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CITY OF KIRKLAND
INVESTMENT POLICY

December 9, 2014

1.0 Policy Statement

It is the policy of the City of Kirkland, (“the City”) to invest public funds in @ manner
which provides a market rate of return while meeting safety objectives, the daily cash
flow requirements and conforming to all state and local statutes governing the
investment of public funds.

2.0 Scope

This investment policy applies to all financial assets for the City of Kirkland. These funds
are accounted for in the City’s annual financial report and include:

General Fund

Special Revenue Funds

Capital Project Funds

Enterprise Funds

Trust and Agency Funds

Debt Service Funds

Any new funds created by the Finance Director unless specifically
exempted.

3.0 Objective

The primary objectives, in order of priority, for the City of Kirkland’s investment activities
are as follows:

3.1 Legality: The City’s investments will be in compliance with all statutes
governing the investment of public funds in the State of Washington.

3.2 Liquidity: The City’s investments will remain sufficiently liquid to enable the
city to meet all operating requirements which might be reasonably
anticipated.

3.3 Safety: Investments of the City will be undertaken in @ manner that seeks
to ensure the preservation of capital in the overall portfolio. To attain this
objective, diversification is required in order that potential losses on
individual securities do not exceed the income generated from other
investments.

3.4 Yield: The City’s investments will be designed with the objective of attaining

a market rate return throughout budgetary and economic cycles, taking into
account the City’s investment risk constraints and cash flow characteristics.
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Investment Core Fund is limited to relatively low-risk securities in anticipation of earning a fair
return relative to the risk being assumed. Securities shall generally be held until maturity with
the following exceptions:

a. A security with declining credit may be sold early to minimize loss of principal.

b. A security swap that would improve the quality, yield or target duration in the
portfolio.

¢. Liquidity needs of the portfolio require that the security be sold.

4.0 Delegation of Authority

In accordance with City of Kirkland Municipal code, Ordinance No.1020, an Investment
Committee was created consisting of the City Manager and Finance Director. Authority is
granted to these individuals to invest any portion of the monies in the City’s inactive funds or
other funds in excess of current needs. The Finance Director may designate a person or a
non-discretionary investment advisor to coordinate the day to day operations of the
investment portfolio.

5.0 Prudence

Investments will be made with judgment and care, under circumstances then prevailing,
which person of prudence, discretion and intelligence would use in the management of their
own affairs, not for speculation, but for investment purposes (Prudent Person Standard).

The standard of prudence to be used by investment officials will be the “prudent person” and
will be applied in the context of managing an overall portfolio. Investment officers meeting
the “prudent person” standard will be relieved of personal responsibility for an individual
security’s credit risk or market price changes, provided deviations from expectations are
reported in a timely fashion and appropriate action is taken to control adverse developments.

6.0 Ethics and Conflicts of Interest

Officers and employees involved in the investment process shall refrain from personal
business activity that may conflict with the proper execution of the investment program, or
may impair their ability to make impartial investment decisions. Employees and investment
officials shall disclose to Investment Committee any material financial interests in financial
institutions that conduct business within this jurisdiction, and they shall further disclose any
personal financial/investment positions that could be related to the performance of the City’s
portfolio.

7.0 Authorized Financial Dealers and Institutions

Financial Institutions

The Investment Committee will maintain a list of financial institutions as required by the
Public Deposit Protection Commission (PDPC), authorized to provide investment services as
outlined in R.C.W. 39.58.080. No public deposits will be made except in a qualified public
depository in the State of Washington.
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Broker/Dealers

A list will also be maintained of approved security broker/dealers selected by credit worthiness.
The Finance Director will review the FINRA (Financial Industry Regulatory Authority) report on
both the firm and the broker and maintain documentation of the review. A certification of
having read the City’s investment policy and receipt of the City’s Trading Authorization must be
completed by all brokers prior to transacting business. The Brokers Dealers may include
“primary” dealers or “secondary” regional dealers that qualify under SEC Rule 15C3-1 (uniform
net capital rule). The Finance Director can assign the responsibility of broker/dealer due
diligence process to the Investment Adviser and the Broker/Dealer List will be provided by the
Investment Advisor to the investment committee annually.

8.0 Broker Allocation

Investment transactions will be based upon the financial institution or brokerage firm that offers
the best price to the City on each particular transaction. The City will make its best effort to
obtain three bids for purchase or sale of government agency securities other than new issues.

If circumstances dictate fewer than three bids due to the volatility of the market place, lack of
bids, etc. the Finance Director or the Deputy Director has the authority to waive this. Generally
all brokers will not have the same inventory of agency securities available to sell, but should be
able to offer comparable alternatives. Banker’s acceptances and Certificates of Deposit (other
than a compensating balance CD) also require the acquisition of at least three bids, and
acceptance of the most attractive rate from among comparable alternatives. Where two or
more institutions or brokers have offered the same low bid, allocation will go to the lowest
bidder that has provided the best service to the City. The City’s investment adviser that is
providing transactional services must provide documentation of competitive pricing execution on
each transaction. The investment adviser will retain documentation and provide upon request.._

9.0 Authorized and Suitable Investments
The City is empowered to invest in the following types of securities:

Eligible investments are only those securities and deposits authorized by statute (RCW 39.58,
39.59, 43.250, and 43.84.080) Eligible investments include:

e Obligations of the U.S. government;
U.S. Treasury Notes, Bonds and Bills

e Obligations of U.S. government agencies, corporations wholly owned by the U.S.
government or any Government Sponsored Enterprises (GSE’s)

Specific listing:

Federal Home Loan Bank - FHLB Federal

Farm Credit Bank - FFCB

Federal Home Loan Mortgage Corporation - FHLMC
Federal National Mortgage Association - FNMA Federal
Agricultural Mortgage Corporation - FAMC

Tennessee Valley Authority - TVA
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* Other issuers may qualify if they meet the above criteria.

Banker’s acceptances purchased on the secondary market rated with the highest
short-term credit rating of any two Nationally Recognized Statistical Rating
Organizations (NRSROs), at the time of purchase. A-1+, A1+, or P-1. If the banker’s
acceptance is rated by more than two NRSROs, it must have the highest rating from
all the organizations. Banker’s Acceptances are considered illiquid as there is no
active secondary market for these securities.

Commercial Paper, provided that the Finance Director adheres with the policies and
procedures of the State Investment Board regarding commercial paper (RCW
43.84.080(7), including the following:

e Must have the highest short-term credit rating of any two Nationally
Recognized Statistical Rating Organizations (NRSROs), at the time of purchase.
A-1+, A1+, or P-1.

e Must be approved by the Investment Committee.

Procedures for steps to be taken should an issuer be placed on credit watch or
downgraded are included in the Investment Procedures.

Certificates of deposit with financial institutions qualified by the Washington
Public Deposit Protection Commission;

Local Government Investment Pool, for proceeds of bonds, liquidity funds or other
debt obligations;

Obligations of the State of Washington or its political sub-divisions with the
following guidelines:

e Limited to securities which have one of the two highest rating categories by
two of the NRSROs. Requiring AA- or better from Fitch and Standard & Poors
and a Aa3 by Moodys

e Procedures for steps to be taken should an issuer be placed on credit watch or
downgraded are included in the Investment Procedures.

Obligations of a state other than the State of Washington or its political sub-
divisions, with the following guidelines:

e Limited to securities which have one of the two highest rating categories by
two of the NRSROs. Requiring AA- or better from Fitch and Standard & Poors
and a Aa3 by Moodys Procedures for steps to be taken should an issuer be
placed on credit watch or downgraded are included in the Investment
Procedures.

Repurchase Agreements. The City does not actively invest in repurchase agreements
for short term investments. However, if a repurchase agreement is utilized
collateralization is required. In order to anticipate market changes and provide a
level of security for all funds, the collateralization level will be (102%) of market
value of principal and accrued interest. Re-pricing of the collateral should occur daily.
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The City chooses to limit the collateral to Treasury and GSE Agency securities only,
with a maximum maturity of three years.

Collateral will always be held by an independent third party with whom the entity has
a current custodial agreement. A clearly marked evidence of ownership (safekeeping
receipt) must be supplied to the entity and retained.

If the City chooses to invest in repurchase agreements, only primary dealers are to be
used as counterparties to repurchase agreements, short term credit rating must be the
highest credit rating, A-1 or the equivalent and a long term rating of A or the
equivalent, the approved Bond Market Association’s master repurchase agreement
must be executed and on file prior to entering into these transactions and the
maximum term for a repurchase agreement shall be limited to 30 days.

10.0 Prohibited Securities

Mortgage Backed Securities including CMO’s are prohibited.

e Derivative Products are prohibited

e The City is prohibited from purchasing securities that leverage the portfolio or are
used for speculation of interest rates

e Purchases of any security on negative credit watch are prohibited.

e Purchases in Mutual Funds are prohibited

11.0 Investment Pools

The City is allowed to invest in the Washington State Local Government Investment Pool as
authorized by City of Kirkland Resolution 3370.

