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STAFF REPORT
SUBJECT:

Proposed Ordinance 2007-0178 would authorize the issuance of new sewer revenue bonds to fund improvements to the sewer system. The maximum amount allowable under this ordinance is $250,000,000. Proposed Motions 2007-0179 and 2007 -0181 are bond sale motions. 
BACKGROUND:

Revenue Bonds

As the name would imply, these bonds pledge future revenues, in this case, future sewer revenues towards the repayment of the obligation. Some prior issuances of bonds to support the Capital Improvement Program have been sold as Limited Tax General Obligation bonds. When selling LTGO bonds (see Table 1 for examples) on behalf of the enterprise fund, the County pledges not just revenues from future enterprise operations, but also pledges the limited “full faith and credit” of the County towards repayment of the bonds.  This allows the enterprise fund to take advantage of the County’s LTGO credit rating.

In these cases, the enterprise fund is also required to provide compensation for use of the higher credit rating to the County’s general fund. This compensation is referred to as a “credit enhancement payment.” This ordinance does not authorize the issuance of LTGO bonds only sewer revenue bonds.  With the amount of anticipated debt to be issued by the wastewater utility over the next several years, backing that debt with general tax revenues would not be possible under the county’s debt capacity policy. Currently sewer revenue bonds are rated one level below the County’s LTGO debt by Moody’s and two levels below the County’s rating by Standard & Poor’s. While still highly rated, this lower rating may result in slightly higher rates of interest. This is summarized in the table below: 

Table 1: County Bond Ratings

	County Bond Ratings

	 
	Moody's 
	Standard & Poors

	LTGO Bond
	Aa1
	AAA

	Sewer Bonds
	A1
	AA

	Highest Possible Rating
	Aaa
	AAA

	# of levels different between Sewer and LTGO
	1
	1

	
	
	


Limited Tax General Obligation Bonds:
LTGO bonds (also known as council manic bonds) are the other type of bonds commonly issued by the County. These bonds include a promise of the full faith and credit of the issuing agency. This means that the promise extends only to the taxing authority of the County without a vote of the people.  Bonds issued with voter approval are referred to as unlimited tax general obligation bonds or simply general obligation bonds.
SUMMARY:


Proposed Ordinance 2007-0178 would authorize the issuance and competitive or negotiated sale of sewer revenue bonds in an aggregate amount not to exceed $250,000,000 to provide funds for constructing improvements to the sewer system as outlined by the Capital Improvement Plan for the department. The ordinance also sets the terms, definitions, and conditions necessary for the issuance and sale of the revenue bonds at a term of 40 years.  

The following bonds are currently outstanding: 

Table 2: Outstanding Sewer Fund Debt

	Bond Series
	Ordinance
	Date of Issue
	 Original Principal Amount 
	Principal Amount Outstanding

	1999 Series 2
	13650
	1-Nov-99 
	$60,000,000
	$2,270,000

	2001 Refunding
	14225
	28-Nov-01 
	270,060,000
	229,925,000

	2002 Series A
	14406
	14-Aug-02 
	100,000,000
	94,960,000

	2002 Series B
	14406
	3-Oct-02 
	346,130,000
	291,715,000

	2003 Series A
	14406
	24-Apr-03 
	96,470,000
	93,005,000

	2004 Series A
	14753
	18-Mar-04 
	185,000,000
	185,000,000

	2004 Series B
	14753
	18-Mar-04 
	61,760,000
	59,840,000

	2006 Series A
	15385
	16-May-06
	124,070,000
	124,070,000

	2006 (2nd) Bonds
	15385
	30-Nov-06
	193,435,000
	193,435,000

	Series 1996*
	12314
	15-Dec-06
	130,965,000
	2,730,000

	Series 1998*
	13256
	15-Sep-98
	261,625,000
	247,810,000

	2005 Series A*
	15033
	21-Apr-05 
	200,000,000
	200,000,000

	Totals
	 
	 
	$2,029,515,000 
	$1,724,760,000 


* Denotes LTGO bonds sold on behalf of Sewer Fund with full faith and credit of the   County to enhance the interest rate. 

