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I. INTRODUCTION 
 
This Debt Management Policy (“Policy”) for Prince George’s County, Maryland (“County”) is 
intended to provide guidelines for the issuance of bonds and other forms of indebtedness to 
finance capital improvements, equipment acquisition and other related services.  This Policy will 
establish principles to lower the County’s long-term cost of capital, sustain the County’s credit 
ratings, and effectively manage the County’s financial risk. 
 
The Office of Finance, as a part of its ongoing responsibility to manage the County’s Debt 
Management Program (“Debt Program”), will use these policies to establish certain debt 
management goals, structure debt and the use of derivative products, comply with applicable 
laws and regulations, and achieve the lowest cost of borrowing for the County.  The Office of 
Finance will evaluate each transaction and take into consideration its long-term implications such 
as, the cost of borrowing, variable rate capacity, credit enhancement, opportunities to refund debt 
obligations and other similar considerations.   
 
II. DEBT MANAGEMENT PROGRAM OBJECTIVES 
 
The objectives of the County’s Debt Program are as follows: 
 

• Integrity - To maintain or enhance the County’s credit worthiness and reputation and 
to ensure the trust of those who have or will purchase the County’s debt or other 
forms of borrowing; 

 
• Vigilance -  To comply with all agreements, laws, regulations, contracts, covenants 

and policies; 
 
• Equity - To be fair, reasonable and equitable to each generation of taxpayers, rate 

payers, users and other beneficiaries when distributing the debt burden or costs of 
service;  

 
• Diligence - To carefully analyze and evaluate financial decisions related to debt and 

strive for the lowest possible cost; and, 
 
• Innovation - To retain and when possible enhance the County’s current choices by 

utilizing innovative financing options that develop in the marketplace, when 
appropriate. 

 
III. COMPREHENSIVE CAPITAL PLANNING  
 
The County’s Capital Improvement Program (CIP) ensures adequate (a) infrastructure (roads, 
bridges, solid waste collection system, stormwater facilities); (b) physical plants (buildings, 
schools, libraries, police and fire stations, structures, etc.); and, (c) related service delivery.  
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Through the CIP, the County maintains the current system, structures and facilities and when 
necessary expands or modifies the County’s infrastructure in reasonable anticipation of change. 
 
Capital Improvement Program (CIP) - The County’s Charter requires that the County prepare 
a multi-year capital improvement program for consideration and adoption by the County Council 
as part of the County’s budget process.  The capital improvement program describes revenue 
sources and expenditures for the current year and the next succeeding five fiscal years.  The CIP 
is updated annually. 
 
The CIP is primarily funded with general obligation bonds.  However, the County will first 
attempt to fund capital projects with current-year operating money (“pay-go”), grants, developer 
contributions, and/or dedicated revenue.  The use of these other financing sources, such as pay-
go, reduces the County’s debt obligation in the long-term. 
 
Capital Budget - The Capital Budget consists of expenditures to be made in the first year of the 
Capital Improvement Program and provides the appropriation authority to spend the funds 
needed to initiate or continue work on capital projects during that budget year. Since capital 
facilities provide benefits over a period of many years, the County normally spreads the cost by 
using general obligation bonds to finance these expenditures.  This ensures that construction 
costs are not borne solely by today’s taxpayers, but that future beneficiaries of these capital 
projects also help to pay for them. 
 
IV. TYPES OF DEBT OBLIGATIONS  
 
The County may consider issuing various types of debt and alternative structures to the extent 
permitted by State and local law.  Based upon the project to be financed, the Office of Finance 
will determine the appropriate type of debt obligation to utilize.   
 
A. Long-Term Bonded Debt 
 
The County can issue various types of tax-exempt and taxable debt which includes, but is not 
limited to, the following: 

 
1. Tax-Exempt Debt 
 
Consolidated Public Improvement Bonds - The consolidated public improvement bonds are 
general obligations of the County to which its full faith and credit and taxing power are 
irrevocably pledged.  To provide for the payment of the bonds, the County is empowered and 
directed to levy ad valorem taxes upon all the legally assessable property within the corporate 
limits of the County subject to the limitations set forth in Sections 811 and 812 of the County 
Charter.  Principal payments are made in installments, the first of which will be payable within 
two years of the date of issue.  Consolidated Public Improvement Bonds require voter approval, 
except for school construction bonds or obligations pursuant to the charter.  The County also 
issues general obligation bonds for self-supporting debt which includes, but is not limited to, the 
following: mass transit facilities, school facilities, stormwater facilities, and solid waste facilities. 
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Certificates of Participation (COPs) – COPs are tax-exempt government securities used to 
raise funds to improve and construct buildings or purchase equipment.  Unlike general 
obligations, COPs are not secured by the full faith and credit of the County.  Rather, they are 
subject to annual appropriation by County Council. 
 
Revenue Bonds - The County will, when feasible, issue debt with a defined revenue source to 
preserve the use of  general fund supported debt for projects with no stream of user-fee revenues.  
Revenue bonds supported solely from fees are not included when rating agencies calculate debt 
ratios.   
 
Special Tax District Bonds – Special Tax Districts are both a financing vehicle and land 
planning tool that provides incentives to the development community to pursue projects that 
address public policy concerns.  The property owners in a special tax district pay the debt service 
on the bonds issued through an additional tax.  State legislation enables special obligation bonds 
to pay for infrastructure improvements that benefit the residents of the special taxing district and 
the immediate vicinity.   
 
Tax Increment Financings (TIFs) – TIFs are a tool to use future gains in taxes to finance the 
current improvements that create those gains.  TIFs are used to fund public projects such as, 
infrastructure, land acquisition, demolition, and planning costs.  Once these projects are 
completed there is often an increase in the value of surrounding real estate, and often new 
investment such as, new or rehabilitated buildings.  This increased site value and investment 
results in increased tax revenues.  The increased tax revenues are the “tax increment”.  Tax 
Increment Financing dedicates this increased revenue, or a portion thereof, to pay debt service on 
the bonds issued to pay for the project.   
 
Local Government Insurance Trust Bonds – The Local Government Insurance Trust (LGIT) 
provides loss control and risk management to Maryland local governments.  Through LGIT, the 
Self-Insurance Liability Funding Program provides liability coverage to local governments that 
are self-insured.  This program requires local governments to fund their liability accounts.  Each 
participating local government may draw upon its account to pay settlements for liability claims.  
The County issued bonds to fund its account within the General Fund of the Self-Insurance Pool. 
 
2. Taxable Debt 
 
Pension Obligation Bonds (POBs) – An unfunded pension liability is the gap between what has 
been promised to retirees and what is likely to be available to meet those promises.  One method 
to close this gap is to issue taxable pension obligation bonds.  Pension bonds are generally issued 
by the plan sponsor or pension system entity and backed by tax revenues.   
 
Other Post Employment Benefits (OPEB) Bonds – Accounting rule GASB (as defined herein) 
Statement No. 45 requires that other (non-pension) post employment benefits be accounted for 
much like pension obligations.  An unfunded OPEB liability is the gap between what has been 
promised to retirees and what is likely to be available to meet those promises.  Like POBs, 
taxable bonds can be issued to fund this unfunded liability. 
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B. Other Long-Term Liabilities 
 
In addition to long-term bonded debt, the County may also have other long-term liabilities. 
 
Section 108 Loans – Section 108 is the loan guarantee provision of the Community 
Development Block Grant (CDBG) program administered by the US Department of Housing and 
Urban Development.  Section 108 provides communities with a source of financing for economic 
development projects.  Section 108 allows governments to transform a portion of their CDBG 
funds into federally guaranteed loans.  Local governments borrowing funds guaranteed by 
Section 108 must pledge their current and future CDBG allocations as security for the loan.  
 
Vested Compensated Absences and Termination Benefits – County employees are granted 
vacation and sick leave in varying amounts.  In the event of termination, an employee is 
reimbursed for accumulated vacation in full, and for sick leave in varying amounts based on 
years of service.  Participants in the plans administered by the State Retirement and Pension 
System may apply accrued sick leave benefits as service credits toward retirement.  Vested or 
accumulated vacation and sick leave are recognized as an expense and liability as the benefits 
accrue to employees.  Current amounts are such amounts expected to be paid within one year.   
 
Landfill Closure and Post-closure Care Cost – Proper closure of solid waste landfills is 
important for long-term environmental protection.  The federal government requires that the 
owner or operator of a landfill pay for proper landfill closure, at least 30-years of post-closure 
care, and corrective action for environmental problems caused by the landfill.  The expense 
related to these requirements have led some governments to issue general obligation bonds to 
pay for the costs associated with closing publicly-owned landfills.  
 
Capital and Operating Leases – Lease Obligations may also be appropriate for financing 
capital. Lease financing should be considered when determined to be more beneficial, either 
economically or from a policy perspective. Factors to be considered and evaluated include: the 
useful life of the asset, the terms and conditions of the lease, market convention, and the impact 
on debt capacity and budget flexibility.  The County has entered into leases for equipment and 
real property. 
 
C.  Short-Term Debt 
 
Traditionally, local governments have issued long-term fixed rate debt at or about the time the 
bond proceeds are needed to initiate capital project construction.  However, other borrowing 
instruments may be more efficient and cost effective.  Below are borrowing instruments that the 
County may consider based upon the projects to be financed and its financial position. 
 
Tax and Revenue Anticipation Notes - Borrowing for cash flow purposes through the use of 
tax and revenue anticipation notes is often desirable to manage the timing difference between 
when revenues are received and when expenditures are made over the course of a fiscal year. 
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Bond Anticipation Notes - In certain circumstances, it may be appropriate for the County to 
issue short-term obligations to finance a capital project.  This obligation is later refunded with a 
more conventional long-term financing. 
 
Grant Anticipation Notes - The County may issue short-term notes to be repaid with the 
proceeds of State or Federal grants if appropriate for the project.   
 
Commercial Paper - Commercial Paper (CP) is a short-term obligation with maturities ranging 
from 1 to 270 days.  It is often used as interim financing until a project is completed to take 
advantage of lower interest rates.  Once a project is completed, the County may recommend 
refunding CP with a long-term financing obligation, if appropriate. 

 
D.  Interfund Borrowing 
 
Short-Term Notes for Operations - Under the provisions of Section 814 (Transfer of 
Appropriations) of the County Charter, the County may affect an interfund cash borrowing not to 
exceed $5 million from the General Fund to the Capital Project Fund to meet temporary cash 
requirements (See Section 10-182.07 of the County Code). 
 
Borrowings from Bond Proceeds - Section 10-182.04 of the County Code authorizes the County 
to undertake interfund cash borrowings from available bond proceeds currently in hand, to meet 
temporary cash requirements not exceeding $15 million for financing capital projects of the 
County for which general obligation bonds of the County have been authorized for sale.   
 
V. VARIABLE RATE DEBT 
 
Variable-rate markets focus on the short end of the yield curve (typically involving repricing 
increments of less than one year).  It is often appropriate to issue variable rate debt to diversify 
the debt portfolio and improve the match of assets to liabilities.  Variable rate debt may also 
provide interest cost savings.  When the cycle of long term rates moves down to or near historic 
lows, consideration will be given to fixing (converting to a fixed rate maturity alternative) all or 
a portion of the then outstanding variable rate debt to take advantage of long term fixed rates.  
The use of variable rate bonds will be evaluated on a case-by-case basis taking into account then 
current market conditions, anticipated future borrowing needs and the County’s overall debt 
composition.  
 
