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January 18, 2006

Mr. Thomas Beckett

Public Finance Manager

County of Orange

Hall of Administration

10 Civic Center Plaza, 3rd Floor

Santa Ana, CA  92701-4062

RE:  Cogeneration Project Financing

Dear Tom:

You asked me to provide information and comments on two subjects related to the financing of the Cogeneration Project.  Those topics are the reduction in the amortization period for bonds issued to finance the Project and the ability of the County to finance the Project directly with the County Treasurer and the County Investment Pool. 

Amortization Period.

The original financial feasibility analysis of the Cogeneration Project amortized the bonds over a 20-year period that reflected the expected useful life of the Project.  The bond size for the financing would have to include capitalized interest in order to avoid a Net County Cost (NCC) and impact on the general fund prior to the first year of operation of the Project. 

A cash flow prepared by Steve Dunivent’s budget analysts indicated that the lowest NCC for the Project with capitalized interest would be in FY 09/10 where the benefits of the Project would be $2.16 million.  The following table summarizes the savings for the Project with different amortization periods based on the FY 09/10 NCC projections.

	Amortization Period
	Average Annual Debt Service
	FY 09/10 Savings

	20 years
	$2.18 million
	$2.16 million

	15 years
	$2.77 million
	$1.57 million

	10 years
	$3.79 million
	$0.55 million

	9 years
	$4.13 million
	$0.21 million

	8 years
	$4.56 million
	$-0.22 million


As the table indicates, it would be possible to reduce the amortization period for the financing to 9 years with current low interest rate financing and not impose a burden on the general fund by increasing the NCC.  However, due to some uncertainty with regard to the project savings and the ultimate financing costs, if the County proceeds with a financing of the Project, we recommend that the County limit the amortization period to no less than 10 years.
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Purchase of Obligations by the County Treasurer through the County Investment Pool.  

The County’s Investment Policy and the California Government Code have credit quality and maturity restrictions for local government investments and other investments.  The County Investment Pool, both the money market fund and the extended maturity fund, are short-term investment funds that have maturity restrictions that are more restrictive than what is permitted by the Government Code.  The Government Code permits the Board of Supervisors to grant express authority to the Treasurer to make specific investments with a term to maturity that exceeds the five-year maximum permitted by the Government Code if the authority is approved no less than three months prior to the investment. 

Since state and federal governments do not tax investment earnings of the County investment pools, the County investment pool invests in higher interest rate taxable securities in order to maximize investment returns.  As discussed in the financial feasibility analysis, the Project can be financed with relatively low interest rate tax-exempt obligations.  Tax-exempt securities, which can provide lower cost financing for the Project, would generally be considered an inappropriate investment for the County pools.

I hope this information addresses the issues and please let me know if there are any other questions.

Sincerely,

/s/Terrence J. McGuire

Terrence J. McGuire

Principal 

cc:  Jane Snyder  

475 Gate Five Road, Suite 208

Sausalito, CA  94965

(415) 339-9202

FAX:  (415) 339-9203

