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September 27, 2016
The Honorable Joe McDermott
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember McDermott:

The proposed package of legislation is comprised of an ordinance that would amend Ordinance 18141 and a sale motion that would approve the remarketing of the $100 million of outstanding Junior Lien Sewer Revenue Bonds, Series 2015A and 2015B (the Bonds).  Because the outstanding Bonds mature on November 16, 2016, the legislation is time sensitive and we are respectfully urging the Council’s approval no later than Monday, October 31, 2016.
Pursuant to the authority granted in Ordinance 18141, the Bonds were issued in November 2015 in order to provide the funds needed to pay off the expiring commercial paper program of the Wastewater Treatment Division (WTD). At that time, however, the County had not completed a desired comprehensive review of WTD’s variable rate debt, of which the commercial paper had been the first element, to determine both the appropriate future level of variable rate debt and the optimal form of such debt. Accordingly, in order to provide additional time to allow this review to be completed, the Bonds were issued in the form of 1-year notes (the Notes) rather than entering into a more long-term debt instrument. To ensure that such a review of the WTD variable rate debt be completed timely, a sunset provision in Ordinance 18141 prevents additional remarketings after December 31, 2016.
During the first half of 2016 this review was completed. In light of the substantial interest savings that have been realized and are expected to continue, it was concluded that it is appropriate to maintain WTD’s variable rate debt at its current level of $500 million, which at approximately 14% of its total outstanding debt is well below the 20% limitation specified in its financial policies. Further, the review identified that the County should steadily begin amortizing the outstanding variable rate debt rather than await the respective lump sum payments due at maturity (called “bullet maturities”). Accordingly, the 2017 adopted WTD sewer rate incorporates initial amortization payments for the variable rate debt.
With such confirmation, the County proceeded to work with its financial advisor to identify the most advantageous form in which to remarket the Bonds to provide a more permanent replacement product. This exercise concluded in a recommendation that the lowest all-in financing cost for the County would be achieved by entering into a 3-year direct purchase loan with State Street Bank. A direct purchase loan has certain other distinct advantages when compared to issuing variable rate demand bonds backed by either a letter or line of credit from a bank. Because the interest rate is tied to a short-term index, the County is not exposed to bank risk that might hurt the weekly re-pricing of variable rate demand bonds.  Additionally, the County avoids many of the expenses associated with issuing bonds, such as underwriting and rating agency fees, and there are no ongoing remarketing fees.  
With the completion of the review of WTD’s variable rate debt and the selection of the State Street direct loan as the permanent replacement for the outstanding Bonds, the proposed legislation is ready for the Council’s review and approval. Specifically, the proposed amendment to Ordinance 18141 would eliminate the sunset provision and delegate authority to the Finance Director to approve future remarketings of the Bonds, as is the case with the County’s other outstanding variable rate debt issues. Meanwhile, the proposed sale motion approves the terms of the Bonds to incorporate the provisions of the Continuing Covenant Agreement with State Street Bank that will govern the direct loan arrangement. 

This legislation is time sensitive. In order that the remarketing of the Bonds can be accomplished prior to the maturity of the Notes on November 16, 2016, we are urging that the Council adopt this package of legislation on or before October 31, 2016.       

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, County 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