12.0 Safekeeping and Custody

All security transactions, including collateral for repurchase agreements, entered into by the
City of Kirkland will be conducted on a delivery-versus-payment (DVP) basis. Securities will be
held in safekeeping by a third party custodian.

13.0 Diversification

The City will diversify its investments by security type and institution so that reliance on any
one issuer or financial institution will not place an undue financial burden on the City. The
City’s policy is to assure that no single institution or security is invested to such an extent that
a delay of liquidation at maturity is likely to cause a current cash flow emergency.

The following table provides maximum portfolio and issuer limit guidelines for the eligible
securities which shall be complied with at the time of a security purchase, unless an exception
waiver is approved by the Investment Committee. However, no sale of securities shall be
required to meet revised limits due to a decrease in the total size of the portfolio.
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Investment Percent of Fund | Percent Per Issuer Maturity
US Treasury Obligations 100 100 5 Years
US Agency Obligations 100 30 5 Years
Callable Agency 50 30 5 Years
Securities

State or Political 20 5 5 Years
Subdivision

Certificates of Deposits 10 5 5 years
Bankers Acceptances 5 5 180 days
A-1/P-1 Commercial 5 5 180 days
Paper

14.0 Maximum Maturities

To the extent possible, the City will attempt to match its investments with anticipated
cash flow requirements. Unless matched to a specific cash flow, or estimated to cash
flow needs, the City will not directly invest in securities maturing more than five (5) years
from the date of settlement.

The maximum weighted average maturity (WAM) of the total portfolio shall not exceed 3
years. This maximum is established to limit the portfolio to excessive market exposure. The
WAM refers to the final WAM not the effective WAM.

Reserve or Capital Improvement Project monies may be invested in securities exceeding five
(5) years if the maturities of such investments are made to coincide as nearly as practicable
with the expected use of the funds.

15.0 Internal Control

On an annual basis, the Investment Committee, in conjunction with the State Auditor’s
Office, will evaluate conformance with the Investment Policy and audit internal controls. The
purpose of these examinations shall be to audit the accountability of the City’s Investment
Portfolio and to verify that Investment Officials have acted in accordance with the
investment policies and procedures. Should the Investment Procedures be in conflict with
the Investment Policy, the Investment Policy is the final authority.

16.0 External Control

The City will have an external review of the investment policy and procedures every three (3)
years. The City may enter contracts with third-party investment advisory firms when their
services are required.

17.0 Performance Standards

The portfolio shall be managed to obtain a fair rate of return, keeping in mind the

primary objectives of protecting the City’s capital and assuring adequate liquidity to meet
cash flow needs.
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For purposes of this policy, “fair rate of return” will be a band between the average yield of the
ninety-day Treasury bill and the 2-year Treasury note for the period of time being evaluated.
The goal is for the portfolio to generally perform within or above the band.

In addition, the Investment Core component duration may be tracked against a market index
such as the US treasury 0-5 year index on a total return basis. This will provide for
accountability of price changes in the portfolio and help inform the strategy related to the
duration of the portfolio.

18.0 Reporting Requirements
18.1 The Finance Director shall prepare a quarterly and annual investment
report summarizing the activity of the investment portfolio as to types of

investments, yields, maturities and other related data.

18.2  Monthly reports will be submitted to the Investment Committee that
report market value changes and investment income.

18.3 A Compliance report will be provided to the Investment Committee on at least
a quarterly basis.

18.4 Additional reporting requirements are outlined in the Investment
Procedures.

19.0 Investment Policy Adoption
The City’s investment policy shall be adopted by City Council. The policy shall be reviewed

annually by the Investment Committee. Any modifications shall be submitted and approved
by City Council.
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GLOSSARY

BANKERS’' ACCEPTANCES (Bas) — Bankers Acceptances are a form of a loan used in
import-export financing transactions which becomes negotiable when accepted by a bank.
The issuing bank is liable for the payment at its maturity. Terms vary but normally they are
under six months and are purchased on a discount basis.

BROKER - A middleman who brings buyers and sellers together and handles their
orders generally charging a commission for their services.

CERTIFICATES OF DEPOSIT - Instruments issued by a bank specifying that a sum of
money has been deposited, payable with interest to the bearer of the certificate on a certain
date.

COMMERCIAL PAPER - A short — term promissory note issued by a bank holding
company, for the purpose of financing current transactions. Issues are sold on a
discount basis with maturities up to 270 days.

DELIVERY VS PAYMENT - Physical delivery of collateral securities or book entry control in
exchange for the cash payment. Under this system funds are not transferred until the
securities are delivered. If a third party acts as custodian, funds are released by the
custodian only when delivery is accomplished.

DEPOSITORY - A bank or financial institution accepting cash deposits and
investments.

DIVERSIFICATION - Dividing available funds among a variety of securities and
institutions so as to minimize market risk.

DURATION - The number of years required to receive the present value of future
payments, both of interest and principle, of a bond, often used as an indicator of a bond's
price volatility resulting from changes in interest rates.

FEDERAL CREDIT AGENCIES - Agencies of the Federal government set up to supply credit
to various classes of institutions and individuals, e.g., S&L's, small business firms, students,
farmers, farm cooperatives and exporters.

FEDERAL HOME LOAN BANKS (FHLB) - The 12 Federal Home Loan Banks are a system of
regional banks from which local lending institutions everywhere in America borrow funds to
finance housing, economic development, infrastructure and jobs. About 80 percent of U.S.
lending institutions rely on the Federal Home Loan Banks. Because the Federal Home Loan
Banks are cooperatives, their low costs are passed on to consumers and communities.

FEDERAL NATIONAL MORTGAGE ASSOCIATION (FNMA, or Fannie Mae) -
FNMA, like GNMA, was chartered under the Federal National Mortgage Association Act in
1938. FNMA is a federal corporation working under the auspices of the Department of
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Housing & Urban Development, H.U.D. It is the largest single provider of residential mortgage
funds in the United States. Fannie Mae, as the corporation is called, is a private stockholder-
owned corporation. The corporation's purchases include a variety of adjustable mortgages
and second loans in addition to fixed-rate mortgages. FNMA's securities are also highly liquid
and are widely accepted. FNMA assumes and guarantees that all security holders will receive
timely payment of principal and interest.

GOVERNMENT SPONSORED ENTERPRISES (GSE’s) - A group of financial services
corporations created by the United States Congress. Their function is to reduce interest rates
for specific borrowing sectors of the economy, farmers, and homeowners. The mortgage
borrowing segment is by far the largest of the borrowing segments that the GSE’s operate
in.

LIQUIDITY - The length of time required to convert any investment to cash.

LOCAL GOVERNMENT INVESTMENT POOL (LGIP) — The aggregate of all funds from
political subdivisions that are placed in the custody of the State Treasurer for investment
and reinvestment.

MARKET VALUE - The market value of a security is the price at which the last sale of the
same issue was sold.

MATURITY - The date upon which the principal or stated value of an investment becomes
due.

NON-DISCRETIONARY INVESTMENT ADVISOR - Non-discretionary investment advisor
services may include investment management oversight, investment research, portfolio
analysis, portfolio reporting and portfolio recommendations based upon the specific
investment policy and investment objectives of each client. Clients must approve any such
recommendations before the securities are purchased or sold in their accounts.

PRINCIPAL - The cost of an instrument on which interest is earned.

REPURCHASE AGREEMENT - Range in maturity from overnight to fixed time to open end.
Repo’s involve a simultaneous sale of securities by a bank or government

securities dealer to a city with an agreement for the bank to repurchase the securities at a
fixed date at a specified rate of interest.

SAFEKEEPING — An arrangement under which an organization’s securities are kept in a bank
vault or in the case of book entry securities, are held and recorded in the customer’s name.
Evidence of this arrangement is a safekeeping receipt.

SECONDARY MARKET — A market where certain securities may be bought and sold at
prevailing market prices after their initial distribution but before their state maturity date.

TREASURY BILLS - Short-term marketable securities issued by the U.S. Treasury and
secured by the Federal Government and have maximum liquidity.

TREASURY NOTES AND BONDS - These are direct obligations of the U.S. Government
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with maturities from one to ten years on the notes and 10 to 30 years on the bonds.

UNIFORM NET CAPITAL RULE - Securities & Exchange Commission requirement that
member firms as well as nonmember broker-dealers in securities maintain a maximum ratio
of indebtedness to liquid capital of 15 to 1; also called net capital rule and net capital ratio.
Indebtedness covers all money owed to a firm, including margin loans and commitments to
purchase securities. Liquid capital includes cash and assets easily converted into cash.

WEIGHTED AVERAGE MATURITY - The average time it takes for securities in a portfolio
to mature, weighted in proportion to the dollar amount that is invested in the portfolio.
Weighted average maturity measures the sensitivity of fixed-income portfolios to interest rate
changes. Portfolios with longer WAMs are more sensitive to changes in interest rates because
the longer a bond is held, the greater the opportunity for interest rates to move up or down
and affect the performance of the bonds in the portfolio.

EFFECTIVE WEIGHTED AVERAGE MATURITY - For a single bond, it is a measure of
maturity that takes into account the possibility that a bond might be called back to the issuer.

