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On June 21, 2011, the Budget and Fiscal Management Committee heard this item, amended it to declare an emergency, and forwarded it to the County Council with a do pass recommendation.
SUBJECT:  
AN ORDINANCE authorizing the executive to enter into an amended agreement with the Washington State Department of Ecology for additional loan financing for construction costs of the Ballard Siphon project.
SUMMARY:  
Proposed Ordinance 2011-0249 would authorize the executive to enter into an amended agreement with the Washington State Department of Ecology for a total of $31,850,000 in loan financing at 2.8 percent interest with a term of 20 years for construction costs of the Ballard Siphon project.  The amendment is an increase of $11.9 million over the original loan amount of $20.0 million.  
The total loan would save the County an estimated $41.7 million compared to a 40-year bond at 5.5% interest, with a net present value of $9.2 million in 2011 dollars.  Those savings include $15.1 million in savings from the additional loan amount with a net present value of $3.2 million.
BACKGROUND:
The Ballard Siphon
The Ballard Siphon is a 75-year-old wooden sewer pipe in the Ballard/Interbay area of Seattle that conveys up to 60 million gallons of wastewater per day toward the West Point Treatment Plant.  The Ballard Siphon project was initiated in 2006 to rehabilitate and upgrade the pipe after deformation and fatigue were detected.  When complete, the project will reduce sewer overflows, helping to protect water quality in the Ship Canal and Salmon Bay.
The State Revolving Fund Loan   
The State Water Pollution Control Revolving Fund, created by the Legislature in 1988(C284 L88), was intended to “provide financial assistance to…local governments for…water pollution control facilities…for the protection of the state's waters.”  The state Department of Ecology administers the loan program, and accepts and reviews application for funding water pollution control projects.  
In the past ten years, the Wastewater Treatment Division (WTD) has secured over $132 million in State Revolving Fund loan funding (including this Ballard Siphon project loan), saving an estimated $137 million in debt service with a net present value of approximately $39 million.
In July 2010, the county was the successful recipient of a $20 million SRF loan offer from the state Department of Ecology for Ballard Siphon project construction costs.  The county had requested $32 million.  A loan agreement was signed in early 2011 (authorized by Ordinance 17018).
The state Department of Ecology has additional funds available in its 2011 fiscal year and has offered to increase the loan amount by $11.9 million to a new total of $31.85 million.  The additional amount from the state has become available as other loan recipients have declined loans for various reasons such as project cancellations.  In order to receive the additional loan amount, the county must sign the amended loan agreement within the state's current fiscal year which ends June 30, 2011.  
Proposed Ordinance 2011-0249 would authorize the Executive to sign the amended loan agreement.  In order to meet the June 30 deadline, an amendment is proposed to make the proposed ordinance an emergency ordinance.
Terms of Amended Agreement for State Revolving Fund Loan

The amended loan agreement makes the following changes:

· Increases the loan amount from $19,989,102 to $31,850,000 (an increase of 11,860,898, or 37 percent),
· Updates the project budget to reflect revised construction cost estimates and the new loan amount, and
· Adds language to the loan agreement that supports compliance with federal requirements for suspension and debarment.
As with the original loan, the loan remains at 2.8 percent interest per year with a 20-year term.  

The Ballard Siphon project would use the loan to pay for construction costs in 2013 and 2014.  The project is expected to be completed mid-2014.  Repayment of the loan would commence in 2015.  The total construction cost is estimated at $36.6 million.  The loan would cover $31.85 million of those costs.
WTD estimates that this loan will result in total savings of $41.7 million compared to a conventional 40-year bond at 5.5% interest, with a present-day value of $9.2 million in 2011 dollars.  That amount includes $15.1 million in savings from the additional loan amount, which has a net present value of $3.2 million.
ANALYSIS:
Savings

The use of the loan to pay for construction costs in 2013 and 2014 results in a downward pressure on the monthly sewer rate equivalent to approximately $0.09 in 2013 and 2014 (note that this does not mean the sewer rate will drop by that amount in those years, as many factors are balanced in the adoption of the sewer rate each year).  As the loan is repaid over its 20-year term, there would be an upward pressure of less than one-half cent on the monthly sewer rate from 2015 to 2033.  As discussed in the background section above, the total dollar savings from the proposed state loan compared to issuing a 40-year bond at 5.5 percent interest is estimated at $15.1 million for the additional loan amount of $11.86 million.

The proposed SRF loan was not part of the assumptions leading to the adopted 2012 sewer rate.  WTD does not include alternative financing in its financial plan until it has been adopted.  
Loan Requirements
The proposed SRF loan comes with various requirements, including quarterly reporting to the state and completion of the project in accordance with the proposed timeline and scope.  Although the project was delayed by a construction bid protest, the scheduled project completion date only increased by one month which still fits within the project completion date of the original loan agreement.  WTD expects construction to be completed in time to meet loan deadlines.

WTD also stated that its grant administration infrastructure will be able to meet loan requirements with a minimum of added cost.  Therefore, there are no additional expenses in accepting this SRF loan compared to conventional bond financing.
Compliance with Federal Requirements

The original loan agreement contained language regarding certification that the loan recipient is not suspended, debarred, or otherwise excluded from contracting with the federal government or from receiving contracts paid for with federal funds.  The amended loan agreement rephrases and expands upon the terms of that certification.  Executive staff have confirmed that the change is not substantive in nature.

Deadline
The Executive would need authorization to enter into the amended loan agreement by June 30, 2011, in order to meet the state deadline for availability of funds.  This would require an emergency ordinance.  An amendment has been drafted to that effect.  (This proposed ordinance was so amended in the Budget and Fiscal Management Committee meeting of June 21.)
REASONABLENESS:
Proposed Ordinance 2011-0249 would authorize the Executive to enter into an agreement with the state Department of Ecology for additional loan financing for the Ballard Siphon project.  The added amount would result in estimated savings to the County of $15.1 million over time.  Therefore, it appears to be a reasonable and prudent financial and business decision.
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