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September 6, 2017
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 and a sale motion to replace variable rate debt financing involving the Wastewater Treatment Division (WTD). The legislation would approve the issuance of two new series of Multi-Modal Limited Tax General Obligation Refunding Bonds (Payable from Sewer Revenues) totaling $100 million (the “Bonds”). The proceeds of the Bonds would be used to refund two outstanding series of Multi-Modal Limited Tax General Obligation Bonds (Payable from Sewer Revenues) totaling $100,000,000 (the “Oustanding Bonds”) that were issued on behalf of WTD in 2010.  
WTD’s financial model has long assumed that a portion of its debt portfolio will be issued as some form of variable rate debt. WTD’s debt policy limits the utility’s variable rate debt exposure to an amount equal to 20 percent of all debt outstanding although 15 percent is the target used in the utility’s financial model. The main reasons for using variable rate debt are two-fold:  (1) it allows the County to borrow at lower interest rates compared to traditional fixed rate debt; and (2) it provides the utility with a natural asset/liability hedge where short term investment revenues and debt service expenses fluctuate in a like manner.

The Outstanding Bonds were issued as variable rate demand bonds (VRDBs) that are remarketed on a weekly basis. As such, they needed to have the additional support of a liquidity facility to protect bondholders in the event of a failed remarketing. Since their issuance, such liquidity support has been provided by a series of 2- or 3-year Standby Bond Purchase Agreements (SPBAs) with State Street Bank & Trust Company (State Street).     
As a result of recent increases in the capital charges that the banking industry must meet, State Street has informed the County that it is not willing to offer a new SBPA on competitive terms when the current one expires in November 2017. Instead it has proposed replacing the Outstanding Bonds with direct purchase loans, which would represent a refunding by means of the issuance of the Bonds. 

The three more recent issuances of variable rate debt for WTD have all been in the form of direct purchase loans from various banks. As with these other issues, the Bonds would no longer be remarketed to investors on a weekly basis. Instead, the interest rate would be set each month based on a set spread over an index, specifically 70% of the 1-month LIBOR rate. 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 VRDBs. Additionally, the County avoids many of the expenses associated with issuing new bonds such as underwriting fees, rating agency fees and ongoing remarketing fees.
The spread that State Street has proposed for a 3.5 year direct loan is 40 basis points, which compares favorably to those on the County’s other existing loans. Piper Jaffray, the County’s financial advisor, has recommended acceptance of their proposal for the refunding of the Outstanding Bonds.
This legislation is time sensitive. In order that the refunding of the Outstanding Bonds can be accomplished prior to the expiration of the existing liquidity facility on November 3, we are urging that the Council adopt this package of legislation on or before October 16, 2017.       

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 

  Melani Pedroza, Clerk of the Council

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 (DNRP)

Mark Isaacson, Division Director, Wastewater Treatment Division, DNRP

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