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July 14, 2004

The Honorable Larry Phillips

Chair, King County Council

Room 1200

C O U R T H O U S E

Dear Councilmember Phillips:

The attached proposed Ordinance would authorize the issuance of up to $220 million of limited tax general obligation (“LTGO”) bonds (the “Bonds”).  The Bonds would be issued on behalf of the Water Quality Enterprise (the “Enterprise”) to provide continuing funding for their capital improvement program.  

Like all LTGO bonds, the proposed Bonds would be ultimately backed by the current expense fund property tax levy.  However, the Bonds would also be backed by a lien on the net revenues of the sewer system and therefore are considered to be so-called “double-barreled” bonds.  Because of the very strong debt service coverage ratios that the Enterprise routinely achieves, the likelihood of any claim on the current expense fund is considered minimal.

In the mid-1990s after the county’s merger with Metro, approximately $650 million of such double-barreled LTGO bonds were issued on behalf of the Enterprise.  However, since 1998 all of the Enterprise’s borrowings have taken the form of stand-alone sewer revenue bonds and, as a result of various refundings, the outstanding amount of double-barreled bonds is currently only $356 million.  The county therefore has ample capacity to issue additional LTGO bonds for metropolitan purposes.

The decision to propose the use of such double-barreled bonds rather than sewer revenue bonds for this next borrowing, however, was primarily driven by an expectation that interest rates may be on the rise over the coming year.  By capitalizing on the county’s superior LTGO credit rating, the use of such bonds should produce an interest rate that is approximately 25 basis points lower than that which could be obtained on sewer revenue bonds.  If interest rates do indeed climb, such savings could make an important contribution to the Enterprise’s ability to maintain its historically high debt service coverage ratios in 2005.

This requested authorization is consistent with the Enterprise’s financial plan that supports the monthly sewer rate of $25.60 for 2005, which was adopted by the council in Ordinance 14942.  As proposed, the proceeds of the Bonds are expected to be sufficient to fully fund the Enterprise’s capital program through the end of 2005.

Per the Ordinance, the Bonds may be sold in one or more series over a period of twelve months from the date of adoption.  Because the Enterprise will probably need additional funds for its capital program by the end of this year, however, it is likely that the county would sell the entire amount of the Bonds in just one series by no later than the first quarter of 2005. 

The exact terms of the Bonds will be established by the finance director in consultation with the financial advisor and confirmed by the council in a sale motion to be adopted on the day of the sale.  A draft of this sale motion is also included in this legislative package for prior committee consideration.

Sincerely,

Ron Sims

King County Executive
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ATTN:  Shelley Sutton, Policy Staff Director 




  Rebecha Cusack, Lead Staff, BFM Committee 

  Anne Noris, Clerk of the Council

Steve Call, Director, Office of Management and Budget


Paul Tanaka, County Administrative Officer, Department of Executive Services (DES)


Bob Cowan, Director, Finance and Business Operations Division, DES


Nigel Lewis, Senior Debt Analyst, Treasury Operations, DES


Pam Bissonnette, Director, Department of Natural Resources and Parks