A. Types of Variable Rate Debt 
 
There are two primary methods of issuing variable rate debt - variable rate demand obligations 
and auction rate securities.  Below are general characteristics of each. 
 
Variable Rate Demand Obligations (VRDOs) 

a) Investor has the explicit right to put bonds back to the issuer/ bank every reset period. 
b) Periodic interest rate resets, typically daily or weekly, through investment bank 

remarketing. 
c) Liquidity facility required. 
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d) Interest rates adjusted by remarketing agent as a minimum rate required for VRDOs 
to trade at par. 

e) Owners of VRDOs can tender the securities at any reset period. 
f) VRDOs are subject to optional redemption (callable) at any time. 
g) Interest is usually paid monthly, but can be paid semi-annually. 
h) In the event of a failed remarketing attempt, interest is paid at a predetermined rate.   
i) The liquidity provider will generally not hold the bonds for more than one year before 

the issuer will have to redeem the bonds at par and restructure or eliminate the 
variable rate program. 

 
Auction Rate Securities (ARS) 

a) Long-term nominal maturity. 
b) ARS have a long-term nominal maturity in which the interest rate is reset through an 

auction procedure. 
c) An auction may be held daily, every 7, 28, 35, 49 days, or six months, usually with 

interest paid at the end of each auction period. 
d) In an auction, the Broker-Dealer submits bids, on behalf of current and prospective 

investors, to the Auction Agent.  The Auction Agent will set the next interest rate by 
determining the lowest rate to clear the total outstanding amount of ARS. 

e) No liquidity facility required. 
f) In the event of a failed auction, the existing holders are required to hold on to the 

existing bonds at the maximum rate.   
 

B. Criteria for Issuing Variable Rate Debt 
 

Any recommendation for the use of variable rate debt must have findings consistent with the 
following criteria: 
 
Balance sheet risk mitigation - The maintenance of variable rate debt liabilities in an amount 
equal to or less than the amount of variable rate assets prudently reduces the County’s risk of 
exposure to changes in interest rates.  For example, the County currently maintains significant 
exposure from variable rate assets in the form of the short-term investment of available cash.  
Offsetting this exposure with variable rate liabilities would serve to hedge against such interest 
rate risk.   

In determining the appropriate amount of variable rate debt to be issued for risk mitigation 
purposes, the following factors should be analyzed:  
 

• The historic average of cash balances over the course of several prior fiscal years; 
 
• Projected cash balances based upon known demands and on County fund balance 

policies; and 
 

• Any basis risk (The difference in the performance or duration of the County’s 
investment vehicle compared to the variable rate debt instrument to be used by the 
County). 
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Risk Exposure - Since the inception of municipal variable rate products in the early 1980s, 
variable interest rates have borne an average rate that is substantially below the average for fixed 
rates. Accordingly, issuers who have accepted variable rate risk have experienced reduced costs 
of borrowing.  One of the goals of this Policy is to define a prudent range of risk exposure.  This 
Policy incorporates the Rating Agencies’ (as defined herein) guidelines that 15% to 20% of 
outstanding debt can be in a variable rate mode without representing undue risk.  In determining 
the amount of risk the County should assume, the County should consider the specific fund 
exposed to the risk and the budgetary flexibility that fund has in accommodating such risk.  The 
analysis of risk exposure should be performed on the basis of “net” risk; that is, variable rate 
liability exposure net of any interest rate hedge provided by the availability of cash or risk 
mitigation tools such as interest rate swaps. 
 
Interim Financing - Since the expectations of variable-rate investors are, by their nature, short-
term, variable rate debt can be redeemed on short notice without any penalty in the form of a call 
premium or higher initial interest rates.  This feature makes variable rate bonds a preferred tool 
for financing projects for which a prepayment or restructuring is a high probability.  Certain 
variable rate products, most notably commercial paper, can be issued incrementally as funds are 
needed to finance current construction and can reduce the long-term cost of construction 
financing.  Often, commercial paper will be refunded with a long-term financing when the 
project is completed.  The County should consider issuing commercial paper in connection with 
its major debt-financed construction programs, especially when interest earnings on construction 
and capitalized interest funds are at a rate lower than the rate of long-term bonds, thereby 
increasing the amount of debt that must be issued to fund a program.  Variable rate debt should 
also be considered in lieu of a long-term fixed rate financing when a refunding or restructuring of 
the debt is likely due to potential changes in the use of the project or credit quality. 
 
Synthetic Fixed Rate - The County can simultaneously issue variable rate debt and enter into 
corresponding swap agreements that have the effect of creating a net fixed rate obligation at a 
significantly lower net interest cost then the cost of issuing traditional fixed rate debt.  The use of 
variable rate debt should be considered in those instances where the issuance of synthetic fixed 
rate debt is a viable and cost-effective alternative, subject to the provisions of the County’s 
Derivatives Policy (Appendix A). 
 
C. Selection and Diversification of Service Providers 
 
In selecting swap counterparties, liquidity providers, remarketing agents, broker-dealers, credit 
enhancement providers and so on for its variable rate program, the County should diversify its 
exposure and create competition among the various service providers.   
 
D.  Liquidity 
 
For variable rate debt requiring a liquidity facility to protect against remarketing risk the Office 
of Finance will conduct a comparative analysis of the following: 
 

9 
 



• Alternative forms of liquidity, including direct pay letters of credit, standby letters of 
credit, and lines of credit, in order to balance the protection offered against the 
economic costs associated with each alternative; 

 
• Credit ratings of liquidity providers, seeking the highest short-term credit ratings; 

 
• Review and negotiate the most favorable covenants to the County for the 

Reimbursement Agreement or Standby Purchase Agreement; 
 

• Relative trading values for bonds secured by alternative liquidity facilities; 
 

• All cost components related to the liquidity facility, including commitment fees, 
standby fees, draw fees, and interest rates charged against liquidity draws; 

 
• The term of the facility, selecting the provider offering the longest term all other 

factors being equal; and 
 

• The potential use of self-liquidity. 
 
E. Budgeting 
 
The Office of Finance will analyze each variable rate bond issuance to determine the budgeted 
amount for debt service.  The factors to be analyzed include historic interest rates, projected 
interest rates, and the effect of risk mitigation products such as interest rate swaps or caps.  To 
protect against volatile interest rate surges, some margin will be included in the budgeted 
amount.  The analysis will be done in conjunction with the formulation of the County 
Executive’s proposed budget. 

F. Monitoring and Reporting 

The Office of Finance will manage the County’s variable rate bond issuances, including the 
performance of actual interest rates compared to the interest rates assumed at the time of budget 
formulation.  The Office of Finance will recommend to the Office of Management and Budget 
any appropriate mid-year budget adjustments.  In addition, the Office of Finance will review the 
following on a periodic basis: 

 
a. Whether balances remaining at the end of the fiscal year, accruing from actual lower 

interest rates than those assumed in the budget process, will be reserved for future 
interest rate stabilization or otherwise applied for interest rate management; 

 
b. The performance of the individual remarketing agents as compared to other 

remarketing agents, other similar programs and market indices; 
 

c. The factual circumstances, such as balance sheet factors or the relative amount of 
debt that supported the original issuance of the variable rate debt; and 
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d. Reporting variable rate debt in accordance with Generally Accepted Accounting 
Principles (GAAP) and with rules promulgated by the General Accounting Standards 
Board (GASB). 

 
VI. REVENUE BONDS 
 
Overview of Revenue Bonds 
 
Revenue Bonds are used to account for certain public services that are self-supporting by 
generating their own revenues from fees, charges and other receipts.  For instance, the 
Stormwater Management Enterprise Fund is used to account for and support the County’s 
stormwater management functions.  In addition, the Solid Waste Enterprise Fund supports a wide 
variety of environmental, recycling, and solid waste collection and disposal services. 
 
Criteria for Revenue Bonds 

 
a) Revenue bonds issued in support of enterprise projects must be fully supported by 

the annual revenues of the enterprise fund. 
 
b) Annual revenues must meet or exceed the debt service coverage requirement in 

the indenture for revenue-supported bonds in addition to all other revenue bond 
covenants. 

 
c) If an indenture does not exist, bonds backed by revenues from an enterprise fund, 

must meet general revenue bond criteria and coverage as specified by the Rating 
Agencies. 

 
VII. DEBT STRUCTURE (Applies to all debt obligations issued by the County unless 
otherwise indicated) 
 
Payment of Bonds on a Parity Basis - The consolidated pubic improvement bonds are payable 
on a parity basis with all other tax-supported general obligation debt of the County which has 
been issued and is outstanding, or which may be issued in the future. 
 
Form of Bonds - Bonds may be issued in fully registered form and sold through the book-entry 
system of The Depository Trust Company, New York, New York or successor thereto.  
 
Original Issue Discount or Premium - The County’s bonds may be sold at a discount or 
premium; however, coupons must be at least 95% of par value.  The maximum permitted 
premium and discount will be stated in the Notice of Sale. 
 
Call Provisions - The County desires early calls at low or no premium because such features 
allow the County to refinance debt more easily for debt service savings when interest rates 
decline.  The County may consider bonds with shorter periods of call protection and/or higher 
call premiums if such bonds are reasonably expected to generate a significantly lower cost of 
capital over the life of the bonds.  Non-callable bonds may be considered if such bonds are 
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reasonably expected to generate a significantly lower cost of capital over the life of the bonds.  
The County will evaluate optional redemption provisions for each issue to assure that the County 
does not pay unacceptably higher interest rates to obtain such advantageous calls.  
 
Interest Rates - The County may use fixed-rate or variable-rate debt to finance its capital needs.  
The par amount of outstanding variable rate debt should not exceed 20% of total outstanding 
debt. 
   
Bond Insurance – Bond insurance may be purchased directly by the County prior to the bond 
sale or at the underwriter’s option and expense for either an entire issue or specific maturities.  
This form of credit enhancement guarantees the payment of principal and interest on the bonds; 
thereby, providing a higher credit rating and thus a lower borrowing cost.  Given the County’s 
high credit ratings, the County will assess whether it is cost effective to purchase bond insurance 
on a case-by-case basis. When insurance is purchased directly by the County, the present value 
of the estimated debt service savings from insurance should be greater than the insurance 
premium.   
 
Term Bonds - The County may permit an underwriter(s) to designate two or more consecutive 
annual principal payments as term bonds which mature on the maturity date of the last principal 
payment of the sequence.  Any term bond so designated shall be subject to mandatory sinking 
fund redemption in each year on the principal payment date.  
 
Capitalized interest – Capitalized interest increases the amount of debt to be issued and 
therefore will be avoided unless essential from a credit standpoint, as in the case of lease-
purchase obligations.  Interest on general obligation bonds will not be capitalized.   
 
