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Revised
STAFF REPORT
BFM ACTION:

On June 26, 2002 the BFM Committee gave a do pass recommendation to proposed ordinance 2002-0222.  The accompanying Motions 2002-0223 and 2002-0224 were passed out of committee without recommendation (they are placeholder motions until an actual sale is proposed).
SUBJECT:


AN ORDINANCE authorizing the issuance of new sewer revenue bonds to fund improvements to the sewer system and to refund certain outstanding revenue bonds.  In BFM this legislation was accompanied by two placeholder MOTIONS accepting the winning bid for sales of the bonds.

SUMMARY:


Proposed Ordinance 2002-0222 would authorize the issuance and public sale of sewer revenue bonds in an aggregate principal amount not to exceed $725,000,000 to provide funds for constructing improvements to the sewer system and for refunding certain outstanding sewer revenue bonds.  The ordinance further refines the aggregate principal amount to be composed of $175,000,000 for project funds and an amount not to exceed $550,000,000 for refunding existing bonds.  The ordinance sets all the terms, definitions, and conditions necessary for the issuance and sale of the revenue bonds.

The bond series which comprise the current refunding candidates are as follows:


Potential



   Current



Refunded Bond
Call Date

Interest Rate
Series X Bonds (Principal Outstanding $130,000,000)
January 1, 2003
4.9% - 5.5%

Series Y Bonds (Principal Outstanding $107,000,000)
January 1, 2003
5.2% - 5.7%

Series Z Bonds (Principal Outstanding $124,000,000)
January 1, 2003
4.9% -5.5%

1995 Bonds (Principal Outstanding $88,000,000) 
January 1, 2005
5.5%-6.25%

1999 (2nd)  (Principal Outstanding $60,000,000)
January 1, 2009
5 %- 6.25%

NOTE:  shading indicates candidates for advance refunding subject to the 5%  present value savings  guideline

The total amount of refunding candidates is $509,000,000 of which $148,000,000 are potential advanced refunds and $361,000,000 are potential current refunds.  The authority to issue bonds up to $550,000,000 leaves some capacity for transaction and other costs.  Section 24 of proposed ordinance 2002-0222 outlines that the council intends that the finance director adhere to a refunding guideline that the present value of the savings achieved by any advanced refunding exceed a minimum level of approximately 5% of the principal amount.  No such guideline exists for current refundings.     

Section 24 of the ordinance also states that the authority to issue any of the bonds authorized by the ordinance shall terminate one year from the effective date of the ordinance.

Proposed Motions 2002-0223 and 2002-0224 which accompanied the proposed ordinance in BFM are drafts of a typical motion that would accept the winning bid or approve a purchase contract for the sale of the bonds.  In the case of an actual sale or sales a revised motion would be prepared for each and presented at full council.

ANALYSIS

The proposed ordinance would provide the authority (for one year from the effective date of the ordinance) for the finance director, in consultation with the county’s financial advisors, to determine the timing and packaging of the refunding bonds and project bonds up to a limit of $550,000,000 and $175,000,000 respectively.   The proposed issuance of project bonds is consistent with discussions at committee and council surrounding the rate and capacity charge adoption for 2002 and proposal for 2003.

One of the components of the management of the WTD capital program is the yearly project accomplishment rate.  Prior to 1996, the accomplishment rate was assumed to be 100% which is unrealistic.  Since that time the accomplishment rate assumed in rate and budget adoptions has declined to the present 75%.  The actual accomplishment rate achieved has always been less than that assumed until 2001. In 2001 the actual accomplishment rate was 86%, 11% greater than the 75% projected accomplishment rate.  While this one year difference is not critical in terms of cash flow requirements or rate impact any potential trends need to be monitored closely.  As the WTD enters a significant period of capital expenditure and a policy goal of multi-year stable rates has been desired the impact of differences between actual and projected accomplishment rates may become more significant.
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Proposed Ordinance 2002-0222 sets all the terms, definitions, and conditions necessary for the potential issuance and sale of bonds.  The county’s bond counsel prepared the ordinance and motion.  The proposed ordinance delegates authority to the Director of Finance to take the steps necessary for the public sale of the bonds.  

On the day(s) of the sale, a Sale Motion will be brought before the council to accept the winning bid and to fix the interest rates and other terms of the debt.  To initiate the necessary council process prior to such dates, two placeholders of sales motions, Proposed Motion 2002-0223 and 2002-0224, were included in this legislative package.  The executive is currently contemplating at least one sale by late July of this year with other sales dictated by market conditions.
While not required by the proposed legislation, it would be prudent for the director of finance to brief the Budget and Fiscal Management Committee of any proposed sale prior to its transmittal to council for final approval.
REASONABLENESS
Proposed Ordinance 2002-0222 and the placeholder motions (2002-0223 and 2002-0224) are consistent with previous council actions.  Adoption of the ordinance and staging of the placeholder motions will put the county in position to act quickly in response to market conditions to reduce the debt burden of the wastewater capital program.  Council adoption of this legislation would be a reasonable business decision. 
INVITED:


· Tim Aratani, Manager, Finance and Administrative Services, Wastewater Treatment Division, Department of Natural Resources and Parks
· Dennis Barnes, Senior Budget and Finance Analyst, Wastewater Treatment Division
· Bob Cowan, Director, Department of Finance

· Nigel Lewis, Senior Budget and Finance Analyst, Department of Finance

· David Thompson, Bond Counsel, Preston Gates & Ellis

· Jim Hattori, Financial advisor to King County
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