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Budget and Fiscal Management Committee
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SUBJECT

Authorizing the issuance of junior variable rate new money bonds to finance the Wastewater Treatment Division’s capital program and refunding bonds to refinance the outstanding debt of the utility when targeted debt service savings thresholds can be achieved.

SUMMARY

The Wastewater Treatment Division’s capital program has historically been funded primarily by the sale of bonds. Proposed Ordinance 2025-0137 would authorize the sale of up to an aggregate principal amount of $1.2 billion of variable rate junior lien sewer revenue bonds and multi-modal limited tax general obligation bonds for constructing improvements to the sewer system. The Proposed Ordinance would authorize the issuance of variable rate bonds for refunding purposes and reauthorize the County’s Commercial Paper program. 

Proposed Ordinance 2025-0137 would also grant the finance director the authority to approve bond sale actions within specified parameters. The authority delegated to the Finance Director by this ordinance would expire on December 31, 2031.

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 Wastewater Treatment Division’s (WTD) capital program is funded primarily through the issuance of bonded indebtedness. 

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:

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,  provided that… (requirements for utilization of available grant funding, use of available excess operating and reserve funds, and competing demands for debt capacity and the overall level of debt financing are addressed).

FP-14: To achieve a better maturity matching of assets and liabilities, thereby reducing interest rate risk, short-term borrowing shall be used to fund a portion of the capital program, provided that:
Outstanding short-term, variable rate debt comprises no more than twenty percent of total outstanding revenue bonds and general obligation bonds; and
     Appropriate liquidity is available to protect the day-to-day operations of the system.

WTD currently carries an outstanding principal of approximately $3.3 billion of bonded indebtedness. Table 1 provides a breakdown of the bonds by the type of debt instrument. Bonds are repaid through scheduled debt service payments, supported by the annual sewer rate approved by the King County Council.

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
	2015-2024
	$3,309,974,000
	$2,057,837,000

	Outstanding Parity Lien Obligations
	2017-2024
	$819,640,000
	$716,590,000

	Outstanding Junior Lien Obligations
	2020-2024
	$355,875,000
	$355,875,000

	Outstanding Multi-Modal LTGO/Sewer Revenue Bonds -Commercial Paper
	2021
	Up to $250,000,000
	$161,600,000



Debt Instruments. When the County approves the sale of sewer (Wastewater Treatment Division) bonds, it describes the priority it places on using sewer revenues for the repayment of those bonds. The first priority is placed on operating and maintenance expenses. Next in priority order are the required payments associated with Parity Bonds and Parity Lien Obligations, which, in combination, are considered senior lien obligations. In this context, the County commits to paying these obligations prior to paying other types of bond obligations.

Payment priority is next allocated to payment of principal and interest on junior lien debt, as well as any payments for credit enhancement or liquidity support for such debt. Junior lien debt includes both Junior Lien Obligations and Multi-Modal Limited Tax General Obligation(LTGO)/Sewer Revenue Bonds. Junior Lien Obligations are secured solely by sewer revenues, and Multi-Modal LTGO/Sewer Revenue Bonds are secured by sewer revenues and backed by a pledge of the County’s full faith and credit taxing authority.

Commercial Paper is a common form of junior lien debt issued by large organizations with the capacity to repay, such as corporations, banks, or public utilities. It is typically issued for meeting short-term liabilities. Commercial Paper is not FDIC-insured and is backed only by the financial strength of the issuer, as with any other type of corporate bond. Under the authority of Ordinances 18898 and 19114, the County has established a WTD Commercial Paper program of up to $250 million, of which $175 million is currently available for new money purposes and the remainder for refunding purposes.

Previous Legislation. Ordinance 18898, adopted by Council in 2019 and amended in 2021[footnoteRef:1], authorized the County to issue the variable rate debt for refunding purposes and delegated authority to the Finance Director to approve sale terms. The delegation authority expired in late May 2025. [1:  Ordinance 19324] 


Ordinance 19114, adopted by Council in 2020, authorized the County to issue variable rate debt for new money purposes and required the sale of bonds to be confirmed by Council motion. Motion 15771, adopted by Council in 2020, approved the issuance of Multi-Modal LTGO/Sewer Revenue Bonds as part of the County’s Commercial Paper program. After initial parameters are established in a sale motion, the Council delegated authority to the Finance Director to make subsequent modifications to the variable rate program in response to changing market conditions. The delegated authority to the Finance Director to sell new debt expired December 31, 2022, but the authority to remarket the obligations remains. 