Term of Debt Repayment - The County Charter (Section 822) requires that all bonds shall 
mature within the probable useful life of the improvement or undertaking with respect to which 
they are to be issued.  If the bonds are to be issued for several improvements or undertakings, 
then the average probable useful life of all such improvements or undertakings is used.  The 
Charter also provides that no bonds shall mature and be payable more than forty (40) years after 
their date of issuance.  The final maturity of revenue bonds and special tax obligations will be 
limited to thirty (30) years.  The County will prudently amortize its debt while taking in account 
policy goals and changing market circumstances.  The County intends to amortize no less than 
65% of its outstanding debt in 10 years.  A refunding undertaken for savings should not extend 
the life of the bonds to be refunded.  Refundings undertaken for debt restructuring purposes can 
be exempted from the aforementioned requirement and should be examined in light of the overall 
debt portfolio targets.   
 
VIII. METHOD OF SALE 
 
A. Overview of Competitive and Negotiated Sales 
 
There are three primary methods of issuing debt obligations: competitive sale, negotiated sale, 
and private placement.  In a competitive sale, underwriters submit sealed bids and the 
underwriter or underwriting syndicate with the lowest True Interest Cost (TIC) is awarded the 
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sale.  State law (Section 10 of Article 31 of the Annotated Code of Maryland) requires that all 
bonds sold or offered for sale by a public body in the State shall, unless the enabling act 
authorizing the issuance and sale of the bonds specifically exempts the same from the provision 
of Section 10 or specifies a different method of sale, be offered at public sale to the highest 
bidder(s) after due notice of such sale has been given by an advertisement.  In a negotiated sale 
and private placement, the underwriter or underwriting syndicate is selected by the County.  
Also, the interest rates and underwriter’s fee are negotiated prior to the sale, based on market 
conditions.  A private placement sale or limited public offering may be used to tailor a debt issue 
to the specific needs of a particular investor or sector for issues with a complex structure or 
unusual circumstances.  The financial advisor shall concur, in writing, with the decision to sell 
bonds in a private placement. 
 
B. Criteria for issuing bonds on a Competitive or Negotiated Basis 
 
The County and its financial advisor shall set the terms of the sale to encourage as many bidders 
as possible.  For all negotiated sales or private placements, underwriters will be required to 
demonstrate sufficient capitalization and experience related to the debt issuance.  It shall be the 
policy of the County to issue debt through a competitive sale whenever feasible. When a 
negotiated sale would provide significant benefits to the County that would not be achieved 
through a competitive sale, the County may elect to sell debt obligations through a private or 
negotiated sale upon approval by the County Council.   It is usually not feasible to issue bonds 
through a competitive sale for certain types of financings, such as variable rate debt, commercial 
paper and specialized financings like Special Taxing Districts.  For negotiated sales, qualified 
minority or women owned firms should be included in the underwriting team, and equal 
opportunity should be provided to all members of the team, to hold the position of syndicate 
manager. 
 
When determining whether to use a competitive or negotiated sale, the Office of Finance will 
consider both the Issuer and Financing Characteristics listed below. 

 
Issuer Characteristics 
 
1. Market Familiarity – A frequent issuer can generally sell most issues through a 

competitive sale since investors and underwriters are familiar with its credit quality.  
Frequent issuers do not require as much pre-marketing in order to have a successful sale.  
A negotiated sale may be appropriate if extensive pre-marketing to investors is 
advantageous. 

 
2. Credit Strength – The higher the credit quality of the issuer, the less likely the need for 

negotiated sale due the demand for high quality municipal bonds. 
 
3. Policy Goals – The competitive sale does not provide the issuer influence over choosing 

the underwriting syndicate.  If the issuer finds that influencing the composition of the 
syndicate and the distribution of bonds are worthwhile policy objectives for a particular 
financing, then the issuer may want utilize a negotiated sale.   
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Financing Characteristics 
 
1. Type of Debt Instrument – New types of instruments may require an education process 

that is more conducive to a negotiated sale.  As the market becomes more familiar with 
the issuer’s debt instrument, the need to educate the market diminishes.  All things being 
equal, familiar debt instruments would be better suited to competitive sales. 

 
2. Issue size – The bond size influences both investor interest and the market’s ability to 

absorb the bonds.  In general, if the bond amount is too small or too large, then the issuer 
should consider a negotiated sale.  A small bond sale may not attract market attention 
without a sales effort, while a large sale may be difficult for the market to absorb without 
the pre-sale activity offered by the negotiated sale process. 

 
3. Market conditions – When the market has interest rate stability, flexibility in the timing 

of the sale is not critical.  However, the timing of the sale is critical when there is a 
volatile market.  If this is the case, then a negotiated sale could be more appropriate. 

 
4. Story bonds – When bonds are unique or have a “story” associated with them, then the 

pre-marketing process is essential.  These bonds require additional explanations and are 
called “story” bonds because to develop sufficient market interest, the issuer has to “tell a 
story” and explain why the bonds are a solid investment.  

 
IX. REFINANCING OF OUTSTANDING DEBT  
 
The Office of Finance, with the assistance of the County’s financial advisor(s), will monitor on 
an ongoing basis potential savings available by refinancing outstanding debt of the County. 
 
A. Legal Authority to Refinance Outstanding Debt 

  
Section 24 of Article 31 of the Annotated Code of Maryland authorizes the County to issue 
bonds for the purpose of refunding any of the County’s bonds then outstanding, including the 
payment of any redemption premium and any interest accrued.  Refunding bonds shall be issued 
with the prior approval of the County Council.  In addition, the County adopted CR-85-2006 
which permits bonds authorized to be sold by separate acts of authorizing legislation be 
consolidated for sale and issued, sold and delivered as one or more single issues of bonds. 
 
B. Legal Requirements for the proceeds of Refunding Bonds 
 
As specified in Section 24 of Article 31 of the Annotated Code of Maryland, the proceeds of 
refunding bonds may be deposited in an escrow trust established in the name of the issuer.  
Money in the trust fund may be invested and reinvested in direct obligations of, or obligations of 
the principal of and the interest on which are guaranteed by, the United States of America or in 
certificates of deposit or time deposits secured by direct obligations or obligations the principal 
of, and the interest on which, are guaranteed by, the United States of America.  Proceeds of 
refunding bonds shall be so invested and applied as to assure that the principal, interest and 
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redemption premium, if any, on the bonds being refunded shall be paid in full on their respective 
maturity, redemption or interest payment dates. 
 
C. Criteria for Issuing Refunding Bonds 
 
The County will consider refunding outstanding debt if one or more of the following conditions 
exist: 
 

a) Present value savings are at least 3% of the par amount of the total refunding amount 
(if utilizing swaps then present value savings must be at least 5% of the total 
refunding amount) and present value savings are at least 2% for each maturity; 

 
b) The bonds to be refunded have restrictive or outdated covenants;  

 
c) Restructuring debt is deemed to be desirable; 

 
d) Change type of debt instrument; or 

 
e) A minimum of 70% of the maximum call option value can be achieved.  

 
 
D. Determination of Debt Limitation 
 
For the purpose of determining whether refunding bonds issued are within any debt limitation 
applicable to the County, the amount of bonds to be refunded shall be subtracted from, and the 
amount of refunding bonds to be issued shall be added to, the aggregate of the County’s 
outstanding debt. 

 
X. CONDUIT FINANCINGS 
 
Conduit financings are securities issued by a government agency to finance a project of a third 
party, such as a non-profit organization or other private entity.  The County may sponsor conduit 
financings for activities (e.g., economic development, housing, etc.) that have a general public 
purpose and are consistent with the County’s overall service and policy objectives. 
 
A. Legal Authority to Issue Conduit Bonds 
 
Private Activity Bond Authority - Pursuant to Section 146 of the Internal Revenue Service 
(IRS) Code and Section 13-807 of the Financial Institutions Article of the Annotated Code of 
Maryland, Maryland’s Secretary of Business and Economic Development each calendar year 
notifies the counties of the aggregate dollar amount of private activity bonds that may be issued 
by each county in any calendar year.  The State ceiling for all “Private Activity” Bonds is based 
on the State population at $75 per capita (Section 146 (d)(1) of the IRS Code).  Initially, 50% of 
the State ceiling is allocated to the counties in the State, consisting of 35% of the ceiling 
designated for the issuance of housing bonds and 15% of the ceiling for non-housing bonds.  The 
allocation to each county for housing bonds is 35% of the State ceiling multiplied by a fraction 
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(the numerator of which is the population of the County and the denominator is the population of 
the State).  The allocation to each county for the issuance of non-housing bonds is 15% of the 
State ceiling multiplied by a fraction (See Section 13-802 of the Financial Institutions Article of 
the Annotated Code of Maryland). 
 
Non-profit Bond Authority - Federal tax law allows for state and local governments to issue 
tax-exempt securities on behalf of nonprofit corporations exempt from taxes under Section 
501(c)(3) of the Internal Revenue Service (IRS) Code. 
 
Revenue Bond Authority (Maryland Economic Development Revenue Bond Act) - Sections 
14-101 through 14-109 of Article 41 of the Annotated Code of Maryland empower the counties 
of the State to borrow money by issuing revenue bonds for the purpose of financing and 
refinancing the costs of acquisition of one or more facilities.  Among the declared legislative 
purposes of the Act are to relieve conditions of unemployment in the State, to encourage the 
increase of industry and commerce and a balanced economy in the State, to assist in the retention 
of existing industry and commerce and in the attraction of new industry and commerce in the 
State through reduction, or abatement of pollution of the environment and the utilization and 
disposal of waste, to promote economic development, to protect natural resources and encourage 
resource recovery and generally to promote the health, welfare, and safety of the residents of 
each of the counties of the State.  The County may issue revenue bonds with the approval of the 
County Council to accomplish any of the declared purposes stated in Article 41.  The revenue 
bonds thus issued will be a limited obligation of the County and will not be issued upon the 
County’s full faith and credit of taxing powers. 
 
County Liability - While the County may issue debt on behalf of these organizations, repayment 
of the debt is secured solely by the nonprofit corporation or other private entity.  No County 
funds are pledged to support the bonds and no appropriation will be made in the event of default.  
As such, these financings are referred to as “conduit” financings. 
 
B. Criteria for Issuing Conduit Debt 
 
The County will consider several criteria when issuing conduit debt.  These factors include, but 
are not limited to, the history of the organization and its facilities; the population served by the 
facilities; the population employed at the facilities; a complete description of the proposed 
project(s) to be financed; the sources and uses of funds; and, a complete statement of the public 
purpose served through the financing.  The County will also take into consideration the 
organization’s credit rating. 
 
XI. CREDIT RATINGS 

 
A. Overview of Credit Rating Agencies 
 
The County has earned strong credit ratings from Moody’s Investors Service, Standard & Poor’s 
and Fitch Ratings (collectively, the “Rating Agencies”).  These high credit ratings reduce the 
interest costs paid by the County on the amounts borrowed.   
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The County’s ability to borrow at the lowest cost of funds depends upon its credit standing as 
assessed by the Rating Agencies.  Determination of a credit rating by a rating agency is based on 
the rating agency’s assessment of the credit worthiness of an issuer with respect to a specific 
obligation.  To arrive at a judgment regarding an issuer’s credit worthiness, the Rating Agencies 
analyze the issuer in four broad, yet interrelated areas: 
 
(1) Economic Base (3) Debt Burden 
(2) Financial Performance & Flexibility  (4) Fiscal Management 
 
Economic Base – Incorporates local and national economic factors and trends. The foundation 
of an entity’s fiscal health is its economy. Financial growth prospects and volatility of major 
revenue sources depend on the performance of the local economy. 
 