For a portfolio of bonds, average effective maturity is the weighted average of the
maturities of the underlying bonds. The measure is computed by weighing each bond's
maturity by its market value with respect to the portfolio and the likelihood of any of the
bonds being called.

YIELD - The rate of annual return on an investment expressed as a percentage.

434



RESOLUTION R-5087

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF KIRKLAND
ADOPTING A REVISED POLICY FOR INVESTMENT OF CITY FUNDS.

WHEREAS, the City Council of the City of Kirkland desires to
have City funds invested in secure depositories and maximize returns
on these investments; and

WHEREAS, the City Council of the City of Kirkland desires to
develop an investment policy to guide the investment of City funds to
meet these objectives; and

WHEREAS, the Kirkland City Treasurer (Deputy Director of
Finance and Administration) has recommended revisions to the policy
for investment of City funds; and

WHEREAS, the City of Kirkland investment policy has been
written in accordance with the Washington Public Treasurers Model
Investment Policy;

NOW, THEREFORE, be it resolved by the City Council of the
City of Kirkland as follows:

Section 1. The policy for investment of City funds set forth in
the document entitled "City of Kirkland Investment Policy December 9,
2014" which is attached as Attachment A and incorporated by this
reference is adopted as the official policy for investment of City funds.

Section 2. That the document entitled City of Kirkland
Investment Policy December 9, 2014, replaces all previous City of
Kirkland Investment Policies.

Passed by majority vote of the Kirkland City Council in open
meeting this 9th day of December, 2014.

Signed in authentication thereof this 9th day of December,
2014.

- %/{77{4,?//(,(}62]1———— ;

Attest:

%ity ;Stlerk
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1.0

1.1

1.2

1.3

1.4

1.5

1.6

2.0

2.1

2.2

City of Kirkland

Debt Management Policy
Adopted by Resolution (R-4837) on September 21, 2010

The Debt Policy for the City of Kirkland (City) is established to help ensure that all debt is issued
both prudently and cost effectively. The Debt Policy sets forth guidelines for the issuance and
management of all financings of the City. Adherence to the policy is essential to ensure that the
City maintains a sound debt position and protects the credit quality of its obligations while
providing flexibility and preserving financial stability.

Uses of Debt

City of Kirkland uses debt as a mechanism to equalize the costs of needed capital improvements
for the benefit of both present and future citizens;

City of Kirkland uses debt as a mechanism to reduce the immediate costs of substantial public
improvements.

The City of Kirkland will not use long-term debt to support current operations.

Long-term borrowing will only be used for capital improvements that cannot be financed from
current revenues.

Non-capital furnishings, supplies, and personnel will not be financed from bond proceeds.

Interest, operating, and/or maintenance expenses will be capitalized only for enterprise activities;
and will be strictly limited to those expenses incurred prior to actual operation of the facilities.

Debt Limits
Legal Limits:

2.1.1 The general obligation debt of Kirkland will not exceed an aggregated total of 7.5% of the
assessed valuation of the taxable property within the City. RCW 39.36.020

2.1.2 The following individual percentages shall not be exceeded in any specific debt category:
General Debt - 2.5% of assessed valuation
Non-Voted 1.5% Limited Tax General Obligation (LTGO) Bonds
Voted 1.0% Unlimited Tax General Obligation (UTGO) Bonds
Utility Debt - 2.5% of assessed valuation
Open Space and Park Facilities - 2.5% of assessed valuation

Public Policy Limits:

2.2.1 The City will establish and implement a comprehensive multi-year Capital Improvement
Program (CIP).

2.2.2 Financial analysis of funding sources will be conducted for all proposed capital improvement
projects.

2.2.3 Debt will be issued in accordance with the CIP as necessary.

2.2.4 Where borrowing is recommended, the source of funds to cover debt service requirements
must be identified.

439



2.3

City of Kirkland

Debt Management Policy
Adopted by Resolution (R-4837) on September 21, 2010

2.2.5 The City, as determined by the City Council, may consider using long term debt toward
public improvements, which have an identified public benefit to the City, associated with
economic development to the extent that new revenues from the project, in excess of those
identified by the City Council for other City purposes can be agreed upon to support the debt
service.

Financial Limits:

2.3.1 The City’s policy is to plan and direct the use of debt so that debt service payments will be a
predictable and manageable part of the Operating Budget.

2.3.2 The City will conduct a debt affordability analysis to evaluate the City’s ability to support
debt. The analysis will review available resources for the amount of debt the City can initiate
each year, and project the effects of that financing through six years of the CIP.

3.0 Allowable Types of Debt

3.1

3.2

3.3

3.4

3.5

3.6

Short Term Obligations: Short-term borrowing will only be used to meet the immediate financing
needs of a project for which long-term financing has been secured but not yet received. The City
may issue interfund loans rather than outside debt instruments to meet short-term cash flow
needs. Interfund loans will be permitted only if an analysis of the affected fund indicates excess
funds are available and the use of the funds will not impact the fund’s current operations. All
interfund loans will be subject to Council approval, will bear interest based upon prevailing rates
and have terms consistent with state guidelines for interfund loans.

Assessment/ LID Bonds: Assessment bonds will be considered in place of general obligation bonds,
where possible, to assure the greatest degree of public equity. Local Improvement District (LID)
Bonds represent debt that is repaid by the property owners who benefited from the capital
improvement through annual assessments paid to the City. LID’s are formed by the City Council
after a majority of property owners agree to the assessment.

General Obligation Bonds Limited Tax: General Obligation debt is backed by the full faith and credit
of the City and is payable from General Fund revenues and taxes collected by the City.
Limited Tax General Obligation (LTGO) Bonds can be issued with the approval of the City Council
and will only be issued if:
A project requires funding not available from alternative sources;
Matching fund monies are available which may be lost if not applied for in a timely
manner; or Emergency conditions exist.

General Obligation Bonds Unlimited Tax: Unlimited Tax General Obligation (UTGO) Bonds are
payable from excess tax levies and is subject to voter approval by 60% of the voters.

Revenue Bonds: Revenue bonds are used to finance construction or improvements to facilities of
enterprise systems operated by the City in accordance with the Capital Improvement Program and
are generally payable from the enterprise. No taxing power or general fund pledge is provided as
security. Unlike general obligation bonds, revenue bonds are not subject to the City’s statutory
debt limitation nor is voter approval required.

Leases: Lease purchase or financing contracts are payment obligations that represent principal and
interest components which are general obligations of the City.
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3.7

3.8

4.0

4.1

4.2

4.3

4.4

City of Kirkland

Debt Management Policy
Adopted by Resolution (R-4837) on September 21, 2010

Other Loan Programs:

3.7.1 Public Works Trust Fund Loans are loans from the Public Works Board, authorized by state
statute, RCW 43.155 to loan money to repair, replace, or create domestic water systems,
sanitary sewer systems, storm sewer systems, roads, streets, solid waste and recycling
facilities, and bridges.

3.7.2 The Local Option Capital Asset Lending (LOCAL) Program is a financing contract with the
Office of the State Treasurer under RCW 39.94. It is an expanded version of the state agency
lease/purchase program that allows pooling funding needs into larger offerings of securities.
This program allows local government agencies the ability to finance equipment needs
through the State Treasurer’s office, subject to existing debt limitations and financial
consideration.

3.7.3 Other state funded programs.

Alternative types of debt: No variable-rate debt or derivative products shall be utilized.

Debt Structuring Practices
Maximum term, Payback Period and Average maturity:

4.1.1 The issuance of bonds shall be financed for a period not to exceed a conservative estimate of
the asset's useful life with the average life of the bonds less than or equal to the average life
of the assets being financed.

4.1.2 General Obligation bonds will be issued with maturities of 30 years or less unless otherwise
approved by Council.

4.1.3 The maturity of all assessment bonds shall not exceed statutory limitations. RCW 36.83.050.
Debt Service Structure:

4.2.1 Unless otherwise justified and deemed necessary, debt service should be structured on a
level or declining repayment basis.

Criteria for issuance of advance refunding and current refunding bonds

4.3.1 The City will use refunding bonds, where appropriate, when restructuring its current
outstanding debt. A debt refunding is a refinance of debt typically done to take advantage of
lower interest rates. Unless otherwise justified, such as a desire to remove or change a bond
covenant, a debt refunding will not be pursued without a sufficient net present value benefit
after expenses.

Other structuring practices:

4.4.1 Bond amortization schedules will be structured to minimize interest expense with the
constraints of revenues available for debt service. The bonds should include call features to
maximize the City’s ability to advance refund or retire the debt early. However, call features
should be balanced with market conditions to ensure that the total cost of the financing is
not adversely affected.
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City of Kirkland

Debt Management Policy
Adopted by Resolution (R-4837) on September 21, 2010

5.0 Debt Issuance Practices

5.1

5.2

5.3

5.4

5.5

5.6

Council Approval: City Council approval is required prior to the issuance of debt.

