependent 
on the nature of the debt issue.    

Financial Advisor 

KUB will utilize a Financial Advisor to assist in its debt issuance and debt administration 
processes. The Financial Advisor will assist KUB with the structuring, analysis, 
planning, and execution of debt transactions. The Financial Advisor will also assist KUB 
in assessing debt capacity and other long-term debt planning.  

In a competitive sale, the Financial Advisor shall not be permitted to bid on, privately 
place, or underwrite any debt issue for which the Financial Advisor has provided debt 
advisory services to KUB. 

KUB shall enter into a written agreement or contract with each person or firm serving as 
Financial Advisor in debt management and transactions, which, among other things, will 
include a schedule of fees and a definitive term. The term or the duration of the written 
agreement or contract will be for a period of time mutually agreeable to KUB and the 
Financial Advisor. 

Bond (Debt) Counsel 

KUB will procure the services of a Bond Counsel with extensive experience in public 
finance and taxation issues. Bond Counsel will provide a written opinion for each debt 
issue affirming KUB is authorized to issue the debt, that KUB has met all legal 
requirements necessary for the issuance of the debt, and, if applicable, a determination 



14 
 

of the proposed debt’s federal income tax status. Bond Counsel will prepare all 
documents related to the closing of the sale of the debt issue.  

KUB shall enter into an engagement letter agreement or contract with each lawyer or 
law firm representing KUB in a debt transaction, which, among other things, will include 
a schedule of fees and a definitive term. The term or duration of the engagement letter 
agreement or contract will be for a period of time mutually agreeable to KUB and the 
respective lawyer or law firm. 

Issuer’s Counsel 

KUB will utilize the services of its General Counsel as needed for debt issuance 
transactions. General Counsel will provide a written opinion for each debt issue, 
affirming that no known actual or pending litigation impairs KUB’s ability to issue the 
debt. General Counsel may also be utilized for other debt issuance and debt 
administration matters. 

Payment/Registration Agent 

KUB will utilize the services of a bank or other financial institution to serve as KUB’s 
Payment/Registration Agent for longer-term debt issues, such as revenue bond issues. 
For each specific debt issue, KUB will enter into a contract with the respective institution 
for debt payment/registration services.   

Section XIII - Method of Issuance 

Revenue bonds will typically be sold through competitive bidding. However, dependent 
on bond market conditions, KUB may deem a negotiated sale the more prudent and 
practical method of sale. In order for revenue bonds to be sold through negotiation, the 
Board’s Audit and Finance Committee must approve this method of sale prior to the 
sale of the bonds. 

Revenue anticipation notes and bond anticipation notes may be sold through 
competitive bidding or through a negotiated sale, which may include a request for 
proposal (RFP) process where financial institutions are requested to submit financing 
proposals. For any revenue anticipation note or bond anticipation note with a maturity in 
excess of two years to be sold through negotiation, the Board’s Audit and Finance 
Committee must approve this method of sale prior to the sale of the note(s).  

Competitive Sale 

In a competitive sale, the debt issue will be awarded to the bidder (underwriter) whose 
bid results in the lowest true interest cost to KUB, including any underwriter's discount 
or fees.   
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Negotiated Sale 

Bond market conditions may warrant the sale of revenue bonds through negotiation with 
an underwriter. Conditions warranting a negotiated sale include periods of significant 
rate volatility or lack of overall market activity (which could result in KUB receiving 
limited or no bids).  

In the event of a negotiated sale, the CFO, in consultation with KUB’s Financial Advisor, 
will identify candidates to serve as the senior or lead underwriter for the transaction. The 
selected senior underwriter will be approved by the Board’s Audit and Finance 
Committee. The selection criteria to be utilized by the CFO in selecting a senior 
underwriter for recommendation to the Audit and Finance Committee will include but not 
be limited to the following: 

• Firm's ability and experience in negotiated bond sales 
• Prior experience with KUB 
• Quality and experience of personnel assigned to bond sale 
• Financing plan 
• Underwriting fee 

Co-underwriters, if any, will be selected on the same basis as the senior underwriter 
and will also be subject to approval by the Board's Audit and Finance Committee.  