Proposed Motions 2007-0179 and 2007-0181, which accompanied the proposed ordinance, are drafts of a typical motion that would accept the winning bid or approve a purchase contract for the sale of the bonds. In the case of an actual sale or sales, a revised motion would be prepared for each sale and presented at full Council on the day of the sale. 

ANALYSIS: 

The proposed ordinance would provide the authority (for one year from the effective date of the ordinance) for the Finance Manager, in consultation with the County’s financial advisors, to determine the timing and packaging of the sewer revenue bonds to a limit of $250,000,000.  The proposed issuance of new debt is consistent with the rate and capacity charge adopted for 2007. It should be noted that if this ordinance and an accompanying piece (Proposed Ordinance 2007-0180 currently pending in the Operating Budget, Fiscal Management and Mental Health Committee), the County will be returning to forty year bond issuances consistent with the adopted financial polices for the wastewater utility. 
Proposed Ordinance 2007-0178 sets all the terms, definitions, and conditions necessary for the issuance and sale of bonds. The County’s bond counsel prepared the ordinance and motions. The proposed ordinance delegates authority to the Finance Manager to take the necessary steps for the public or negotiated sale of bonds. This ordinance also cleans up several prior ordinances related to wastewater bonds. These changes are technical in nature and have been prepared by the County’s bond counsel. 
It is common for bond issuances to be approved with a slight margin for error to allow for efficient capital project schedules and issuance costs. The current estimates are that the County will issue $225 million in sewer revenue bonds during May. This ordinance would authorize a bond sale up to $250 million. Now that the County is in the construction phase for Brightwater, the debt issuance will increase over the next several years. The current estimates include $375 million in new debt for 2008 and $450 for 2009. This is also the reason for the transmission of two sale motions. One of these motions will be used when the $225 million issuance is completed in May. The other will be available should the utility need additional capital during the rest of the year. If the remaining $25 million is necessary, the alternate sale motion will still be available for use. These sale motions need to be approved on the day of a bond sale. 
The County has historically used the existing sewer services contracts with the cities and sewer districts to back the bond issuances. Beginning in 2001, however, the amount of years left on the existing sewer contracts was less than the ideal borrowing timeframe as adopted in the wastewater financial policies. One of the adopted financial policies is that the bond issuances should have a duration that approximates the capital improvement they are being used to finance. For wastewater projects that would typically be 35-40 years. An accompanying piece of legislation indicates that it is in the best interest of public health, welfare and safety for the County to have the ability to require agencies and cities to discharge waste into the County’s system. 
Timing
Earlier in the staff report, Proposed Ordinance 2007-0180 was mentioned as pending in the Operating Budget, Fiscal Management and Mental Health Committee. Proposed Ordinance 2007-0180 invokes a specific provision in state law that would allow the County to require cities and districts to use the County’s wastewater system until such a time as the projects associated with implementation of the Regional Wastewater Services Plan (RWSP) are both built and the bonds financing their construction are retired. Because this clause in state law will be used, in part, to provide security to the County’s bond holders Proposed Ordinance 2007-0178 cannot be acted upon by the full County Council until the accompanying piece is also approved. 

If the Operating Budget, Fiscal Management & Mental Health Committee and County Council do not approve the security ordinance, a substitute would need to be prepared for this ordinance. That substitute would replace the 40 year bond issuance with a 29 year issuance for 2007. 

REASONABLENESS: 

Proposed Ordinance 2007-0178 is consistent with both the adopted sewer rate and the wastewater utility’s financial plan. The borrowing is at a term consistent with the adopted financial polices for the utility. For these reasons, adoption of the proposed ordinance would constitute a reasonable business decision. 

Proposed Motion 2007-0179 and 2007-0181 are draft sale motions typical of what will be brought to the Council for final approval on the day of the bond sale. The Committee should pass these motions without recommendation because the final details of the sale are not yet known. 

INVITED:


Ken Guy, Director, Finance & Business Operations Division

Nigel Lewis, Senior Debt Analyst, Finance Division

Bob Cowan, Director, Office of Management and Budget

David Thompson, Bond Counsel, Preston Gates & Ellis

Rob Shelley, Financial Advisor, Seattle Northwest

Bob Hirsch, Government Relations Director, DNRP
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