Analytical Review: An analytical review shall be conducted prior to the issuance of debt including,
but not limited to, monitoring of market opportunities and structuring and pricing of the debt.

Use of credit ratings, minimum bond ratings, determination of the number of ratings and selection

of rating services: The City will continually strive to maintain its bond rating by improving financial

policies, budget, forecasts and the financial health of the City so its borrowing costs are minimized

and its access to credit is preserved. The City will maintain good communication with bond rating

agencies about its financial condition, coordinating meetings, and presentations in conjunction with
a new issuance as necessary.

Compliance with Statutes and Regulations: The Finance Director, City Attorney and bond counsel
shall coordinate their activities and review all debt issuance to ensure that all securities are issued
in compliance with legal and regulatory requirements by the State of Washington and the Federal
Government’s laws, rules and regulations.

Selection and use of professional service providers:

5.5.1

5.5.2

5.5.3

5.5.4

5.5.5

The City’s Finance and Administration Department shall be responsible for the solicitation and
selection of professional services that are required to administer the City’s debt program.

Bond Counsel: All debt issued by the City will include a written opinion by bond counsel
affirming that the City is authorized to issue the proposed debt. The opinion shall include
confirmation that the City has met all city and state constitutional and statutory requirements
necessary for issuance, a determination of the proprosed debt’s federal income tax status
and any other components necessary for the proposed debt.

Financial Advisor: A Financial Advisor(s) may be used to assist in the issuance of the City’s
debt. The Financial Advisor will provide the City with the objective advice and analysis on
debt issuance. This includes, but is not limited to, monitoring of market opportunities,
structuring and pricing of debt, and preparing official statements of disclosure.

Underwriters: An Underwriter(s) will be used for all debt issued in a negotiated or private
placement sale method. The Underwriter is responsible for purchasing negotiated or private
placement debt and reselling the debt to investors.

Fiscal Agent: A Fiscal Agent will be used to provide accurate and timely securities processing
and timely payment to bondholders. In accordance with RCW 43.80, the City will use the
Fiscal Agent that is appointed by the State.

Criteria for determining sales method and investment of proceeds:

5.6.1

5.6.2

The Director of Finance and Administration shall determine the method of sale best suited for
each issue of debt.

The City will generally issue its debt through a competitive process. For any competitive sale
of debt, the City will award the issue to the underwriter offering to buy the bonds at a price
and interest rates that provides the lowest True Interest Cost (TIC).
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City of Kirkland

Debt Management Policy
Adopted by Resolution (R-4837) on September 21, 2010

5.6.3 The City will provide for the sale of debt by negotiating the terms and conditions of sale

when necessary to minimize the cost and risks of borrowing under the following conditions:

i.  The bond issue is, or contains, a refinancing that is dependent on market/interest rate
timing.

ii. At the time of issuance, the interest rate environment or economic factors that affect
the bond issue are volatile.

iii.  The nature of the debt is unique and requires particular skills from the underwriter(s)
involved.

iv.  The debt issued is bound by a compressed time line due to extenuating circumstances
such that time is of the essence and a competitive process cannot be accomplished.

5.7 Bond Insurance: For each issue, the City will evaluate the costs and benefits of bond insurance or
other credit enhancements. Any credit enhancement purchases by the City shall be competitively
procured.

6.0 Debt Management Practices

6.1 Investment of Bond Proceeds
The City shall comply with all applicable Federal, State and contractual restrictions regarding the
investment of bond proceeds, including City of Kirkland Investment Policy.

6.2 Continuing Disclosure
The City shall provide annual disclosure information to established national information repositories
and maintain compliance with disclosure statements as required by state and national regulatory
bodies. Disclosure shall take the form of the Comprehensive Annual Financial Report (CAFR) unless
information is required by a particular bond issue that is not necessarily contained within the CAFR.

6.3 Arbitrage Rebate monitoring and filing
The City will, unless otherwise justified, use bond proceeds within the established time frame
pursuant to the bond ordinance, contract or other documents to avoid arbitrage. Arbitrage is the
interest earned on the investment of the bond proceeds above the interest paid on the debt. If
arbitrage occurs, the City will follow a policy of full compliance with all arbitrage rebate
requirements of the federal tax code and Internal Revenue Service regulations, and will perform
(internally or by contract consultants) arbitrage rebate calculations for each issue subject to rebate.
All necessary rebates will be filed and paid when due in order to preserve the tax-exempt status of
the outstanding debt.

6.4 Federal and state law compliance practices
Discussed in Debt Issuance Practices sections 5.3 and 5.4 and Debt Management Practices sections
6.1 and 6.3.

6.5 Market and investor relations efforts
The City shall endeavor to maintain a positive relationship with the investment community. The
City shall communicate through its published Biennial Budget, Capital Improvement Program and
Comprehensive Annual Financial Statements the City’s indebtedness as well as its future financial
plans.

6.6 Periodic review
The City's debt policy shall be adopted by City Council. The policy shall be reviewed every four
years by the Council Finance Committee and modifications shall be submitted to and approved by
City Council.
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RESOLUTION R-4837

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF KIRKLAND
ADOPTING A REVISED POLICY FOR THE MANAGEMENT OF THE
CITY'S DEBT.

WHEREAS, the City Council of the City of Kirkland deems to
ensure that all debt is issued both prudently and cost effectively; and

WHEREAS, the City Council of the City of Kirkland desires to
set forth guidelines for the issuance and management of all financings
of the City; and

WHEREAS, the Kirkland City Treasurer (Deputy Director of
Finance) has recommended revisions to the debt management
policies; and

WHEREAS, the City of Kirkland debt management policy has
been written in accordance with the Association of Public Treasurers of
the United States & Canada (APT US&C) guidelines.

NOW, THEREFORE, be it resolved by the City Council of the
City of Kirkland as follows:

Section 1. The policy for the management of the City’s debt
set forth in the document entitled "City of Kirkland Debt Management
Policy September 1, 2010," which is attached hereto and incorporated
herein by this reference as if set forth in full is hereby adopted as
official policy for the management of the City’s debt.

Section 2. That the document entitled City of Kirkland Debt
Management Policy September 1, 2010, replaces all previous City of
Kirkland Debt Management Policies.

Passed by majority vote of the Kirkland City Council in open
meeting this _21st day of _September, 2010.

Signed in authentication thereof this 21st day of _September,
2010.

MAYOR

Attest:

gity %rk
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Governmental Bonds

CITY OF KIRKLAND

POST ISSUANCE COMPLIANCE POLICY
Adopted by Resolution (R-5004) on October 15, 2013

This policy is intended to guide the City of Kirkland in meeting its obligations under
applicable statutes, regulations and documentation associated with publicly offered and privately
placed securities of the City of Kirkland. This policy addresses obligations of the City of Kirkland
that arise and will continue following the issuance of securities. The City of Kirkland maintains a
separate Debt Policy with respect to matters related to the issuance of security obligations,
including compliance with the City of Kirkland’s disclosure obligations related to securities
issuance. These obligations may arise as a result of federal tax law (with respect to tax-exempt
securities) and securities laws (with respect to ongoing disclosure) or as a result of contractual
commitments made by the City of Kirkland. This policy outlines obligations that may be applicable
to each issue of securities and identifies the party to be responsible for monitoring compliance.
In the City of Kirkland, the Director of Finance and Administration will be responsible for ensuring
that the policy is followed and compliance checklist and records maintained. The Director of
Finance and Administration may delegate responsibility to employees and outside agents for
developing records, maintaining records and compliance checklist. The City of Kirkland will
support educational opportunities provided by the Government Finance Officers Association
(GFOA), Washington Finance Officers Association (WFOA) and Washington Municipal Treasurers
Association (WMTA) for the parties identified in this policy with responsibilities for post-issuance
compliance in order to facilitate their performance of these obligations.

A. Transcripts.

1. The City of Kirkland’s bond counsel shall provide the City of Kirkland with two
copies of a full transcript related to the issuance of securities (for each issue). The transcript
shall be delivered in the following form: one hardcopy (paper) and one electronic on a CD; and
transcripts shall be delivered to the City of Kirkland within three month[s] following the date of
issuance of securities. It is expected that the transcript will include a full record of the proceedings
related to the issuance of securities, including proof of filing an 8038-G or 8038-GC, if applicable.

2. Bond transcripts will be retained by the following parties and in the following
locations within the City of Kirkland: City Clerk’s Office.

B. Federal Tax Law Requirements (Applicable only if the securities are issued as “tax-exempt”
securities).
1. Use of Proceeds.
a. If the project(s) to be financed with the proceeds of the securities will be

funded with multiple sources of funds, the City of Kirkland will adopt an accounting methodology
that:

4 maintains each source of funding separately and monitors the actual expenditure of proceeds
of the securities;
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¢ commingles the proceeds and monitors the expenditures on a first in, first out basis; or
¢ provides for the expenditure of funds received from multiple sources on a proportionate basis.

b. Records of expenditures (timing of expenditure and object code) of the
proceeds of securities will be maintained by the Department of Finance and Administration.

