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Metropolitan King County Council
Committee of the Whole

STAFF REPORT

	Agenda Item:
	5 & 6
	Name:
	Patrick Hamacher

	Proposed No.:
	2016-0500
2016-0501
	Date:
	October 17, 2016




SUBJECT

[bookmark: _GoBack]Proposed Ordinance 2016-0500 would authorize continuance of $100 million in variable rate Wastewater Treatment Division (WTD) debt. This program has been in place for several years and is set to expire at the end of the year unless continued.  

Proposed Motion 2016-0501 would approve the sale of the $100 million in variable rate debt via a purchase contract between King County and State Street Bank. This bank was selected via a competitive process that involved nine different bids. 


BACKGROUND 
In 1995, the County authorized a 20-year, $100 million commercial paper program for WTD.  Under the program, the County's Finance Director is authorized to issue $100 million of commercial paper—debt—on WTD's behalf, which is backed by sewer system revenues.  The commercial paper program is a variable rate debt program wherein the interest rates for the commercial paper offered to investors reprices at set intervals.  Under the terms of the program, commercial paper can be offered for a maximum of 270 days before repricing.  The authorization for the original commercial paper program was set to expire at the end of 2015.  

Last September, in recognition of the program that was set to expire, the Executive transmitted a renewal of the program to the County Council. During the analysis of that ordinance, it became known that the Executive was still unsure whether this type of program was something the County would continue for the long-term. As a result the County Council added an expiration date of December 31, 2016 so that the Executive could undertake a review to determine the long-term status of the program. That review has been undertaken by the County’s financial advisor who has recommended continuance of the program. His analysis is included as Attachment 5 to this staff report. 


ANALYSIS
The proposed ordinance would authorize the Finance Director to continue the issuance of $100 million in variable rate debt backed by sewer system revenues.  The $100 million would remain junior to the senior fixed rate debt issued on WTD's behalf.      

This proposed ordinance would not approve any additional funding or projects – it would merely authorize the Executive to raise the cash necessary to construct the projects previously approved by the County Council.

Executive staff estimate that the current interest rate offered on WTD's variable rate is approximately 1%.  If the proposed ordinance is approved by Council, Executive staff anticipate issuing the one-year note at a comparable interest rate.  

The financial policies for Wastewater include an expectation of a variable rate program (as it is used as an interest rate hedge) and set a policy limit of 20% of outstanding WTD debt. Including the $100 million contemplated by this ordinance, WTD would have about $500 million in variable rate debt. This is approximately 14% of the $3.6 billion in outstanding WTD debt. 

Executive staff have requested that Council expedite consideration of this legislation in order to close by the end of November. 

Proposed Motion 2016-0501 is a standard sale motion that would approve State Street Bank as the issuer of the variable rate bonds. This winning bid was selected through the work of the Finance and Business Operations Division and an analysis by the County’s Financial Advisor (Attachment 6).

ATTACHMENTS

1. Proposed Ordinance 2016-0500
2. Proposed Motion 2016-0501
3. Transmittal Letter
4. Fiscal Note
5. Analysis from the County’s Financial Advisor on VR Program 
6. Analysis from the County’s Financial Advisor on State Street Bank’s proposal

INVITED

1. Ken Guy, Finance Director, FBOD
2. Nigel Lewis, Senior Debt Analyst, FBOD
3. Rob Shelley, Financial Advisor, Piper Jaffray
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