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STAFF REPORT
SUBJECT:

An ordinance authorizing $100,000,000 in variable rate debt for the Wastewater Treatment Division to fund its capital program. 
SUMMARY:


Proposed Ordinance 2012-0449 would provide for the issuance of $100,000,000 in variable rate bonds to Wells Fargo to support the Wastewater Treatment Division (WTD) capital program. These bonds were the result of a negotiated solicitation by the County’s financial advisor and underwriter, Seattle Northwest Securities. 
BACKGROUND:

The County’s wastewater utility has a very large capital improvement program highlighted by the construction of the County’s next regional wastewater treatment plant, Brightwater. This project alone will reach a total cost of approximately $2 billion by the time of completion. In fact, Brightwater was formally opened just this past weekend. 
The County has a policy that sets debt as the standard practice for funding these types of inter-generational projects. By using debt, the County is able to actively manage changes in the monthly sewer rate and capacity charge and allow the costs to be spread over the several generations of rate-payers who will use the wastewater system. The downside to the use of debt is the interest accrued by financing. One of the strategies the County employs to attempt to mitigate some of the interest rate risk is the use of variable rate financing. This method of financing allows the county to pay an interest rate closer to the market’s determination of short-term borrowing as opposed to the higher rates associated with longer-term borrowing. WTD’s outstanding debt service is included in Table 1.

Table 1: Outstanding WTD Debt

	 
	Original Principal
	Outstanding Principal

	 
	
	 

	Sewer Revenue Bonds
	
	 

	2003A Bonds
	$96,470,000
	$89,380,000

	2004B Bonds
	$61,760,000
	$53,095,000

	2006 Bonds
	$124,070,000
	$102,970,000

	2006 (2nd) Bonds
	$193,435,000
	$179,870,000

	2007 Bonds
	$250,000,000
	$250,000,000

	2008 Bonds
	$350,000,000
	$350,000,000

	2009 Bonds
	$250,000,000
	$250,000,000

	2010 Bonds
	$334,365,000
	$334,215,000

	2011 Bonds
	$175,000,000
	$175,000,000

	2011B Bonds
	$494,270,000
	$490,660,000

	2011C Bonds
	$32,445,000
	$32,445,000

	2012 Bonds
	$104,445,000
	$104,445,000

	2012B Bonds
	$64,260,000
	$64,260,000

	2012C Bonds
	$65,415,000
	$65,415,000

	total
	$2,595,935,000
	$2,541,755,000

	 
	
	 

	Double-Barreled Bonds 
	
	 

	Series 2005
	$200,000,000
	$28,925,000

	Series 2008
	$236,950,000
	$225,155,000

	Series 2009
	$300,000,000
	$300,000,000

	Series 2012
	$68,395,000
	$68,395,000

	Series 2012B
	$41,725,000
	$41,725,000

	Series 2012C
	$53,405,000
	$53,405,000

	total
	$900,475,000
	$717,605,000

	 
	
	 

	Variable Rate Debt
	
	 

	Commercial Paper, Series A
	$100,000,000
	$100,000,000

	2001A
	$50,000,000
	$50,000,000

	2001B
	$50,000,000
	$50,000,000

	2010A
	$50,000,000
	$50,000,000

	2010B
	$50,000,000
	$50,000,000

	2011 Direct Purchase
	$100,000,000
	$100,000,000

	total
	$400,000,000
	$400,000,000

	 
	
	 

	TOTAL
	$3,896,410,000
	$3,659,360,000


ANALYSIS: 

The WTD financial policies specify that up to 15% of outstanding debt may be in the form of variable rate financing. Proposed Ordinance 2012-0449 would authorize the issuance of $100,000,000 of new variable rate debt financing. This would bring the WTD utility up to this 15% threshold. Proposed Ordinance 2012-0442, discussed earlier today, actually would increase this threshold to 20%. 
The County has a strong history of achieving interest rate savings from the use of variable rate bonds. Over the past few years, the total cost of all of WTD’s outstanding variable rate debt has been running at approximately 1.00% compared to the most recent WTD long-term debt issue of just above 4.50%.   Effective use of variable rate debt can lead to significant savings. The initial term of Wells Fargo’s direct purchase of these bonds will be four years.
REASONABLENESS: 

Proposed Ordinance 2012-0449 is consistent with the WTD financial policies on variable rate financing and was planned for as part of the 2013 rate-setting process. As such, adoption of these two ordinances would constitute a reasonable policy decision. 
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