Financial Performance & Flexibility – The powers of a municipality establish the entity’s 
ability to plan for changes in the political, economic, and financial environment and the capacity 
to respond in a timely fashion. 
 
Debt Burden – The analysis of debt focuses on the nature of the pledged security, the debt 
repayment structure, the current debt-service burden, and the future capital needs of an issuer. 
Manageable debt levels are an important consideration, since accelerated debt issuance can 
overburden a municipality while low debt levels may indicate under-investment in capital 
facilities. 
 
Fiscal Management – Fiscal Management involves several areas: accounting and reporting 
methods; revenue and expenditure structures and patterns; annual operating and budgetary 
performance; financial leverage and equity position; budget and financial planning; and 
contingent financial obligations, such as off-balance sheet debt, pension liabilities & other post-
employment benefits. 
 
B. Ratings Strategy 
 
The County Executive and his/her senior staff will continue the practice of meeting regularly 
with credit analysts from the rating agencies to keep them informed of the County’s borrowing 
plans and financial condition.  Generally, face-to-face meetings will occur annually with each 
rating agency and, at a minimum, conference calls will be offered to credit analysts in connection 
with each issuance of debt.  In addition, the analysts will periodically be invited to the County.  
These meetings will include discussions regarding the County’s community economic 
development projects, management initiatives and revenue outlook. 
 
As a part of the annual report prepared by the Office of Finance (as described herein), the County 
will evaluate its credit strengths and weaknesses identified in the rating agency reports.  When 
addressing efforts to enhance the County’s credit rating, the County will have to balance its 
current flexibility (and related ability to meet the challenges facing the community) with 
potential limitations or restrictions which may be required in an effort to seek a rating 
enhancement.  The Office of Finance will include recommended actions to address any 
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weaknesses identified by the rating agencies.  These recommendations will be considered in light 
of other County policies and objectives.   
 
XII. DEBT LIMITS  

  
A. Legal Limits – Under Article 25A of the Annotated Code of Maryland (the “State”), the 
County is authorized to undertake borrowings for any public purposes of the County, provided 
that the aggregate amount of indebtedness outstanding at the time of issuance shall not exceed 
6% of the assessable base of real property of the County and 15% of the County’s assessable 
base of personal property excluding: 

 
a) Tax anticipation notes or other indebtedness with a maturity of one year or less; 
 
b) Tax Increment Financing Bonds or other indebtedness of the County payable primarily 

or exclusively from incremental taxes or other revenues levied in special taxing areas 
or districts; and 

 
c) Obligations issued for self-liquidating (or self-supporting) projects payable primarily 

or exclusively from the proceeds of assessments or charges for special benefits or 
services. 

 
B. Policy Limits 
 
In addition to the County’s legal limitations on the amount of debt issued, there are also policy 
guidelines and limitations on the issuance of debt. 
 
Spending Affordability Committee – Pursuant to Section 10-112.22 of the County Code, the 
County’s Spending Affordability Committee (“the Committee”) makes advisory 
recommendations to the County Executive, the County Council and the Office of Management 
and Budget (OMB) about the County’s spending levels for the next fiscal year consistent with 
the capacity of the tax base and revenue sources of the County to finance public services and 
long-term debt.  The Committee is composed of members with demonstrated competence in 
areas such as, accounting, financial analysis and planning, economics, budget and fiscal 
management, etc. (See Section 10-112.21 of the County Code).  Each year the Committee 
submits two reports, one on October 1 (preliminary) and the other on January 1 of the following 
calendar year (final), to the County Executive, the County Council, and the OMB with 
recommendations on the maximum total general fund appropriations, which includes the 
appropriations for debt service, and the appropriate levels of general fund reserves and fund 
balances for the ensuing fiscal year. 
 
In developing the spending affordability guidelines, the Committee considers the following 
factors, among others: 
 

a) Growth and stability of the local economy; 
b) Growth in the assessable base and ad valorem property tax revenues; 
c) Estimated revenues from the County, State, and Federal governments; 
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d) Changes in personal income and other measures of tax capacity; 
e) Debt affordability indicators such as, the ratio of net bonded debt to total assessed 

value, the ratio of debt service to general fund expenditures, debt per capita, and 
the ratio of per capita debt to per capita income; 

f) The level of inflation and inflation trends; 
g) Commercial construction, housing and other ancillary industry-related planning, 

zoning, permitting, financing, and sales activity; 
h) The level of unemployment and labor force trends; and 
i) Projected population and school enrollment changes. 

 
The Committee reports are important elements of the budget process.  When developing the 
budget of the ensuing fiscal year, the County Executive and County Council take into account 
the Committee’s recommendations in determining the total spending level and the appropriate 
debt service amount. 
 
Long-Term Debt Affordability Model - The determination of how much indebtedness the 
County should incur each year is based upon the County’s Comprehensive Debt Affordability 
Model (the “Model”), which analyzes the long-term borrowing needs of the County and the 
impact of planned debt issuances on the long-term affordability of all outstanding debt.   
 
The Model incorporates various other fiscal planning tools of the County including a six-year 
revenue and expenditure projections model.  In addition, the Model distinguishes various funding 
sources, such as General Fund revenues and school surcharge revenues, for each year’s debt 
service.  The model also differentiates debt service spending by functional areas such as school 
construction projects and non-school construction projects.  Projection data are updated on a 
regular basis.  In order to foresee possible risks and prepare preventative measures, different debt 
affordability scenarios are tested based on different revenue, expenditure, interest rate, and debt 
structure assumptions.  A fiscally responsible and efficient borrowing plan is implemented each 
year to ensure the County’s short-term and long-term financial soundness.  
 
Debt Affordability Measures - One of the strengths of the County’s high credit ratings is its 
moderate debt level relative to other comparable jurisdictions and as compared to the resources 
available to repay the debt.  The issuance of debt must be carefully monitored to maintain a 
balance between debt and resources.   
 
In both the debt affordability planning process and the Spending Affordability Committee work 
process, important debt affordability measures are examined to determine the County’s debt 
capacity.  Debt ratios (as discussed below) are compared to those of other jurisdictions in the 
area, the Rating Agencies’ standards, and the County’s historical ratios to determine debt 
affordability.   
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XIII. DEBT RATIOS AND DEBT TARGETS 
 
A. Debt Ratios   
 
Debt ratios, along with total debt, can have a significant impact on bond ratings, which in turn 
affects the cost of borrowing.  It is also important to consider how these debt ratios change over 
time.   
 
The most common debt ratio measures are as follows: 
 

1) Debt outstanding – the principal amount of debt that remains to be paid by the 
County. 

 
2) Debt as a percentage of assessed value (or estimated full value) - indicates the burden 

the County’s debt places on the property tax base - the main source of County 
revenue. 

 
3) Debt per capita - assesses the relative magnitude of the County’s debt position 

compared to other issuers.   
 

4) Debt service as a percentage of general fund expenditures - indicates the amount of 
flexibility that the County has in its budget.   

 
5) Rapidity of debt repayment – indicates how much long-term debt is retired after 10 

years.   
 

6) Debt to personal income - takes into account all earnings of the County’s taxpayers 
that could be taxed to pay debt service and is perhaps the most comprehensive 
indicator. 

 
B. Debt Targets 
 
In connection with the aforementioned debt ratios, the County has set the following debt targets 
to ensure the current and future flexibility and financial vitality of the County.  
 

 
1) Net direct debt issued should not exceed 3% of the County’s assessable base (This 

target is more conservative than the State’s requirement that net debt not exceed 6% 
of the assessable base); 

 
2) Annual debt service should not exceed 8% of the County’s general fund expenditures; 

 
3) No less than 65% of outstanding debt should retired in 10 years. 

 
 
XIV. ANNUAL DEBT REPORT 
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The Office of Finance will prepare annually a report which reviews the outstanding debt of the 
County.  This report will be transmitted to the Chief Administrative Officer and Deputy Chief 
Administrative Officer by August 1. 

The annual report will include, but not be limited to, the following: 
 

1) An analysis of the debt ratios identified above including their change over time and a 
comparison to comparable jurisdictions; 

 
2) An analysis of the strengths and weakness as identified by the Rating Agencies in their 

respective ratings reports; and 
 

3) For variable rate bonds, an analysis of the actual interest rates compared to assumed 
interest rates, performance of companies providing professional services, and percentage 
of variable rate debt. 

 
XV. MISCELLANEOUS 
 
Federal Tax Law – The Office of Finance will evaluate and ensure compliance with all 
applicable tax law.  The Office of Finance is responsible for maintaining a system for record 
keeping and reporting to meet the arbitrage rebate compliance requirements of the federal tax 
code.  This effort includes tracking investment earnings on bond proceeds, calculating rebate 
payments in compliance with tax law, and remitting any rebateable earnings to the federal 
government in a timely manner in order to preserve the tax-exempt status of the County’s 
outstanding debt issues.   
 
Covenant Compliance - Additionally, general financial reporting and certification requirements 
embodied in bond covenants are monitored to ensure that all covenants are complied with. 
 
The evaluation will also require the development of a rationale for the funding strategy that 
considers not only the economics and risks of the strategy, but also its projected budgetary 
impact.  Furthermore, the evaluation will consider, and the strategy will ensure, intergenerational 
equity.   
 
Reporting Requirements - The County will comply with the standards of the Government 
Finance Officers Association for financial reporting and budget presentation and the disclosure 
requirements of the Securities and Exchange Commission. 
 
The County will comply with Rule 15(c) 2-12 of the Securities and Exchange Commission by 
filing an annual report with each Nationally Recognized Municipal Securities Information 
Repository and State Repository, if any, that provides certain financial information and operating 
data relevant to investors in County obligations.  In addition, the County will take additional 
efforts to make information available to investors through its website and other appropriate 
communication platforms.   
 

21 
 



Evaluation - The Office of Finance will evaluate proposed financings or funding strategies for 
capital projects.  This evaluation will consider cash flow forecasts, the risks associated with the 
strategy, and interest rate sensitivity analysis (to the extent applicable) to estimate the probable 
and potential cost of the strategy and the County’s ability to meet its obligations thereunder. 
 
Applicability of Policy to Other County Issuers - This Policy does not apply to the Industrial 
Development Authority, Housing Authority, Redevelopment Authority, and Revenue Authority 
all of which have the legal authority to issue debt. 
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AMENDMENTS AND/OR EXEPTIONS 
 
This Debt Management Policy constitutes a dynamic or living document and as such will be 
subject to periodic review and/or amendments to ensure that financial and operational flexibility 
is maintained.  Additionally, from time to time, circumstances may suggest that an exception be 
approved to one or more of the policy constraints established herein.  Amendments and/or 
exceptions must be submitted through the County Executive to the County Council and will 
become effective only after approved by the County Council. 
 