C. Records of investments and interest earnings on the proceeds of securities
will be maintained by Department of Finance and Administration. Such records should include the
amount of each investment, the date each investment is made, the date each investment matures
and if sold prior to maturity, its sale date, and its interest rate and/or yield. Interest earnings on
proceeds will be deposited in the fund in which the proceeds of the securities were deposited (if
not, then the plan for use of interest earnings will be discussed with the City of Kirkland’s bond
counsel).

d. Records of interest earnings on reserve funds maintained for the securities.

2. Arbitrage Rebate. The Director of Finance and Administration or designee of the
City of Kirkland ("Rebate Monitor”) will monitor compliance with the arbitrage rebate obligations
of the City of Kirkland for each issue (“issue”) of securities which are described in further detail
in the tax certificate if any, executed by the City of Kirkland for each issue and included in the
transcript for the issue. If the City of Kirkland did not execute a tax certificate in connection with
an issue, the Rebate Monitor should consult with the City of Kirkland’s bond counsel regarding
arbitrage rebate requirements.

a. If the Rebate Monitor determines that the total principal amount of tax-
exempt governmental obligations (including all tax-exempt leases, etc.) of the City of Kirkland
issued by or on behalf of the City of Kirkland and subordinate entities during the calendar year,
including the issue, will not be greater than $5,000,000, the Rebate Monitor will not be required
to monitor arbitrage rebate compliance for the issue, except to monitor expenditures and the use
of proceeds after completion of the project (see #3 below). For purposes of this paragraph, tax-
exempt governmental obligations issued to currently refund a prior tax-exempt governmental
obligation will only be taken into account to the extent they exceed the outstanding amount of
the refunded bonds.

b. If the Rebate Monitor determines that the total principal amount of tax-
exempt governmental obligations (including all tax-exempt leases, etc.) of the City of Kirkland
issued or incurred any calendar year is greater than $5,000,000, the Rebate Monitor will monitor
rebate compliance for each issue of tax-exempt governmental obligations issued during that
calendar year.

i. Rebate Exceptions. The Rebate Monitor will review the tax
certificate, if any, in the transcript in order to determine whether the City of Kirkland is expected
to comply with a spending exception that would permit the City of Kirkland to avoid having to pay
arbitrage rebate. If the tax certificate identifies this spending exception (referred to as the six-
month exception, the 18 month exception or the 2-year exception), then the Rebate Monitor will
monitor the records of expenditures (see B.1 above) to determine whether the City of Kirkland
met the spending exception (and thereby avoid having to pay any arbitrage rebate to the federal
government). If the City of Kirkland did not execute a tax certificate in connection with an issue,
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the Rebate Monitor should consult with bond counsel regarding the potential applicability of
spending exceptions.

ii. Rebate Compliance. If the City of Kirkland does not meet or does
not expect to meet any of the spending exceptions described in (i) above, the City of Kirkland
will:

X. review the investment earnings records retained as
described in B.1 above. If the investment earnings records clearly and definitively demonstrate
that the rate of return on investments of all proceeds of the issue were lower than the yield on
the issue (see the tax certificate in the transcript), then the City of Kirkland may opt not to follow
the steps described in the following paragraph.

V. retain the services of an arbitrage rebate consultant in order
to calculate any potential arbitrage rebate liability. The rebate consultant shall be selected no
later than the completion of the project to be financed with the proceeds of the issue. A rebate
consultant may be selected on an issue by issue basis or for all securities issues of the City of
Kirkland. The Rebate Monitor will obtain the names of at least three qualified consultants and
request that the consultants submit proposals for consideration prior to being selected as the City
of Kirkland rebate consultant. The selected rebate consultant shall provide a written report to
the City of Kirkland with respect to the issue and with respect to any arbitrage rebate owed if
any.

Z based on the report of the rebate consultant, file reports
with and make any required payments to the Internal Revenue Service, no later than the fifth
anniversary of the date of each issue (plus 60 days), and every five years thereafter, with the
final installment due no later than 60 days following the retirement of the last obligation of the
issue.

C. Yield Reduction Payments. If the City of Kirkland fails to expend all
amounts required to be spent as of the close of any temporary period specified in the Tax
Certificate (generally 3 years for proceeds of a new money issue and 13 months for amounts held
in a debt service fund), the City of Kirkland will follow the procedures described in B.2.b.ii above
to determine and pay any required yield reduction payment.

3. Unused Proceeds Following Completion of the Project. Following completion of
the project(s) financed with the issue proceeds, the Director of Finance and Administration or
designee will:

a. review the expenditure records to determine whether the proceeds have
been allocated to the project(s) intended (and if any questions arise, consult with bond counsel
in order to determine the method of re-allocation of proceeds); and

b. direct the use of remaining unspent proceeds (in accordance with the
limitations set forth in the authorizing proceedings (i.e., bond ordinance) and if no provision is
otherwise made for the use of unspent proceeds, to the redemption or defeasance of outstanding
securities of the issue.
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4, Use of the Facilities Financed with Proceeds. In order to maintain tax-exemption
of securities issued on a tax-exempt basis, the financed facilities (projects) are required to be
used for governmental purposes during the life of the issue. The Director of Finance and
Administration or designee of the City of Kirkland will monitor and maintain records regarding any
private use of the projects financed with tax-exempt proceeds. The IRS Treasury Regulations
prohibit private business use (use by private parties (including nonprofit organizations and the
federal government)) of tax-exempt financed facilities beyond permitted de minimus amounts
unless cured by a prescribed remedial action. Private use may arise as a result of:

a. Sale of the facilities;

b. Lease of the facilities (including leases, easements or use arrangements for
areas outside the four walls, e.g., hosting of cell phone towers);

C. Management contracts (in which the City of Kirkland authorizes a third
party to operate a facility (e.g., cafeteria);

d. Preference arrangements (in which the City of Kirkland grants a third party
preference of the facilities, e.g., preference parking in a public parking lot).

If the Director of Finance and Administration or designee identifies private use of tax-
exempt debt financed facilities, the Director of Finance and Administration or designee will consult
with the City of Kirkland’s bond counsel to determine whether private use will adversely affect
the tax-exempt status of the issue and if so, what remedial action is appropriate. The private use
may be allocated to those facilities (or portions of facilities) that were funded from sources other
than bond proceeds. If the City of Kirkland determines that it is appropriate to complete a final
allocation and accounting certification with respect to the expenditure of bond proceeds, pursuant
to Treasury Regulation §1.148-6(d), the City of Kirkland will complete the allocation certification
not later than the Final Allocation Date. The City of Kirkland may also elect to follow available
remedial action procedures available under Treasury Regulations, e.g., allocate sales proceeds to
other qualifying capital expenditures.

The City of Kirkland will verify at least once annually that the financed projects do not
have impermissible private use. The verification will be noted on the Post Issuance Compliance
Policy Checklist.

5. Records Retention.

a. Records with respect to matters described in this Subsection B will be
retained by the City of Kirkland for the life of the securities issue (and any issue that refunds the
securities issue) and for a period of three years thereafter.

b. Records to be retained:

(i) The transcript;
(i) Arbitrage rebate reports prepared by outside consultants;
(iii)  Work papers that were provided to the rebate consultants;
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(iv)  Records of expenditures and investment receipts (showing timing
of expenditure and the object code of the expenditure and in the case of investment, timing of
receipt of interest earnings). (Maintenance of underlying invoices should not be required provided
the records include the date of the expenditure, payee nhame, payment amount and object code;
however, if those documents are maintained as a matter of policy in electronic form, then the
City of Kirkland should continue to maintain those records in accordance with this policy);

(v) Copies of all certificates and returns filed with the IRS (e.g., for
payment of arbitrage rebate); and

(vi)  Copies of all leases, user agreements for use of the financed
property (agreements that provide for use of the property for periods longer than 30 days),
whether or not the use was within the four walls (e.g., use of the roof of the facility for a cell
phone tower); and

(vii)  Post Issuance Compliance Checklist documented annual review.

C. Ongoing Disclosure. Under the provisions of SEC Rule 15c2-12 (the “Rule”), underwriters
are required to obtain an agreement for ongoing disclosure in connection with the public offering
of securities. Unless the City of Kirkland is exempt from compliance with the Rule as a result of
certain permitted exemptions, the transcript for each issue will include an undertaking by the City
of Kirkland to comply with the Rule. The Department of Finance and Administration of the City
of Kirkland will monitor compliance by the City of Kirkland with its undertakings. These
undertakings may include the requirement for an annual filing of operating and financial
information and will include a requirement to file notices of listed “material events.” For some
types of material events (early bond calls), the State’s fiscal agent has undertaken the
responsibility of filing notice of the applicable material event.

