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REVISED STAFF REPORT
ACTION TAKEN:

The Budget and Fiscal Management Committee amended PO 2013-0259 to attach a new Attachment A, reflecting the actual loan agreement for this project and amended the legislation to reflect the 14 year term of the loan.  The legislation was given a unanimous “do pass” recommendation, as amended.
SUBJECT:  
AN ORDINANCE authorizing the executive to enter into a loan agreement with the Washington State Department of Commerce Public Works Board for loan financing for a capital project in the Wastewater Treatment Division (WTD) in the Department of Natural Resources and Parks.
SUMMARY:  
Proposed Ordinance 2013-0106 would authorize the executive to enter into an agreement with the Washington State Public Works Board for a project that has been awarded a Public Works Trust Fund (PWTF) loan of $331,785 for state fiscal year 2013.  The award/loan is for low-cost financing of capital costs associated with the Environmental Lab Heating, Ventilation and Air Conditioning (HVAC) System Upgrade project.
This low interest loan at an interest rate of 1% over fourteen years and is estimated to save King County and the ratepayers $334,449 in interest expense ($23,893 net present value) as compared to conventional bond financing.
This is the second loan for WTD from PWTF’s first energy-efficiency loan program. WTD recently signed an energy-efficiency loan for the South Plant Agitation Blowers Replacement project for $668,215. With the loan for the Environmental Lab project, WTD has reached the $1,000,000 maximum allowed for an entity to receive.
BACKGROUND:
Environmental Lab Heating, Ventilation and Air Conditioning (HVAC) System Upgrade
The project will replace aging HVAC equipment and hot water heaters with more energy-efficient equipment that will result in an estimated energy savings of 35,713 kWh per year for electricity and 9,600 therms per year for natural gas. Collectively, this is equivalent to the amount of energy used by 28 homes annually.
More specifically, equipment and systems to be replaced at the Environmental Lab Include the following:  (1) Two conventional boilers, (2) Building HVAC system air-cooled chiller and rooftop condensers, (3) Two gas-fired hot water heaters used for domestic and laboratory hot water. 

Public Works Trust Fund Loan Programs
The purpose of the Public Works Trust Fund Construction Loan Program is to help local governments address critical infrastructure needs for water, sewer, storm water, roads, bridges and solid waste/recycling systems.  The Washington State Public Works Board has administered this and other infrastructure loan programs since 1986.  The Public Works Board reports executing over 2,000 agreements for infrastructure projects with cities, counties, special purpose districts and others, with no defaults.  

ANALYSIS:

Savings
The low interest loan agreement is estimated to save King County and the ratepayers $334,449 in interest expense over 40 years ($23,893 net present value) as compared to conventional bond financing.  The savings calculations are presented in fiscal notes (Attachments 3) that were transmitted with the legislation.


Legal Review
The Prosecuting Attorney's Office (PAO) has reviewed the terms of the loan agreement.  The county is required to complete an Attorney Certification that certifies that 1) the county is eligible to receive the loan; 2) the county is not in any litigation that will affect its ability to repay the loan, and 3) that accepting the loan will not exceed the county's debt limits.  The PAO has reviewed the loan for those issues and will be signing the Attorney Certification (Attachment 1 to the loan agreements).
The PAO also states that the new loan agreement (see amendment description for the new Attachments A to the proposed ordinance) contains standard language on which the State provides these low-interest loans, and that the terms are standard for these types of loans.  
Performance Incentives
Unlike other PWTF loans, this one does not require a local match, however the interest rate can be lowered for the loan should the work be performed/completed if a shorter amount than the maximum of 3 years from the start of the loan period.  If King County can complete the work within 2 years of the date of the contract, the repayment period can be increased by 12 months or the interest rate can be decreased by one-quarter of one percent (0.25%).  If the project can be completed in 1 year, either the repayment period can be extended by 3 years, or the interest rate can be decreased by up to one-half of one percent (0.50%) 
Deadline
The Public Works Board typically requires that the loan agreement must be signed within 60 days after receipt of the loan agreement, as noted in their award letter.  It appears that the final loan agreement was produced June 5, 2013.  Wastewater Treatment Division staff have been in communication with the Public Works Board and are therefore aware of the Council’s deliberation schedule  Ideally, the Council would authorize the Executive to enter into the loan agreement before August 1, 2013.  
AMENDMENTS:
There is a proposed amendment that replaces Attachment A, which was a ‘placeholder’ template loan agreement, with a new Attachment A that is the specific loan agreement for the project.  

REASONABLENESS:
Proposed Ordinance 2013-0259 would authorize the Executive to enter into an agreement with the state Public Works Board for $331,785 in loan financing for the Environmental Lab Heating, Ventilation and Air Conditioning (HVAC) System Upgrade project at a low interest rate of 1.0 percent.  The amount would result in estimated interest payment savings to the County of $334,449 in interest expense.  Therefore, it appears to be a reasonable and prudent financial and business decision.
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