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STAFF REPORT
SUBJECT:

This staff report will cover four different ordinances related to the issuance of variable rate debt to support the capital program for the County’s wastewater utility. 
SUMMARY:


Proposed Ordinance 2009-0632 would provide for the issuance of $50,000,000 in double-barreled variable rate bonds to Goldman Sachs to support the Wastewater Treatment Division (WTD) capital program. 
Proposed Ordinance 2009-0633 would provide for the issuance of $50,000,000 in double-barreled variable rate bonds to Citigroup Global Markets to support the WTD capital program. 
Proposed Ordinances 2009-0634 and 2009-0635 are ordinances amending prior variable rate bond issues from 2001. These changes are technical changes recommended by the County’s financial advisor to continue to allow these bonds to be marketable in today’s bond market. 
BACKGROUND:

The County’s wastewater utility has a very large capital improvement program. The 2010 budget includes capital spending of $92 million. This amount is only a one-year installment on a much large capital spending plan which is highlighted by the construction of the County’s next regional wastewater treatment plant, Brightwater. This project alone will reach a total cost of approximately $2 billion by the time of completion. 
The County has a policy that sets debt as the standard practice for funding these types of inter-generational projects. By using debt, the County is able to actively manage changes in the monthly sewer rate and capacity charge and allow the costs to be spread over the several generations of rate-payers who will use the wastewater system. The downside to the use of debt is the interest accrued by financing. One of the strategies the County employs to attempt to mitigate some of the interest rate risk is the use of variable rate financing. This method of financing allows the county to pay an interest rate closer to the market’s determination of short-term borrowing as opposed to the higher rates associated with longer-term borrowing. WTD’s outstanding debt service is included in Table 1 below. 
Table 1: Outstanding WTD Debt

	Outstanding Wastewater Bonds
	 

	 
	
	 

	 
	Original Principal
	Outstanding Principal

	 
	
	 

	Sewer Revenue Bonds
	
	 

	2001 Bonds
	$270,060,000
	$223,375,000

	2002A Bonds
	$100,000,000
	$94,960,000

	2002B Bonds
	$346,130,000
	$249,350,000

	2003A Bonds
	$96,470,000
	$91,625,000

	2004A Bonds
	$185,000,000
	$185,000,000

	2004B Bonds
	$61,760,000
	$58,900,000

	2006 Bonds
	$124,070,000
	$124,070,000

	2006 (2nd) Bonds
	$193,435,000
	$190,085,000

	2007 Bonds
	$250,000,000
	$250,000,000

	2008 Bonds
	$350,000,000
	$350,000,000

	2009 Bonds
	$250,000,000
	$250,000,000

	total
	$2,226,925,000
	$2,067,365,000

	 
	
	 

	Double-Barreled Bonds 
	
	 

	Series 2005
	$200,000,000
	$200,000,000

	Series 2008
	$236,950,000
	$233,045,000

	Series 2009
	$300,000,000
	$300,000,000

	total
	$736,950,000
	$733,045,000

	 
	
	 

	Variable Rate Debt
	
	 

	2001A
	$50,000,000
	$50,000,000

	2001B
	$50,000,000
	$50,000,000

	Commercial Paper, Series A
	$100,000,000
	$100,000,000

	total
	$200,000,000
	$200,000,000

	 
	
	 

	TOTAL
	$3,163,875,000
	$3,000,410,000


ANALYSIS: 

The WTD financial policies have a goal that approximately 15% of outstanding debt should be in the form of variable rate financing. Proposed Ordinance 2009-0632 and 2009-0633 together would authorize the issuance of $100,000,000 of new variable rate debt financing. This combined with an additional $100,000,000 planned for 2010 would bring the WTD utility back to the 15% threshold. 

These variable rate bonds will be issued as double-barreled bonds backed first by the revenues from the wastewater utility, then by the full faith and credit of King County. This double-barrel approach allows for two advantages. First, the County can use our very strong credit rating to assure high ratings for these bonds. Second, we can avoid paying for credit support from a bank. This credit support typically costs between 50 and 75 basis points. In total, avoiding that support would save the county between $500,000 and $750,000 each year these bonds are outstanding. 

The County has a strong history of achieving interest rates savings from the use of variable rate bonds. The most recent variable rate issue for WTD was in 2001. That issue has averaged approximately 2% issue compared to the most recent WTD long-term debt issue of 5.21%. Effective use of variable rate debt can lead to significant savings. 
Proposed Ordinances 2009-0634 and 2009-0635 make technical changes to the ordinances that approved the 2001 variable rate bond sale. Since the time of the bond sale, the market and rating agency expectations have changed regarding the language on repayment of the bonds. 

Those bonds involve a direct-pay letter of credit from Helaba, a German bank. Helaba pays the bond holders on the County’s behalf and we reimburse Helaba for their expenses. However, the County has pledged the sewer revenues to support those bonds. Should anything ever happen with Helaba, the County would need to step in and make those payments. The current market expects language in the ordinances regarding the timing and method of those payments. These ordinances insert the appropriate langue into the prior ordinances and should be viewed as technical amendments. 
REASONABLENESS: 

Proposed Ordinances 2009-0632 and 2009-0633 are consistent with the WTD financial policies on variable rate financing and were planned for as part of the 2010 rate-setting process. As such, adoption of these two ordinances would constitute a reasonable policy decision. 
Proposed Ordinances 2009-0634 and 2009-0635 are technical amendments to prior bond issues. The changes have been recommended by the County’s financial advisor and approved by bond counsel. As such, adoption of these two ordinances would constitute a reasonable business decision. 
INVITED:


Beth Goldberg, Deputy Budget Director, Office of Management and Budget
Ken Guy, Director, Finance and Business Operations Division (FBOD)

Nigel Lewis, Senior Debt Analyst, Treasury Section, FBOD

Rob Shelley, Financial Advisor, Seattle Northwest Securities

David Thompson, Bond Counsel, K&L Gates

ATTACHMENTS:
1. Proposed Ordinance 2009-0632
2. Proposed Ordinance 2009-0633

3. Proposed Ordinance 2009-0634

4. Proposed Ordinance 2009-0635

5. Transmittal Letter dated November 3, 2009

6. Letter from Financial Advisory dated December 2, 2009

7. Fiscal Note

PAGE  
3