D. Other Notice Requirements. In some instances, the proceedings authorizing the issuance
of securities will require the City of Kirkland to file information periodically with other parties, e.g.,
bond insurers, banks, rating agencies. The types of information required to be filed may include
(1) budgets, (2) annual financial reports, (3) issuance of additional debt obligations, and
(4) amendments to financing documents. The Department of Finance and Administration of the
City of Kirkland will maintain a listing of those requirements and monitor compliance by the City
of Kirkland.
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RESOLUTION R-5004

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF KIRKLAND
ADOPTING THE KIRKLAND POST ISSUANCE COMPLIANCE POLICY
SETTING FORTH THE POLICY OF THE CITY OF KIRKLAND WITH
RESPECT TO MEETING ITS OBLIGATIONS UNDER FEDERAL TAX LAW
FOLLOWING THE ISSUANCE OF SECURITIES.

WHEREAS, the City of Kirkland has certain obligations under
federal tax law with respect to its publicly offered and privately placed
securities; and

WHEREAS, many of these obligations continue to apply
throughout the entire term of the securities issued; and

WHEREAS, the City of Kirkland Post Issuance Compliance Policy
has been written in consultation with the City’s bond counsel; and

WHEREAS, the Kirkland City Treasurer (Deputy Director of
Finance) has recommended that the City Council formally adopt the
Post Issuance Compliance Policy that the City is following, and will
continue to follow, to maintain compliance with applicable federal tax
law;

NOW, THEREFORE, be it resolved by the City Council of the
City of Kirkland as follows:

Section 1. The “City of Kirkland Post Issuance Compliance
Policy," which is attached as “Exhibit A” and incorporated by reference,
is adopted as the official policy of the City of Kirkland for meeting its
obligations under federal tax law following the issuance of securities
by the City of Kirkland.

Passed by majority vote of the Kirkland City Council in open
meeting this 15th day of October, 2013.

Signed in authentication thereof this 15th day of October,

2013.
w
MAYOR
Attest:
ity Cterk
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CITY OF KIRKLAND

GLOSSARY OF BUDGET TERMS

ACCOUNT NUMBER

Kirkland utilizes an account structure that
conforms to the state BARS (Budgeting,
Accounting, and Reporting System)
requirements. The account number is separated
into the following parts:

XXX - XXX - XXXX* X -
FunD Dept  FUNCTION CLASS

XX - XXXX
CATEGORY  ELEMENT

FUND groups indicate a discrete set of revenues
and expenditures. Funds help maintain financial
records of transactions. By state law, cities
must balance revenues and expenditures at the
fund level. BARS assigns the fund groups and
the City assigns specific fund numbers.

DEPARTMENT/DIVISION numbers indicate
the organizational unit making an expenditure.
For example, the Fire and Building Department
uses all codes in the 900 group and the Training
Division within the Fire and Building Department
uses the number 920. Revenue accounts do not
contain department numbers; instead, the code
000 occupies the department/division slot.
BARS does not dictate department/division
numbers.

FUNCTION codes indicate the governmental
function associated with an expenditure and are
assigned by BARS. For example, an expenditure
account with the function code 1880 indicates
that the expenditure is related to data
processing. Revenue accounts do not contain
function codes; instead, the code 0000 occupies
the function slot.

CLASS indicates the type of activity, with a 3

indicating revenue and a 5 designating
expenditures. These numbers are assigned by
BARS.

CATEGORY describes the "what" of the
transaction. For expenditures the category
indicates the specific item purchased or services
obtained. For revenues the category indicates
the source from which the revenues are
obtained. For example, an expenditure with a
category of 31 would be the purchase of office
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and operating supplies. Revenue with a
category of 11 would indicate property tax.

ELEMENT is a further segregation of the
Category information.

| AccRUAL Basis

An accounting basis which  recognizes
transactions when they occur. An organization
records expenses when the liability occurs and
posts revenues when they are earned. The
Water/Sewer, Surface Water, Equipment Rental,
and Information Technology Funds prepare
year-end reports on the accrual basis. Kirkland
uses a modified accrual basis of accounting for
the reporting of all other funds. The budget is
prepared on a cash basis (see later glossary

entry).

| AcTuaL

Denotes final audited revenue and expenditure
results of operations for fiscal year(s) indicated.

APPROPRIATION

Through an appropriation ordinance, the City
Council legally authorizes the City to spend
money and to incur obligations for specific

purposes. Budgetary/Operating fund
appropriations lapse at the end of each
biennium. Non-operating fund appropriations,

on the other hand, continue in force until fully
expended or until the City has accomplished or
abandoned the purpose for which the Council
granted the funds. Spending cannot exceed the
level of appropriation without the Council's
approval.

ASSESSED VALUATION

When the King County Assessor's Office
determines the value of both real (land and
buildings) and personal property, it arrives at
the assessed valuation of the property. The
County uses this value to compute property
taxes.



ASSET

Property owned by the government and
resources owned or held by a government that
has monetary value.

BARS

affects the cost to the City of issuing debt.
There are two rating agencies -- Standard and
Poor's (S&P) and Moody's Investor Service --
that rate Kirkland's bonds. As of January 2003,
the City's ratings were AA (S&P) and Aa2
(Moody's).

The State of Washington Budgeting, Accounting,
and Reporting System required for all
governmental entities in the state.

BAsIC BUDGET

Kirkland develops its basic budget when it
estimates how much it will cost to continue
providing the existing ongoing level of service in
the next biennium. The basic budget
incorporates mandatory increases due to
inflation or contract obligations.

BIENNIAL BUDGET

The City’s financial operating plan for the next
two fiscal years. Washington state law requires
that the first year of a biennial budget be an
odd-numbered  year. Accordingly, the
preparation of the biennial budget falls on an
even-numbered year.

BIENNIUM

A two-year period.

|BENEFITS

City-paid benefits provided for employees, such
as Social Security, retirement, worker's
compensation, life insurance, and medical
insurance.

|BOND

A bond is a written promise to pay a specified
sum of money (called the face value or principal
amount) at a specified date or dates in the
future (called the maturity date) together with
period interest at a specified rate. Kirkland uses
the sale of bonds to finance some of its large
capital projects.

BOND RATING

When the City issues debt, a thorough review of
the City's financial condition is completed by
bond rating agencies. Based on their findings,
the bonds are given a rating. The City's bond
rating is a reflection of its creditworthiness and
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BUDGET

As the City's financial operating plan for the
fiscal biennium, the budget displays the
estimated expenditures (costs) for providing
services and the estimated sources of revenue
(income) to pay for them. Once the City Council
appropriates the fund totals shown in the
budget, the totals become maximum spending
limits. By state law, the City must balance its
budget with expenditures equaling available

revenues. RCW 35A.33 contains the legal
authority and requirements for Kirkland's
budget.

BUDGET MESSAGE

A general discussion of the proposed budget as
presented in writing by the City Manager to the
legislative body.

CASH BAsIS

A basis of accounting where revenues are
recorded when the cash is received and
expenditures are recorded when paid. Kirkland
prepares its budget on a cash basis.

CAPITAL IMPROVEMENT PROGRAM (CIP)

The plan or schedule of expenditures and
funding sources for major construction of roads,
sidewalks, City facilities, and water/sewer
systems, and for the purchase of equipment.
Kirkland's CIP follows a six-year schedule and
includes projects which cost $50,000 or more to
complete. These projects become fixed assets
and, with the exception of certain equipment,
have a useful life of ten years or more.
Although the City adopts the CIP budget in a
process which is separate from the adoption of
the biennial budget, the biennial budget
incorporates the first and second years of the
program.

CAPITAL OUTLAY

Expenditures  for  furnishings, equipment,
vehicles, or machinery with an individual value



greater than $10,000 and a useful life of more
than one year.

CAPITAL PROJECT

The acquisition, construction, improvement,
replacement or renovation of land, structures
and improvements thereon, and equipment.
When the City Council authorizes a capital
project, it adopts a capital project budget which
continues until the project is complete.

COMMUNITY DEVELOPMENT BLOCK GRANT
(CDBG)

A general purpose, federal grant primarily used
to facilitate the production and preservation of
low and moderate income housing and
programs.

DEFICIT

An excess of expenditure over revenue.

DEPARTMENT

To facilitate organizational and budgetary
accountability, Kirkland breaks its funds into
departments. Each department serves a specific
function as a distinct organizational unit of city
government.

DEPRECIATION

An accounting recognition that reduces a portion
of the original cost of a business asset over
several years as the value of the asset
decreases.

DIVISION

CONTINGENCY

Kirkland appropriates money to these reserve
funds which it can use in the future should
specific budget allotments run out and the City
needs additional funds. Contingency funds are
especially useful when emergencies arise that
require the City to make unforeseen
expenditures.

COUNCILMANIC DEBT

Debt which the City Council approves, but which
does not require voter approval.

CREDIT RATING

The credit worthiness of a governmental unit as
determined by an independent rating agency.
The City of Kirkland is rated by two rating
agencies: 1) Moody's Investor Service and 2)
Standard and Poor's.

As subdivisions of departments, divisions are
budgetary or organizational units of government
with limited sets of work responsibilities within
their department. Divisions also serve to
increase budget accountability.

ENCUMBRANCES

The amount of funds committed to vendors for
goods or services received or to be received by
the City as specified in a City purchase order.

ENTERPRISE FUND

An accounting entity which the City uses to
record and report transactions for its business-
type activities. All  expenditures must be
supported by income dedicated to the fund.
The most common enterprise funds are utility
funds.

