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Metropolitan King County Council
Committee of the Whole
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SUBJECT

Revised strategy for utilization of revenue from Brightwater Judgment, to be used for repayment of existing bonded indebtedness, rather than upcoming wastewater capital needs.

SUMMARY

In the 2019 sewer rate proposal approved by Council in June, 2018, the Executive recommended utilizing revenue from the Brightwater tunneling project court judgment (“Brightwater Judgment”), to fund agency capital needs through 2020, and avoid or minimize the sale of bonds over that period.  Based on input from the county’s fiscal agent, Piper Jaffray, the Executive is proposing instead to utilize those revenues to repay existing bonds, taking advantage of interest rates to save approximately $21 million through 2032.  Proposed Ordinance 2018-0424 is a supplemental appropriation supporting the sale of bonds for the Wastewater Treatment Division capital program, in place of the previously-authorized Brightwater Judgment revenues of $143 million.  

BACKGROUND 

Brightwater Litigation
The Brightwater Judgment revenue became available as the result of litigation between the County and the contractor responsible for constructing the 13-mile conveyance tunnel between the Brightwater Wastewater Treatment Plant in southern Snohomish County, and the plant outfall discharging into Puget Sound at Richmond Beach near the King-Snohomish County border.  King County was the plaintiff in a 2010 lawsuit that resulted from extensive project delays following the breakdown of tunnel boring machines operated by the contractor, VPFK.  

Major repairs were required, threatening to delay completion of the conveyance tunnel for a period of up to three years.  The County hired a separate contractor, JDC, to complete the remaining 1.9-mile tunnel.  King County sought recovery of costs associated with project delays and design modifications from VPFK.  After extended litigation, the court finally confirmed an award of $144 million to King County.  The award represents costs that were incurred by King County and that were funded almost entirely through the sale of bonds.  Confirmation of the availability of funds came in 2016 and 2017, following actions by the State Supreme Court declining to hear appeals of the determination by Snohomish County Superior Court.  

Proposed Utilization of Brightwater Judgment Revenue
The Executive-recommended 2019-2020 sewer rate proposal, presented to Council in May 2018 described the proposed use of the Brightwater Judgment revenue, as follows:  

	The Executive’s proposed 2019 monthly sewer rate includes using all of the $144.9 million Brightwater settlement funds to pay for capital improvements in 2018, 2019, and 2020. Spending these funds on capital improvements allows WTD to avoid issuing a like amount of debt in these years. 

The financial plan accompanying the sewer rate ordinance shows expenditures from Brightwater Judgment revenues of $19 million in 2018; $112 million in 2019; and $14 million in 2020; little or no bond issuance is anticipated over those years.  Bond sale revenue is projected to increase in subsequent years, in the absence of Brightwater Judgment revenue, averaging approximately $160 million per year over the subsequent four years (2021-2024). 

The Council approved the proposed sewer rate on June 11, 2018.

Revised Proposal for Use of Brightwater Judgment Revenue
Based on a recommendation by the county’s financial advisor, Piper Jaffray, the Executive is proposing a revision to the use of the Brightwater Judgment revenue, in light of the opportunity presented by the continuing increase in potential yields from short-term interest in Treasury securities, and the relative stability of long-term bonds.  Under this approach, the $144 million Brightwater Judgment revenue would be used this year to purchase Treasury securities, to be placed in an interest-bearing account that will support retirement of existing bonds. Mechanically, the bonds cannot be retired entirely until 2022, based on the terms of the bond agreement; the purchase of Treasury securities to be held in an equity account provides a mechanism for generating interest to support bond payments, and retiring them in 2022. 

Under this revised strategy, future debt service payments would be reduced by approximately $21 million through 2033.    Sewer rate proposals would be reduced—compared to current projections—by 9 cents in 2021, and by 20 cents or more in 2022-2024.  These savings would come with approximately $12 million less total debt outstanding carried by the agency in 2020--$2.324 billion under this revised proposal, versus $2.336 billion under the approach approved in the 2019-2020 Sewer Rate.
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Proposed Ordinance 2018-0424 Supplemental Appropriation
Proposed Ordinance 2018-0424 provides for a supplemental appropriation of $143,000,000 from the Water Quality Revenue Bond Fund to Wastewater Treatment debt service.

ANALYSIS

This measure revises the strategy for use of Brightwater Judgment revenue to save over $21 million between now and 2032, with associated reductions in projected rates.  This strategy, as recommended by the county’s financial advisor, takes advantage of interest rate differentials between short term and long term rates.  Bonded indebtedness is also reduced substantially over the same period.  

ATTACHMENTS

1. Proposed Ordinance/Motion 2018-0424 
2. Financial Plan
3. Transmittal Letter
4. Fiscal Note
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1. [bookmark: _GoBack]Tim Aratani, Manager, Finance and Administrative Services, Wastewater Treatment Division, DNRP
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