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REVISED STAFF REPORT
The Capital Budget Committee amended the legislation by reducing the authorized amount of bond refunding from $350 million to $200 million. The Committee then approved the proposed ordinance with a do pass recommendation. 

SUBJECT:

Proposed Ordinance 2005-0497 would authorize the issuance of new sewer revenue bonds to fund improvements to the sewer system and to possibly refund currently outstanding sewer revenue bonds. The maximum amount allowable under this ordinance is $500,000,000. 
BACKGROUND:

Revenue Bonds

As the name would imply, these bonds pledge future revenues, in this case, future sewer revenues towards the repayment of the obligation. Some prior issuances of bonds to support the Capital Improvement Program have been sold as Limited Tax General Obligation bonds. When selling LTGO bonds (see Table 1 for examples) on behalf of the enterprise fund, the County pledges not just revenues from future enterprise operations, but also pledges the limited “full faith and credit” of the County towards repayment of the bonds.  This allows the enterprise fund to take advantage of the County’s LTGO credit rating.
In these cases, the enterprise fund is also required to provide compensation for use of the higher credit rating to the County’s general fund. This compensation is referred to as a “credit enhancement payment.” This ordinance does not authorize the issuance of LTGO bonds only sewer revenue bonds.  Currently sewer revenue bonds are rated one level below the County’s LTGO debt by Moody’s and two levels below the County’s rating by Standard & Poor’s. While still highly rated, this lower rating will result in slightly higher rates of interest. This is summarized in the table below: 
Table 1: County Bond Ratings

	County Bond Ratings

	 
	Moody's 
	Standard & Poors

	LTGO Bond
	Aa1
	AAA

	Sewer Bonds
	A1
	AA-

	Highest Possible Rating
	Aaa
	AAA

	# of levels different between Sewer and LTGO
	1
	2

	
	
	


Limited Tax General Obligation Bonds:
LTGO bonds (also known as council manic bonds) are the other type of bonds commonly issued by the County. These bonds include a promise of the full faith and credit of the issuing agency. This means that the promise extends only to the taxing authority of the County without a vote of the people.  Bonds issued with voter approval are referred to as unlimited tax general obligation bonds or simply general obligation bonds.
Advanced Refunding
When bonds are issued, they include a “call date” or a date on which the county can pay off the bond early. With most County bonds this is after ten years. The County can also use a process called advanced refunding to take full advantage of good market conditions. When advanced refunding occurs, refunding bonds are sold. The sale is structured so that bond proceeds of the new bonds, including interest to be earned on investment of the proceeds, are sufficient to pay off the “old” bonds at the call date. The proceeds are placed into an escrow account.  When the call date is reached the original bonds are paid off from the escrow account and the county is left with a smaller debt service payment. The County’s current financial policies dictate that a minimum of 5% present value savings be achieved before an advance refunding can occur. There is no such requirement for current refunding (refunding of a bond which has already reached its call date). 
SUMMARY:


Proposed Ordinance 2005-0497 would authorize the issuance and competitive or negotiated sale of sewer revenue bonds in an aggregate amount not to exceed $500,000,000 to provide funds for constructing improvements to the sewer system as outlined by the Capital Improvement Plan for the department and for refunding certain outstanding sewer revenue bonds. The ordinance further refines the aggregate principal amount to be composed of $150,000,000 for 2006 capital improvement related costs and an additional $350,000,000 for refunding existing bonds. The ordinance also sets the terms, definitions, and conditions necessary for the issuance and sale of the revenue bonds and refunding bonds. 
The following bonds are currently outstanding: 

Table 2: Outstanding Sewer Fund Debt
	Bond Series
	Ordinance
	Date of Issue
	 Original Principal Amount 
	Principal Amount Outstanding