EXPENDITURE

DEBT CAPACITY

The amount of debt which the City can issue
given legal limits and fiscal policies. Debt
capacity is calculated based on a percentage of
the total assessed city property valuation plus
the net of current assets and liabilities.

DEBT SERVICE

The annual payment of principal and interest on
the City's bonded indebtedness.
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The payment for goods and services. On the
cash-basis, expenditures are recognized only
when the payments are made for the cost of
goods received or services rendered.

FEES

A general term for any charge for services levied
by government associated with providing a
service or permitting an activity. Major types of
fees include business licenses and user charges.



FINES AND FORFEITURES

Revenue category which primarily includes
court, police, traffic and parking fines, and
forfeitures.

F1scAL PoLicy

The City's policies with respect to revenues,
spending, and debt management as these relate
to government services, programs, and capital
investment.  Fiscal policy provides an agreed
upon set of principles for the planning and
programming of government budgets and their
funding.

FISCAL YEAR

The twelve-month period which an organization
designates as its operating year. In Kirkland,
the fiscal year coincides with the calendar year.
The City prepares a biennial budget for a period
of two fiscal years, beginning in an odd-
numbered year.

FIXED ASSETS

sources and carry on specific activities or pursue
specific objectives.

FUND BALANCE

The cumulative difference between expenditures
and revenue over the life of a fund. A negative
fund balance is usually referred to as a deficit.

GAAP (GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES)

Both industry and governments use Generally
Accepted Accounting Principles as standards for
accounting and reporting financial activity. The
Governmental Accounting Standards Board
(GASB) currently sets government GAAP.
Adherence to GAAP assures that financial
reports of all state and local governments -
regardless of jurisdictional legal provisions and
customs - contain the same type of financial
statements and disclosures, for the same
categories and types of funds and account
groups, based on the same measurement and
classification criteria.

A long-term tangible piece of property that the
City owns and is not expected to be consumed
or converted into cash any sooner than at least
one year's time.

FULL-TIME EQUIVALENT (FTE)

GASB 34

Governmental Accounting Standards Board
Statement 34 (GASB 34) sets requirements for
the content and format of the annual financial
report.

Kirkland budgets its employee positions in terms
of the work year of a regular, full-time
employee. For example, when the City budgets
a position full-time for only six months, that
position is 0.5 FTE. Likewise, a half-time
position budgeted for a full year is also 0.5 FTE.
A full-time position is 1.00 FTE.

FUND

GENERAL FUND

The General Fund accounts for revenues and
expenditures associated with ordinary City
operations that are not required to be accounted
for in another fund. Individual departments
within the General Fund account for
expenditures incurred to provide various
general-purpose municipal services.

Municipal governments organize and operate
their accounting systems on a fund basis. The
formal definition of the fund is an independent
financial and accounting entity with a self-
balancing set of accounts in which cities record
financial transactions relating to revenues,
expenditures, assets, and liabilities. Each fund
must be budgeted independently with revenues
equal to expenditures. With the exception of
the General Fund, which accounts for general
purpose activities and unrestricted revenue
sources, each fund has a unique funding source
and purpose. By establishing funds, the City
can account for the use of restricted revenue
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GENERAL OBLIGATION BONDS

Bonds for which the City pledges its full faith
and credit (the general taxing power) for
repayment. Debt Service is paid from property
tax revenue levied (in the case of voter-
approved bonds) or other general revenue (in
the case of Councilmanic bonds).

GRANT

A transfer of county, state, or federal monies to
the City, usually for specific programs or
activities.




INDIRECT CoST

LID

Cost of centrally provided internal services for
which there is a citywide benefit that cannot be
readily identified to specific departments.

INFRASTRUCTURE

Long-lived capital assets that can be preserved
for a significantly greater number of years than
most capital assets and are stationary in nature.

INTERFUND TRANSFERS

When the City moves money between its various
funds, it makes an interfund transfer.

INTERGOVERNMENTAL REVENUES

Revenues from other governments in the form
of state shared revenue and grants.

INTERNAL CONTROLS

Policies and procedures established to provide
reasonable assurance that specific government
objectives will be achieved.

INTERNAL SERVICE FUND

An accounting entity which the City uses to
record and report transactions for goods and
services provided by one department to other
City departments on a cost reimbursement
basis. The City currently has three internal
service funds, the Equipment Rental Fund,
Facilities Fund and the Information Technology
Fund.

LEOFF

The State of Washington's Law Enforcement
Officers and Firefighters Retirement System.

LEVY RATES

The rate of tax to be imposed on the assessed
value of real property for the computation of
property tax revenues. (See also Property Tax

Levy)

LICENSES AND PERMITS

Revenue category that includes building permits,
business licenses, and any other miscellaneous
licenses.
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In a Local Improvement District the City makes
special assessments against certain properties to
defray part or all of the cost of a specific
improvement or service which it deems will
primarily benefit those properties. The
assessments can be paid in full or in installments
over a set period of time.

LINE-ITEM BUDGET

In its biennial budget, Kirkland estimates
revenues and expenditures at the line-item level.
The line-item budget contains a great degree of
detail since it indicates how the City spends its
money and the sources from which it receives
revenue. Examples of line items in Kirkland's
budget are postage, uniforms and clothing,
hourly wages, fuel, etc.

MAINTENANCE

The act of keeping capital assets in a state of
good repair. It includes preventive
maintenance, normal periodic repairs,

replacement of parts, structural components and
so forth, and other activities needed to maintain
the asset so that it continues to provide normal
services and achieves its optimum life.

MODIFIED ACCRUAL BASIS

Kirkland uses this basis of accounting for year-
end reporting which is adapted to the
governmental fund type spending. The City
recognizes revenues when they become both
"measurable” and "available" to finance
expenditures of the current period (i.e., when it
is received). The City recognizes an
expenditure, other than accrued interest on
general fiscal long-term debt, when it is incurred
(i.e., an obligation is made).

NONDEPARTMENTAL

This department has the sole purpose of
accounting for all expenditures that the City
cannot specifically designate to any operating
department within a fund. Examples of
expenses in the area include shared paper
products and support of outside organizations.

NON-OPERATING BUDGET

The non-operating budget contains non-
operating funds which the City uses to finance
projects with limited objectives and/or finite life



spans. By law, these budgets do not lapse at
the end of the biennium, but may be carried
forward from year to year until the monies are
fully expended or their purposes are
accomplished or abandoned. As a matter of
practice, Kirkland prepares biennial budgets for
all non-operating funds. The non-operating
budget accounts primarily for debt, reserves,
and capital projects.

OBJECTIVE

A specific measurable achievement that may be
accomplished within a specific time frame.

OPERATING BUDGET

The operating budget provides a plan for current
expenditures and the proposed means of
financing them. In a broader sense, the biennial
operating budget is a statement of what services
the municipality will deliver to its citizens.

OPERATING REVENUES

Funds that the government receives as income
to pay for ongoing operations.

ORDINANCE

A formal legislative enactment by the Council or
governing body of a governmental entity.

PERFORMANCE INDICATOR

Specific quantitative and qualitative measures of
work performed as an indicator of specific
department or program activity or
accomplishment.

PERFORMANCE MEASURE

A measure of how well a particular result is
being achieved. Indicators of program
performance that are collected to show the
impact of resources spent on city services
directly tied to program results.

PERS

The State of Washington's Public Employees
Retirement System for employees other than
police and fire personnel.
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PERSONNEL SERVICES

Expenditures which include salary costs, wages,
and benefits, for full-time and part-time hourly
employees and overtime expenses.

PRELIMINARY BUDGET

The recommended, but unapproved, biennial
budget which the City Manager presents to the
City Council and the public.

PROGRAM BUDGET

A program is made up of a group of similar
services which have a common purpose. A
program budget presents planned expenditures
for each group of services without regard to the
departments involved in performing the services.
For example, most services performed by the
Police and Fire departments are related to
protecting the public and naturally become part
of a Public Safety Program along with
prosecuting personnel, the municipal court, and
other related service activities.

PROPERTY TAX LEVY — REGULAR

This represents the amount of property tax
allowable under State law which the City may
levy annually without approval by the City's
registered voters. Kirkland uses this tax
primarily to support the General Fund and
street-related services. The City also has a
separately voted Parks Maintenance Levy. State
law fixes the maximum levy in dollars per
$1,000 of assessed valuation and the annual
rate at which total regular levy property taxes
may increase.

PROPERTY TAX LEVY — SPECIAL (OR EXCESS)

This represents the amount of property tax
which a city government may charge in excess
of the "regular levy" upon the approval of this
tax by a vote of the people. Cities most
commonly use the revenue to pay the annual
costs of voter-approved general obligation
bonds. State law imposes a maximum limit on
the dollar amount of such bonds which a city
may have outstanding at any one time.

PROPRIETARY FUND

See Enterprise Fund.



RESERVE

REVENUE BONDS

An account which the City uses either to set
aside budgeted revenues that it does not need
to spend in the current biennium or to earmark
revenues for a specific future purpose.

