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August 22, 2017
The Honorable Joe McDermott
Chair, King County Council

Room 1200
C O U R T H O U S E
Dear Councilmember McDermott:

The attached package of legislation is comprised of two proposed bond authorization ordinances to support the Wastewater Treatment Division’s (WTD) capital program. One ordinance authorizes the issuance of new-money bonds and the other authorizes the issuance of refunding bonds to refinance the outstanding debt of the utility when certain savings targets can be achieved.  
The legislation is being submitted at this time because the existing authorizations under Ordinances 18111 and 18116 to issue new bonds or refund outstanding bonds expire in October and December of 2017, respectively. The new authorizations will enable the County to continuously take advantage of favorable market conditions for borrowing. Both ordinances include an effective term through June 30, 2020. The reason for the selection of this date is to allow future renewal requests to be processed in conjunction with the adoption of WTD’s monthly sewer rate for those alternating (odd) years when, consistent with the County’s practice since 2005, rate increases would be considered.
Both of these proposed ordinances are entirely consistent with previous authorizations with the exception that they include a new “springing” covenant which would eventually allow the County to reduce or eliminate the debt service reserve fund. All previous sewer revenue bond issuances have included additional borrowing to incrementally fund a reserve in the amount of one year’s debt service; this provides additional security for sewer revenue bondholders. The total amount of the reserve is currently approximately $160 million. Because the reserve is invested at low short-term interest rates, the investment earnings thereon fall far short of offsetting the long-term debt service expenses on such additional borrowing. 
In recent years, the issuance of revenue bonds without the additional security of reserve funds by other highly-rated entities has not generated any notable concerns on the part of the bond rating agencies. The new springing covenant would allow the County similar flexibility to issue its sewer revenue bonds without the support of a debt service reserve fund. However, pursuant to the provisions of existing authorizations for implied bondholder approval, this covenant would only become effective at the point when 51% of all outstanding sewer revenue bonds have been issued pursuant to such new authorization language, which is unlikely to occur for nearly 10 years hence.
The requested authorization for new-money bonds to provide funding for the WTD capital program is limited to the amount of $500 million. This amount accommodates the issuances through 2020 identified in WTD’s current financial plan that supports the adopted monthly sewer rate for 2018, while also providing additional borrowing capacity that may be needed in the event that either capital accomplishment rates exceed expectations or new improvements are needed. In addition, it accommodates the probable award of a $129 million WIFIA loan from the EPA in 2018 for the Georgetown Wet Weather Treatment Station, which, per the preference of the EPA, will have the same senior lien against new revenues as the sewer revenue bonds and therefore count against the requested authorization.
In contrast, consistent with the current authorization under Ordinance 18116, the requested authorization for refunding bonds does not limit the amount that may be issued in order to ensure that the County can expeditiously take advantage of favorable market conditions and maximize debt service savings for ratepayers. The issuance of bonds pursuant to this proposed authorization will only be undertaken when market conditions would permit a refunding to achieve the County’s debt service savings target for such transactions as identified in the adopted Debt Management Policy (Motion 12660).  

The proposed authorizations would allow bonds to be sold as either sewer revenue bonds or so-called double-barreled limited tax general obligation bonds (LTGO bonds) which utilize net sewer revenues as the primary source of repayment, with the added security to bondholders of pledging the full faith and credit of the County’s General Fund. If the differential between the interest rates on LTGO bonds and sewer revenue bonds is not sufficiently wide, it will typically be prudent to issue the new debt in the form of sewer revenue bonds in order to preserve the County’s debt capacity for potentially more adverse future market conditions when the County’s full faith and credit is more highly valued. Prior to any new-money issue, the County’s financial advisor will conduct an analysis of the then-prevailing savings to recommend whether the use of LTGO bonds is warranted.  

The exact terms of the bond issues will be established by the finance director in consultation with the County’s financial advisor and confirmed by the Council in separate motions to be adopted on the days of the sales.     

We request expedited Council action on this proposed legislation for two reasons. First, market conditions are such that an advance refunding of certain outstanding sewer revenue bonds would achieve the savings targets identified in the Debt Management Policy. While this refunding could be accomplished this year under the existing authorization, it would be advantageous to have the new authorization in place prior to such transaction because this 
would accelerate the future springing of the covenant that would potentially reduce or eliminate the bond reserve account as discussed above. Second, WTD requests that there be no lapse in the County’s ability to issue new-money bonds after the expiration of the existing authority under Ordinance 18111 in mid-October. 

Thank you for your timely consideration of this request which is consistent with the financial stewardship goal in King County’s Strategic Plan. If you have any questions regarding these proposed ordinances, please contact Ken Guy, Director, Finance and Business Operations Division, at 206-263-9254.
Sincerely,

Dow Constantine

King County Executive

Enclosures

cc:
King County Councilmembers

ATTN:  Carolyn Busch, Chief of Staff 

  Melani Pedroza, Clerk of the Council

Carrie S. Cihak, Chief of Policy Development, King County Executive Office
Dwight Dively, Director, Office of Performance, Strategy and Budget
Caroline Whalen, County Administrative Officer, Department of Executive

   Services (DES)


Christie True, Director, Department of Natural Resources and Parks

Ken Guy, Director, Finance and Business Operations Division, DES