Approved by the County Council ____________, ___, 2008 
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APPENDIX A 
 

DERIVATIVES POLICY 
 
I. PURPOSE 
 
The purpose of this Derivatives Policy is to provide guidelines for the County’s use of derivative 
financial products.  This Policy describes the circumstances and methods by which Swaps (as 
defined herein) will be used, the guidelines to be employed when Swaps are used, and who is 
responsible for carrying out these policies.  The purposes for which the County will consider the 
use of these products are as follows: 
 

A. To prudently reduce exposure to changes in interest rates in the context of a 
particular financing or the overall asset/liability management of the County; or 

 
 B. To achieve a lower net cost of borrowing with respect to the County’s debt. 
 
II. BACKGROUND 
 
A derivative is a financial instrument created from or whose value depends upon (is derived 
from) the value of one or more separate assets or indices of asset values.  As used in pubic 
finance, derivates may take the form of interest rate swaps, futures, options contracts, options on 
swaps and other hedging mechanisms such as caps, floors, collars and rate locks (collectively 
referred to herein as “Swaps”).  Derivative products can be an important interest rate 
management tool that, when used properly, can increase a governmental entity’s financial 
flexibility, provide opportunities for interest rate savings, alter the pattern of debt service 
payments, create variable rate exposure, change variable rate payments to fixed rate payments 
and otherwise limit or hedge variable rate payments.  The County may consider the use of 
derivative products consistent with County and State laws.  
 
III. AUTHORITY 
 
Section 34 of Article 31 of the Annotated Code of Maryland enables the County to utilize 
derivative products.  Under this Authority, the County may enter into Swaps as authorized by the 
County Council in connection with the issuance or payment of certain debt obligations, before, 
concurrently with, or after the actual issuance of the debt.  The Office of Finance will 
recommend the use of these products only in a manner consistent with the State Code and only if 
the County Council can make the requisite finding therein. 
 
IV. PERMITTED USES 
 
Due to the continual innovation of the financial markets, this Derivatives Policy recognizes that 
the reasons for the use of the Swaps may change over time, taking advantage of market 
developments as they evolve and are tested.  Among the strategies which the County will 
consider in applying Swaps are: 
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1. Managing the County’s exposure to floating rates, through interest rate swaps, caps, 
floors, collars, and other option products; 

 
2. Hedging floating rate risk with caps, collars, basis swaps, and other instruments; 

 
3. Locking in fixed rates in current markets for use at a later date, through the use of 

forward swaps, swaptions, rate locks, options, and forward delivery products; 
 

4. Reducing the cost of fixed or floating rate debt, through swaps and related products to 
create synthetic fixed or floating rate debt; 

 
5. More rapidly accessing the capital markets than may be possible with conventional debt 

instruments; 
 

6. Managing the County’s exposure to the risk of changes in the legal and regulatory 
treatment of tax-exempt bonds, including changes in federal marginal tax rates and other 
changes in tax laws that may affect the value of tax-exempt bonds relative to other 
investment alternatives; 

 
7. Managing the County’s credit exposure to financial institutions and other entities through 

the use of offsetting swaps and other credit management products; and 
 

8. Other applications to enable the County to increase income, lower costs, or strengthen the 
County’s balance sheet.   
 

V. NO SPECULATION 
 
The County will not use derivative products for speculative purposes. 
 
VI. FORM OF SWAP AGREEMENTS 
 
The Office of Finance shall determine the appropriate terms for an interest rate swap agreement 
on a case-by-case basis.  To the extent possible, the interest rate swap agreements entered into by 
the County will contain the terms and conditions set forth in the International Swap and 
Derivatives Association, Inc. (“ISDA”) Master Agreement, including any schedules and 
confirmations.  However, the County reserves the right to amend these terms and conditions 
including the remedies and obligations as are appropriate to benefit the County.  The schedule 
may be modified to reflect specific legal requirements, business terms and changes to the 
remedies and obligations as determined by the Office of Finance.   
 
General Terms - Subject to the provisions contained herein, the terms of any County Swap 
agreement shall adhere to the following guidelines: 
  
• Downgrade provisions triggering termination shall be reflective of the relative credit 

strength of the County or relevant agency in comparison with the Swap provider.  The 
comparison should give weight to the prevailing greater credit strength of public sector 
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entities as compared with private sector financial institutions.  In no event should the 
downgrade trigger for the County be worse than those affecting the Swap provider; 

 
• The County will strive to minimize or avoid cross default provisions;   
 
• The specific indebtedness related to credit events in any Swap agreement should be 

narrowly defined and refer only to indebtedness of the County that could have a 
materially adverse effect on the County’s ability to perform its obligations under the 
Swap;   

 
• Debt should only include obligations within the same or superior lien as the Swap 

obligation; 
 
• Collateral thresholds for the Swap provider should be set on a sliding scale reflective of 

credit ratings.  Collateral requirements should be established and based upon the credit 
ratings of the Swap provider or its guarantor; 

 
• Eligible collateral should generally be limited to direct and indirect obligations of a U.S. 

Treasury where the principal and interest are guaranteed by the United States.  At the 
discretion of the County, other high-quality obligations of a U.S. Government Agency 
not secured by the full faith and credit of the U.S. Government may be used as collateral; 

 
• The County shall have the right to optionally terminate a swap agreement “at market” at 

any time over the term of the agreement.  The Swap provider should have no similar right 
to terminate unless agreed to by the County. 

 
VII. METHODS TO SOLICIT AND PROCURE INTERST RATE SWAPS 
 
The Office of Finance will solicit and procure interest rate swap agreements by competitive bid 
whenever feasible.  The Office of Finance will determine which parties are allowed to participate 
in a competitive transaction but these parties must conform to the minimum credit standards 
outlined in this Policy.   
 
Notwithstanding the above, the Office of Finance may procure interest rate swap agreements by 
negotiated methods if it has determined that due to the size or complexity of a particular interest 
rate swap competitive bidding is undesirable, impractical or impossible and a negotiated 
transaction would result in the most favorable pricing.  If appropriate, the County should use an 
independent financial advisory firm to assist in the price negotiations. 
 
Regardless of the method of procurement, the County will obtain a finding from an independent 
financial advisory firm that the terms and conditions of the interest rate swap agreement reflect a 
fair market value of such agreement as of the date of its execution. 

 
Evaluation 
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Recommendations to enter into Swaps will be made based on analysis performed by the Office 
of Finance.  Recommendations should analyze the following elements: 
 

1. The County’s overall notional amount of derivatives will be less than 50% of outstanding 
debt after the proposed Swap is executed; 

 
2. The appropriateness of the transaction for the County based on the balance of risks and 

rewards presented by the proposed transaction, including a detailed description of the 
risks it presents, and risk mitigation measures, where applicable; 

 
3. The legal framework for the transaction within the context of Maryland statutes, County 

authorization, and relevant indenture and contractual requirements (including those 
contained in credit agreements), as well as any implications of the transaction under 
federal tax regulations; 

 
4. The potential effect that the transaction may have on the credit ratings of outstanding 

County obligations; 
 

5. The potential impact of the transaction on any areas where the County’s capacity is 
limited, now or in the future, including the use of variable-rate debt, bank liquidity 
facilities or letters of credit, and bond insurance; 

 
6. The ability of the County to handle any administrative burden that may be imposed by 

the transaction, including accounting and financial reporting requirements; and 
 

7. Other implications of the proposed transaction as warranted. 
 
 
VIII. REVENUE SOURCE FOR DERIVATIVE PRODUCTS 
  
Net swap payments will be paid from the County’s debt service fund – a portion of the general 
fund.  Termination payments will be paid from the County’s general fund, subject to 
appropriation. 
 
IX. TYPES OF RISK EXPOSURE AND MITIGATION STRATEGIES 
 
Before entering into a swap agreement, the Office of Finance will evaluate the risks inherent in 
the transaction.  Below are some of the risks to be evaluated and the County’s strategy to 
mitigate those risks.  

 
Interest Rate Risk - The risk that market interest rates increase on direct variable-rate bonds or 
synthetic variable rate swaps.  Mitigation Strategy: The County will limit total variable rate 
exposure per the defined limits, utilize caps and collars on synthetic variable-rate debt, and take 
advantage of low interest rate environments to convert variable rate debt to fixed rate debt. 
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Amortization Risk - Amortization risk is defined as the mismatch of the maturity/expiration of 
the underlying obligation and its hedge, the swap agreements.  Amortization risk can occur when 
the underlying variable rate bonds are called before the final maturity.  This would cause the 
repayment schedule of the bonds to differ from the underlying notional amount of the swap 
agreement.  Mitigation Strategy:  The County will eliminate amortization risk by making the 
maturity and amortization of the swap coterminous with those of the bonds, when feasible.  In the 
case of early redemption, before undertaking a refunding of the bonds, the Office of Finance will 
consider the implications on the related swap agreement. 
 
Basis Risk - Basis risk refers to the mismatch between the interest rate received from the swap 
contract (based on a variable rate index) and the interest actually paid on the County’s variable 
rate bonds.  That is, the risk of receiving insufficient receipts from the variable-rate component 
of a synthetic fixed-rate swap to pay the interest due on the underlying variable-rate debt issued 
by the County.  Mitigation Strategy: The Office of Finance will evaluate different swap indices 
as part of its analysis of the swap agreement and identify the amount of basis risk that may result 
from various indices. The Office of Finance will also consider the cost/benefit of matched rate 
swaps and limit total exposure to variable receipts based on taxable indices that hedge tax-
exempt variable debt issued by the County. 
 
Tax Events Risk - Tax events risk is defined as the risk created by potential changes to the 
Federal and State income tax codes on the interest rates to be paid by the County on its variable 
rate bonds.  Tax events risk is a form of basis risk.  Mitigation Strategy: The Office of Finance 
will evaluate the potential impact of changes in marginal tax brackets as part of its analysis of 
basis risk.  The County will limit total direct variable-rate debt, synthetic variable-rate debt, and 
synthetic fixed-rate debt in which the County receives a variable payment based on a taxable 
index or rate. 
 
Credit Risk - Credit risk refers to the occurrence of an event modifying the credit rating of the 
counterparty.  Certain derivative products create continuing exposure to the creditworthiness of 
financial institutions that serve as the County’s counterparty on such transactions.  Mitigation 
Strategy: Setting credit standards that must be met by the counterparty to participate in a 
transaction can minimize the risk.  (See also Counterparty Credit Standards) 
 
Collateral Posting Risk - Collateral posting risk is the risk that the County is required to post 
collateral in favor of the swap counterparty in advance of a swap termination event or final bond 
repayment.  This usually occurs were the swap documents have symmetrical credit provisions 
requiring issuers to post collateral at identical rating thresholds as the swap counterparties.  
Mitigation Strategy: The County will seek to exclude provisions that require it to post collateral. 
 
Counterparty Risk - Counterparty risk refers to the failure of the counterparty to perform 
pursuant to the terms of the swap agreement (e.g. make its required payments).  Mitigation 
Strategy: The Office of Finance will attempt to minimize the counterparty risk by establishing 
strong minimum credit standards and diversifying the County’s exposure to counterparties.  To 
that end, before entering into a transaction, the Office of Finance will analyze the County’s 
existing exposure to that counterparty and then determine how the proposed transaction would 
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affect the exposure.  The exposure should not be measured solely in terms of the amount, but 
rather how changes in interest rates would affect the County’s exposure (“Value at Risk”).   
 
