[image: KClogo_v_b_m2]

Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	5
	Name:
	Jenny Giambattista 

	Proposed No.:
	2026-0104
	Date:
	May 27, 2026




SUBJECT

Proposed Ordinance 2026-0104 would authorize the issuance and sale of sewer revenue bonds and limited tax general obligation bonds in an amount not to exceed $1.0 billion to provide funds for acquiring and constructing improvements to the sewer system through 2027 and issuance of refunding bonds without limitation to “refinance” outstanding sewer system debt to reduce future debt service costs. 

SUMMARY

The Wastewater Treatment Division’s (WTD) capital program is funded primarily through the issuance of bonded indebtedness, including sewer revenue bonds and general obligation bonds that are payable from sewer revenues and also backed by the county’s General Fund.  Proposed Ordinance 2026-0104 would authorize the sale of up to an aggregate principal amount of $1.0 billion in bonded indebtedness for wastewater construction purposes, and would also authorize the issuance of refunding bonds without amount limitation to “refinance” outstanding sewer system debt to reduce future debt service costs. 

Consistent with prior sewer revenue ordinances, proposed Ordinance 2026-0104 would continue to grant the finance director the authority to approve bond sale actions within specified criteria. Historically, a debt service reserve fund (DSRF) was required by WTD bond covenants, which was based upon industry best practices. Over the last decade the industry has moved away from utilizing DSRFs because they are very restrictive in nature. Accordingly, WTD bond covenants no longer require the DSRF to be funded. This authority delegated to the finance director by this ordinance would expire on December 31, 2027. 


BACKGROUND 

King County’s regional wastewater treatment system operates three regional wastewater treatment plants, two localized treatment plants, more than 390 miles of sewer interceptors, 48 pump stations, 25 regulator stations, and various related facilities and systems. The regional system receives wastewater from cities and sewer districts and conveys it to treatment facilities for treatment and discharge. The 2026-2027 biennial capital budget for King County’s Water Quality Construction Fund, which supports system upgrades, maintenance, and replacement is $1.3 billion. Major capital undertakings include the construction of Combined Sewer Overflow control facilities, treatment plant upgrades and repair, and other costs.  

Sale of Bonds.  The Wastewater Treatment Division’s (WTD) capital program has historically been funded primarily by the sale of bonds authorized by Council, consistent with Wastewater Financial Policies provided for in King County Code:

28.86.160 Financial policies FP-13: The wastewater system’s capital program shall be financed predominantly by annual staged issues of long-term general obligation or sewer revenue bonds.

WTD currently carries an outstanding principal of approximately $3.6 billion of bonded indebtedness, based on the long-term capital program described above.  Table 1 provides a breakdown of the bonds by the type of debt instrument. Bonds are repaid by scheduled debt service payments supported by the sewer rate approved annually by the King County Council.  According to information provided with the Council’s consideration of the 2027 sewer rate, total debt service payments for 2026 are forecasted at $315 million.


Table 1. 
Summary of Outstanding Wastewater Debt Obligations

	Debt Type
	Outstanding Principal 
as of 12/31/25

	Sewer Revenue Bonds
	 $             2,123,758,000

	Sewer/LTGO Bonds
	 $                668,850,000 

	Variable Rate Sewer Revenue Bonds
	 $                556,610,000

	Commercial Paper
	 $                183,900,000 

	State Loans
	 $                339,901,000

	Total
	 $             3,873,019,000 



	 
ANALYSIS

Proposed Ordinance 2026-0104 would serve as the successor to Ordinance 19785, which expires in December 2026. Proposed Ordinance 2026-0104 would serve as the bond financing mechanism for the WTD capital projects that are included in the 2026-2027 biennial budget.  The proposed ordinance would authorize the sale of up to an aggregate principal amount of $1.0 billion in bonded indebtedness for wastewater construction purposes and would continue to grant the Finance Director the authority to approve bond sale actions within specified criteria. Additionally, the authorization period would be extended through 2027. 

The proposed ordinance would also continue to authorize the issuance of senior lien refunding bonds, with no dollar limitation, during the remainder of the biennium to reduce debt service costs on outstanding bonds whenever the savings exceed certain targets identified in the County’s Debt Management Policy as adopted by Motion 15984.

The proposed ordinance also includes minor edits to achieve further consistency with the County’s existing junior lien debt ordinance and clarifying language relating to the maximum term for WIFIA loans and the designation by WTD of debt service funds and accounts.

Since enactment of Ordinance 19785, the Finance Director has been authorized to set the reserve requirement as the Finance Director deems appropriate. (The previous reserve requirement, based on the annual parity debt service, was $154 million.) With this new authority, the County can create different reserve requirements for different sets of parity bonds, including the bonds themselves. The County could also lower any reserve requirement, even down to zero, in any calendar year, as long as it is less than the maximum annual parity debt service. 

In 2025, WTD moved the entire cash portion of the Debt Service Reserve Fund (DSRF)account into a Redemption Account ($37.0 million) to fund future bond payments, a Voluntary Reserve ($83.2 million) to act as cash on hand to manage short-term liquidity, and into longer dated investments managed by the County ($10.6 million). A Debt Redemption Account is a restricted account used to accumulate funds designated for the repayment, redemption, or defeasance of outstanding debt obligations. Amounts held in the account may be used to pay scheduled principal and interest or to retire debt prior to maturity in accordance with bond covenants or applicable financial policies. Currently, there are no funds in the DSRF. WTD has still maintained its investments of $29.6 million in surety bonds.

Fiscal Impact.  The fiscal note (Attachment 2) forecasts the anticipated revenues from the sale of bonds authorized from Proposed Ordinance 2026-0104 would be $1.0 billion. The fiscal note states the total debt authorization includes $453.8 million of new bond issuance, $149.3 of WIFIA loan agreements, $300.0 million of defeasance (refinancing), and $96.0 million of buffer debt issuance. The anticipated debt service from this bond issuance is projected to be $307.8 million between 2027 to 2031. 

Refinancing. While the executive’s fiscal note does not forecast savings from potential refinancing, if WTD can replace the existing bonds for lower-cost bonds, there would be savings for ratepayers. The savings from refinancing are dependent on favorable market conditions, so savings are not assumed. Per the county’s adopted Debt Management Policy, for WTD do a refinancing of a bond, it must meet the savings thresholds that are outlined in the debt policy.  During the period of this ordinance there are $124 million of outstanding bonds that will become callable and will be evaluated for refunding opportunities per the debt policy.

AMENDMENT

None 

INVITED

· Carol Basile, Public Finance Officer, Department of Executive Services
· Caitlyn Hall, Wastewater Treatment Division Chief Financial Officer, Department of Natural Resources and Parks
· Chris McGowan, Senior Budget Analyst, Executive Office


ATTACHMENTS

1. Proposed Ordinance 2026-0104 and its attachments
2. Transmittal Letter
3. Fiscal Note
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