
1 
 

Heron Lake Watershed District (HLWD) 
Special Meeting 
July 9, 2019 

1. Call to Order 
The meeting began at 2:00 p.m. 
Managers present: Bruce Leinen, Harvey Kruger, Mark Bartosh, Jim Buschena, and 
Wayne Rasche 
Staff: Jan Voit 
Others present: Louis Smith, Smith Partners, PLLP; George Eilertson, Northland 
Securities; Kevin Nordquist, Cathy Hohenstein, and Jim Eigenberg, Jackson County 

2. Agenda 
Harvey Kruger made a motion to approve the agenda. Wayne Rasche seconded this. 
Motion carried unanimously. 

3. Presentation Regarding the Issuance of Municipal Securities 
George Eilertson presented an overview of financing options and how to issue debt. 

• Watershed district (WD) levy authority is a percentage of the estimated market 
value or $250,000, whichever is less. The HLWD is at the $250,000 limit. 

• The HLWD could raise approximately $200,000 through a Basic Water 
Management (BWM) levy on an annual basis. The HLWD has never used this levy 
authority. 

• WDs can issue bonds, but most non-metro watershed districts lack the levy 
capacity to issue general obligation (GO) bonds. A county can issue GO bonds for 
a wide variety of projects (roads, bridges, drainage systems). If there is a 
shortfall in revenue, the county is obligated to levy for the costs. 

• WDs have authority to issue revenue bonds backed by special assessments as the 
first revenue source. Additional security is through the general operating levy or 
BWM levy. 

• Northland Securities is an investment bank. They can sell bonds on the broader 
market or purchase the bonds themselves. If the HLWD were to issue bonds, 
they would need to have a banker to sell bonds to investors or community banks. 

Three scenarios were presented. The base financing for each was $7.5 million, based on 
the estimated cost for the Jackson County Ditch (CD) 3 improvement project.  

• In Scenario 3, GO bonds are issued through Jackson County. In this option, the 
finances pass through the county to the HLWD. This option provides the best 
interest rate. It is the process that has been done for past drainage projects for 
which the HLWD is the drainage authority. 

• In Scenario 1, the HLWD would issue drainage system revenue bonds. In order to 
make the investor comfortable that they will get a return on their investment, a 
debt service reserve fund (DSRF) would be needed. That is a safety net. If 
revenue isn’t coming in as projected, these funds would be used to make 
payments. The DSRF can be funded with cash on hand. That would require 
setting aside the amount of money needed for a six-month reserve, assuring that 
the funds can only be used as security for bonds, and making sure the funds are 
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maintained as long as there are bonds. The other option would be to build the 
DSRF into the bond.  

Discussion was held regarding several topics. Those included: 
• DSRF and BWM levy. This levy would only be used if there is a shortfall in 

payments to cover the bond costs. It would follow the normal levy cycle of 
getting the request to the county once the levy is approved, approximately 12 to 
18 months. The funds would be levied on the entire HLWD, not just Jackson 
County residents. Because the HLWD would be coming to the market for the first 
time, there is a need to have as much security for the investors as possible. 
Managers expressed concern about levying taxes on all HLWD residents for a 
drainage project that is specifically for a limited number of landowners within a 
ditch system. 
   Establishing the DSRF through the bond would probably be the best option 
since the HLWD has limited reserve funds. The six-month reserve isn’t statutorily 
required. It is recommended for the interest rate benefit and to make bonds 
more marketable. It would give the bond holders limited security.  
   When the improvement projects are complete, the funds levied through the 
BWM belong to the HLWD. They can be used to pay debt, as a reserve for the 
next project without having to levy additional funds, or for whatever the board 
would deem appropriate.   

• Jackson County debt collection. The county has a history of good collections. 
There are almost always landowners who want to prepay assessments to avoid 
interest charges. If a landowner does fall behind in their payments, they 
generally catch up in the next tax collection period. The county’s collection rate 
is around 99 percent. 

• Special legislation. All WDs have the same general levy authority. In the metro 
they have 103B legislation, which provides an unlimited levy to plan and 
implement projects. Those WDs have greater tax capacity. There has been some 
discussion at the state level to deal with this levy authority question. Without a 
change in the law, the HLWD can’t go forward the same way JC does in the 
bonding process. 
   Working toward special legislation for the HLWD, or all WDs, to issue GO bonds 
for drainage projects would be helpful. Having the ability to issue GO bonds 
would be a way to be more secure to an investor. If the HLWD will be going semi-
consistently to the bond market, that would be a way to get a lower interest 
rate. It could provide unlimited taxing authority within the HLWD boundary, but 
it is very unlikely that the full power of that levy authority would be needed. 

• Financing and bonding. Prepayments may not be made until after the bond is 
issued. Could those payments be made on the bond after they are received? 
Bond payments somewhat depend on when the assessments are certified to the 
county. One option is short-term financing to get through construction, then 
converting to long-term with a smaller bond issue, rather than issuing long-term 
financing right away. If the construction bids are known, assessments can be 
certified before a project is complete. The landowners could be provided a 
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window of time to prepay without interest. In this option, one bond would be 
issued, which would eliminate incurring issuance costs twice. 
   The DSRF would be rolled into the bond. Those dollars would be invested. The 
interest rate cannot exceed the bond issue rate. The HLWD would have the 
additional backstop of the BWM. This does not provide the security that Jackson 
County has, but it is as close as possible. 
   The bond would need to be in place as soon as the construction timeline is 
known. The bond money would need to be secured before the bills can be paid.  
   Any cost of borrowing or a bond attorney are built into the bond. 

• Capitalized interest. A line item for capitalized interest could be built into the 
bond. Northland Securities is not a fan of doing that, but it depends on the 
timing. If the assessments were certified in 2019, capitalized interest would not 
have to be built into the bond.       