The CFO will evaluate the proposed underwriter's discount and/or fees against 
comparable negotiated sales in the market. If there are multiple underwriters involved in 
the bond sale, the CFO will determine the allocation of fees among underwriters prior to 
the sale of the bonds. A cap on all fees associated with underwriter(s) will be 
established by the CFO and communicated to all parties prior to the sale of the bonds. 

The underwriter(s) 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 CFO in 
advance of the pricing of the debt. 

The CFO will evaluate any negotiated bond sale after completion of the sale to assess 
the following: cost of issuance, including underwriter's compensation; pricing of the 
bonds in terms of the overall interest cost on a maturity-by-maturity basis, and the 
distribution of the bonds. 

If a revenue anticipation note or bond anticipation note is sold a through a request for 
proposal (RFP) process, the note will be issued to the financial institution that provides 
the best proposal as determined by the President and CEO and the CFO taking into 
account the proposed interest rate and other loan requirements, such as financial 
covenants. 
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Section XIV - Transparency 

KUB shall comply with all legal requirements for notice and for public meetings related 
to debt issuance, including all Board meetings and meetings of the Board’s Audit and 
Finance Committee. KUB shall specify on the agendas of said meetings when matters 
related to debt issuance will be considered. In the interest of transparency, all costs, 
including interest, issuance, continuing, and one-time, shall be disclosed to the 
ratepayers, Board, and other stakeholders in a timely manner. 

Prior to submitting any resolution to the Board authorizing the issuance of new debt, 
including revenue bonds, revenue anticipation notes, and bond anticipation notes, the 
CFO, at a meeting of the Board, will present the rationale for the debt issue, the 
proposed amount and maturity structure of the debt issue, projected interest costs,          
the proposed method of sale, the identification of known consultants/professionals who 
will assist in the debt issuance process, and a detailed estimate of the issuance costs 
associated with the transaction. In the event the proposed maturity structure would 
result in a non-level payment structure of principal and interest over the life of the debt, 
the CFO will provide appropriate justification for the proposed schedule. Within a 
reasonable period of time following the meeting of the Board, the CFO’s report shall be 
made available through the KUB website. 

Prior to the sale of any new long-term debt, the CFO, in conjunction with the Financial 
Advisor and Bond Counsel, will prepare a Preliminary Official Statement (“POS”), which 
fully describes the debt transaction and is fully compliant with all laws and filing 
requirements of the Securities and Exchange Commission (“SEC”), the Municipal 
Securities Rulemaking Board (“MSRB”), and other applicable state or federal laws and 
regulations. The CFO, in conjunction with the Financial Advisor, will be responsible for 
the distribution of the POS. 

Within seven (7) business days of the sale of new long-term debt, the CFO, in 
conjunction with the Financial Advisor and Bond Counsel, will prepare an Official 
Statement (“OS”), which fully describes the debt transaction and is fully compliant with 
all laws and filing requirements of the SEC, the MSRB, and other applicable state or 
federal laws and regulations. The CFO, in conjunction with the Financial Advisor, will be 
responsible for the distribution of the OS. 

Within six (6) weeks of the closing on the sale of new debt, the CFO shall provide a 
report to the Board, at a meeting of the Board, of the details of the debt transaction, 
including a listing of bids received (in the event of a competitive sale) expressed in 
terms of true interest cost, the final schedule of principal and interest payments, a list of 
all consultants/professionals who assisted in the debt issuance process, and a detailed 
schedule of the actual costs of issuance. In the event of a negotiated sale, the CFO will 
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also disclose the selected underwriter(s) and the interest cost on the bonds. Within a 
reasonable period of time following the meeting of the Board, the CFO’s report shall be 
made available through the KUB website. 

Prior to submitting any resolution (to the Board) authorizing the issuance of refunding 
debt, the CFO, at a meeting of the Board, will present the rationale for issuing the debt, 
including a report on the expected savings (net of estimated issuance costs) from the 
refunding, the proposed maturity structure of the debt issue, projected interest costs, the 
proposed method of sale, the identification of known consultants/professionals who will 
assist in the debt issuance process, a detailed estimate of issuance costs, and a 
discussion of any potential risks associated with the transaction. In the event the 
proposed maturity schedule of principal varies from that of the refunded bonds, the CFO 
will provide appropriate justification for the proposed schedule. Within a reasonable 
period of time following the meeting of the Board, the CFO’s report shall be made 
available through the KUB website. 