City-issued bonds which pledge future revenues,
usually water, sewer, garbage, or drainage
charges, to cover debt payments in addition to
operating costs.

SERVICE PACKAGE

RESOURCES
Total dollars available for appropriation,
including  estimated revenues, interfund

transfers, and other financing sources such as
beginning resources forward balances.

Capital equipment, a new service, or a project
which City departments add to their basic
budget to enhance the quality and/or quantity of
service they provide to the public.

RESOURCES FORWARD

SPECIAL REVENUE FUNDS

Each City fund uses this revenue account to
record estimated and actual resources available
for expenditure in the biennium because of
revenues collected in excess of the budget
and/or expenditures less than the budget in the
prior biennium. Can also be called Beginning
Fund Balance.

RESTRICTED/ UNRESTRICTED REVENUE

The City most commonly receives restricted
revenue in three ways. First, a person pays a
fee to the City and the City will use that money
to provide a specific product, service, or capital
asset. Second, the receipt of money is directly
tied to an expenditure or is restricted by law.
Finally, the City considers revenue restricted
when voters or the City Council have designated
it for a specific purpose. All other revenues are
unrestricted.

REVENUE

Sources of income which the City receives
during a fiscal year. Examples of revenue
include taxes, intergovernmental grants, charges
for service, and other financing sources such as
the proceeds derived from the sale of fixed
assets.
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Funds used to account for the proceeds of
specific revenue sources that are legally
restricted to expenditures for specified purposes.

SUPPLIES

Cost of goods consumed by the City in the
course of its operations.

TAX LEVY

The total amount to be raised by general
property taxes for the purposes stated in the tax
levy ordinance. (See also Property Tax Levy and
Levy Rate.)

UNRESERVED FUND BALANCE

The funds remaining after reduction for reserved
balances.

USER CHARGES

The amount the government receives for the
provision of services and commodities, or the
performance of specific services benefiting the
person charged. User charges tend to be
voluntary in nature, in contrast to mandatory
property and income taxes. Citizens only pay
user charges when a specific service is received.
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CITY OF KIRKLAND

ACRONYM GUIDE

AC—Asbestos/Cement
ACA—Affordable Care Act
ACP—Asphalt Concrete Pavement
ADA—Americans with Disabilities Act
AED—Automated External Defibrillator

AFSCME—American Federal, State, County and
Municipal Employees

AKA—AIso Known As

ALS—Advanced Life Support
AOC—Administrative Office of the Courts
APS—Adult Protective Service

Act

ARC—Aquatics, Recreation and Community
Center

ARCH—A Regional Coalition of Housing
ARRA—American Recovery and Reinvestment
ASTC—Annexation Sales Tax Credit
AV—Assessed Valuation

AWC—Association of Washington Cities
BABS—Build America Bonds

BARS—Budget Accounting Reporting System
BLS (1)—Basic Life Support

BLS (2)—Bureau of Labor Statistics
BNSF—Burlington Northern Santa Fe (Railroad)
CAFR—Comprehensive Annual Financial Report
CAO (1)—City Attorney'’s Office

CAO (2)—Critical Areas Ordinance
CBD—Central Business District

CCTV—Closed Circuit Television
CDBG—Community Development Block Grant
CFP—Capital Facilities Plan

CIP—Capital Improvement Program
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CITC—Criminal Justice Training Center
CKC—Cross Kirkland Corridor
CMAQ—Congestion Mitigation and Air Quality
CMO—City Manager's Office

cMOM—Capacity, Management and Operations
Program

COLA—Cost of Living Adjustment
COPS—Community Oriented Policing
CPI—Consumer Price Index
CPR—Cardiopulmonary resuscitation
CPS—Child Protective Services
CTR—Commute Trip Reduction
CWA—Cascade Water Alliance

DART (1)—Dial-a-Ride Transportation
DART (2)—Domestic Abuse Response Team
DHS—Department of Homeland Security
DOC—Department of Commerce
DOE—Department of Ecology
DOL—Department of Licensing
DOR—Department of Revenue
DOT—Department of Transportation
DRS—Department of Retirement Systems

DSHS—Department of Social and Health
Services

DUI—Driving under the Influence
EAP—Employee Assistance Program
EIS—Environmental Impact Statement

EMPG—Emergency Management Performance
Grant

EMS—Emergency Medical Services
EMT—Emergency Medical Technician

EOC—Emergency Operations Center




EPSCA—Eastside Public Safety Communications
Agency

ER—Equipment Rental

ESP—Emergency Sewer Program
ETP—Eastside Transportation Partnership
F&A—Finance and Administration

F&B—Fire and Building

FASB—Financial Accounting Standards Board

FEMA—Federal Emergency Management
Agency

FMR—Financial Management Report
FOG—Fats, Oils and Grease
FSA—Flexible Spending Account
FTE—Full Time Equivalent
FVU—Family Violence Unit
FY—Fiscal Year

FYA—Flashing Yellow Arrows

GAAP—Generally Accepted Accounting
Principles

GASB—Governmental Accounting Standards
Board

GFOA—Government Finance Officers
Association

GIS—Geographical Information Systems
GMA—Growth Management Act

GO—General Obligation

HHS—Health and Human Services
HR—Human Resources

HRA—Health Retirement Account
HSA—Health Savings Account

HUD—Housing and Urban Development
HVAC—Heating, Ventilation and Air Condition
IAFF—International Association of Firefighters

ICMA—International City/County Management
Association

IFAS—Integrated Financial and Administrative
Solution (financial software)

IPD—Implicit Price Deflator
IT—Information Technology

ITS—Intelligent Transportation System

JOC—Job Order Contracting
KAC—Kirkland Arts Center
KAN—Kirkland Alliance of Neighborhoods
KDA—Kirkland Downtown Association
KFD—Kirkland Fire Department
KJC—Kirkland Justice Center

KMC (1)—Kirkland Municipal Code
KMC (2)—Kirkland Municipal Court
KPC—Kirkland Performance Center
KPD—Kirkland Police Department
LAN—Local Area Network

LEED—Leadership in Energy and Environmental
Design

LEOFF—Law Enforcement Officers and
Firefighters (retirement system)

LET—Leasehold Excise Tax
LF—Linear Feet

LID (1)—Local Improvement District
LID (2)—Low Impact Development

LTAC—Lodging Tax Advisory Committee (aka
TDC)

LTGO—Limited Tax General Obligation

LWIT—Lake Washington Institute of
Technology

LWSD—Lake Washington School District
MAC—Management and Confidential Employees
MEBT—Municipal Employees Benefit Trust
MMS—Maintenance Management System
MRSC—Municipal Research and Services Center
MSA—Metropolitan Statistical Area
MVFT—Motor Vehicle Fuel Tax

N/A—Not Applicable or Not Available
NEDC—Northeast District Court

NKCC—North Kirkland Community Center
NLC—National League of Cities

NORCOM—North East King County Regional
Public Safety Communication Agency

NPDES—National Pollutant Discharge
Elimination System

NRO—Neighborhood Resource Officer



NRSRO—Nationally Recognized Statistical
Rating Organization

NTC—Neighborhood Traffic Control
O&M—Operations and Maintenance
OPEB—Other Post-Employment Benefits
PC—Personal Computer

PCD—Planning and Community Development
PCI—Payment Card Industry

PCS—Parks and Community Services
PDA—Public Disclosure Act

PDR—Public Disclosure Request
PERS—Public Employees Retirement System
PKCC—Peter Kirk Community Center
PPE—Personal Protective Equipment
PROS—Parks, Recreation and Open Space plan
PRV—Pressure Reducing Valve Vault

PSERS—Public Safety Employees Retirement
System

PSRC—Puget Sound Regional Council
PW—Public Works

PWTF—Public Works Trust Fund
RCW—Revised Code of Washington
REET—Real Estate Excise Tax

RF—Resources Forward
(R)RFB—(Rectangular) Rapid Flashing Beacon
RGRL—Revenue Generating Regulatory License
ROW—Right of Way

S&P—Standard and Poor’s

SAN—Storage Area Network

SAO—State Auditor’s Office

SCA—Sound Cities Association

SCBA—Self Contained Breathing Apparatus
SDP—Shoreline Substantial Development Permit
SEC—Securities and Exchange Commission
SEPA—State Environmental Policy Act
SQL—Structured Query Language
SRO—School Resource Officer

SWAT—Special Weapons and Tactics

TBD—Transportation Benefit District

TDC—Tourism Development Committee (aka
LTAC)

TIB—Transportation Improvement Board
TIP—Transportation Improvement Plan
TMP—Transportation Master Plan
TOD—Transit Oriented Development
TUB—Teen Union Building

ULI—Urban Land Institute

UTGO—Unlimited Tax General Obligation
WAC—Washington Administrative Code
WAN—Wide Area Network
WCIA—Washington Cities Insurance Authority

WISHA—Washington Industrial Safety and
Health Act

WNR—Wants, Needs, Resources

WSDOT—Washington State Department of
Transportation

WSP—Washington State Patrol





