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REVISED STAFF REPORT
At the Budget and Fiscal Management Committee Meeting on September 29, 2004 proposed ordinance 2004-0358 was given a DO PASS recommendation and proposed motion 2004-0359 was passed out without recommendation.
SUBJECT:


Proposed Ordinance 2004-0358 would authorize the issuance of up to $220,000,000 of “double-barreled” limited tax general obligation bonds.  Proposed Motion 2004-0359 is the companion motion for the final sale of the bonds.
SUMMARY:


Proposed Ordinance 2004-0358 would authorize the issuance and public sale of double-barreled limited tax general obligations bonds in an aggregate principal amount not to exceed $220,000,000 to provide funds for the 2005 wastewater capital improvement projects.  The ordinance sets all the terms, definitions, and conditions necessary for the issuance and sale of the bonds.

The current outstanding sewer bonds are as follows:

	Series
	Date of Issue
	Original Principal Amount
	Principal Amount Outstanding

	Parity Bonds (senior lien on revenues of the Sewer System):

	1999
	June 1, 1999
	$   80,000,000
	$   80,000,000

	1999 (2nd)
	November 1, 1999
	60,000,000
	6,225,000

	2001
	November 28, 2001
	270,060,000
	249,480,000

	2002A
	August 14, 2002
	100,000,000
	100,000,000

	2002B
	October 3, 2002
	346,130,000
	333,255,000

	2003A
	April 24, 2003
	96,470,000
	94,620,000

	2004A
	March 18, 2004
	185,000,000
	185,000,000

	2004B
	March 18, 2004
	61,760,000
	61,760,000

	              Totals
	
	$1,199,420,000
	$1,110,340,000

	Parity Lien Obligations (LTGO bonds additionally secured by a junior lien pledge of the Sewer System:

	1995
	May 1, 1995
	90,000,000
	315,000

	1996
	December 15, 1996
	130,965,000
	98,095,000

	1998
	September 15, 1998
	261,625,000
	257,650,000

	              Totals
	
	$482,590,000
	$356,060,000


Parity bonds are senior lien bonds and are backed by sewer revenues.  Parity lien obligations are junior lien “double barreled” bonds in that they are backed first by sewer revenues and secondarily by the full faith and credit of King County.  Claims on parity bonds and parity lien obligations do no discriminate based on the issuance date.
Proposed Motion 2004-0359 accompanying the proposed ordinance is a draft of a typical motion that would accept the winning bid or approve a purchase contract for the sale of the bonds.  In the case of an actual sale, a revised motion would be prepared and presented at full council for consideration.

The proposed bond issuance would provide funding for 2005 capital projects including asset management projects that rehabilitate or improve existing facilities, major capital projects that provide new capacity to the wastewater systems or add additional capacity to the system, and planning projects that conduct studies to develop work plans for regulatory compliance and cover other central administrative issues.

Major capital improvement projects for 2005 include the Brightwater Treatment Plant and Conveyance, South Plant Cogen, Hidden Lake Pump Station, Juanita Bay Pump Station, Denny Way/ Lake Union CSO Control Project, Vashon Treatment Plant Improvements, Mathews Park Water System Improvements, the Westpoint Grit System Improvement Project, Habitat Conservation Plan, and Freshwater Assessment Program.
ANALYSIS

The bond issue in proposed ordinance 2004-0358 is double-barreled.  Due to the potential obligation to the CX Fund, double-barreled bonds count against the statutory debt capacity of the CX Fund.  In payment for the credit enhancement provided by the CX Fund for the sewer bonds, a fee is charged to the Wastewater Treatment Division (WTD) Fund to compensate the CX for the risk.  The fee is 12.5 basis points and is charged annually on January 1of each year.  If these bonds were issued in the first quarter of 2005, they would not be subject to the CX Fund fee until January 1, 2006.  If the outstanding bond issuance was $220,000,000 at that time the basis fee would amount to $275,000.  

The proposed ordinance would provide the authority (for one year from the effective date of the ordinance) for the finance director, in consultation with the county’s financial advisors, to determine the timing and packaging of the bonds for an amount up to $220,000,000.  The issuance of these proposed wastewater capital improvement project bonds is consistent with the Wastewater Division’s adopted 2005 Financial Plan.

One of the components of the management of the WTD capital program is the yearly project accomplishment rate.  The project accomplishment rate assists the division in determining their capital funding needs.  Prior to 1996, the accomplishment rate was assumed to be 100% which proved unrealistic.  Since that time the accomplishment rate assumed in rate and budget adoptions has been reduced to more realistic rate and is currently set for 2004 and 2005 at 85%.  Expectations are that the accomplishment rate will be met in 2004.
The following chart shows proposed and actual accomplishment rates for 1992 through 2003:
WTD Capital Program Accomplishment Rate
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Proposed Ordinance 2003-0358 sets all the terms, definitions, and conditions necessary for the potential issuance and sale of bonds.  The County’s bond counsel prepared the ordinance and motion.  The proposed ordinance delegates authority to the Finance Manager to take the steps necessary for the public sale of the bonds.  

On the day of the sale, a sale motion will be brought before the council to accept the winning bid or the selected underwriter and to fix the interest rates and other terms of the debt.  To initiate the necessary council process prior to such dates, a placeholder sale motion, Proposed Motion 2004-0359, is included in the legislative package.  Current plans of the Wastewater Treatment Division envision the proposed issuance of the capital bonds early in 2005 and will most likely be accomplished through a competitive bidding process.
While not required by the proposed legislation, it would be prudent for the Finance Manager to brief the Budget and Fiscal Management Committee of any proposed sale prior to its transmittal to council for final approval.
REASONABLENESS
Proposed Ordinance 2003-0358 and the placeholder Proposed Motion 2004-0359 are consistent with previous council actions.  Adoption of the ordinance and staging of the placeholder motion will put the county in position to act quickly in response to market conditions to issue new debt for the Wastewater Treatment Division’s capital program.  Council adoption of this legislation would be a reasonable business and policy decision. 
INVITED:


· Tim Aratani, Manager, Finance and Administrative Services, Wastewater Treatment Division, Department of Natural Resources and Parks
· Dennis Barnes, Senior Budget and Finance Analyst, Wastewater Treatment Division
· Bob Cowan, Manager, Finance and Business Operations Division
· Nigel Lewis, Senior Budget and Finance Analyst, Finance and Business Operations Division
· David Thompson, Bond Counsel, Preston Gates & Ellis

· Jim Hattori, Financial Advisor to King County
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