ANALYSIS

Proposed Ordinance 2025-0137 would renew the County’s authority to issue and sell variable-rate obligations for sewer purposes, including Commercial Paper. The Proposed Ordinance would authorize the sale of up to an aggregate principal amount of $1.2 billion in bonded indebtedness for wastewater construction purposes. The authorization for refunding bonds does not limit the amount that may be issued so that the County can take advantage of favorable market conditions and maximize debt service savings for ratepayers. 

Proposed Ordinance 2025-0137 would also:

· Consolidate both new money (Ordinance 19114) and refunding (Ordinance 18898) authority for variable rate sewer debt into a single ordinance. The Council previously authorized a consolidated ordinance for fixed rate sewer debt in 2020[footnoteRef:2] (Lines 620 through 627). [2:  Ordinance 19112, as amended by Ordinance 19216. In 2021 and 2024, the Council authorized fixed rate WTD bonds for new money and refunding purposes in consolidated ordinances.] 


· Reauthorize the existing WTD Commercial Paper program in a total, not-to-exceed aggregate principal amount of $250M to be used interchangeably for new money and refunding purposes (Lines 649 through 678). This is a change from the existing program, which limits the issuance of Commercial Paper Notes to a maximum of $175 million for new money purposes. The $250 million that would be reauthorized for the Commercial Paper program is in addition to the $1.2 billion maximum for new money debt.

· Incorporate recent bond ordinance updates, including the authority to refund bonds through a tender process. Tender offers allow King County to restructure existing debt by buying back bonds at a below-market rate that are considered unattractive to current owners for various reasons. (Lines 1679, 1683, 1696-1697).

· Grant the Finance Director the authority to approve bond sale actions within the following parameters:
· Six-year delegation period through December 31, 2031, for both refunding and new money obligations (Lines 1746-1747). A six-year delegation period is consistent with the expired refunding bond Ordinance 18898. The new money bond ordinance[footnoteRef:3] did not include delegation authority. Delegation of both refunding and new money obligations is consistent with the fixed rate sewer bonds. Council could shorten the duration of the delegation period from six to two years.  [3:  Ordinance 19114] 

· Maximum debt term of 40 years and a maximum interest rate of 12 percent (Lines 1715-1716 and line 1729).
· Refunding parameters limiting the principal amount to the amount of the bonds to be refunded (plus the amount reasonably required to effect the refunding) and limiting the term of the refunding bonds to the final year of the refunded bonds (Lines 1708 through 1714 and Lines 1717 through 1726).

Timing. According to Executive staff, the ordinance needs to be passed at the July 15, 2025, Council meeting in order to meet a planned bond issuance deadline at the end of July 2025. 

Fiscal Impact. The fiscal note (Attachment 3) forecasts that the anticipated revenues from bond proceeds authorized by Proposed Ordinance 2025-0137 will be approximately $1.2 billion. The anticipated debt service through 2029 is forecasted to be $61.1 million.

According to the fiscal note, the requested new money authorization of $1.2 billion provides sufficient capacity to allow for the issuance of junior lien sewer revenue and multi-modal limited tax general obligations bonds (payable by sewer revenues) for the period 2025-2031, allowing the Wastewater Treatment Division to maintain its variable rate portfolio between 15 and 20 percent of its total outstanding debt, in accordance with County policy and current practices. 
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INVITED

· Dwight Dively, Director, Office of Performance, Strategy and Budget Director
· Carol Basile, Public Finance Officer, Finance and Business Operations Division, Department of Executive Services
· For WTD, Courtney Black, Chief Financial Officer, Wastewater Treatment Division

ATTACHMENTS

1. Proposed Ordinance 2025-0137 (and its attachments) 
2. Transmittal Letter
3. Fiscal Note
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