• Assessment certification. Typically, Jackson County has not certified assessments 
until the project was completed. There is always the dilemma of how much will 
be prepaid. If prepayments are collected, which involves sending assessment 
notices before the project is completed, the bond could be less. Until the March 
meeting with the HLWD, Jackson County was not aware that assessments could 
be certified before the project is complete. 
   Assessments must be certified by November 15. The project engineer would 
play a big role in getting the financial information together. Then landowners 
would be given that information and provided an opportunity to prepay. Bonds 
could then be sold this fall or by the end of the calendar year. 

• Interest rates. Interest rates are favorable now. There is no way to know what 
they will be in two years when the project is built. It would be beneficial to lock in 
financing in 2019. In light of the current market conditions, this should be 
strongly considered.    

• Bond rating and cost. Jackson County has an AA credit rating. They can come to 
the bond market with interest rate of one half a percent lower than the HLWD 
could get. There is definitely a cost differential. The costs to the landowners 
increase by over 10 percent with the HLWD doing the financing. That is the 
difference of an established credit rating and the county’s ability to levy taxes 
without limitation. Looking at just the numbers, it is better to have Jackson 
County do the bonding. 
   It would be difficult for the HLWD to achieve an AA credit rating because we do 
not have GO authority. Investors are more comfortable with a GO pledge. The 
HLWD can work to bolster credit over time. The first one would be the most 
difficult. The second a little easier to issue, but with similar requirements. At 
some point, the HLWD could request a bond rating. However, credit ratings are 
usually given to much larger entities. 

• Bank and non-bank qualified bonds. A municipality can borrow up to $10 million 
bank qualified. Those bonds are issued at lower interest rates. Jackson County 
has issued $4 million in bank qualified bonds for the HLWD in 2019 for the 
Jackson County Judicial Ditch 19 project. They have the ability to get an 
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additional $6 million at the lower interest rate, approximately 2.3 percent. Over 
the $10 million would be at a higher interest rate, approximately 2.43 percent. 

• Independent financial advisor versus investment bank. An independent financial 
advisor develops a package and puts it out for bids. Northland Securities can 
function as either, but they can only be one or the other for a bond sale. In the 
scenario where the HLWD is the issuer of the debt, “story” bonds would be used 
because we are not an established name in the market. The banker would put 
the financing together to help the investors understand who we are and our 
credit. In this instance, it would be better to work with an investment bank. If 
several local banks were interested, the investment bank could potentially 
partner with the local banks and have them participate in the financing for the 
first five to eight years. The balance would be done in the broader market place. 

• Future considerations. Jackson County is looking at bonding for $21 million for 
three drainage improvement projects in the near future. It is likely that all of the 
systems within the county and HLWD will be petitioned for improvements within 
the next 10 years. 
   The HLWD is currently working on improvement projects for CD 3 ($7.5 million); 
JD 3 (over $10 million); JD 14 ($1.2 million); and potentially JD 36 ($500,000). To 
fund projects of this magnitude, the HLWD will need broader credit, which could 
only be done legislatively by securing GO authority. 

• County bond limits. Counties have a statutory debt limit of three percent of $3 
billion. Only bond issues that require repayment exclusively through a levy count 
toward that limit. Drainage projects are considered special assessments. They do 
not count toward overall debt. If there was a need for it, Jackson County could 
bond for $100 million for drainage project. The county can bond for these 
projects at a cheaper interest rate than the HLWD.  
   Standard and Poors has several different categories – management, debt, 
economy. Additional debt could weaken the county’s debt profile. 
   It did not make sense to the managers that Jackson County would bond for a 
drainage project outside the HLWD to save the landowners money, but not bond 
for a HLWD to protect their credit rating. 
   Confusion is created because drainage law only references the county as the 
bond issuer. A WD can be the drainage authority and still certify the costs to the 
county to issue the bonds and cover project finances. The WD also has the ability 
to issue bonds. Respective capacity and desire to manage financial debt profiles 
need to be considered. 

• Joint HLWD and Jackson County meeting. At the June meeting, the HLWD made 
a motion to meet with Jackson County to discuss bonding for the CD 3 project. 
The HLWD believes there should be a long-term agreement on how to proceed 
with projects and do the best for the petitioners.  
   The bids for CD 3 have been received. The cost-benefit ratio still works, so the 
project will proceed. The HLWD will act on the bids at the July 23 meeting. A pre-
construction meeting will be held in August or September, with construction 
scheduled to begin in October.  
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   The bond for the CD 3 construction project would need to be issued in 2019. 
The target would be the October meeting to get money in November. 
   The meeting of the two boards should be held as soon as possible in order to 
issue debt in October. If the meeting doesn’t happen, the HLWD will have to 
make a decision on our own.  

• Next steps. Jan Voit was instructed to contact Steve Duncan, Jackson County 
Administrator, to set up a joint meeting. That will be done by the end of the day. 
Once the date is determined, information will be provided. Harvey Kruger will 
talk with some of the petitioners and get their input. 

George Eilertson stated that the board has the information needed to move forward. If 
Jackson County will work with you, bonds are straightforward for them to issue. If the 
HLWD decides to move out on their own, he can work with a timeline that allows for 
debt issuance in October. 

Louis Smith stated that the discussion has covered the key points. The HLWD has the 
authority to issue debt. The interest rate difference between Jackson County and what 
the HLWD could get is a consideration for landowners. There is a need to be on the 
same page with the county. A timeline has been established for moving things along, 
which requires meeting within the next month. 

4. Adjournment 
The meeting adjourned at 3:30 p.m. 

 
 

Harvey Kruger 
Secretary 
 