Liquidity/Rollover Risk - Rollover risk arises due to the shorter term of most liquidity provider 
agreements (2 – 10 years) relative to the longer-term amortization schedule of the County’s 
variable rate bonds.  In particular, the County may incur higher renewal fees when new 
agreements are negotiated or the liquidity bank market constricts such that it is difficult to secure 
third-party liquidity at any interest rate.  Mitigation Strategy: The County will negotiate longer 
terms on provider contracts to minimize the number of rollovers or use self-liquidity, if 
appropriate.  
 
Termination Risk - Termination risk is the risk that the swap could be terminated prior to the 
scheduled maturity by the counterparty due to any of several events, such as, a ratings 
downgrade, covenant violations, and swap or bond payment defaults.  This is of particular 
concern if the termination occurs in a market that dictates a termination payment by the issuer.  
For certain types of swaps, a payment by the County may be required if interest rates have fallen 
causing the market value of the remaining payments to be in favor of the counterparty.  
Mitigation Strategy: The Office of Finance will minimize termination risk by limiting the 
circumstances under which the contract can be terminated particularly where a payment may be 
required, and seek the ability to assign the agreement to a creditworthy entity in lieu of 
termination.  Termination payments will be subject to appropriation.  The County will also 
consider progressive collateralization and budgeting of potential termination payments as 
conditions increase the possibility of a termination payment.  The County will also seek to 
incorporate nonparallel downgrade provisions benefiting the County in the swap documents.  
 
X. COUNTERPARTY CREDIT STANDARDS 
 
Many Swap products can create for the County a continuing exposure to the creditworthiness of 
financial institutions that serve as the County’s counterparties on Swap transactions.  To protect 
the County’s interests in the event of a credit problem, the Office of Finance will recommend 
entering into a swap agreement with a counterparty only if it meets certain criteria.  
 
Use of Highly-rated counterparties 
 
The County will require that the counterparty is rated double-A or better by at least two of the 
Rating Agencies or that the payment obligations of the counterparty are unconditionally 
guaranteed by an entity with such a credit rating. 
 
Collateralization on Downgrade 
 
The obligations of the counterparty will be collateralized at levels and with securities acceptable 
to the County, as set forth in the swap agreement, should the rating (a) of the counterparty, if its 
payment obligations are not unconditionally guaranteed by another entity, or (b) of the entity that 
unconditionally guarantees its payment obligations, if so secured, fall below the double-A 
category. 
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Termination 
 
If a counterparty’s credit is downgraded below a second threshold (to be determined by the 
County and identified in the applicable swap agreements), even with collateralization, the 
County may exercise a right to terminate the transaction prior to its scheduled termination date.  
The County will seek to require, whenever possible, that terminations triggered by a counterparty 
credit downgrade will occur on the side of the bid-offered spread which is most beneficial to the 
County, and which would allow the County to go back into the market to replace the 
downgraded party with another suitable counterparty at no out-of-pocket cost to the County. 
 
The County’s Swap counterparties will be required to notify the County in the event a credit 
agency takes negative action with regard to the counterparty’s credit rating, including both an 
actual downgrading of the credit rating as well as the publication of a notice by a rating agency 
that the counterparty’s rating is in jeopardy of a downgrading (e.g., being placed on Credit 
Watch or being assigned a negative outlook). 
 
As previously indicated, in order to limit the County’s counterparty risk, the County will seek to 
avoid excessive concentration of exposure to a single counterparty or guarantor by diversifying 
its counterparty exposure over time.  Exposure to any counterparty will be measured based on 
the termination value of any Swap contracts entered into with the Counterparty, as well as such 
other measurements as the County may deem suitable to measure potential changes in exposure, 
such as “value at risk” or “peak exposure”.  Termination value will be determined at least 
annually, based on a mark-to-market calculation of the cost of terminating the Swap contract 
given the market conditions on the valuation date.  Aggregate Swap termination value for each 
counterparty should take into account netting of offsetting transactions (i.e., fixed-to-floating vs. 
floating-to-fixed).  As a matter of general principle, the County may require counterparties to 
provide regular mark-to-market valuations of Swaps they have entered into with the County, and 
may also seek independent valuations from third party professionals.  
 
A termination payment to or from the County may be required in the event of a termination of a 
swap agreement due to a default of either the County or the counterparty, certain additional 
termination events or optional termination by the County.  Prior to making any termination 
payment due to the default of a counterparty, the County will evaluate whether it is financially 
advantageous for the County to obtain a replacement counterparty to avoid making such 
termination payment. 
 
XI. MONITORING AND REPORTING 
 
The Office of Finance is responsible for determining the appropriate use of derivative products in 
conjunction with the County’s debt financing and programmatic needs, and making 
recommendations to the County Executive and County Council.  The Office of Finance will be 
responsible for internally managing and monitoring the County’s derivative products, which 
includes, monitoring interest rates, conducting swap termination value analysis, calculating and 
making payments, managing collateral, and budgeting and accounting for derivatives.  The 
Office of Finance will also manage exposure such as, counterparty credit, collateral posting 
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levels, variable rate exposure levels and basis risk.  The County will disclose its derivatives 
position in accordance with GASB guidelines in its annual financial statements.   
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APPENDIX B 
 

GLOSSARY 
 
 
Amortization - Liquidation of a debt through installment payments.  
 
Arbitrage - The difference between interest earned on funds borrowed at a lower tax-exempt 
rate and interest on funds that are invested at a higher-yielding taxable rate. Under the Tax 
Reform Act of 1986, with very few exceptions, arbitrage earnings must be rebated back to the 
federal government.  
 
Average Maturity - The weighted average of the expiration dates for a portfolio of debt 
securities.  
 
Basis Point - The smallest measure used in quoting yields on bonds and notes. One basis point is 
0.01% of yield. For example, a bond's yield that changed from 3.50% to 3.00% would be said to 
have moved 50 basis points.  
 
Benchmark - A bond whose terms are used for comparison with other bonds of similar maturity. 
The global financial market typically looks to U.S Treasury securities as benchmarks.  
 
Bid - Price at which a buyer is willing to purchase a security.  
 
Bond - (1) The written evidence of debt, bearing a stated rate or stated rates of interest, or stating 
a formula for determining that rate, and maturing on a certain date, on which date and upon 
presentation a fixed sum of money plus interest is payable to the holder or owner. A municipal 
bond issue is usually comprised of many bonds that mature over a period of years; (2) Long-term 
securities with a maturity of greater than one year.  
 
Bond Swap - The sale of a bond and the purchase of another bond of similar market value. 
Swaps generally are done in order to establish a tax loss, upgrade credit quality, or to extend or 
shorten duration.  
 
Call Option - The right to buy an underlying asset (e.g., a municipal bond) after a certain date 
and at a certain price.  Bonds can be callable under a number of different circumstances, 
including at the option of the issuer, or on a mandatory or extraordinary basis.  
 
Collateral - Assets pledged to secure an obligation. The assets are potentially subject to seizure 
in the event of default. 
 
Competitive - A process by which two or more institutions are contacted to obtain prices for 
specific securities. 
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Coupon - The rate of interest payable annually. Where the coupon is blank, it may indicate that 
the bond is a "zero-coupon," or a new issue where the coupon has yet to be determined, or that it 
is a variable-rate bond.  
 
Delivery - The providing of a security in an acceptable form to the entity or to an agent acting on 
behalf of the entity and independent of the seller. Acceptable forms can be physical securities or 
the transfer of book-entry securities. The important distinction is that the transfer accomplishes 
absolute ownership control by the purchasing entity.  
 
Depository Bank - A local bank used as the point of deposit for cash receipts. 
 
Derivative - A financial instrument whose value is based on, and determined by, another 
security or benchmark. 
 
Discount - (1) Amount (stated in dollars or a percent) by which the selling or purchase price of a 
security is less than its face amount; (2) Amount by which the amount bid for an issue is less 
than the aggregate principal amount of that issue.  
 
Discount Note - Short-term obligations issued at a discount from face value, with maturities 
ranging from overnight to 360 days. They have no periodic interest payments; the investor 
receives the note's face value at maturity.  
 
Discount Rate - The rate the Federal Reserve charges on loans to member banks.  
 
Downgrade - A negative change in credit ratings. 
 
General Obligation Bond (GO) - A municipal bond secured by the pledge of the issuer's full 
faith and credit, and backed by their taxing authority.  
 
Generally Accepted Accounting Principles (GAAP) - The common set of accounting 
principles, standards and procedures that companies use to compile their financial statements. 
GAAP are a combination of authoritative standards (set by policy boards) and the commonly 
accepted ways of recording and reporting accounting information. 
 
Government National Mortgage Association (Ginnie Mae) - Provides funds for government 
loans and takes over special assistance and liquidation functions of Fannie Mae. 
 
Government Security - Any debt obligation issued by the U.S. Government, its agencies or 
instrumentalities. Certain securities, such as Treasury bonds and Ginnie Maes, are backed by the 
government as to both principal and interest payments. Other securities, such as those issued by 
the Farm Credit Bank System and Freddie Macs, are backed by the issuing agency. 
 
Governmental Accounting Standards Board (GASB) – Formed in 1984 is the source of 
generally accepted accounting principles (GAAP) used by State and Local governments in the 
United States of America. The mission of the GASB is to establish and improve standards of 
state and local governmental accounting and financial reporting that will result in useful 
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information for users of financial reports and guide and educate the public, including issuers, 
auditors, and users of those financial reports. 
 
Hedge - A transaction that reduces the interest rate risk of an underlying security. 
 
Interest - The compensation paid or to be paid for the use of money, usually expressed as an 
annual percentage rate. Interest rates change in response to a number of things including revised 
expectations about inflation, and such changes in the prevailing level of interest rates affects the 
value of all outstanding bonds.  
 
Letter of Credit (LOC) - A commitment, usually issued by a bank, used to guarantee the 
payment of principal and interest on debt issues. The Letter of Credit is drawn down if the issuer 
is unable to make the principal and/or interest payments on a timely basis.  
 
LIBOR (London Interbank Offered Rate) - The rate banks charge each other for short-term 
Eurodollar loans. LIBOR is frequently used as the base for resetting rates on floating-rate 
securities.  
 
Liquidity - The ease and speed with which an asset can be converted into cash without a 
substantial loss in value. 
 
Market Price - For securities traded through an exchange, the last reported price at which a 
security was sold; for securities traded "over-the-counter," the current price of the security in the 
market.  
 
Market Risk - The risk that the market value of an investment, collateral protecting a deposit, or 
securities underlying a repurchase agreement will decline. 
 
Maturity Date - The date when the principal amount of a security becomes due and payable, if 
not subject to prior call or redemption.  
 
Net Interest Costs - Total interest earnings on cash and cash equivalents less interest paid on 
outstanding debt obligations. 
 
Notes - Short-term promises to pay specified amounts of money usually secured by specific 
sources of future revenues, such as taxes, federal and state aid payments, and bond proceeds.  
 
Notional Amount - The amount used to determine the interest payments on a swap. 
 