Within six (6) weeks of the closing on the sale of refunding debt, the CFO shall provide 
a report to the Board, at a meeting of the Board, of the details of the debt transaction, 
including a listing of bids received (in the event of a competitive sale) expressed in 
terms of true interest costs, the final savings on the refunding, the final  schedule of 
principal and interest payments, a list of consultants/professionals who assisted in the 
debt issuance process, and a detailed schedule of the actual costs of issuance. In the 
event of a negotiated sale, the CFO will disclose the selected underwriter(s) and the 
interest cost on the bonds. Within a reasonable period of time following the meeting of 
the Board, the CFO’s report shall be made available through the KUB website. 

Section XV - Disclosure 

KUB will provide timely and accurate economic and financial information for each 
division to the MSRB’s Electronic Municipal Market Access (“EMMA”) filing service, as 
required by the SEC. KUB will also file such information necessary to remain in 
compliance with the Continuing Disclosure requirements of the SEC. 

KUB will also file notice with EMMA of any required material events including but not 
limited to the following: 

• Debt service payment delinquencies 
• Non-payment related defaults 
• Unscheduled draws on credit enhancements 
• Failure of performance on part of a liquidity provider 
• Adverse tax opinions or events affecting the tax-exempt status of debt 
• Modifications to rights of bond holders 
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• Bond calls and/or defeasances 
• Rating changes 

Section XVI - Conflicts of Interest 

Consultants/professionals involved in a debt transaction hired or compensated by KUB 
shall be required to disclose to KUB existing client and business relationships between 
and among all other consultants/professionals to the transaction, including but not 
limited to Financial Advisor, Bond Counsel, Issuer’s Counsel, Payment/Registration 
Agent, Underwriter, Swap Advisor, Swap Counsel, Counterparty, Remarketing Agent,  
as well as any conduit issuers, sponsoring organizations, and program administrators. 
This disclosure shall include that information reasonably sufficient to allow KUB to 
appreciate the significance of the relationships.   

Consultants/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.   

 Section XVII - Investment of Debt Proceeds 

Any proceeds from debt issues that are not immediately expended for the purposes of 
the debt issue will be invested in accordance with all state and federal laws and KUB's 
Investment Policy. Debt proceeds should be invested independent of all other KUB 
funds. Debt proceeds should be invested in a manner consistent with the certifications 
included in the debt issue closing documents, most notably the Arbitrage Certificate. 

Section XVIII - Debt Assurances  

KUB will take no action that will jeopardize the tax-exempt status of any debt issued as 
tax-exempt debt. 

KUB will take all appropriate actions related to the investment of the proceeds of any 
revenue bond issue to ensure compliance with IRS safe harbor provisions, including the 
timely drawdown of proceeds.     

KUB will take all appropriate actions to ensure its revenue bonds will not be classified 
as "Private Activity Bonds." The CFO will be responsible for the documentation of all 
capital expenditures funded by the proceeds of a revenue bond issue for the purpose of 
ensuring that any proceeds of tax-exempt debt funding for the benefit of private 
enterprise are within the maximum allowable limits determined by the IRS. 
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Section XIX - Debt Policy Review 

The debt policy guidelines set forth in this Debt Management Policy are intended to 
provide direction and guidance on the future use of debt. KUB maintains the right to 
modify its Debt Management Policy with approval of the Board.  

This Debt Management Policy will be reviewed on an annual basis by the CEO and 
CFO. 

Section XX - Glossary 

Advanced Refunding: a refunding bond issue in which new bonds are issued more than 
90 days prior to the redemption date of the refunded bonds. The proceeds are then 
invested, and when the outstanding bonds become callable they are paid off with the 
invested proceeds.  

Arbitrage: the difference between the interest paid on tax-exempt securities and the 
interest earned by investing the security proceeds in higher-yielding taxable securities. 
IRS regulations govern arbitrage on the proceeds from issuance of municipal securities. 

Arbitrage Certificate: closing document for a debt sale, through which the issuer of the 
debt certifies the issuer will undertake certain actions related to debt proceeds to 
achieve compliance with the IRS safe harbor provision for arbitrage. In the event the 
issuer does not comply with the safe harbor provision, issuer will be required to perform 
rebate calculations to determine if positive arbitrage occurred, and, if so, make the 
appropriate rebate payments to the IRS.  
 
