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SUBJECT

Proposed Ordinance 2021-0209 would amend Ordinance 18898 to authorize the Finance Director to use debt instruments including commercial paper for the refunding of senior lien debt obligations and state construction loans and adds certain definitions to the language of Ordinance 18898 for consistency with other subsequent wastewater debt authorizations.

SUMMARY

On May 22, 2019, the Council adopted Ordinance 18898 which granted authority to the Finance Director to use junior lien debt instruments, including commercial paper, to “refund”—or refinance—existing  junior lien debt, however refunding of senior lien debt was not included.  Proposed Ordinance 2021-0209 would extend the authority of the Finance Director to include refunding of senior lien debt and state construction loans with junior lien debt instruments.

BACKGROUND 

On May 22, 2019, the Council granted the Finance Director authority to use junior lien debt instruments to refund other junior lien debt instruments.  That grant of authority did not include authority to refund either senior lien debt or state construction loans with junior lien debt instruments.

When Council approves legislation authorizing the sale of sewer (Wastewater Treatment Division) bonds, it describes the priority it places in using sewer revenues for the repayment of those bonds.  First priority is placed on operating and maintenance expenses.  Next in priority order are required payments associated with “Parity Bonds” and “Parity Lien Obligations” which in combination are considered “senior” lien obligations, in that the county commits to paying these obligations prior to paying other types of bond obligations.

Parity Bonds are sewer revenue bonds, for which payment is guaranteed solely from the net operating revenues of the wastewater system.  Parity Lien Obligations are limited tax general obligation bonds that are additionally secured by a pledge of the net operating revenues of the wastewater system.

Payment priority is next allocated to payment of principal and interest on “junior” lien debt, as well as any payments for credit enhancement or liquidity support for such debt.  Junior lien debt includes both Junior Lien Obligations and Multi-Modal LTGO/Sewer Revenue Bonds, both of which can take such forms as variable rate demand bonds (VRDB’s), put bonds, floating rate notes and commercial paper.  

Commercial paper is a common form of junior lien debt issued by large organizations with the capacity to repay, such as corporations, banks, or public utilities.  It is typically issued for meeting short-term liabilities.  Commercial paper provides convenience in that it is not required to be registered with the Securities and Exchange Commission; it is a short-term instrument and matures in 270 days or fewer.  Commercial paper is not FDIC-insured and is backed only by the financial strength of the issuer as with any other type of corporate bond. 

In 2020, the County established a $250 million commercial paper program through which the county issues commercial paper debt to buyers which provides funds to the county to support improvements to the sewer system, and for refinancing (“refunding”) outstanding junior lien debt, based on the authorization in Ordinance 18898.  The benefits of the commercial paper program include low borrowing costs and the flexibility to manage cash flow needs for wastewater programs and services, according to the Executive.  

ANALYSIS
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[bookmark: _Hlk77151104]The Executive indicates that financial savings can also result from the issuance of commercial paper debt to pay off or refund wastewater senior lien debt or state construction loans when, as is normally the case, the interest rates paid are lower than the rate earned by Wastewater Treatment Division (WTD) on its cash held in the County’s Investment Pool[footnoteRef:1].  Table 1 below illustrates the various forms of WTD debt.  In particular, it is noted that Investment Pool revenue (or interest earned from allowing interfund loans of WTD cash) is generating approximately 0.75% interest, while commercial paper is available between 0.15% and 0.20% interest.  In such an interest rate environment, utilization of commercial paper for cash flow purposes or to support refunding of senior lien debt or state construction loans, rather than available cash that would otherwise be directed to the Investment Pool, can result in savings to the wastewater system. [1:  The King County Investment Pool invests cash reserves for all County agencies and approximately 100 special districts and other public entities such as fire, school, sewer and water districts and other public authorities. It is one of the largest investment pools in the State, with an average asset balance of nearly $5 billion. On average, County agencies comprise 40 percent of the pool and outside districts 60 percent. The Executive Finance Committee (EFC) establishes County investment policies and oversees the investment portfolio to ensure that specific investments comply with both those investment policies and State law. ] 

Table 1.  WTD Debt Categories, Interest Rates and Uses

	Categories of WTD debt
	Current approximate debt
	Potential use of funds
(bolded text reflects expanded authorization as per PO 2021-0209 )
	Current interest rates for new borrowings
	Amounts needed annually

	Senior lien debt obligations
· Sewer revenue bonds
· LTGO bonds (payable from sewer revenues)
· WIFIA loans


	$2,775,000,000





	· Major construction long term funding
· Refunding of existing senior lien debt
· Refunding of Junior lien debt obligations
· Refunding of state construction loans 
	2.00-3.00% for sewer revenue bonds or LTGO bonds depending on term;

WIFIA loans approx. 1.50%
	To extent of availability for WIFIA loans.

Senior lien bonds issued to fund the annual CIP, net of WIFIA loans, state construction loans, “interim” junior lien funding, and transfers from operating.

	Junior lien debt obligations
· Variable rate demand bonds
· Put bonds
· Direct placements
· Commercial paper


	$625,000,000
	· Major construction long-term funding
· Interim construction financing
· Refunding of junior debt
· Refunding of existing senior lien debt
· Refunding of state construction loans
	All-in average cost for VRDBs, put bonds, & direct purchases approx. 0.50%;

Commercial paper all-in cost 0.15% -0.20% depending on term
	With the exception of “interim” financing, amount of any new junior lien borrowing will be sized to maintain WTD’s outstanding variable rate debt at approx. 15% of total debt portfolio.

	State construction loans
· State Revolving Fund loans
· PWTF loans


	$250,000,000
	· Major construction long-term funding

	Approx. 1.50%
	To extent of availability.

	King County Investment Pool inter-fund loans
	n/a
	· Cash flow purposes
	Approx. 0.75%
	Only used if planned senior or junior lien issues delayed, if needed for unanticipated events (such as the potential repayment of commercial paper), or potentially if cheaper than alternative forms of debt.







When the Council approved Ordinance 18898 in 2019, it authorized the use of revenue from the issuance of junior lien debt instruments such as commercial paper to be used for refunding of junior lien debt; however, senior lien debt or state construction loans were not included among the debt instruments that could be refunded with junior lien debt.  

Proposed Ordinance 2021-0209 would expand the definition of “refunding candidates” to include senior lien debt instruments and state construction loans, allowing junior lien debt instruments like commercial paper to be used for refunding of such debt.  

[bookmark: _Hlk77064648]On June 23, 2020, the Council approved Ordinance 19114, that authorized an interim financing component to the Wastewater Treatment Division’s variable rate debt program to support the short-term financing of large construction projects.  Ordinance 19114 added and revised definitions of key terms, including “annual debt service”, “balloon maturity bonds”, “assumed amortization period” and “springing amendment date”. Proposed Ordinance 2021-0209 would amend Ordinance 18898 to add the definitions of these terms.
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· Ken Guy, Director, Finance and Business Operations Division
· Nigel Lewis, Senior Debt Analyst, Finance and Business Operations Division
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