Par Value - The nominal or face value of a debt security; that is, the value at maturity. 
 
Premium - The amount by which a bond sells above its par value. 
 
Principal - The invested amount on which interest is charged or earned. 
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Refunding - Sale of a new bond issue, the proceeds of which are to be used, immediately or in 
the future, to retire an outstanding bond issue by essentially replacing the outstanding issue with 
the new issue. Refundings are typically done to save interest cost, extend the maturity of the 
debt, or to change existing restrictive covenants.  
 
Registered Bond - A bond whose owner is registered with the issuer or its agent. Transfer of 
ownership can only be accomplished when the securities are properly endorsed by the registered 
owner.  
 
Risk - A measure of the degree of uncertainty and/or of financial loss inherent in an investment 
or decision.  
 
Securities - Bonds, notes, mortgages or other forms of negotiable or non-negotiable instruments. 
 
Spread - (1) The difference between the price at which an issue is purchased from an issuer and 
the price at which it is offered by the underwriters to the first holders. (2) The difference in price 
or yield between two securities. The securities can be in different markets, or within the same 
securities market between different credits, sectors or other relevant factors.  
 
Swap - A transaction in which an investor sells one security and simultaneously buys another 
with the proceeds, usually for about the same price.  
 
Termination Payment - A payment made by a counterparty that is required to terminate the 
swap. The payment is commonly based on the market value of the swap, which is computed 
using the rate on the initial swap and the rate on a replacement swap. 
 
Treasury Bills - Treasury Bills are short-term debt obligations of the U.S. Government which 
are issued at a discount to par value, have no coupon rate and mature at par value. They offer 
maximum safety of principal since they are backed by the full faith and credit of the United Sates 
Government. Treasury bills, commonly called "T-Bills" account for the bulk of government 
financing, and are the major vehicle used by the Federal Reserve System in the money market to 
implement national monetary policy. T-Bills are issued on a regular basis with initial maturities 
of 91 days, 182 days, and 364 days. They are more popularly referred to as 3-month, 6-month 
and 1-year Treasury bills. Because Treasury bills are considered "risk-free," these instruments 
generally yield the lowest returns of the major money market instruments. 
 
U.S. Government Agency Securities - A variety of securities issued by several U.S. agencies. 
Some are issued on a discount basis and some are issued with coupons. Some are backed by the 
full faith and credit guarantee of the U.S. Government, while others are not. Certain securities, 
such as Treasury bills and Ginnie Maes, are backed by the government as to both principal and 
interest payments. Other securities, such as those issued by the Farm Credit Bank System and 
Freddie Macs, are backed by the issuing agency. 
 
Volatility - A statistical measure of the variance of price or yield over time. Volatility is low if 
the price does not change very much over a short period of time, and high if there is a greater 
change.  
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STATUTORY CROSS-REFERENCES 
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DIVISION 1A.  SPENDING AFFORDABILITY COMMITTEE. 
 
Sec. 10-112.21.  Spending Affordability Committee. 
 
 (a) There is hereby established a Spending Affordability Committee which shall be composed 
of five (5) members.  Three members shall be appointed by the County Executive and confirmed by 
the County Council.  Two members shall be appointed by the County Council.  The County 
Executive shall designate one member to serve as chairman of the Committee.  Each member shall 
serve for a period of two (2) years.  The terms shall be staggered.  The Chief Administrative Officer 
and the Administrator of the County Council, or their designees, shall serve as ex-officio members 
of the Committee. 
 (b) The members of the Committee shall, by virtue of their education and employment, have a 
demonstrated competence in one or more of the following areas:  Accounting, Financial Analysis, 
Economics, Budget and Fiscal Management, Public Finance, Fiscal Planning, or related fields. 
 (c) The County Executive shall provide assistance to the Committee.  County agencies shall 
cooperate at all levels with the Committee in providing information upon request. 
(CB-9-1993; CB-50-1997) 
 



 

 

Sec. 10-112.22.  Duties and Responsibilities. 
 
 (a) The Spending Affordability Committee shall make advisory recommendations to the 
County Executive, the County Council, and the Office of Management and Budget concerning: 
  (1) Spending affordability; 
  (2) Ways to improve the County's budgetary procedures and policies; and 
  (3) Other related areas upon request of the County Executive or County Council by 
resolution. 
 (b) On or before October 1 of each year, the committee shall submit to the County Executive 
and the County Council a preliminary report recommending County spending levels for the next 
fiscal year consistent with the capacity of the tax base and revenue sources of the County to finance 
public services and long-term debt.  A copy of this report shall be filed with the Clerk of the Council 
and be made available for public inspection. 
  (1) The report shall provide recommendations for the following spending affordability 
guidelines: 
   (A) A ceiling on total general fund appropriations for the ensuing fiscal year; 
   (B) Separate maximum general fund spending allocations for: 
    (i) The Board of Education; 
    (ii) Debt service; and 
    (iii) All other general government expenditures, in the aggregate, for the 
ensuing fiscal year; and 
   (C) Appropriate levels of general fund reserves and fund balances for the ensuing 
fiscal year. 
 (c) On or before January 1 of each year, the Committee shall submit to the County Executive 
and the County Council a final report on spending affordability guidelines for the County 
Executive's proposed capital and operating budgets for the ensuing fiscal year.  This report shall 
contain the Committee's final recommendations concerning each of the spending affordability 
guidelines.  A copy of this report shall be filed with the Clerk of the Council and be made available 
for public inspection. 
  (1) In developing the spending affordability guidelines, the Committee shall consider the 
following factors, among others: 
   (A) Growth and stability of the local economy; 
   (B) Growth in the assessable base and ad valorem property tax revenues; 
   (C) Estimated revenues from the County, State, and Federal governments; 
   (D) Changes in personal income and other measures of tax capacity; 
   (E) Debt affordability indicators such as a ratio of net bonded debt to total assessed 
value, the ratio of debt service to general fund expenditures, debt per capita, and the ratio of per 
capita debt to per capita income; 
   (F) The level of inflation and inflation trends; 
   (G) Commercial construction, housing and other ancillary industry-related planning, 
zoning, permitting, financing, and sales activity; 
   (H) The level of unemployment and labor force trends; and 
   (I) Projected population and school enrollment changes. 
 (d) In developing the proposed capital and operating budgets, the County Executive shall 
consider the Committee's spending affordability recommendations.  If the proposed budget exceeds 
any of the recommended affordability guidelines, the County Executive must explain in writing the 



 

 

justification for exceeding the recommendations. 
(CB-9-1993; CB-50-1997) 
 



Rule 15c2-12 -- Municipal Securities Disclosure  

 

 
Preliminary Note: For a discussion of disclosure obligations relating to municipal securities, 
issuers, brokers, dealers, and municipal securities dealers should refer to Securities Act 
Release No. 7049, Securities Exchange Act Release No. 33741, FR-42 (March 9, 1994). For a 
discussion of the obligations of underwriters to have a reasonable basis for recommending 
municipal securities, brokers, dealers, and municipal securities dealers should refer to 
Securities Exchange Act Release No. 26100 (Sept. 22, 1988) and Securities Exchange Act 
Release No. 26985 (June 28, 1989).  

a. General. As a means reasonably designed to prevent fraudulent, deceptive, or 
manipulative acts or practices, it shall be unlawful for any broker, dealer, or 
municipal securities dealer (a "Participating Underwriter" when used in 
connection with an Offering) to act as an underwriter in a primary offering of 
municipal securities with an aggregate principal amount of $1,000,000 or more 
(an "Offering") unless the Participating Underwriter complies with the 
requirements of this section or is exempted from the provisions of this section. 

b. Requirements.  
1. Prior to the time the Participating Underwriter bids for, purchases, 

offers, or sells municipal securities in an Offering, the Participating 
Underwriter shall obtain and review an official statement that an issuer 
of such securities deems final as of its date, except for the omission of 
no more than the following information: The offering price(s), interest 
rate(s), selling compensation, aggregate principal amount, principal 
amount per maturity, delivery dates, any other terms or provisions 
required by an issuer of such securities to be specified in a competitive 
bid, ratings, other terms of the securities depending on such matters, 
and the identity of the underwriter(s). 

2. Except in competitively bid offerings, from the time the Participating 
Underwriter has reached an understanding with an issuer of municipal 
securities that it will become a Participating Underwriter in an Offering 
until a final official statement is available, the Participating Underwriter 
shall send no later than the next business day, by first-class mail or 
other equally prompt means, to any potential customer, on request, a 
single copy of the most recent preliminary official statement, if any. 

3. The Participating Underwriter shall contract with an issuer of municipal 
securities or its designated agent to receive, within seven business days 
after any final agreement to purchase, offer, or sell the municipal 
securities in an Offering and in sufficient time to accompany any 
confirmation that requests payment from any customer, copies of a final 
official statement in sufficient quantity to comply with paragraph (b)(4) 
of this rule and the rules of the Municipal Securities Rulemaking Board. 

4. From the time the final official statement becomes available until the 
earlier of- 

i. Ninety days from the end of the underwriting period or 

ii. The time when the official statement is available to any person 
from a nationally recognized municipal securities information 



repository, but in no case less than twenty-five days following 
the end of the underwriting period, the Participating Underwriter 
in an Offering shall send no later than the next business day, by 
first-class mail or other equally prompt means, to any potential 
customer, on request, a single copy of the final official 
statement. 

5.  

i. A Participating Underwriter shall not purchase or sell municipal 
securities in connection with an Offering unless the Participating 
Underwriter has reasonably determined that an issuer of 
municipal securities, or an obligated person for whom financial 
or operating data is presented in the final official statement has 
undertaken, either individually or in combination with other 
issuers of such municipal securities or obligated persons, in a 
written agreement or contract for the benefit of holders of such 
securities, to provide, either directly or indirectly through an 
indenture trustee or a designated agent: 

A. To each nationally recognized municipal securities 
information repository and to the appropriate state 
information depository, if any, annual financial 
information for each obligated person for whom financial 
information or operating data is presented in the final 
official statement, or, for each obligated person meeting 
the objective criteria specified in the undertaking and 
used to select the obligated persons for whom financial 
information or operating data is presented in the final 
official statement, except that, in the case of pooled 
obligations, the undertaking shall specify such objective 
criteria; 

B. If not submitted as part of the annual financial 
information, then when and if available, to each 
nationally recognized municipal securities information 
repository and to the appropriate state information 
depository, audited financial statements for each 
obligated person covered by paragraph (b)(5)(i)(A) of 
this section;  

C. In a timely manner, to each nationally recognized 
municipal securities information repository or to the 
Municipal Securities Rulemaking Board, and to the 
appropriate state information depository, if any, notice 
of any of the following events with respect to the 
securities being offered in the Offering, if material: 