Balloon Maturity: a later maturity within an issue of bonds that contains a 
disproportionately large percentage of the principal amount of the original issue. 
 
Bullet Maturity: a bond maturity structure in which there are no principal payments until 
the final maturity of the bond issue. 
 
Call Provision: the terms of the bond giving the issuer the right to redeem all or a portion 
of a bond prior to its stated date of maturity at a specific price, usually at or above par. 
 
Competitive Sale: method of debt sale in which potential underwriters submit 
confidential bids to purchase the bonds. 
 
Continuing Disclosure: the providing of accurate and complete economic and financial 
information by the debt issuer, which potential investors would likely consider material in 
making investment decisions. 
 
Credit Enhancement: credit support purchased by the issuer to raise the credit rating of 
a particular debt issue. The most common form of credit enhancements include bond 
insurance, direct or standby letters of credit, and lines of credit. 
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Derivatives: a financial product whose value is derived from some underlying asset 
value. 
 
Escrow: a fund established to hold funds pledged to be used to pay debt service on an 
outstanding issue. Most commonly used in advanced refundings. 
 
Fixed-Rate Debt: a debt issue in which the rate(s) of interest established with the 
original issuance remain unchanged over the life of the debt. 
 
Front-Loaded Maturity: a bond maturity structure in which a disproportionately large 
percentage of principal matures early in the term of the debt payment structure.  
 
Interest Rate Swap: a transaction between a debt issuer and a counter-party, which 
involved exchanging variable rate interest payments for fixed rate interest payments. 
 
Issuance Costs: Administrative costs and compensation fees for various parties 
involved in process of debt issuance, including but not limited to rating agency fees, 
underwriter fees (discounts), Financial Advisor fees, and Bond Counsel fees. 
 
Long-Term Debt to Capitalization: Amount of total long-term debt outstanding divided by 
total capital structure (total debt plus net assets). Ratio represents level of debt in 
proportion to total funding. 
 
Maximum Debt Service Coverage: Measures issuer's ability to repay its outstanding 
debt service payments. Net earnings available for debt service divided by the maximum 
annual principal and interest payment over life of all outstanding bonds. 
 
Negotiated Sale: a method of sale in which the issuer chooses one or more 
underwriter(s) to negotiate terms pursuant to which such underwriter(s) will purchase 
and market the bonds. 
 
Net Earnings Available for Debt Service: Amount of operating revenue remaining after 
payment of operating expenses (excluding tax equivalent payments), available for 
satisfying debt service payments. 
 
Official Statement: document prepared by the issuer, including the particulars of a 
specific debt issue, and distributed to designated repositories for public finance 
documents. 
 
Original Issue Discount: the amount by which the original par amount of a bond issue 
exceeds the purchase price on bonds paid by the underwriter. 
 
Original Issue Premium: the amount by which the purchase price on bonds paid by the 
underwriter exceeds the original par amount of a bond issue.  
 



21 
 

Paying Agent: The entity responsible for transmitting payments of principal and interest 
payments from the issuer to the debt holders. The paying agent is usually a bank or 
trust company. 
 
Preliminary Official Statement: debt offering document prepared by the issuer, including 
certain economic and financial information related to the issuer and the specific debt 
issue, and distributed to potential purchasers of the debt prior to an established sale 
date. 
 
Present Value: the current value of a future cash flow. 
 
Private Activity Bonds: bonds issued for the primary purpose of funding projects for 
private enterprises. The interest on private activity bonds is not exempt from federal 
income taxes. Issuers of federally tax-exempt debt must certify that any tax-exempt 
bond proceeds used for the benefit of private enterprise do not exceed the maximum 
allowable percentage by the IRS.  
 
SLGS: securities (time deposits or demand deposits) offered for sale to issuers of tax-
exempt debt to assist with compliance of yield restriction or arbitrage rebate provisions 
of the Internal Revenue Code. SLGS securities are non-marketable.  
 
Underwriter: financial entity (investment bank, commercial bank, broker/dealer) that 
purchases debt from issuer and resells the debt to investors. 
 
Variable Rate Debt: an interest rate on a security that changes at intervals according to 
an index or a formula or other standard of measurement as stated in the terms of the 
debt sale. 
 

 
 

 

 

 