	1996 LTGO*
	12314
	15-Dec-96 
	$130,965,000 
	$93,595,000 

	1998 Series B*
	13256
	15-Sep-98 
	261,625,000
	254,495,000

	1999 Series 1
	13650
	1-Jun-99 
	80,000,000
	80,000,000

	1999 Series 2
	13650
	1-Nov-99 
	60,000,000
	4,825,000

	2001 Refunding
	14225
	13-Nov-01 
	270,060,000
	241,600,000

	2002 Series A
	14406
	14-Aug-02 
	100,000,000
	100,000,000

	2002 Series B
	14406
	3-Oct-02 
	346,130,000
	323,290,000

	2003 Series A
	14406
	24-Apr-03 
	96,470,000
	94,315,000

	2004 Series A
	14753
	18-Mar-04 
	185,000,000
	185,000,000

	2004 Series B
	14753
	18-Mar-04 
	61,760,000
	60,725,000

	2005 Series A*
	15033
	21-Apr-05 
	200,000,000
	200,000,000

	Totals
	 
	 
	$1,792,010,000 
	$1,637,845,000 


* Denotes LTGO bonds sold on behalf of Sewer Fund with full faith and credit of the   County to enhance the interest rate. 
Executive Staff have identified the 1999 Series 1 bonds as a possible candidate for refunding. Section 24 of the ordinance declares the legislative intent to be that the Finance Manager adheres to a refunding guideline that the present value savings achieved by advanced refunding exceed 5% of the principal amount of the bonds being refunded. This is consistent with past council action.  
Proposed Motions 2005-0498 and 2005-0499, which accompanied the proposed ordinance, are drafts 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 or sales, a revised motion would be prepared for each sale and presented at full Council on the day of the sale. 

ANALYSIS: 

The proposed ordinance would provide the authority (for one year from the effective date of the ordinance) for the Finance Manager, in consultation with the County’s financial advisors, to determine the timing and packaging of the refunding bonds and revenue bonds to a limit of $350,000,000 and $150,000,000 respectively. The proposed issuance of new debt is consistent with the rate and capacity charge adopted for 2006.
Proposed Ordinance 2005-0497 sets all the terms, definitions, and conditions necessary for the issuance and sale of bonds. The County’s bond counsel prepared the ordinance and motions. The proposed ordinance delegates authority to the Finance Manager to take the necessary steps for the public or negotiated sale of bonds. 

It should be noted that executive staff could only identify $84 million in projected capital expenditures in 2006 to be financed from these bond proceeds.  The rate and capacity charge would support a spending level of $150,000,000 as outlined in this ordinance. However, there are currently no plans to need that much additional revenue. The 2006 financial plan for the Water Treatment Enterprise includes $84,000,000 in proceeds from these bonds. However, the financial plan also indicates the potential issuance of up to $50,000,000 in variable rate debt.  That debt would be authorized by a separately transmitted ordinance at a later date. 
It is common for bond issuance to be approved with a slight margin for error to allow for efficient capital project schedules and issuance costs. Also, Council staff understands that recent environmental mitigation agreements for Brightwater may affect cash requirements in 2006. Executive staff indicate they anticipate issuing between $80 million and $100 million at a bond sale in March or April. Additionally, Executive staff has indicated that the higher amount of issuance authority being requested is in case market conditions change in such a manner that variable bond debt is not feasible or the best deal for the county. In the case of variable debt not proving to be financially responsible, approval of this ordinance would leave sufficient capacity to fund the 2006 capital improvement plan with sewer revenue bonds. 
Executive staff has also identified only $80,000,000 as possible refunding candidates for 2006. While it should be expected that market conditions may change to allow for additional series of bonds to fall into the category of viable refunding candidates, currently only $80,000,000 of the requested $350,000,000 approaches the level of meeting the 5% threshold for refunding. This refunding opportunity would save the County a present value dollar total of approximately $3.4 million. It appears reasonable, given the fact that only $80 million of currently outstanding bonds have been identified as realistic refunding candidates, that the total bond issuance authorized in this ordinance could be reduced.   Staff to staff discussion has lead to agreement that a total of $350 million of bonds would be a reasonable amount.  This would still allow substantial flexibility to address changing market conditions. 
OPTIONS
Proposed Ordinance 2005-0497 would authorize the Finance Manager to issue up to $500 million in sewer revenue bonds to support the 2006 capital improvement plan and refund prior issuances. Approval of the proposed ordinance would be consistent with prior council actions. Two options are provided below: 

· Option 1: Adopt the ordinance as transmitted. This would approve up to $150,000,000 for new construction and $350,000,000 for refunding. This action would be consistent with prior council actions on bond ordinances. Approval of this option would require no amendments. 
· Option 2: Reduce the total amount authorized from $500 million to $350 million.  This would allow for the $150 million for the CIP and $200 million for possible refunding.  At $200 million, there would still be $120 million more than the identified refunding candidates of $80 million, providing sufficient flexibility to respond quickly to changing market conditions.  Choosing this option would require the passage of Amendment A1 and Title Amendment T1. 
Proposed Motion 2005-0498 and 2005-0499 are draft sale motions typical of what will be brought to the Council for final approval on the day of the bond sale. The Committee should pass these motions without recommendation because the final details of the sale are not yet known. 
PAGE  
1
O:\Budget & Fiscal Management\staffreportmaster\Hamacher\2005-0497 2-1-06 revised sr phh cc.doc

_919829133

