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SUBJECT
 
Two ordinances authorizing new debt and the refinancing (refunding) of existing debt for the Wastewater Treatement Division (WTD). 

SUMMARY

Proposed Ordinance 2017-0378 would authorize the County Executive to refund existing WTD debt should appropriate interest rate conditions arise. 

Proposed Ordinance 2017-0379 would authorize the County Executive to issue up to $500 million in new debt to finance Capital Improvement Projects within the County’s Wastewater Treatment Division (WTD) capital budget. These bonds would be backed by revenues from the sewer system.  

The ordinances would also authorize new “springing” provisions that ultimately would allow the County to eliminate sewer bond reserves as the market no longer requires them of high-credit borrowers. 

All projects proposed to be funded from these bond issues have previously been approved by the County Council, these ordinances simply put into place the financing to support these projects. 

BACKGROUND 

King County uses several types of long-term debt instruments. These are: 

1. Unlimited Tax General Obligation Bonds (UTGO)(or just General Obligation Bonds). These bonds come with the full faith and credit of King County. These are voter-approved bonds with pledged repayment of obligations coming from the bond proceeds. The outstanding Harborview Medical Center bonds are the only example of current UTGO bonds issued by the County. 

2. Limited Tax General Obligation Bonds (LTGO). These bonds come with the full faith and credit of the County that is not subject to voter approval. These bonds can be issued by the County without voter approval and are the bonds typically being referred to when discussing the County’s credit rating as repayment is not guaranteed by the voters. This is the most common county debt issuance and King County typically has several LTGO bond sales each year. 

3. Revenue Bonds. Revenue bonds are those backed by revenues by a particular source and are not backed by the full faith and credit of the County. Typically these bonds are only used by major county funds with a long-history of successfully borrowing and repayment. The Wastewater Treatment Division is the only county agency that regularly uses revenue bonds. In terms of dollar value, the County’s Sewer Revenue bonds far surpass its LTGO debt with balances outstanding. 

4. Variable Rate Debt. Bonds that are tied to the overall market conditions and change over time based upon those conditions are variable rate bonds. These bonds have interest rates that change based upon a financial indicator like the Federal Funds Rate, London Interbank Offering Rate (LIBOR) or the Security Industry Financial Market Association (SIFMA) index rate and typically offer lower interest rates over a short period of time. This serves as a hedge for the County against having all of our debt issued for longer durations at typically higher interst rates. Only the WTD has historically used variable rate bonds in King County. 

ANALYSIS

Between 2017 and 2020 WTD is expected to spend about $1.1 billion on its Capital Improvement Program (CIP). WTD’s 2017-2018 adopted CIP is $627 million. Typically, WTD requests and is granted authority for one or two bond issues throughout the year. Additionally, WTD is proactive about issuing refunding or refinancing debt when appropriate interest conditions arise – county financial policies state that advanced refunding of bonds shall only be undertaken in the event that the County can save at least 5 percent of the outstanding remaining principal.[footnoteRef:1] Proposed Ordinance 2017-0379 would authorize the Executive to issue up to $500 million in new debt to fund this CIP program. The debt would be backed by the revenues from the sewer system.  [1: County Debt Management Policy: Motion 12660] 


This ordinance would not approve any additional funding or projects – it would merely authorize the Executive to raise the cash necessary to construct the projects previously approved by the County Council. Staff have not identified any issues with this request. Further, the issuance of the debt would comply with the financial management policies for WTD by meeting the needs for both cash and debt financing of the capital program. [footnoteRef:2] [2:  WTD Financial Policies Motion: 13798] 


Proposed Ordinance 2017-0378 would authorize the County Executive to refund or refinance existing debt of the Wastewater Treatment utility to lower debt service costs paid by the County (through charges to ratepayers of the system). Table 1 shows the outstanding Wastewater Treatment Division debt. 

Table 1: Outstanding WTD Debt as of September 1, 2017
	Sewer Revenue Bonds
	 Original Principal
	Outstanding Principal

	2010 Bonds
	$334,365,000
	$102,860,000

	2011 Bonds
	$175,000,000
	$63,355,000

	2011B Bonds
	$494,270,000
	$240,395,000

	2011C Bonds
	$32,445,000
	$16,485,000

	2012 Bonds
	$104,445,000
	$104,445,000

	2012B Bonds
	$64,260,000
	$64,260,000

	2012C Bonds
	$65,415,000
	$65,415,000

	2013A Bonds
	$122,895,000
	$111,020,000

	2013B Bonds
	$74,930,000
	$61,020,000

	2014A Bonds
	$75,000,000
	$75,000,000

	2014B Bonds
	$192,460,000
	$190,790,000

	2015A Bonds
	$474,025,000
	$472,325,000

	2015B Bonds
	$93,345,000
	$85,220,000

	2016A Bonds
	$281,535,000
	$278,975,000

	2016B Bonds
	$499,655,000
	$496,165,000

	total
	$3,084,045,000
	$2,427,730,000

	 
	 
	 

	Double-Barreled Bonds 
	 
	 

	Series 2008
	$236,950,000
	$205,245,000

	Series 2009
	$300,000,000
	$22,125,000

	Series 2012
	$68,395,000
	$61,640,000

	Series 2012B
	$41,725,000
	$41,725,000

	Series 2012C
	$53,405,000
	$53,405,000

	Series 2015A
	$247,825,000
	$247,620,000

	total
	$948,300,000
	$631,760,000

	 
	 
	 

	Variable Rate Debt
	 
	 

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

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

	2010A VRDBs
	$50,000,000
	$50,000,000

	2010B VRDBs
	$50,000,000
	$50,000,000

	2011 Direct Purchase
	$100,000,000
	$100,000,000

	2012 Direct Purchase
	$100,000,000
	$100,000,000

	2015 JLOs A Dir. Purch
	$50,000,000
	$50,000,000

	2015 JLOs B Dir. Purch
	$50,000,000
	$50,000,000

	total
	$500,000,000
	$500,000,000

	 
	 
	 

	TOTAL
	$4,532,345,000
	$3,559,490,000



Under County financial management policies, advanced refunding of bonds shall only be undertaken in the event that the County can save at least 5 percent of the outstanding remaining principal. If the savings target cannot be achieve, the County will not move forward with a refunding. Currently, the projections are that about $250 million of existing debt could be refunded under current interest rate conditions. The savings on this amount if the Executive meets the minimum threshold for savings would be $12.5 million. Executive staff indiciate that they expect to surpass this level of savings. 

Addition of Springing Provisions:
Historically, the bond market has dictated that revenue bonds be backed with specific bond reserves for the cases in which an emergency could create a risk to the debt. King County currently has approximately $160 million in these reserves. The market no longer requires these reserves for large borrowers with high-credit and long credit histories. As such, King County has been advised by its financial advisor that it no longer needs to maintain these reserves. Eventually, this will lead to the ability to amend our existing bond agreements such that the County no longer needs to maintain these reserves. 

These ordinances give notice to bond holders that might purchase the new debt or new refunding debt that the County may change its provisions at a later date. Once more than 50 percent of the outstanding wastewater debt issuances include these springing provisions, the Council would be able to adopt an ordinance amending the existing bond agreements to eliminate the reserves. The reserves could then be liquidated and offset new costs for future WTD CIP improvements. The Executive currently estimates that this could not occur until the mid-2020s. 

ATTACHMENTS

1. Proposed Ordinance 2017-0378, including attachments
2. [bookmark: _GoBack]Proposed Ordinance 2017-0379, including attachments
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