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September 28, 2015
The Honorable Larry Phillips
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Phillips:

The proposed legislation would authorize the issuance of $100 million of Junior Lien Obligations (the Obligations) to provide the funds needed to pay off the commercial paper program of the Wastewater Treatment Division (WTD) which will expire at the end of November 2015.  Given this rapidly approaching deadline, the requested authorization ordinance is time sensitive and we are respectfully requesting Council adoption prior to the end of October 2015 so that we have adequate lead time for a sale in November.
In 1995, the County established a commercial paper program in the amount of $100 million to provide funding for the WTD capital program.  This program, which represented the first issuance of variable rate debt on behalf of WTD, was authorized for a period of 20 years and therefore now needs to be retired.

Consistent with both the County’s debt management policy adopted by Motion 12660 and its own adopted financial policies, WTD’s financial plan has long assumed that a portion of its outstanding debt will be comprised of obligations on which the interest rates reprice at frequent intervals (i.e. variable rate debt).   There are two main benefits that result from the issuance of variable rate debt.  First, it allows WTD to achieve a borrowing cost that historically has been significantly lower than traditional fixed rate debt.  For example, the all-in borrowing cost on WTD’s variable rate debt is currently running at approximately 0.55% as compared to the 4.35% interest rate on the most recent WTD long-term fixed rate new money debt issue.  While this past performance is not a guarantee for the future, it is reasonable to assume the County will realize some level of interest savings through this approach.   Second, it provides a natural hedge against changes in the investment income that 
WTD receives on its reserve holdings in the County’s investment pool as interest rates fluctuate.  When interest rates are declining, the resulting lower debt service payments provide an offsetting hedge against lower earnings rates.  With rising interest rates, there are increased investment earnings to offset the higher debt service payments.
Since the issuance of the commercial paper program, an additional $400 million of variable rate debt has been issued on behalf of WTD, which has taken its total variable rate debt up to approximately 14% of its total outstanding debt, well below the 20% limitation specified in its financial policies.

Despite the substantial interest savings that have resulted from WTD’s variable rate debt program, the County desires to use the expiration of the commercial paper program as an opportunity to conduct a thorough review of both the desired future level of variable rate debt and the optimal form of such debt.  Given the time needed to conduct this review and prepare for most forms of variable rate debt, we are recommending that the Obligations be issued initially as a 1-year note to ensure funds are available to pay off the commercial paper by the end of November.  
The interest rate on such a 1-year note is expected to compare closely to the all-in cost of WTD’s other variable rate debt which reprices more frequently.  Thereafter, assuming a desire for the continuation of WTD’s variable rate debt at current levels, the County will work with its financial advisor to identify the most advantageous form in which to remarket the Obligations to provide a permanent replacement product.  Accordingly, the requested authorization provides flexibility that will allow the Obligations to be remarketed in different forms over time.  
As stated earlier, the authorization ordinance is time sensitive.  In order that the initial issuance of the 1-year note can be closed prior to the expiration of the commercial paper program, we are urging that the council adopt this authorization ordinance prior to the end of October 2015.  On the day of the note sale in November, a motion identifying the terms and conditions of the Obligations will be brought to council for approval.       

Thank you for your consideration of this request, which is consistent with the financial stewardship goal in King County’s Strategic Plan.  If you have questions regarding this legislation, please call Ken Guy, Director, Finance and Business Operations Division, at 
206-263-9254.

Sincerely,

Dow Constantine

King County Executive

Enclosures

cc:
King County Councilmembers

ATTN:  Carolyn Busch, Chief of Staff 

  Anne Noris, Clerk of the Council

Carrie S. Cihak, Chief of Policy Development, King County Executive Office
Dwight Dively, Director, Office of Performance, Strategy and Budget
Caroline Whalen, Chief Administrative Officer, Department of Executive

   Services (DES)


Christie True, Director, Department of Natural Resources and Parks

Ken Guy, Director, Finance and Business Operations Division, DES
