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SUBJECT

The proposed ordinance would authorize the issuance of up to $100 million in sewer revenue bonds to pay the principal and interest on outstanding Wastewater Treatment Division debt. 

SUMMARY

Proposed Ordinance 2015-0392 would authorize the issuance of $100 million in sewer revenue bonds to provide the funds necessary to pay off an equal amount of commercial paper debt of the Wastewater Treatment Division (WTD) that is due on November 30, 2015.  Under the proposed ordinance, the $100 million to be issued would be backed by revenues from the sewer system and would be junior to other debt of WTD.

BACKGROUND 

In 1995, the County authorized a 20-year, $100 million commercial paper program for WTD.  Under the program, the County's Finance Director is authorized to issue $100 million of commercial paper—debt—on WTD's behalf, which is backed by sewer system revenues.  The commercial paper program is a variable rate debt program wherein the interest rates for the commercial paper offered to investors reprices at set intervals.  Under the terms of the program, commercial paper can be offered for a maximum of 270 days before repricing.  The authorization for the commercial paper program expires at the end of November 2015. 

The expiring $100 million commercial paper program represents just a portion of WTD's outstanding debt.  WTD has issued over $3.1 billion in fixed-rate, long-term debt, all of which is backed by sewer system revenues and senior to the commercial paper program.  An additional $400 million in other variable rate debt, all of which is also junior to the fixed-rate debt, has also been issued on WTD's behalf, bringing the total variable rate program for WTD to $500 million.  According to Executive staff, the $500 million in variable rate debt represents approximately 14 percent of the WTD's total outstanding debt, below the 20 percent limitation on variable rate debt detailed in WTD's financial policies.


ANALYSIS

The proposed ordinance would authorize the Finance Director to issue $100 million in debt backed by sewer system revenues.  According to Executive staff, the proceeds of the sale would be used to pay off the $100 million in commercial paper that is coming due November 30, 2015 at the expiration of that program.  The $100 million would remain junior to the senior fixed rate debt issued on WTD's behalf.      

This proposed ordinance would not approve any additional funding or projects – it would merely authorize the Executive to raise the cash necessary to construct the projects previously approved by the County Council.

Executive staff have stated that, if Council approves the proposed ordinance, the Finance Director intends to issue a one-year, fixed rate note for the full $100 million necessary to retire the commercial paper program.  According to Executive staff, by issuing the one-year note, the County can retire the existing debt of the commercial paper program immediately, as required, and use the subsequent year to conduct a thorough review of the desired future level of WTD variable rate debt and, working with County's financial advisor, determine the optimal form of issuing that debt.   

Executive staff estimate that the current interest rate offered on WTD's variable rate is approximately 0.55 percent in the aggregate.[footnoteRef:1]  If the proposed ordinance is approved by Council, Executive staff anticipate issuing the one-year note at a comparable interest rate.   [1:  The interest rate for WTD's most recent long-term fixed rate debt issuance is 4.35 percent.] 


Under the proposed ordinance, the authorization to issue the initial $100 million in sewer revenue-backed debt would expire on December 31, 2015.  However, the proposed ordinance does not limit the Finance Director's authority to remarket that debt.    As a result, the Finance Director could remarket that $100 million in any form the Finance Director determines necessary in perpetuity, without having to seek Council approval in advance.  While the Finance Director had the authority to remarket the commercial paper program without Council approval throughout the life of that program, as noted previously, that program did have a termination date.  Council may wish to consider amending the proposed ordinance to limit the Finance Director's ability to remarket the $100 million in debt authorized to be issued under the proposed ordinance until a new program and plan—as discussed earlier—is identified.

Executive staff have requested that Council expedite consideration of this proposed ordinance in order to allow sufficient time to close the initial issuance of the one-year note prior to the expiration of the commercial paper program at the end of November 2015.  Executive staff anticpate that to meet that goal, Council adoption of the proposed ordinance would be necessary prior to the end of October 2015.  



AMENDMENT
 
[bookmark: _GoBack]At the direction of the chair, Amendment L1 has been prepared to authorize the Finance Director's authority to sell and remarket the bonds only through December 31, 2016.  In this manner, Amendment L1 would authorize the Executive to issue and remarket the bonds for a 2-year period.  The Executive would then be required to obtain Council approval for the long-term program developed by the Executive, in consultation with the County's financial advisor, for the $100 million, prior to implementing such program.

ATTACHMENTS

1. Proposed Ordinance 2015-0392 (and its attachments)
2. Amendment  L1
3. Transmittal Letter
4. Fiscal Note
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