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Regional Financing Pools

This paper provides additional information to the GMPC on regional financing pools and supplements information presented by the consultants at their September presentation to the GMPC.

Public entities often need to fund acquisitions or small projects where costs are not high enough the make stand-alone, public financing cost-effective.  However, through a credit pool, local government agencies can take advantage of economies of scale by sharing the costs of issuing bonds or other debt instruments and securing a lower interest rate.  Regional credit pools have been used to lower the cost of issuing debt to finance local capital infrastructure projects such as water, sewer, and road improvements.

Compared to the relatively small amounts of money that individual jurisdictions generally need to raise for capital projects, transaction costs such as bond advisory fees or bond underwriting costs can represent a large percentage of the money needed.  By aggregating these jurisdictional financial needs over a larger region, credit pools effectively lower the amount of transaction costs that are incurred and thereby reduce the size of each city’s share of up-front costs.  Credit pools may also help to achieve other requirements of the underwriting process such as an adequate debt coverage ratio.  Finally, larger debts can result in lower interest rates.  Institutional investors are more interested in using their resources to buy large amounts of debt all at once, rather than a greater number of smaller debts in order to minimize their own transaction costs.  Thus when larger amounts of debt are offered, more institutions will compete to buy the debt, lowering the interest rate.

Infrastructure Financing Through the Association of Bay Area Governments (ABAG)

In the San Francisco Bay Area, the Association of Bay Area Governments (ABAG) manages a credit pool which has funded over 120 projects totaling more than $250 million.  The program features fixed-rate financing, market interest rates, 5 to 25 year maturities, and a Certification of Participation structure.  It has been used to fund a wide variety of projects, including construction and renovation of municipal and public safety buildings, acquisition and construction of parking facilities, purchase and installation of computer systems, water, sewer, and drain projects, renovations to school buildings, etc.  

This approach may be a feasible option for jurisdictions in King County to consider, in order to fund local infrastructure projects that otherwise face the challenges of individual, small bond issuance.  

Applicability to Affordable Housing

However, it should be noted that this particular mechanism is not recommended for funding affordable housing subsidies.  In these instances, bond issuers are concerned with the “ownership” of the debt.  Creditworthy jurisdictions such as cities are not likely to default on loans made to pay for roads and sewers, and these participants present minimal risk to the regional body that organizes the credit pool, which, in effect, is simply adding its own creditworthiness to the mix to enhance the transaction and make if cost-efficient.  

In the case of affordable housing, the project is usually financed by a more complicated set of sources, and the project has several layers of funding (e.g., Low Income Housing Tax Credits, bonds, grants, and loans).  These projects are generally owned by individual for-profit or non-profit developers who are at higher risk of default than in the case of small cites pooled together to fund infrastructure.  Moreover, if a housing developer can not repay the principal on the loan from the credit pool, there is no recourse for the regional organizer.
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