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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	7
	Name:
	Jenny Giambattista 

	Proposed No.:
	2024-0161
	Date:
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SUBJECT

Proposed Ordinance 2024-0161 would authorize the issuance and sale of sewer revenue bonds and limited tax general obligation bonds in an amount not to exceed $1.2 billion to provide funds for acquiring and constructing improvements to the sewer system through 2026 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 backed by the county’s General Fund.  Proposed Ordinance 2024-0161 would authorize the sale of up to an aggregate principal amount of $1.2 billion in bonded indebtedness for wastewater construction purposes and the issuance of refunding bonds without limitation to “refinance” outstanding sewer system debt to reduce future debt service costs. 

Proposed Ordinance 2024-0161 would grant the finance director the authority to approve bond sale actions within specified criteria. The proposed ordinance would also delegate authority to the finance director to “spring” the covenant requiring a minimum debt service reserve and authorizes the finance director to determine the reserve requirement. This authority delegated to the finance director by this ordinance expires on December 31, 2026. 

Legal review is ongoing. 

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 2023-2024 biennial capital budget for King County’s Water Quality Construction Fund, which supports debt service, system upgrades, maintenance, and replacement is $989.2 million.  Major capital undertakings include the expansion and upgrade of interceptor pipelines (Conveyance System Improvement Project), 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 $3.33 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 2025 sewer rate, total debt service payments for 2025 are forecasted at $270 million.


Table 1. Summary of Outstanding Wastewater Debt Obligations 
Based on Original Principal


	Type of Instrument
	Years of Issue
	Total of Original Principal
	Outstanding Principal

	Outstanding Parity Bonds
	2014-2024
	$2,851,062,000
	$2,001,302,400

	Outstanding Parity Lien Obligations
	2015-2021
	$837,515,000
	$628,210,000

	Outstanding Variable Rate Debt
	2020-2024
	$753,970,000
	$702,570,000

	
	Total
	$4,442,547,000
	$3,332,082,400




Ordinance 19377 Changed the Process for WTD Bond Sales. Historically, the Council has been asked to approve a sale motion agreement on a bond sale with a prospective buyer; the sale motion has specified the amount of the sale, the buyer, the interest rate, and other terms. However, with the adoption of Ordinance 19377 in 2021 authorizing $905 million in bond issuances, Council delegated to the Finance Director the authority to sell bonds in order to provide the County with more flexibility to take advantage of favorable market conditions. The delegated authority provided in Ordinance 19377 expires on December 31, 2024. Ordinance 19377 also requires the Finance Director to provide an annual report to the Executive Finance Committee and the County Council by March 31st every year describing the sales of any series of bonds approved pursuant to the ordinance.  
	 
ANALYSIS

Proposed Ordinance 2024-0161 would authorize the sale of up to an aggregate principal amount of $1.2 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. The authorized amount has increased from Ordinance 19377 to reflect the growing CIP portfolio for WTD and the authorization period has been extended through 2026. The specific due date for the annual report requirement has also been removed. 

As described below, the Proposed Ordinance delegates to the Finance Director authority for two additional activities which previously required Council action. 

1) Delegate authority to the Finance Director to “spring” the covenant requiring a minimum debt service reserve and allows the Finance Director to determine the reserve requirement.

King County’s sewer revenue bonds have a covenant that requires WTD to maintain a reserve equal to the highest amount of debt (Annual Parity Debt Service) that is due to be paid in any future year. Since 2017, King County’s sewer revenue bonds have been issued with a “springing” covenant that when a majority (>51%) of the outstanding bonds have been issued with the springing covenant, the bond covenant requiring a minimum reserve requirement “springs” and becomes effective. Once the “springing covenant” becomes effective, WTD would no longer be required to maintain a reserve equal to the Annual Parity Debt Service.

The upcoming July 2024 issue will result in this 51% criteria being reached. Previous ordinances since the addition of the springing covenant language have stipulated that additional Council action would be required to effect the springing provisions. Because the 51% criteria is expected to be achieved during the period of Proposed Ordinance 2024-0161, this ordinance incorporates language delegating the authority to the Finance Director to spring the covenant when the 51% criteria is achieved. (See lines 2011 through 2117 authorizing the Finance Director to execute a “First Springing Amendment Certificate” to document the occurrence of the date on which 51% criteria is achieved.)

The current reserve requirement, based on the annual parity debt service, is $154 million. If adopted the proposed ordinance would authorize the Finance Director to set the reserve requirement as the Finance Director deems appropriate. Executive staff report the Finance Director and WTD will jointly consult carefully with the County’s financial advisor as to the relative potential benefits and adverse consequences of reducing the reserve requirement on an ongoing and issue-by-issue basis. The County’s financial advisor will seek feedback from the rating agencies as to whether and to what extent a proposed reduction to the reserve requirement might adversely affect their ratings of WTD debt. 

2) Delegates authority to the Finance Director for “tender offers”.

In a tender offer, an issuer will offer to purchase existing bonds from owners. Tender offers allow King County to restructure existing debt by buying back at a below market rate bonds that are considered “unattractive” to current owners for a variety of reasons. Executive staff report the last tender offer done by the County was about 10 years ago and required Council authorization. The County’s financial advisor reports that the existing market conditions, along with the characteristics of some of the outstanding bonds issued by the County, may make this a good time for the for the county to make “tender offers” on some of its existing debt. Proposed Ordinance 2024-0161 authorizes the Finance Director to carry out such transactions (see lines 532-537). Similar to traditional refinancing, tender offers would require a minimum of 5% savings to refinance debt. 

Time Sensitivity. The County is planning to issue bonds to both provide new money to the WTD capital program and to reduce debt service costs through refinancing (defeasance) on some outstanding bond issuances.   According to executive staff, seasonality plays a significant role in the timing of the bond issuances and interest rates tend to be more favorable in the June-July timeframe. 

Fiscal Impact.  The fiscal note (Attachment 2) forecasts the anticipated revenues from the sale of bonds authorized from Proposed Ordinance 2024-0161 will be $1.2 billion. The anticipated debt service from this bond issuance is projected to be $172.6 million. 

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 will 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, there must be a minimum of 5% debt service savings. In July, WTD is planning a bond issuance that will provide for the refinancing of approximately $230 million (at least) of outstanding bonds. If market conditions are favorable, achieving the 5% savings target would result in present value savings of at least $11.5 million.

AMENDMENT

None at this time. Legal analysis is on-going. 

INVITED

· Nigel Lewis, Debt Manager, Department of Executive Services


ATTACHMENTS

1. Proposed Ordinance 2024-0161 and its attachments
2. Transmittal Letter
3. Fiscal Note
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