The Honorable Bob Ferguson

September 16, 2010

Page 2 


The Honorable Bob Ferguson





September 16, 2010
Chair, King County Council

Room 1200

C O U R T H O U S E
Dear Councilmember Ferguson:

Consistent with the financial stewardship goal in King County’s Strategic Plan, the proposed legislation would authorize the issuance of up to $150 million of limited tax general obligation (LTGO) debt on behalf of the County’s Solid Waste Division (the Division). 

The Division is currently embarking on a major multi-year capital improvement program that is primarily comprised of either upgrades to or the complete replacement of four of its main transfer stations in order to achieve substantial reductions in operating expenses.  This capital improvement program is expected to involve total expenditures of over $300 million through 2017 when the work on upgrading the last two of these transfer stations is scheduled to be completed.
The proposed legislation would establish a program of debt-financing for these expenditures as assumed in the Division’s financial plan.  This program would utilize a mix of both bond anticipation notes (BANs) and bonds to provide interim and permanent financing respectively for these expenditures.
Although market conditions may on occasion dictate otherwise, the financing plan primarily anticipates the issuance of 1-year BANs to provide interim financing for these transfer station projects, with long-term bonds periodically being issued to provide the permanent financing upon the completion of each one.
The principal advantage of such use of BANs, as opposed to issuing fixed rate bonds upfront, is to postpone incurring debt service until the time when actual project costs are confirmed and solid waste ratepayers are benefiting from the significant cost savings generated from the implementation of the new transfer stations.  Otherwise, since the debt service on bonds must be built into the disposal rates charged by the Division, current customers will begin paying for the estimated final costs of improvements at the same time as they are still incurring the higher costs associated with the existing stations.  The additional benefit of using BANs to provide interim financing is that the interest rates on 1-year BANs are currently significantly lower than those on long-term bonds.  
As mentioned, the issuance of long-term bonds may be accelerated should market conditions suggest a different approach would be more cost effective or if there are significant changes to the financing tools available to the county.  For example, a flattening of the yield curve might make capitalized interest a more attractive option for mitigating a project’s pre-completion debt service expense.  Additionally, a future expansion of or increased restrictions placed on Build America Bonds (BABs) or other federal subsidy programs might provide support for a shift in the timing of the long-term financing.
The requested $150 million authorization in the proposed legislation would fund the Division’s projected capital expenditures just through 2013.  It is anticipated that the ordinance would be amended in 2013 to provide the authority to issue additional debt to provide financing for the balance of the Division’s capital improvement program through 2017.
The ordinance delegates authority to the Director of the Finance and Business Operations Division to take the steps necessary for the public sale of the BANs and bonds.  The first series of debt to be issued under this authorization will provide funding for the approximately $50 million of project costs that have either already been expended by the Division or are expected to be incurred through year-end 2011.  On the days of the sales, the first of which is currently planned to take place during the fourth quarter of 2010, sale motions will be brought before the Council to accept the winning bids and to fix the interest rates and other terms of the debt.

If you have questions regarding this proposed legislation, please call Ken Guy, Director of the Finance and Business Operations Division, at 263-9254 or Nigel Lewis, Senior Debt Analyst in the Treasury Operations Section, at 296-1168.
Sincerely,

Dow Constantine
King County Executive

Enclosures
cc:
King County Councilmembers




ATTN:  Tom Bristow, Chief of Staff




        Anne Noris, Clerk of the Council

Dwight Dively, Director, Office of Management and Budget and Office of Strategic 

    Planning and Performance Management
Christie True, Director, Designee, Department of Natural Resources and Parks (DNRP)
Kevin Kiernan, Director, Solid Waste Division, DNRP
Caroline Whalen, Chief Administrative Officer, Department of Executive Services

    (DES)
Ken Guy, Director, Finance and Business Operations Division, (FBOD), DES

Nigel Lewis, Senior Debt Analyst, Treasury Operations, FBOD, DES[image: image1.wmf] 
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