1. Principal and interest payment delinquencies; 

2. Non-payment related defaults; 

3. Unscheduled draws on debt service reserves 
reflecting financial difficulties; 

4. Unscheduled draws on credit enhancements 
reflecting financial difficulties; 



5. Substitution of credit or liquidity providers, or 
their failure to perform; 

6. Adverse tax opinions or events affecting the tax-
exempt status of the security; 

7. Modifications to rights of security holders; 

8. Bond calls; 

9. Defeasances; 

10. Release, substitution, or sale of property 
securing repayment of the securities; 

11. Rating changes; and 

D. In a timely manner, to each nationally recognized 
municipal securities information repository or to the 
Municipal Securities Rulemaking Board, and to the 
appropriate state information depository, if any, notice 
of a failure of any person specified in paragraph 
(b)(5)(i)(A) of this section to provide required annual 
financial information, on or before the date specified in 
the written agreement or contract. 

ii. The written agreement or contract for the benefit of holders of 
such securities also shall identify each person for whom annual 
financial information and notices of material events will be 
provided, either by name or by the objective criteria used to 
select such persons, and, for each such person shall: 

A. Specify, in reasonable detail, the type of financial 
information and operating data to be provided as part of 
annual financial information; 

B. Specify, in reasonable detail, the accounting principles 
pursuant to which financial statements will be prepared, 
and whether the financial statements will be audited; 
and 

C. Specify the date on which the annual financial 
information for the preceding fiscal year will be 
provided, and to whom it will be provided. 

iii. Such written agreement or contract for the benefit of holders of 
such securities also may provide that the continuing obligation 
to provide annual financial information and notices of events 
may be terminated with respect to any obligated person, if and 
when such obligated person no longer remains an obligated 
person with respect to such municipal securities. 

c. Recommendations. As a means reasonably designed to prevent fraudulent, 
deceptive, or manipulative acts or practices, it shall be unlawful for any broker, 
dealer, or municipal securities dealer to recommend the purchase or sale of a 
municipal security unless such broker, dealer, or municipal securities dealer has 
procedures in place that provide reasonable assurance that it will receive 



prompt notice of any event disclosed pursuant to paragraph (b)(5)(i)(C), 
paragraph (b)(5)(i)(D), and paragraph (d)(2)(ii)(B) of this section with respect 
to that security. 

d. Exemptions.  
1. This section shall not apply to a primary offering of municipal securities 

in authorized denominations of $100,000 or more, if such securities: 

i. Are sold to no more than thirty-five persons each of whom the 
Participating Underwriter reasonably believes: 

A. Has such knowledge and experience in financial and 
business matters that it is capable of evaluating the 
merits and risks of the prospective investment; and 

B. Is not purchasing for more than one account or with a 
view to distributing the securities; or 

ii. Have a maturity of nine months or less; or 

iii. At the option of the holder thereof may be tendered to an issuer 
of such securities or its designated agent for redemption or 
purchase at par value or more at least as frequently as every 
nine months until maturity, earlier redemption, or purchase by 
an issuer or its designated agent. 

2. Paragraph (b)(5) of this section shall not apply to an Offering of 
municipal securities if, at such time as an issuer of such municipal 
securities delivers the securities to the Participating Underwriters: 

i. No obligated person will be an obligated person with respect to 
more than $10,000,000 in aggregate amount of outstanding 
municipal securities, including the offered securities and 
excluding municipal securities that were offered in a transaction 
exempt from this section pursuant to paragraph (d)(1) of this 
section; 

ii. An issuer of municipal securities or obligated person has 
undertaken, either individually or in combination with other 
issuers of municipal securities or obligated persons, in a written 
agreement or contract for the benefit of holders of such 
municipal securities, to provide: 

A. Upon request to any person or at least annually to the 
appropriate state information depository, if any, 
financial information or operating data regarding each 
obligated person for which financial information or 
operating data is presented in the final official 
statement, as specified in the undertaking, which 
financial information and operating data shall include, at 
a minimum, that financial information and operating 
data which is customarily prepared by such obligated 
person and is publicly available; and 

B. In a timely manner, to each nationally recognized 
municipal securities information repository or to the 
Municipal Securities Rulemaking Board, and to the 
appropriate state information depository, if any, notice 



of events specified in paragraph (b)(5)(i)(C) of this 
section with respect to the securities that are the 
subject of the Offering, if material; and 

iii. the final official statement identifies by name, address, and 
telephone number the persons from which the foregoing 
information, data, and notices can be obtained. 

3. The provisions of paragraph (b)(5) of this section, other than paragraph 
(b)(5)(i)(C) of this section, shall not apply to an Offering of municipal 
securities, if such municipal securities have a stated maturity of 18 
months or less. 

4. The provisions of paragraph (c) of this section shall not apply to 
municipal securities: 

i. Sold in an Offering to which paragraph (b)(5) of this section did 
not apply, other than Offerings exempt under paragraph 
(d)(2)(ii) of this section; or 

ii. Sold in an Offering exempt from this section under paragraph 
(d)(1) of this section. 

e. Exemptive authority. The Commission, upon written request, or upon its own 
motion, may exempt any broker, dealer, or municipal securities dealer, whether 
acting in the capacity of a Participating Underwriter or otherwise, that is a 
participant in a transaction or class of transactions from any requirement of this 
section, either unconditionally or on specified terms and conditions, if the 
Commission determines that such an exemption is consistent with the public 
interest and the protection of investors. 

f. Definitions. For the purposes of this rule-  
1. The term "authorized denominations of $100,000 or more" means 

municipal securities with a principal amount of $100,000 or more and 
with restrictions that prevent the sale or transfer of such securities in 
principal amounts of less than $100,000 other than through a primary 
offering; except that, for municipal securities with an original issue 
discount of 10 percent or more, the term means municipal securities 
with a minimum purchase price of $100,000 or more and with 
restrictions that prevent the sale or transfer of such securities, in 
principal amounts that are less than the original principal amount at the 
time of the primary offering, other than through a primary offering. 

2. The term "end of the underwriting period" means the later of such time 
as 

i. the issuer of municipal securities delivers the securities to the 
Participating Underwriters or 

ii. the Participating Underwriter does not retain, directly or as a 
member or an underwriting syndicate, an unsold balance of the 
securities for sale to the public. 

3. The term final official statement means a document or set of documents 
prepared by an issuer of municipal securities or its representatives that 
is complete as of the date delivered to the Participating Underwriter(s) 
and that sets forth information concerning the terms of the proposed 
issue of securities; information, including financial information or 



operating data, concerning such issuers of municipal securities and 
those other entities, enterprises, funds, accounts, and other persons 
material to an evaluation of the Offering; and a description of the 
undertakings to be provided pursuant to paragraph (b)(5)(i), paragraph 
(d)(2)(ii), and paragraph (d)(2)(iii) of this section, if applicable, and of 
any instances in the previous five years in which each person specified 
pursuant to paragraph (b)(5)(ii) of this section failed to comply, in all 
material respects, with any previous undertakings in a written contract 
or agreement specified in paragraph (b)(5)(i) of this section. Financial 
information or operating data may be set forth in the document or set 
of documents, or may be included by specific reference to documents 
previously provided to each nationally recognized municipal securities 
information repository, and to a state information depository, if any, or 
filed with the Commission. If the document is a final official statement, 
it must be available from the Municipal Securities Rulemaking Board. 

4. The term "issuer of municipal securities" means the governmental 
issuer specified in Section 3(a)(29) of the Act and the issuer of any 
separate security, including a sepatate security as defined in rule 3b-
5(a) under the Act. 

5. The term "potential customer" means  

i. Any person contacted by the Participating Underwriter 
concerning the purchase of municipal securities that are 
intended to be offered or have been sold in an Offering,  

ii. Any person who has expressed an interest to the Participating 
Underwriter in possibly purchasing such municipal securities, 
and  

iii. Any person who has a customer account with the Participating 
Underwriter. 

6. The term "preliminary official statement" means an official statement 
prepared by or for an issuer of municipal securities for dissemination to 
potential customers prior to the availability of the final official 
statement. 

7. The term "primary offering" means an offering of municipal securities 
directly or indirectly by or on behalf of an issuer of such securities, 
including any remarketing of municipal securities 

i. That is accompanied by a change in the authorized 
denomination of such securities from $100,000 or more to less 
than $100,000, or 

ii. That is accompanied by a change in the period during which 
such securities may be tendered to an issuer of such securities 
or its designated agent for redemption or purchase from a 
period of nine months or less to a period of more than nine 
months. 

8. The term "underwriter" means any person who has purchased from an 
issuer of municipal securities with a view to, or offers or sells for an 
issuer of municipal securities in connection with, the offering of any 
municipal security, or participates or has a direct or indirect 
participation in any such undertaking, or participates or has a 
participation in the direct or indirect underwriting of any such 
undertaking; except, that such term shall not include a person whose 



interest is limited to a commission, concession, or allowance from an 
underwriter, broker, dealer, or municipal securities dealer not in excess 
of the usual and customary distributors' or sellers' commission, 
concession, or allowance. 

9. The term annual financial information means financial information or 
operating data, provided at least annually, of the type included in the 
final official statement with respect to an obligated person, or in the 
case where no financial information or operating data was provided in 
the final official statement with respect to such obligated person, of the 
type included in the final official statement with respect to those 
obligated persons that meet the objective criteria applied to select the 
persons for which financial information or operating data will be 
provided on an annual basis. Financial information or operating data 
may be set forth in the document or set of documents, or may be 
included by specific reference to documents previously provided to each 
nationally recognized municipal securities information repository, and to 
a state information depository, if any, or filed with the Commission. If 
the document is a final official statement, it must be available from the 
Municipal Securities Rulemaking Board. 

10. The term obligated person means any person, including an issuer of 
municipal securities, who is either generally or through an enterprise, 
fund, or account of such person committed by contract or other 
arrangement to support payment of all, or part of the obligations on the 
municipal securities to be sold in the Offering (other than providers of 
municipal bond insurance, letters of credit, or other liquidity facilities). 

g. Transitional provision. If on July 28, 1989 a Participating Underwriter was 
contractually committed to act as underwriter in an Offering of municipal 
securities originally issued before July 29, 1989, the requirements of paragraphs 
(b)(3) and (b)(4) shall not apply to the Participating Underwriter in connection 
with such an Offering. Paragraph (b)(5) of this section shall not apply to a 
Participating Underwriter that has contractually committed to act as an 
underwriter in an Offering of municipal securities before July 3, 1995; except 
that paragraph (b)(5)(i)(A) and paragraph (b)(5)(i)(B) shall not apply with 
respect to fiscal years ending prior to January 1, 1996.Paragraph (c) shall 
become effective on January 1, 1996. Paragraph (d)(2)(ii) and paragraph 
(d)(2)(iii) of this section shall not apply to an Offering of municipal securities 
commencing prior to January 1, 1996.  

 




	PRINCE GEORGE’S COUNTY, MARYLAND
	In determining the appropriate amount of variable rate debt to be issued for risk mitigation purposes, the following factors should be analyzed: 

	F. Monitoring and Reporting
	The Office of Finance will manage the County’s variable rate bond issuances, including the performance of actual interest rates compared to the interest rates assumed at the time of budget formulation.  The Office of Finance will recommend to the Office of Management and Budget any appropriate mid-year budget adjustments.  In addition, the Office of Finance will review the following on a periodic basis:
	 
	c) Obligations issued for self-liquidating (or self-supporting) projects payable primarily or exclusively from the proceeds of assessments or charges for special benefits or services.


	The annual report will include, but not be limited to, the following:




